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Abstract 

The United Kingdom Combined Code is today the most fundamental corporate gov-

ernance code applicable in United Kingdom. The nation of United Kingdom encour-

ages governance practices by implementing the Directive 2006/46/EC on a voluntary 

basis before being mandatory. While corporate governance is applicable to many cor-

porations, pension providers may be seen as one of the ideal market sector for govern-

ing, since they act as institutional investors representing a major shareholder group. In-

stitutional investors may even improve corporate governance practices as they repre-

sent a major part of public sector capital. Owning large amount of shares, their func-

tion is to supervise in the firms’ corporate governance activities in order to monitor the 

transparency and disclosure procedures. To be able to monitor other companies' activi-

ties, pension providers must set up an example for enforcing corporate governance 

practices themselves and follow them respectively. 

  

This descriptive case study observes the corporate governance structures represented in 

annual reports of five large chosen pension providers during the years 2007 to 2009 

capturing the financial crisis occurring in 2008, in United Kingdom. The purpose of 

the study is to examine if strong corporate governance is incorporated in the following 

pension providers, Aberdeen Asset Management plc, Aviva plc, Prudential plc, Royal 

London Mutual Insurance Society Limited and Standard Life plc. The focus is on 

board composition and established committees. The scope of this study answers the 



 

 
 

following research question: How do the five pension providers, Aberdeen, Prudential, 

Royal London, Standard Life and Aviva, comply with or explain deviations found in 

their respectively annual reports from 2007-2009 in accordance with the Combined 

Code 2008 and the Annotated Combined Code 2005? 

 

Fundamental for pension providers is to work on a long-term basis with value creation 

as goal. Still the core focus of corporate governance remains, to create a system offer-

ing protection for all stakeholders. As the result shows, all of the five chosen corpora-

tions strongly implement national corporate governance practices throughout 2007-

2009 on both board composition and established committees. Still, they suffered short-

term negative fluctuations from the United Kingdom financial crises in 2008, but re-

covered shortly afterwards. Even though these fluctuations occurred, all of the corpora-

tions have long-term value as one of their main objectives. The long-term value can 

partly be sustained by strong corporate governance practices as it a main objective in 

corporate governance. 
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1 Introduction 

This chapter introduces the study’s main focus including the purpose with the stated 

research question, delimitation and outline. The aim with this introductory chapter is 

to give the reader an overview of the entire study with the key concepts of corporate 

governance and pension providers in United Kingdom during 2007-2009. 

 

In 2008, when the financial crisis emerged in United Kingdom, it was also regarded as 

a crisis in corporate governance (Clarke and Chanlat, 2009). According to the Organi-

zation for Economic Co-operation and Development (OECD) report from 2009 “The 

United Kingdom-Highlights from OECD, Pensions at a Glance”, the effects of finan-

cial crisis in United Kingdom, in 2008 concerning pension providers deserve attention. 

Figure 1 shows the OECD unweighted average between equity and bonds (debt) on 

pension funds’ real investment returns in 2008. The total amount of losses for 2008 

registered by pension funds in United Kingdom is 17.4% in real investment returns 

(including price inflation). The total amount of losses for OECD countries encountered 

by pension providers in 2008 was 5.4 trillion in US dollars (Organization for Eco-

nomic Co-operation and Development [OECD], 2009).  

 

As pension today plays an essential role in the society, with the pension providers act-

ing as institutional investors, many people rely on their judgement to take correct deci-

sions for long-term value creation (Mallin, 2010). This case study examines the corpo-

rate governance structures during the years 2007-2009 represented in annual reports of 

five chosen pension providers, Aberdeen Asset Management plc (Aberdeen), Aviva 

plc (Aviva), Prudential plc (Prudential), Royal London Mutual Insurance Society Lim-

ited (Royal London) and Standard Life plc (Standard Life). With the financial crises in 

United Kingdom occurring in 2008, this study examines if the five chosen pension 

providers have strong corporate governance incorporated. It also assumes if the corpo-

rate governance structure may be an explanation for the 17.4% loss in United King-

dom’s pension funds found in the OECD report (OECD, 2009).  
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Figure 1: Pensions’ unweighted real investment returns for 2008  

 

Source: OECD (2009), Pensions at a Glance: Retirement-Income Systems in  

OECD Countries, figure 1.3 

 

The belief that United Kingdom encourages corporate governance practices can be ar-

gued by the Cadbury Report introduced in 1992. This report was recognised in the 

European Union as the first set of guidelines dealing with corporate governance in the 

“best way” by introducing the “comply-or-explain” mechanism. Also, United King-

dom encourages governance practices by implementing the Directive 2006/46/EC on a 

voluntary basis before being mandatory in 2007 (RiskMetrics Group, 2009). 

 

1.1 Purpose and research question 

With OECDs’ statement from 2008 dealing with the financial losses of 17.4% in 

United Kingdom, this study’s attention is on analysing the compliance of five pension 

providers with two corporate governance codes. Since corporate governance may af-

fect the pension providers’ performance, this study seeks to explain these losses being 

short-term fluctuations. The codes are the Combined Code 2008 and the Annotated 

Combined Code 2005. The chosen codes for this study are fundamental for insurance 

companies and mutual funds, as pension providers include these types of businesses. 
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The chosen mutual funds are Aberdeen, Prudential, Royal London and Standard Life 

and the chosen insurance company is Aviva. All of them are pension providers offer-

ing pension products. The chosen five pension providers are listed on the London 

Stock Exchange and the Financial Times (FT) fund market confirming that they are 

among the largest companies in their respectively market. Financial Times Stock Ex-

change (FTSE) index is a conventional equity market index. Aberdeen is listed under 

FTSE 250 index. Aviva, Prudential and Royal London are listed under FTSE 100 in-

dex. Standard Life is listed under FTSE 100 index and All-Share index (Financial 

Times Stock Exchange [FTSE], 2011).  

 

The notion of pension today plays a fundamental role in the society representing the 

income at retirement for individuals. Many people rely on pension providers’ judge-

ments to take rightful long-term decisions, since they act as institutional investors 

(Mallin, 2010). The purpose for this study is to investigate the corporate governance 

structures in the chosen pension providers during the years 2007-2009 with the finan-

cial crises in United Kingdom occurring in 2008. Based on the study’s purpose, the 

following research question is addressed: 

 

- How do the five pension providers, Aberdeen, Prudential, Royal London, Stan-

dard Life and Aviva, comply with or explain deviations found in their respec-

tively annual reports from 2007-2009 in accordance with the Combined Code 

2008 and the Annotated Combined Code 2005? 

 

The research is firstly conducted by analysing the “comply-or-explain” mechanism. 

Secondly, by developing a pattern using the official documents of the Combined Code 

2008 and Annotated Combined Code 2005 on corporate governance in United King-

dom and focusing on the board composition and established committees. Thirdly, it is 

performed a descriptive study of the provided annual reports from 2007-2009 available 

from the five chosen pension providers. To be able to conduct the analysis, the study 

concentrates on the following questions: 

 

- How the board of the five pension providers is organized under the Combined 

Code 2008 and the Annotated Combined Code 2005? 
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- What committees do the pension providers establish under the Combined Code 

2008 and the Annotated Combined Code 2005? 

- What additional committees do the pension providers encompass?    

 

1.2 Delimitation 

As corporate governance may be addressed differently by diverse types of corpora-

tions, pension providers are expected to comply with the national codes, since they act 

as institutional investors. To monitor other companies' activities and being large inves-

tors, pension providers should set an example for enforcing corporate governance prac-

tices by complying with corporate governance codes. 

 

The study focuses on the Combined Code 2008 even if it addresses all types of compa-

nies and the Annotated Combined Code 2005, since it deals with the issues of mutual 

insurers. These two codes contain recommendations for corporate governance prac-

tices relevant to the chosen pension providers.  

 

The study observes five pension providers from United Kingdom. There are chosen 

five pension providers, as the study seeks to examine on a multiple-case basis with a 

two-fold pattern of theoretical replication. The pension providers are Aberdeen, Aviva, 

Prudential, Royal London and Standard Life. The five pension providers were selected 

from the Financial Times Stock Exchange official website offering complete annual 

reports from 2007 to 2009. In annual reports the necessary financial information and 

disclosure of corporate governance practices are presented. The chosen companies are 

listed in the London Stock Exchange with FTSE indexes. The chosen pension provid-

ers are organized as a group with different business units or divisions. Only a certain 

business unit/division provides pension products. Due to limited accessibility of corpo-

rate governance reports for these business units/divisions, the corporate governance 

structure is examined at group level. The chosen pension providers offer pension prod-

ucts in form of public and private pension schemes in form of defined contributions. 

 

The time frame is limited to the period between 2007 and 2009. This period highlights 

the corporate governance structures of pension providers before and after the financial 



Pension providers’ corporate governance              Rashed and Larsson 

 
5 

crisis of 2008 occurring in United Kingdom. The reason for choosing United Kingdom 

is based on two arguments. First, United Kingdom was the first country introducing 

the “comply-or-explain” mechanism with the Cadbury Report in 1992 as a first set of 

corporate governance framework. Second, the corporate governance codes were highly 

implemented reaching the objectives of the Directive 2006/46/EC (RiskMetrics Group, 

2009). When choosing among types of companies to be studied, the pension providers 

are chosen for this study, since they act as institutional investors with a long-term per-

spective in making investments. Institutional investors own large amounts of shares in 

other companies and have a monitoring role of the firm’s performance they invested in 

(Gillan and Starks, 2003). They are specialized intermediaries managing funds collec-

tively towards a pension related to long-term objective for small investors (Davis and 

Steil, 2001).  

 

The focus of the study is on the board composition and committee establishment de-

scribed in the two chosen codes, the Combined Code 2008 and the Annotated Com-

bined Code 2005. According to the main principle A1 of the Combined Code 2008 the 

board is of high importance for a company. A homogenous decision making procedure 

at the top management level is needed for good company performance. Top manage-

ment includes the committees as tools for handling the disclosure and transparency in 

corporations. These two units of analysis give base for the concluding remarks. 

 

 

 

 

 

 

 

 

 



Pension providers’ corporate governance              Rashed and Larsson 

 
6 

1.3 Outline 

Chapter 2 portrays which methodological frame has been used for this study. The ex-

ercise of a qualitative research method and a descriptive method is used for the analy-

sis of the five pension providers’ annual reports. 

Chapter 3 presents the frame of reference. It describes corporate governance related to 

pensions in United Kingdom, how pension providers generally work and the two na-

tional United Kingdom codes, the Combined Code and the Annotated Combined Code, 

and the requirements from the Combined Code 2008 and the Annotated Combined 

Code 2005.  

Chapter 4 gives an introduction to the five chosen pension providers in United King-

dom and provides the key performance indicators related to profits, assets and equity. 

Chapter 5 presents the analysis and results of the findings on complying with the na-

tional corporate governance codes in United Kingdom. The focus is on board composi-

tion and committee establishment applicable to the five chosen pension providers. 

Chapter 6 offers the concluding remarks.  
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2 Methodology 

This section examines the research approach, strategy and philosophy employed for answering 

the research question. It gives a description of the study’s characteristics and analysis. With 

this method the study answers the research question: How do the five pension providers, Ab-

erdeen, Prudential, Royal London, Standard Life and Aviva, comply with or explain devia-

tions found in their respectively annual reports from 2007-2009 in accordance with the 

Combined Code 2008 and the Annotated Combined Code 2005? 

 

2.1 Research design and method 

This study makes use of the qualitative research method for a deeper understanding of 

the pension providers’ corporate governance. The qualitative research method imply 

using non numerical and non quantified data (Saunders, Lewis and Thornhill, 2009).  

Consistent with this topic is the examination of corporate governance structures in Ab-

erdeen, Aviva, Prudential, Royal London and Standard Life.  

 

The approach is a multiple-case study as this research strategy is in line with unfolding 

contemporary events, longitudinal time horizon and no control of behavioural events 

(Yin, 2009).  The investigation of the chosen pension provides is made for the account-

ing years 2007, 2008 and 2009. The aspect of no control consists of passive participa-

tion in the data collection meaning not having direct contact with the pension provid-

ers. The sources, the annual reports disclosed by the pension providers, contain expla-

nations of the occurred events. In line with the multiple-case study is also the choice of 

an embedded study where the board composition and committees are the units of 

analysis. Each pension provider has its own financial situation, market and corporate 

governance approach. 

 

The study’s approach is descriptive, since it illustrates the practical aspect of corporate 

governance in a real-life context (Yin, 2009). The aim of the descriptive approach is 

two-fold. First, it is inductive when building theory, developing the framework for the 

analysis. Second, it is deductive when testing the developed theory with the results 

provided by annual reports (Saunders, Lewis and Thornhill, 2009). 
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The branch of philosophy shows from what perspective the research is conducted. This 

study exploits the ontology branch concentrating on the nature of reality (Saunders, 

Lewis and Thornhill, 2009). With the subjectivist view being part of the ontology 

branch, this study describes corporate governance created by perceptions and resultant 

actions made by pension providers. 

 

Also, the philosophy needs to be consistent with the selected branch. The most appro-

priate philosophy for this study is the pragmatism philosophy. In this philosophy, the 

stated research question in the study decides both in what way the research is con-

ducted and the study’s structure (Saunders, Lewis and Thornhill, 2009). The research 

question is limited to build on corporate governance practices of the chosen pension 

providers. The study describes how the five pension providers work with their corpo-

rate governance and seeks to understand how corporate governance codes are per-

ceived. 

 

2.2 The analytic technique   

The starting point for the analysis is a comparison of the “comply-or-explain” mecha-

nism among the five pension providers, during the period 2007-2009. For conducting 

the analysis, a pattern is developed. The pattern is the framework for the analysis and 

is based on the official reports of the Combined Code 2008 and the Annotated Com-

bined Code 2005.  

 

Further on, the analysis continues with an assessment between the five selected pen-

sion provides and the pattern. The pattern matching technique consists of a simple pat-

tern with two units of analysis. The pattern has a low level of precision since it does 

not include the quantitative statistical criteria of analysis (Yin, 2009). The units of 

analysis, board composition and committees, are observed by using qualitative secon-

dary data as non-numeric already existing data from the annual reports (Saunders, 

Lewis and Thornhill, 2009).  
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3 Frame of reference  

This study aims to examine the topic of corporate governance for five large pension 

providers in United Kingdom. The theoretical framework establishes the ground for 

how pension providers are organized, their tasks and responsibilities in respect to the 

corporate governance applicable to them. This gives background in order to under-

stand the forthcoming analysis. The framework consists of sections dealing with cor-

porate governance and pension providers. The corporate governance codes are based 

on the United Kingdom Combined Code 2008 and the Annotated Combined Code 

2005. 

 

3.1 Corporate governance related to pensions 

Produced by the Cadbury Committee in 1992, the United Kingdom Combined Code 

defines corporate governance as “the system by which companies are directed and con-

trolled” (UK Combined Code, 2010, p. 1). By completing the definition, Shleifer and 

Vishny state “Corporate Governance deals with the ways in which suppliers of finance 

to corporations assures themselves of getting a return on their investment” (Shleifer 

and Vishny, 1997, p. 737).  

 

One of the fundamental corporate governance theories is the principal-agency. The 

principal-agency theory appears when principals assign certain tasks for agents to act 

on behalf of the principles (Mallin, 2010). Because of the separation between owner-

ship and control, the agents may have the tendency to pursue self-interested goals. Ap-

plicable to pension providers, the principle-agency problem may arise when pursuing 

short-term earnings, managing investments badly, investing in high risk assets on con-

tinuing bases or when beneficiaries do not receive rewards on time or proper amounts. 

In other words, the pension provider’s key tasks are not met (Mitchell, 2002). The 

emergence of corporate governance was created solving these problems with internal, 

external and behaviour controls (Hess and Impavido, 2003).  

 

Corporate governance concerns pension providers, in terms of internal control, the re-

lation between the sponsors, top management (board of directors and executive man-
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agers) and the consultants. In contrast, the existence of large shareholders and govern-

ment interventions through regulations relates to the external control system. The main 

instrument on the internal control system is the board of directors. Among the board of 

directors there are executive directors and independent non-executive directors. The 

executive directors are responsible for running the firm while the independent non-

executive directors are responsible for giving advice and monitoring the executive di-

rectors’ activities. The internal control mechanism serves the board of directors as an 

instrument for solving conflicts of interest between executive directors and beneficiar-

ies. However it also provides the means externally when fulfilling the fiduciary duties 

towards shareholders (Hess and Impavido, 2003).  

 

As sponsors and shareholders rely on pension providers to make accurate decisions, 

the reputation of pension providers is very important (Shleifer and Vishny, 1997).  It 

depends on an effective internal control system, since the reputation itself determines if 

a sponsor wants to be a member of the pension provider. The reputation is built on 

both the executives’ (portfolio managers) behaviour towards internal and external 

stakeholders and the executives’ attitudes toward risks. With a certain percentage of 

the assets under management as incentives, the executives are rewarded for their out-

comes. The executives’ performance is also based on behaviour control mechanisms 

set by the sponsors, the non-executive directors and the consultants. A good behaviour 

leads to better outcomes in the sense of ethically treating the beneficiaries, sponsors 

and board of directors (Hess and Impavido, 2003).  

 

The reputation also depends on external controls involving effective mechanisms for 

ensuring executives’ transparency in the corporation. External controls manifest 

through the relation between investor activism, government’s regulation and share-

holders’ rights (Hess and Impavido, 2003).  

 

There are different external mechanisms for ensuring a good corporate governance 

practice. One of them is the mechanism for guaranteeing shareholders’ rights with hos-

tile takeovers (Shleifer and Vishny, 1997). A hostile takeover occurs when taking over 

a large share percentage of poorly managed corporations which in some situations is 

seen as agreed deals. In United Kingdom, the corporate government codes require 
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firms to give certain rights to shareholders with a minimum of 10 percent in company 

shares. This is why many corporations, including pension providers, hardly have to 

take precaution about removing its board of directors (Geoffrey, Kirchmaier and Grant, 

2006).  

 

Another mechanism is investor activism, with institutional investors being the central 

actor to improve corporate governance practices as they represent a major part of the 

corporations’ public sector capital (Geoffrey, Kirchmaier and Grant, 2006). Pressure 

from these large shareholders can be seen as a way of external control. Large investors 

involve themselves actively for monitoring the executive directors’ performance with 

the aim of improving or sustaining good performance. The function of institutional in-

vestor is to scrutinize in the firms’ corporate governance activities in order to monitor 

the transparency and disclosure procedures (Mallin, 2010). 

 

A third mechanism concerning the external control of companies deals with govern-

ment legislation designed to protect the company stakeholders. Government’s policy 

for pension providers in United Kingdom is exercised with the “prudent man” rule. 

The rule implies a rather loose regulation system regarding investment limitations (Vit-

tas, 1996). Still, the rule is rather strict when dealing with corporate governance codes. 

Legal protection of shareholders is assured by contracts between them and the pension 

providers to grant shareholders with control rights in exchange of funding (Shleifer 

and Vishny, 1997). 

 

3.2 Pension providers offering pension funds  

As this study concerns the pension providers, it is necessary to understand how a pen-

sion provider generally works. It is easy to confuse a pension provider with a pension 

fund. A pension provider can offer one or more pension funds. A pension provider is 

an independent legal entity founded by assets purchased with contributions from a 

pension plan. The pension plan will grant the contributor a retirement pension in the 

future. The pension provider writes an individually or group employment contract, le-

gally binding with an explicit retirement objective. The main purpose of the pension 

provider is to finance the pension plan benefits, where the plan/fund members hold the 
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legal/beneficial right or a contractual claim on the pension provider’s assets. However, 

the pension provider can either have the legal personality or be without it. Legal per-

sonality is conducted by having its activities as a trust, foundation, or corporate entity. 

Without the legal personality the pension provider is conducting its activities either on 

behalf of the pension plan/fund members through a pension fund management com-

pany or by other financial institution (OECD, 2005). 

 

The pension system of the United Kingdom is divided into a basic pension and addi-

tional categories of pension. Since the basic pension provided by the state is not suffi-

cient in some cases for a retired person to cover his/hers expenses, the United King-

dom government developed the additional pension with the purpose of improving the 

retirement income. Additional pension is divided in public and private pension. At one 

hand, the public pension can either be managed by the state, such as the State Second 

Pension, or by employers like the occupational pension. On the other hand, private 

pension can only be exercised by individuals divided into person and stakeholder pen-

sions (Blake, 2003). Every category of United Kingdom’s pension system has a large 

variety of pension schemes. This study covers private pension providers offering prod-

ucts in form of defined contributions in public and private pension schemes. 

 

The structure and performance of a pension provider depends on the country’s econ-

omy, financial system and legal systems. United Kingdom is generally identified as a 

free-market economy determined by a high level of competition, transparency and dis-

persed ownership. In the free-market economy there is a market-based financial system 

where banks and security markets provide firms with society savings. This highlights 

the importance of intermediaries (pension providers) in the business market (Demir-

guc-Kunt and Levine, 1999). The legislative system in United Kingdom encourages 

pension providers’ activity. Adapting a common law system, United Kingdom prefers 

conscious decision-taking, reflecting the importance of judge’s decision rather than ex-

ecutive power and legislative undergrowth of regimes (Miller, Benjamin and North, 

2008). 

Financial markets contain segments in form of pension providers offering portfolio 

management services to their clients by selecting among risky assets investments for 

future high returns (Del Guercio and Tkac, 2000). The pension provider has several 
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key tasks. The main task however is to collect defined contributions so pension man-

agers receive the necessary funding for managing investments without taking unneces-

sary high risks. The funding for assets under management is invested in different sec-

tors of the financial market by the pension providers for providing the promised pen-

sions to beneficiaries (Mitchell, 2002). 

 

Pension provider’s clients are different stakeholders relying on their activities. The 

pension fund client (sponsor, plan participant) can be active, retired and survivor 

members (Hess and Impavido, 2003). The active members are currently paying con-

tributors, such as individuals and companies offering pension schemes to their em-

ployees or self-employers. The retired members are the beneficiaries of a pension 

scheme. The survivor members being large and small shareholders, have the highest 

interest in the pension provider’s performance (Mitchell, 2002). The activities of pen-

sion providers mostly concerns investment needs, managing the different client types 

and selecting the portfolio managers (Del Guercio and Tkac, 2000).  

 

Pension providers’ schemes are financed with both debt and equity (Vittas, 1996). 

Among the risks associated with pension providers are financial risks in form of credit- 

and market risks. Credit risks concerns financing investments with debt (bonds). Mar-

ket risks can be associated with stock market crashes for investments financed with 

equity. As pension providers act as institutional investors the magnitude of the risk is 

large. If the pension provider encounters losses, it registers not only losses in assets, 

but also losses in clients, sponsors, beneficiaries and shareholders (Blake, 2003). If 

these losses are long-term the stakeholders lose their confidence in the pension pro-

vider. Long-term gain and value should be essential in the pension providers. 

 

Pension providers act as institutional investors, owning large amounts of shares in 

other companies. They have a supervising role of firm’s performance they’ve invested 

in (Gillan and Starks, 2003). Institutional investors are specialized intermediaries man-

aging funds towards a pension linked objective for small investors involving accept-

able risk, maximizing returns and maturities (Davis and Steil, 2001). 
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3.2.1 Pension providers as institutional investors 

Institutional investors have the responsibility to manage the funds granted by the own-

ers. In pension funds these managers, referred to as trustees, must act in the best inter-

ests of their beneficiaries. Similarly, insurance companies have to fulfil the same role 

to their shareholders. In this view institutional investors should maximize shareholder 

returns. According to the Cadbury Report, the institutional shareholders are viewed as 

large shareholders monitoring the management procedures of firms on behalf of small 

shareholders. They have the responsibility to take actions that imply long-term effects 

for managing shareholder positions. However, in their role as investors they should be 

free to move their funds around in order to maximize the beneficiaries’ returns. This 

may create incongruence for pension providers (Keasey, Thompson and Wright, 1997). 

Still, the focus should be to have a long-term perspective. According to Charkman 

(1994, p. 131) “All company managers want their own shareholders to belong to the 

type A school. If they put pressure on their own pension fund managers for short-term 

results they push them toward type B”. To be able to monitor other companies’ activi-

ties, pension providers must set up an example for enforcing corporate governance 

practices and follow them respectively. 

 

3.2.2 The OECD comparison - The effects of the 2008 financial crisis 

on pension funds  

The OECD reports “Pension Market in Focus” and “The United Kingdom-Highlights 

from OECD, Pensions at a Glance” contain information regarding losses registered by 

pension funds in United Kingdom in real investment returns and the total amount of 

losses in all OECD countries in 2008. All these losses reflect the short-term effects of 

the financial crisis. Still, an important aspect of pension funds highlighted in OECD 

report from 2008 “Pension Market in Focus” is that pension funds ought to be evalu-

ated long-term.  

 

This section presents findings from these reports related to the study in order to under-

stand the financial situation of pension funds created by the financial crisis in 2008 

United Kingdom. Also, to highlight the Combined Code 2008 effectiveness in United 

Kingdom. The figures 1 to 4 are from the mentioned OECD reports, “Pension Market 
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in Focus” and “The United Kingdom-Highlights from OECD, Pensions at a Glance” 

and the RiskMetrics Group report from 2009.   

 

In 2006 the European Commission introduced Directive 2006/46/EC recommending 

member states to implement the “comply-or-explain” mechanism dealing with corpo-

rate governance codes (Directive 2006/46/EC, 2006). According to the RiskMetrics 

Group (2009), United Kingdom implemented the mechanism with the Combined Code 

before being mandatory and is today efficiently incorporated in the nation.  

 

According to the RiskMetrics Group (2009) national corporate governance codes have 

twelve objectives. The objectives reflect the efficiency of the codes highlighting the re-

sults of compliance. The corporate governance codes’ objectives are “reference tool 

for corporate governance practice, professionalization of corporate governance, 

measuring up to international standards, creating awareness for corporate govern-

ance, a greater balance between leadership, entrepreneurship and control, increased 

discipline within companies, better competitive position in the market, long-term value 

creation, low cost of external funding, foreign investment, proper monitoring, and in-

creased transparency of governance practices of companies” (RiskMetrics Group, 

2009, p. 131).  

 

A study of the corporate governance codes’ effectiveness have been conducted in 2008 

by BUSINESSEUROPE (the Confederation of European Business) and ecoDa (the 

European Confederation of Directors' Associations) and approved by RiskMetrics 

Group. Figure 2 shows the effectiveness of national corporate governance codes of 

member states reaching the twelve objectives in relation to the EU median per country. 

Among the 25 members states presented in figure 2, there are nine member states scor-

ing above EU median in corporate governance code effectiveness. Those member 

states are Austria, Bulgaria, Denmark, Finland, France, Germany, Ireland, Netherlands 

and United Kingdom. As can be seen, United Kingdom scales slightly over 4, almost 

fully reaching the corporate governance objectives. Since the study was conducted in 

2008 the applicable corporate governance code for United Kingdom was the Combined 

Code 2008 (RiskMetrics Group, 2009).  
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Figure 2: Corporate governance codes effectiveness from scale 1 to 5 

 

   

 

 

 

 

 

 

 

 

 

 

 

Note: Scale 1 to 5, with 1 not reached and 5 completely reached.                                                                                                                              

Source: (RiskMetrics Group, 2009), Study on Monitoring and Enforcement Practices in 

Corporate Governance in the Member States, figure III-2-2 

 

Figure 3: Nominal and real pension fund returns in 28 selected OECD countries  

 

Source: (OECD, 2008), Pension Market in Focus, December 2008, Issue 5, figure 2 
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Figure 1 shows (see figure 1 in introduction) the OECD unweighted average of pen-

sion funds real investment returns in 2008 for eight of the OECD countries. Figure 3 

shows the nominal and real pension fund returns in 28 selected OECD countries during 

January to October 2008. As can be seen from 1 and 3 figure, United Kingdom ranks 

average with losses of 17.4%. Figure 1 and 3 illustrate that even if pension providers 

have effective and strong corporate governance structures, they suffer from the short-

term negative effects caused by the 2008 financial crises. 

 

Figure 4 illustrates the nominal average returns in pension fund (excluding price infla-

tion) of  four  OECD countries, Australia, United Kingdom, United States and Sweden 

over the last 5, 10 and 15 years.  

 

Figure 4: The nominal average annual pension fund returns  

in selected OECD countries over the last 5, 10 and 15 years 

 

Source: (OECD, 2008), Pension Market in focus December 2008, Issue 5, figure 3 

 

According to figure 4, pension funds annual rate of return over the last 15 years was 

positive with an average of 9.2 % in United Kingdom until October 2008. Even though 

losses occurred during the financial crises in 2008, pension funds should be evaluated 

on a long-term perspective. According to the OECD report from 2008, only focusing 

on short-term performance gives unfair evaluation basis for how pension funds are 

managing their operations. For example, in the financial crises of early 2000 pension 
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funds still had a high-quality performance the upcoming ten years in terms of nominal 

average annual returns (OECD, 2008).  

 

In the last 40 years different management investment styles have evolved to be more 

and more institutionalized. The style of investment concerns different strategies de-

signed to earn returns. There are two different philosophical investment styles that 

should be addressed, creating short-term differences. These are the growth style and 

the value style. An investment manager with a portfolio containing a growth style is 

assumed to have a higher beta-value and an investment manager with a portfolio hold-

ing a value style is assumed to have a lower beta-value. The beta-value represents the 

sensitivity of stocks in respect to fluctuations in the market (Sorensen and Frabozzi, 

2007). Still, it is found that on a long-term basis, these styles present no major differ-

ences (Houge and Loughran, 2006).  

  

Pension fund managers act as intermediaries, handling other people’s investment deci-

sions. On a short-term basis they have an important role when performing their in-

vestment strategies. But when pension providers manage assets, the pension fund man-

ager invests long-term. Therefore the pension fund manager generally can choose in 

which style he/she wants to invest, since in the long-term approximately the same re-

turns are created (Sorensen and Frabozzi, 2007).  

 

Pension providers should base decisions on long-term value, as they provide pension 

products. The pension products are long-term financial contracts written between the 

pension provider and its beneficiary where a payment is expected to be received in the 

future. The main purpose of a pension product is to ensure future retiree consumption 

in order to sustain the national economy (Mitchell, 2002). A long-term investor values 

the risk of wealth differently from a short-term investor, since it can concern future 

standard of living. For example a short-term investor may value cash more, as it is safe 

in the short-term, but riskier in the long run, as the real interest rate and inflation in a 

country differs from year to year. On the other hand, a long-term investor values stock 

and bond investments more while it may provide steady returns in the future (Camp-

bell and Viceira, 2002 ). 
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According to Clarke and Chantal (2009) the financial crisis in 2008 United Kingdom, 

was also to be considered as a crises in corporate governance. Since pension providers 

act as institutional investors, many stakeholders rely on them to make rightful deci-

sions (Mallin, 2010). Pension providers offer pension funds. Pension funds focus on 

long-term investments (OECD, 2008). Since long-term decisions are connected to cor-

porate governance and value creation, this study seeks to examine the five large pen-

sion providers in United Kingdom on their compliance to national corporate govern-

ance codes.   

 

3.3 Corporate governance emergence in UK 

United Kingdom is one of the member states in the European Union updating corpo-

rate governance codes on frequently basis with formalized procedures. The independ-

ent governing body for the corporate governance codes in United Kingdom is the Fi-

nancial Reporting Council (FRC). The body has the responsibility to update and re-

view the corporate governance codes (FRC, 2011). 

 

Corporate scandals, like the Enron and WorldCom, brought the need to further develop 

the existing corporate governance practises worldwide. These financial scandals oc-

curred because of bad management and unfair director remunerations. However, the 

emergence of corporate governance in United Kingdom began in the early 1990s, in a 

time when the European Union consisted of half of its current member states. The 

need, to regulate corporate behaviour, made corporate governance codes emerge with 

the establishment of the Committee of Financial Aspects of Corporate Governance in 

1991 (Mallin, 2010). 

  

The Cadbury Report was published in 1992, soon after it was published in the Euro-

pean Union, as the first set of guidelines dealing with corporate governance in United 

Kingdom. The Cadbury Report introduced the “comply-or-explain” mechanism as the 

first keystone in the framework, long before the implementation into European Union 

law, Directive 2006/46EC (RiskMetrics Group, 2009). The “comply-or-explain” 

mechanism offers corporations to either comply with corporate governance codes or 

explain deviations (Combined Code 2008). The Cadbury Report focused on board of 
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directors, board composition, operations and responsibilities. In 1992, the London 

Stock Exchange Listing Rules required registered companies to use the “comply-or-

explain” mechanism for implementing the corporate governance recommendations 

(Report of the Committee On the Financial Aspects of Corporate Governance, 1992).  

 

Published in 1995, the Greenbury report contains recommendations focusing on remu-

neration disclosures, strengthening directors’ accountability and the establishment of a 

remuneration committee for performance measurements. It also highlights the impor-

tance on non-executive directors (Directors’ Remuneration Report of a Study Group 

Chaired by Sir Richard Greenbury, 1995). The aim of the Greenbury report is to align-

ing the interests of directors and shareholders. In 1998 the Hample Report was pub-

lished highlighting the supposition of directors. The directors should be responsible for 

two main tasks. Firstly, encouraging and sustaining a productive communication with 

the stakeholders. Secondly, the directors should be accountable to their shareholders 

(Committee of Corporate Governance, Final Report, 1998). The same year the first na-

tional corporate governance code, the Combined Code, was published. The recom-

mendations of Cadbury, Greenbury and the Hample Reports are enclosed in the Com-

bined Code (Mallin, 2010). 

 

Established in 1999, the Institute of Chartered Accounts in England and Wales pro-

vides guidance on implementing internal control in companies following the Com-

bined Code (Mallin, 2010). The same year the institute published the Turnbull Report 

recommending assessments on internal control effectiveness to be implemented in the 

annual report by the board of directors (Internal Control, Guidance for Directors on the 

Combined Code, 1999). The Turnbull Report was revised in 2005 including guidance 

on how to perceive the internal control statements (Internal Control, Revised Guidance 

For Directors On The Combined Code, 2005).  

 

By 2003, a second version of the Combined Code was published containing the Cad-

bury Report, the Greenbury Report, the Smith Guidance, the Turnbull Guidance and 

the Higgs Guidance (replacing the Hample Report) all dealing with corporate govern-

ance issues. The Combined Code 2003 includes main attributions of the chairman and 

the senior independent director. Disclosure rules on the remuneration report are cov-
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ered by the Directors' Remuneration Report Regulations 2002. These rules are not part 

of the Combined Code 2003 (Combined Code, 2003). The Combined Code has been 

updated to the Combined Code of 2006 and the Combined Code 2008 (Combined 

Code, 2008). 

 

Based on the Combined Code 2003, the Annotated Combined Code 2005 was pub-

lished by the Association of Mutual Insurers and Association of Friendly Societies. It 

includes additional recommendations applicable to mutual insurers (Annotated Com-

bined Code, 2005).   

 

3.4 The Corporate governance codes 

The code applied by Aberdeen, Aviva, Prudential, Royal London and Standard Life is 

the Combined Code. Also Royal London applies the Annotated Combined Code dur-

ing 2007 to 2009. In the following section these codes are described, including their 

updates. Also included in this section are the requirements under the Combined Code 

2008 and the Annotated Combined Code 2005, since these are the focus for the units 

of analysis for the study. The Combined Code 2008 is divided into four major sections, 

directors, remuneration, accountability and audit and relations with shareholders. The 

units of analysis are board composition and committees in the two chosen codes, as 

they are essential concerning top-level management and impregnates throughout the 

Combined Code 2008 (Combined Code, 2008). 

 

3.4.1 The Combined Code  

The Combined Code is applicable by companies dealing with corporate governance. 

The time line for this study is 2007-2009. During this period, Aberdeen complies with 

the Combined Code 2003 provided by the FRC.  The principles of the Combined Code 

2003 contain recommendations on board composition, committees, the relation with 

shareholders and institutional shareholders. The code also contains the Turnbull Guid-

ance on internal control, the Smith Guidance on audit committee attributions and the 

Higgs Report on non-executive directors (Combined Code 2003). The version of 2006 

contains adjustments from the Combined Code 2003 in the main sections, being the 
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company chairman has right to assist the remuneration committee and the shareholder 

receive rights concerning proxy voting (Mallin, 2010). 

 

A review on the Combined Code 2006 was conducted by FRC in 2007 resulting in the 

publication of the Combined Code 2008 with two major modifications. Firstly, the 

Combined Code 2008 permits more than one chairman for FTSE 100 companies. Sec-

ondly, independent chairmen outside FTSE 350 companies are allowed to sit on the 

audit committee (Mallin, 2010). 

 

After the financial crises occurring in United Kingdom, in 2008, the FRC conducted in 

2009 a review on the Combined Code 2008 to find new approaches to an upcoming 

version of the Combined Code (FRC, 2011). The review reveals that companies are 

recommended to comply with the original Combined Code, not implementing other 

corporate governance codes. It also recommends institutional investors to adapt the Sir 

David Walker’s Stewardship Code and finds that the Combined Code should add new 

principles about the chairman and the roles of non-executive directors (Review Of The 

Combined Code: Final Report, 2009). 

 

The latest version of the code, Combine Code 2010, contains new principles and 

changes mainly describing director’s responsibilities. These new attributions make it 

easier measuring directors’ performance and aligning it with the company’s long term 

interests, risk policies and systems. The Combine Code 2010 facilitates the possibility 

to redraw unfair payments from remuneration packages (UK Combined Code, 2010). 

However since this study seeks to analyse the time period 2007 to 2009, this code will 

further not be discussed in the analysis. 

 

3.4.1.1 Combined Code 2008 requirements 

Aberdeen complied with Combined Code 2003 for the accounting year 2007. Aviva, 

Prudential, Royal London and Standard Life complied with Combined Code 2006 for 

the accounting year 2007. In the accounting year 2008, Aberdeen, Aviva, Prudential 

and Royal London comply with the Combined Code 2006. For the same year, Standard 

Life complies with the Combined Code 2008. In 2009, Aberdeen complies with the 
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Combined Code 2006 and Aviva, Prudential, Royal London and Standard life complies 

with Combined Code 2008.  

 

This section of the study concerns the development of a pattern to conduct the analysis 

of the five chosen pension providers and takes into consideration the changes made in 

a comparison between the 2003, the 2006 and the 2008 versions of the Combined 

Code. The study chooses to emphasize and describe the requirements of the Combined 

Code 2008 for the pattern. The explanation for this is due to almost indistinguishable 

requirements in the mentioned Combined Code’s. The pattern for the analysis consists 

of two units of analysis, the board composition and committees. The study focuses on 

annual reports from 2007 to 2009 in the chosen pension providing companies.  

 

3.4.1.2 Board composition 

This section of the study describes the principles concerning the board composition 

and committees of the Combined Code 2008. This code also contains principles on 

shareholder relations and institutional shareholders. 

 

In the main principle A 2, regarding the chairman and chief executive, it is highlighted 

separating the activities of the two positions. A person cannot occupy both the chair-

man and chief executive position at the same time (principle A 2.1). The chairman and 

chief executive responsibilities are clarified, set in writing and agreed by the board. 

According to principle A 2.2, the chairman has to meet the independence criteria set 

out in principle A 3.1. Only the board evaluates a non-executive director’s independ-

ency. Also, half of the board of directors’ members, excluding the chairman, should be 

independent non-executive directors. In smaller companies at least 2 directors should 

be independent non-executive directors (principle A 3.2). The board assigns from the 

independent non-executive directors, a senior director (principle A 3.3). Once a year, 

the chairman should meet with the non-executive directors without the presence of ex-

ecutives. But also once a year, without the chairman, the senior independent director 

should meet with the non-executives (principle A 1.3) (Combined Code 2008). 
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The annual report of corporations should contain a statement of the boards’ operations 

and decisions (principle A 1.1). The corporation’s annual report should contain the 

persons who occupy the positions of the chairman, deputy chairman, chief executive 

and senior independent director. The nomination, remuneration and audit committees’ 

chairmen and members should be also presented in the annual report. The board meet-

ings and directors’ attendance has to be written in the annual report (principle A 1.2). 

The evaluation of the board, its committees and individual directors’ performance 

should also be described in the annual report. The non-executive directors together 

with senior independent director respond for a correct evaluation of the chairman’s 

performance considering executive directors’ observations (principle A 6.1) (Com-

bined Code 2008).  

 

The requirements for appointment of directors for election are available in section 7. 

The following year those directors are voted by shareholders in the first Annual Gen-

eral Meeting. Every 3 years the re-elections come to pass given the necessary informa-

tion about the directors is available (principle A 7.1). Being elected twice in six con-

secutive years, a non-executive director is the subject to detailed investigation. The 

board should also determine a non-executive director independency after 9 years of 

servitude (principle A 7.2) (Combined Code 2008). 

 

3.4.1.3 Committees establishment  

Combined Code 2008 requires a company to establish nomination, remuneration, and 

audit committees. The nomination committee’s attributions are to appoint and recom-

mend the board members of the committees. The majority of nomination committee 

members should be independent non-executive directors, the process of election and/or 

re-election by shareholders takes place based on the nomination committee’s recom-

mendations (principle A 4.1). In the annual report the nomination committee has to 

state the terms for assessments in nominating new board members (principle A 4.6). 

The executive director of a FTSE 100 company is limited to only encompass one non-

executive director position or chairman (principle A 4.5) (Combined Code 2008). 
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There should be at least 3 independent non-executive directors in the remuneration 

committee (2 members in smaller companies) (principle B 2.1). The chairman of the 

remuneration committee should not be the chairman the company at the same time. At-

tributions of the remuneration committee are to set the remuneration packages for the 

company’s chairman and executive directors. The committee should also monitor the 

level and structure of senior management remuneration (principle B 2.2). The non-

executive directors’ remuneration is set by the remuneration committee or when re-

quired by shareholders being consistency with the Articles of Associations under the 

Companies Act (principle B 2.3). Also, the condition of non-executive directors’ re-

muneration should not include share options (principle A 1.3). The shareholders will 

only vote on issues concerning the long term remuneration schemes and important 

changes in the existing schemes, in alignment with the Listing Rules (principle B 2.4) 

(Combined Code 2008).  

 

A company should have an audit committee with a minimum of 3 independent non-

executive directors, (2 members in smaller companies). It is also required to have cur-

rent and appropriate financial experience for at least one of the audit committee mem-

bers (principle C 3.1). Principle C 3.2, 3.5 and 3.6 describes the audit committee’s 

main activities and duties. The audit committee should also explain its tasks and re-

sponsibilities in the annual report (principle C 3.3). One of the most important tasks of 

the audit committee’s is to investigate inappropriate matters conducted by the company 

with regard to financial reporting (principle C 3.4). Recommendations on external 

auditors are given by the audit committee. It is also required for the audit committee to 

explain those recommendations in the annual report (principle C 3.7) (Combined Code 

2008).  

 

3.4.2 The Annotated Combined Code  

In 2004, mutual insurance organizations founded the Association of Mutual Insurers 

(AMI) also becoming its members. For AMI’s members, who are also the owners, the 

association provides financial services products with the associations profit distributed 

to the members. The association has a board organized with 15 directors, including the 

positions of deputy chief executive, a chairman, 2 members of staff and a chief execu-
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tive (Occupational Pensions, 2009). Association of Friendly Societies (AFS) was 

founded in 1861 by friendly societies, offering its members financial services products.  

Today AFS has 6 friendly societies members (Friendly Societies, 2011).  

 

In 2005, AMI and AFS published the “Combined Code on Corporate Governance - An 

Annotated Version for Mutual Insurers” based on the Combined Code 2003. The pur-

pose was to adapt the general rules of corporate governance codes applicable in the 

mutual insurer activities since characteristics of mutual insurer are not fully covered by 

the Combined Code. The Annotated Combined Code follows the same “comply-or-

explain” mechanism as the Combined Code and the disclosure requirement of the 

United Kingdom Listing Rules section 12.43A (Annotated Combined Code, 2005). 

 

Additionally, AMI and AFS established the Association of Financial Mutuals (AFM) 

in 2010 with the same purpose of providing financial services products for its mem-

bers. The association has 58 company members, 20 million customers and £80 billion 

in assets under management. AFM is governed by a board of 16 directors with a 

chairman, a vice-chairman and a chief executive. The AFM is organized in 6 commit-

tees, the communications, the finance, the taxation, the smaller societies and mutuals, 

the nominations and the regulation committee (Association of Financial Mutuals, 

2010).  

 

3.4.2.1 Annotated Combined Code 2005 requirements 

This section of the study describes the principles concerning the board composition 

and committees of the Annotated Combined Code 2005, applicable to mutual insurers. 

Among the five pension providers Royal London complies with both the FRC’s Com-

bined Code and AMI and AFS’s Annotated Combined Code. This study takes into 

consideration the Annotated Combined Code 2005, since the limited accessibility to 

the 2007 and 2009 versions of the code. The Annotated Combined Code 2005 contains 

the principles of the Combined Code 2003 with additional remarks on certain princi-

ples concerning mutual investors.  This study will only focus on these remarks devel-

oping the pattern for the analysis. Generally, mutual insurers follow the majority of the 
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Combine Code principles, but some principles do not present relevancy. Also, most of 

the adapted principles to mutual insurers concerns board composition. 

 

The position of the senior independent director is not required for mutual insurers ( 

principle A 3.3). The members of mutual insurers have access through other means to 

present their concerns to the chairman. A senior independent director is the intermedi-

ary between shareholders and the company and mutual insurers do not have sharehold-

ers. Instead they have policyholders (Annotated Combined Code, 2005). 

 

For the mutual insurers, the principle A 4.3 is not applicable. The chairman is ap-

pointed by mutual insurers’ members and not by the nomination committee for mutual 

insurers’ size equivalent to FTSE 100 companies (Annotated Combined Code, 2005). 

 

In principle A 4.6, it is required to, in the annual report, disclose the nomination com-

mittee’s tasks and grounds for appointing the chairman and non-executive directors. 

The disclosure of the method in appointing the chairman and non-executive directors is 

relevant for mutual insurers. The difference lies in how the nomination committee’ ap-

points the candidates. The nomination committee relies on external consultants in ap-

pointing them, not the committee itself (Annotated Combined Code, 2005). 

 

According to principle A 6.1, the senior independent director’s responsibility together 

with the independent director is to evaluate the chairman’s performance introduced in 

the annual report. Since mutual insurers do not appoint a senior independent director, 

this task is exercised by the independent director (Annotated Combined Code, 2005). 

 

The remuneration package of executive directors should be based on performance 

(principle B 1.1). For mutual insurers, performance is measured in correlation with sat-

isfying members’ interests. It is not recommended by the remuneration package of ex-

ecutive directors to include share options, exception being of executive directors’ own-

ership schemes in mutual insurers’ subsidiaries (principle B 1.2). The policyholders are 

voting on approvals for long-term incentive schemes of executive directors when a 

represented ownership exists in mutual insurers’ subsidiaries (principle B 2.4) (Anno-

tated Combined Code, 2005). 
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3.5 Other corporate governance recommendations 

This section refers to rules, principles and recommendations applicable to corporate 

governance that the pension providers are applying according to their annual reports 

from 2007 to 2009. These additional recommendations followed by the pension pro-

viders present a further extent of the framework than the Combined Code 2008 and the 

Annotated Combined Code 2005.  

 

3.5.1 UK Listing Rules 

When a company chooses to be publically listed on the London Stock Exchange, it 

means the company is to be funded by external investors. Eventually, when publically 

listed the company shares and other securities are traded on the stock market. Before a 

company is accepted to be listed on the London Stock Exchange, it must follow the 

United Kingdom Listing Authority Rules respectively (StockExchangeSecrets, 2011). 

This authority is a branch in the Financial Service Authority (FSA). The FSA empow-

ered by the Financial Markets and Service Act of 2000, acts as an independent body 

funded by the firms it regulate. It works as a regulator of the financial service industry, 

held responsible by the Treasury of United Kingdom (FSA, 2010).  

 

After being listed on the London Stock Exchange each company must, among other 

things, give the market sensitive information about prices, full disclosure of important 

information and the directors must follow the strict guidelines regarding selling and 

buying its own shares. One important section of the rule regarding investment compa-

nies is 9.8.6 of the Listing Rule. It states that the additional financial items must be in-

cluded in the company’s annual financial report, a central part being the disclosure of 

each director’s beneficial or non-beneficial interest. Also the investment companies 

must apply the section 1 of the Combined Code and parts of the Companies Act of 

1985 (Listing Rules, 2011). 
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3.5.2 Disclosure Rules and Transparency Rules 

Embedded in the Financial Service and Market Act 2000, the Disclosure Rules and 

Transparency Rules were developed by the FSA in United Kingdom with the aim to 

regulate information provided by companies listed on a regulated market in United 

Kingdom. The FSA can require any information they think is necessary to protect in-

vestors in the companies for a ensuring of smooth operations in the market (Disclosure 

Rules and Transparency Rules, 2011).  

   

The Disclosure Rules and Transparency Rules are translated into a handbook provided 

by FSA. This handbook contains seven different chapters referring to the different is-

sues dealt with. The first chapter is divided into three sections with the subsections in-

troduction to disclosure rules, introduction to transparency rules and introduction to 

corporate governance. The remaining chapters deals with disclosing insider informa-

tion, transactions discharging managerial responsibilities, financial reporting (periodi-

cal), vote holdings, continuing obligation, accessibility to information and a more de-

tailed providence of corporate governance disclosure and transparency. The underlying 

purpose of the Disclosure Rules and Transparency Rules are to implement the Article 6 

of the Market Abuse Directive, Directive 2003/6/EC, and the Financial Transparency 

Directive, Directive 80/723/EEC, concerning information providence in the United 

Kingdom financial markets (Disclosure Rules and Transparency Rules, 2011). 

 

3.5.3 Directors’ Remuneration Report Regulation 2002 

This regulation published in late 2002 by the Auditing Practices Board Limited with 

the aim directed for public listed corporations to prepare a directors’ remuneration re-

port section in their annual reports containing required audited and specified informa-

tion on a yearly basis. A quoted company is also incorporated under the Companies 

Act 1985. Being set out in Schedule 7A of the Companies Act 1985, the report must be 

approved by the entire board of directors and signed on behalf of them by a director or 

by a company secretary (The United Kingdom Directors’ Remuneration Report Regu-

lations, 2002).    
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The Directors’ Remuneration Report Regulations 2002 recommends annual reports to 

contain, in respect with auditing, relevant information about the remuneration commit-

tees, performance related remunerations and accountability in respect to the contracts 

of the directors. Also, it should contain related detailed information about the remu-

neration of the latter. The auditor’s report in this framework is to inform all the corpo-

rate members concerning remuneration auditing reporting, stated under schedule 7A. 

Also the auditor must confirm if they think the report is properly prepared in accor-

dance to the Companies Act 1985. Lastly, a summary of the corporation financial 

statement must be provided derived from the annual accounts, the director’s report and 

the director’s remuneration report as a way to justify the remuneration (The United 

Kingdom Directors’ Remuneration Report Regulations, 2002). 

 

3.5.4 European Embedded Value principles  

The European Insurance Chief Financial Officers Forum (CFO Forum) established in 

2002 as an independent organization, a discussion group, formed by chief financial of-

ficers of the largest European listed, and some non-listed insurance companies. The 

aim is to develop value in financial reporting and related regulatory for its members. 

The CFO Forum acts as a complementary body to both the national and international 

representatives of the insurance companies. Among its activities are providing its 

members with assistance to achieve a smooth transition to new standards (CFO Forum, 

2009a). In 2004 the CFO Forum published twelve European Embedded Value (EEV) 

principles for supporting the additional Embedded Value (EV) reporting. The EV re-

porting’s purpose is to give disclosure and transparency to life insurance businesses in-

cluding their customers in order to make a more correct evaluation of the performance 

of the insurance companies (European Embedded Value, 2004). 

 

3.5.5 Market Consistent Embedded Value principles  

In 2009 the CFO Forum published the Market Consistent Embedded Value (MCEV) 

principles for including liquidity premiums in the annual reports of the insurance cor-

porations, since liquidity premium is an important tool for applying the Solvency II di-

rective, Directive 2009/138/EC (CFO Forum, 2009b). The principles includes giving 
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shareholders a better estimation of the future value on cash flow, give a better reflec-

tion of the financial risks in the market, and design a better disclosure procedure on 

cash allocated in hidden business. Also a better disclosure of information regarding 

MCEV is required by the principles (Market Consistent Embedded Value, 2009). 
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4 The five pension providers  

This chapter introduces the five pension providers Aberdeen, Prudential, Royal London, 

Standard Life and Aviva. The chapter gives an overview of the pension providers in-

cluding their history, business market and their key performance indicators relevant 

for this study. 

 

 

Insurance companies, banks and mutual funds are allowed by governments to practice 

pension funds services and offer pension products. This includes designing, setting up 

and administrate pension scheme on behalf of their members (private pensions) or a 

board of trustees (public pensions).  Pension providers offer their products through in-

termediaries like independent financial adviser under supervision from the FSA for in-

dividual pension schemes. When pension providers offer their employees pensions, the 

intermediaries are employee benefits consultants, since it concerns a broad selection 

package among investments (Wood, Leston and Robertson, 2009).  

 

This section introduces the five pension providers from United Kingdom based on 

their annual reports from 2007 to 2009. Aberdeen, Prudential, Royal London and Stan-

dard Life are financial service providers while Aviva is an insurance company. Still, all 

of them are pension providers. The study emphasizes that the pension providers are 

among the largest in their market segments in United Kingdom. This argument comes 

from FTSE ranking as it classifies the most capitalized corporations in United King-

dom under the period from 2007 to 2009. The FTSE index is also a predictable equity 

market index including the amount of assets under management (FTSE, 2011). Aber-

deen is among the FTSE 250 companies. Aviva, Prudential and Royal London are 

among FTSE 100 companies. Standard Life is listed in the FT fund market with FTSE 

100 index and All-Share index. The pension providers represent different financial 

segments. Aberdeen is one of the largest asset management groups. Aviva is among 

the largest insurance groups. Prudential is one of the largest life insurance and pension 

providers. Royal London is among the largest mutual life and pension companies. 

Standard Life is one of the largest pensions, long-term savings and investment provid-

ers. 
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4.1 Aberdeen   

The group was founded 1983 in Scotland when the chief executive Martin Gilbert in-

vested in Aberdeen becoming the owner of an administrative financial assets company. 

In 1992 the company opened the first international office in Singapore. In 1997 the 

pension provider took the name Aberdeen Asset Management plc positioning itself as 

an independent asset management group (Aberdeen Asset Management plc, 2011).   

 

Today the group is divided in the divisions’ private investors, investment trusts and 

professional investors. Aberdeen has their headquarters in British Isles, Continental 

Europe, Americas, Middle East and Africa, Asia Pacific and Australia. With a total of 

1 850 employees, the group provides asset management for equities, fixed income and 

property of third parties to clients worldwide. Aberdeen’s clients consist of central 

banks, corporate and national pension funds and other investment institutions. In 

United Kingdom Aberdeen is recognized as one of the largest asset management com-

panies listed on the London Stock Exchange with the FTSE 250 index. The group’s 

professional investors division provides pension products in form of defined benefits 

and defined contributions schemes with £1 400 million in United Kingdom and £40 

900 million worldwide for the accounting year 2009 (Aberdeen Asset Management 

plc, Annual Report and Accounts 2009). 

 

4.2 Aviva  

Aviva established in London 1696 under the name Hand-in-Hand Fire & Life Insur-

ance Society acting as an insurance company. During their long history, the company 

have expanded across United Kingdom in different types of insurance markets. In 1790 

they started their international expansion by opening an office in the Netherlands. The 

company were bought by the Commercial Union in 1905 and changed name to CGU 

plc (Aviva plc, 2011). The Aviva group was formed in 2000 with the merger between 

the mutual society Norwich Union plc and CGU plc. Today the group consists of 

Aviva UK, Aviva Europe, Aviva North America, Aviva Asia Pacific and Aviva Inves-

tors. The group is listed on London Stock Exchange under the FTSE 100 index. 

Worldwide Aviva has 45 858 employees including United Kingdom (Aviva plc, An-

nual Report and Accounts 2009). 
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Aviva UK is recognized to be one of the largest insurance groups in United Kingdom, 

by amount of sales of £14 261 million in life and general insurance businesses for 

2009. Aviva UK has 21 663 employees and consists of life, general insurance and 

health insurance segments. The life segment provides long-term insurance and savings 

including pension products such as personal and group pensions, stakeholder pensions 

and income drawdown. The general insurance segment provides general personal in-

surance such as motor, home, travel and breakdown (RAC) insurance. The health in-

surance segment offers private health insurance, income protection and personal acci-

dent insurance but also corporate healthcare products (Aviva plc, Annual Report and 

Accounts 2009).  

 

4.3  Prudential  

The pension provider was founded in 1848 under the name The Prudential Mutual As-

surance Investment and Loan Association. In 1860 Prudential acquired The British In-

dustry Life Assurance Company and changed name to The British Prudential Assur-

ance Company. During their long history Prudential has developed a wide range of in-

surance products. In 1921 the first international office opened in France becoming an 

international financial service group. Prudential is publicly listed since 1881 and in 

2000 the corporation changed name to Prudential plc (Prudential plc, 2011). 

 

The pension provider has 21 500 employees and provides insurance products to 25 

million customers worldwide. The group is divided into the business units Prudential 

Corporation Asia, Jackson National Life Insurance Company, Prudential UK and 

M&G. The pension provider is listed on the London Stock Exchange under the FTSE 

100 index confirming to be one of the largest life and pension provider in United 

Kingdom. Prudential UK has a total of 7 million customers in 2009 offering annuities, 

pensions and investment products (There’s more to Prudential, Annual report 2009).  
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4.4 Royal London  

Royal London Group was established in 1861 with the headquarters in London as a fi-

nancial service provider. In 1908 the group became a mutual insurance company. To-

day the group is formed by the different companies RLAM, Bright Grey, Scottish Life, 

Scottish Provident, Royal London Retail, Royal London Administration Services,  

Royal London 360, and Ascentric with approximation 3.4 million customers and 2 800 

employees. The group is listed under the FTSE 100 index on the London Stock Ex-

change (Royal London Mutual Insurance Society Limited, 2011a).  

 

In 2009, Royal London was considered to be among the largest mutual life and pension 

companies in United Kingdom by its funds under management of a total £37 529 mil-

lion. Scottish Life is a pension specialist providing pension services, consultation and 

products to corporations and individuals (Financial sense sets us apart, Annual Report 

and Accounts 2009). With the main office in Edinburgh Scottish Life has 1 110 em-

ployees and 580 000 customers. The pension provider was founded in 1881 as a Scot-

tish proprietary company and in 1968 changed its profile to mutual funds. In 2001 the 

company became a pension provider in the Royal London Group (Royal London Mu-

tual Insurance Society Limited, 2011b). 

 

4.5 Standard Life  

The Standard Life Group was established in 1825 as a long-term savings and invest-

ments mutual fund under the name Standard Life Assurance Company. In 1833 the 

first Standard Life branch in Canada were founded which led to becoming a group 

(Standard Life plc, 2011).  

 

Today the Standard Life Group consists of Standard Life UK, Standard Life Canada, 

Standard Life Europe, Standard Life Asia and Standard Life Global Investments. The 

group is registered on the London Stock Exchange, in the FTSE 100 and All‑Share in-

dex and has 10 000 employees and 6 million customers (Standard Life plc, Annual Re-

port and Accounts 2009). 
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Standard Life UK has three other institutions. Standard Life Bank opened in 1998, 

Standard Life Investments founded in 1997 and Standard Life Healthcare established 

in 1994. Standard Life Investments, also known as the life and pension division, pro-

vides long-term savings and investment businesses with products as pensions, savings, 

investments and annuities. Standard Life Investments places itself among the largest 

pension, long-term savings and investment provider in United Kingdom with a place-

ment of assets under management constituting to £105 600 million in 2009 (Standard 

Life plc, Annual Report and Accounts 2009). 

 

4.6 Key performance indicators  

This section introduces key performance indicators in the five pension providers pre-

sented in their annual reports from 2007-2009. The aim of these indicators is to sustain 

customer and shareholder trust, an important feature for pension providers, as they of-

fer long-term investments. The key performance indicators are found in the pension 

providers annual reports, as these are means for ensuring stakeholders to engage them-

selves in these corporations. The key performance indicators are the profits/loss on the 

operating cash flow and assets under management. The findings show short-term nega-

tive fluctuations in term of profit losses and a decrease in their value of assets under 

management are assumed to be due to the financial crisis in United Kingdom occurring 

in 2008.  

 

The profit/loss on the operating cash flow and the assets under management are based 

on the five pension providers’ financial reporting procedures at the group level. Aber-

deen adopts the International Financial Reporting Standards (IFRS) as their accounting 

and reporting procedures throughout 2007-2009. In 2007, Aviva’s accounting and re-

porting procedures are based on IFRS and the European Embedded Value (EEV) prin-

ciples on a supplementary basis. Aviva makes use of the IFRS and Market Consistent 

Embedded Value (MCEV) principles for 2008 and 2009. Prudential encompass IFRS 

and EEV for accounting and reporting procedures from 2007 to 2009. Royal London 

has IFRS and EEV on a supplementary basis for accounting and reporting through 

2007-2009. Standard Life uses EEV and IFRS for accounting and reporting, during 

2007-2009. 
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4.6.1 Profits/losses on the operating cash flow 

Table 1 contains the pension providers’ profit/loss on the operating cash flow before 

tax, from 2007 to 2009. The numbers are taken from each pension provider’s annual 

report on the group level during this period, since limited accessibility of corporate 

governance reports for their business units/divisions. The reason for highlighting 

profit/loss on the operating cash flow is to get a short-term and close perspective on 

how the pension providing companies’ perform in time of distress. The profit/loss on 

the operating cash flow before tax is an important performance indicator for share-

holders, beneficiaries and sponsors (customers) as they may base their decisions to in-

vest or not. As it can be seen in table 1, an inclination of losses in four of the five com-

panies transpires in year 2008 when the financial crises in United Kingdom occurred. 

In 2009 Aviva, Prudential, Royal London and Standard Life have recovered from the 

losses in 2008, registering profits despite the high amounts of losses when comparing 

with the profits of 2007. Aberdeen has encountered a decrease in profit on operating 

cash flow during 2009, but a profit in 2008. 

 

Table 1: Pension Providers’ profit /(loss) on the operating cash flow before tax, 

during 2007 to 2009  

 

 

The short-term fluctuations in the pension provider’s performance are visible in the 

profit/loss on the operating cash flow before tax. As can be seen in table 1, Aberdeen 

has in 2007 a profit on the operating cash flow of £23.673 million and in 2008 the 

      

  2007 2008 2009  

 Aberdeen £23.673 million £60.457 million £10.470 million  

 Aviva £1.857 million (£2.368 million) £2.022 million  

 Prudential £1.185 million (£2.074 million) £1.564 million  

 Royal London £128 million (£687 million) £461 million  

 Standard Life £620 million (£476 million) £419 million  
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profits were raised to £60.457 million. In 2009 the pension provider encountered a de-

crease in the profit, reaching £10.470 million. Among the chosen pension providers, 

Aberdeen is the only pension provider that had a profit during the 2008 financial crisis. 

 

Table 1 shows Aviva reporting a profit on the operating cash flow of £1.857 million 

for 2007, a loss of £2.368 million in 2008 and a recovering from loss with £2.022 mil-

lion in profit during 2009. Prudential registered a £1.185 million profit on operating 

cash flow under 2007. Because of the financial crisis occurred in 2008, the pension 

provider has £2.074 million in loss and in 2009 it recovered with £1.564 million in 

profit. Royal London has £128 million in profit on the operating cash flow for 2007, 

but in 2008 the pension provider registered £687 million loss and in 2009 raising its 

profit at £461 million. Standard Life has a profit on the operating cash flow of £620 

million for 2007. The pension provider has encountered a loss of £476 million in 2008 

and it recovered in 2009 with a profit of £419 million. 

 

In the pension provider’s annual reports, the chairman’s statement in all the five corpo-

ration’s (Aberdeen, Aviva, Prudential, Royal London and Standard Life) have the 

same attitudes towards the financial crises emerging 2008 in United Kingdom. All five 

pension providers acknowledge the global crises as one major uncontrollable factor af-

fecting their businesses. Still, they encourage new investments focusing on long-term 

value. The 2008 financial crises had a global impact, but the same focus remained, to 

build long-term value and managing risk in the best possible way.  

 

4.6.2 Assets under management 

Four of the five pension providers have a large part of their capital as assets under 

management. The high amount of assets under management indicates a good customer 

(sponsors, beneficiaries) confidence for letting the pension providers manage their in-

vestment funds. The following figure shows a comparison of  the total assets/funds 

among the five pension providers. As seen in figure 5, the total assets/funds under 

management for the five pension providers show diverse amounts. Still, it displays a 

steady increase from year 2007 to 2009. As Aviva is an insurance company, the assets 
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under management for this pension provider is minor compared to the other four. The 

magnitude of Aviva’s’ capital structure is instead based on sales. 

 

Figure 5: Total assets/funds under management for the five pension providers, 2007-

2009 

 

Note: Aviva’s performance is measured by sales 

 

Figure 5 show a ranking of the pension providers with Standard Life on the first place. 

The assets under management are increased from £143 400 million in 2007 to 

£156 800 million in 2008 reaching £177 600 million in 2009 (see table 3 and figure 5) 

showing a good confidence in Standard Life provided. The second place is occupied 

by Aberdeen. As table 2 and figure 5 illustrates, the pension provider has assets under 

management which increased from £95 300 million in 2007 to £146 200 million in 

2009. This indicates a good customer confidence in Aberdeen during and after the fi-

nancial crisis 2008.  

 

Prudential is placed third with assets/funds under management of £69 000 million for 

2007 according to table 2 and figure 5. In 2008 the assets/funds value decreased to 

£62 000 million due to the 2008 financial crisis, but in 2009 their value increased to 

£89 800 million. For Prudential, total assets/funds under management translate as ex-

ternal funds under management. On fourth place is Royal London. According table 3 

and figure 5, the total funds under management registered increases from £33 127 mil-

lion in 2007 to £34 979 million in 2008 and reached £37 529 million in 2009 reflecting 

a good customer confidence in Royal London.  

 



Pension providers’ corporate governance              Rashed and Larsson 

 
40 

Aviva is ranked fifth due to the amount of assets under management is £335 million in 

2007 and £359 million in 2009. The Aviva’s performance is measured by sales which 

make the amount of assets under management to be far more less than other pension 

providers, but it does not mean that Aviva has a shortage of customer and shareholders 

confidence. Since the values of the assets under management increased at £349 million 

during 2008 financial crisis period, it reflects a good customer confidence in Aviva as 

figure 5 and table 4 illustrates. For the pension provider, the assets under management 

are seen as funds under management. The value of the assets/funds under management 

represents a small part of Aviva’s products.  

 

Highlighting the equity for financing the assets under management reflects the stability 

in financing these assets as pension providers make long-term investments. The equity 

for financing the assets under management and the sales for Aviva shows United 

Kingdom as the main market for the pension providers (see table 2, 3, 4 and figure 5). 

The tables and figure enclose the pension providers’ total assets/funds under manage-

ment as the whole amount for the entire pension provider.  

 

The equity for financing these assets is highlighted for both the global and United 

Kingdom market. The tables 2, 3 and 4 also include the returns on equity for as-

sets/funds under management, total assets, total equity and earnings per share of all the 

five pension providers. The data enclosed in table 2, 3 and 4 on assets and equity is 

collected from the Consolidated Balance Sheet statement and the data on sales and 

earnings per share is collected from Consolidated Income statement of the pension 

providers’ annual reports. 

 

Table 2 presents Aberdeen and Prudential’s key performance indicators. Aberdeen is 

an asset management group, in other words a financial service provider. The assets un-

der management, the equity, their assets, sales and earnings per share are on IFRS ba-

sis. Prudential is a financial service group and their assets under management, equity, 

return on equity are on EEV basis. The pension provider’s assets, equity and earnings 

per share are on IFRS basis. 

 



Pension providers’ corporate governance              Rashed and Larsson 

 
41 

A large part of Aberdeen’s equity for financing the assets under management is pro-

vided by the United Kingdom market, where equity is £5 500 million in 2007, £3 300 

million in 2008 and £3 200 million for 2009. For 2008 and 2009 a loss in equity value 

is registered due to the financial crises occurring 2008 in United Kingdom. The table 2 

also shows Aberdeen’s total assets and equity increasing in value during the crisis sig-

nalling new investment activities for consolidating its position as an asset management 

group. The pension provider’ assets have increased from £2 275 million in 2007 to £2 

371 million in 2008 and to £3 076 million in 2009. The pension provider’s equity has 

increased from £620 million in 2007 to £743 million in 2008, reaching £1 022 million 

in 2009. Aberdeen also decreased in value for earnings per shares from 5 pence in 

2008 to -2 pence in 2009 as a consequence of the 2008 financial crisis. 

 

 Table 2: Key performance indicators for Aberdeen and Prudential, during 2007-2009 

 

The global equity represents the shareholders’ funds for financing the assets/funds un-

der management. As table 2 shows, Prudential has in 2007 global equity valued at 

£14 779 million. In 2008 it increased to £14 956 million and reached a value of £15 

300 million in 2009. The assets under management and the equity financing reflect 

customer confidence after the financial crises in Prudential. The assets under manage-

ment registered increases between 2008 and 2009 and the equity financing registered 

increases in the period 2007-2009. Prudential’s assets, equity and earnings per share 

show a short-term fluctuation decreasing in 2008, but recovering in 2009. The total as-

         

 
    Aberdeen     Prudential   

 

 
(£ million) 2007 2008 2009 2007 2008 2009 

 

 

Total assets/funds  

under management  95 300 111 100 146 200 69 000 62 000 89 800 

 

 
Total global equity  34 000 32 600 50 700 14 779 14 956 15 300 

 

 
Equity in UK 5 500 3 300 3 200 6 500 4 900 5 400 

 

 
Return on equity (%) - - - 15.4 15 14.9 

 

         

 
Total assets 2 275 2 371 3 076 219 382 215 542 227 754  

 

 
Total equity  620 743 1 022 6 164 5 113 6 303 

 

 

(pence) 

Earnings per share  4 5 -2 39 16 27 
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sets in 2007 were £219 382 million, £215 542 million in 2008 and £227 754 million in 

2009 financed with £6 164 million in 2007,  £5 113 million in 2008 and £6 303 million 

for 2009 in equity. Again the short-term fluctuations because of the financial crises 

prevail in 2008. In 2007 Prudential provides 39 pence per share, in 2008 earnings per 

share are 16 pence per share and for 2009 they provided 27 pence per share in earn-

ings.  

 

The key performance indicators of Royal London and Standard Life are presented in 

table 3. Royal London is a mutual insurance group with their assets under manage-

ment, equity and return on equity are on EEV a basis. The pension provider’s assets, 

equity and earnings per share are on IFRS basis. Standard Life is pensions, long-term 

savings and investment provider with assets under management and equity on EEV ba-

sis and the pension provider’s assets, equity and earnings per share are on IFRS basis. 

 

Table 3: Key performance indicators for Royal London and Standard Life, during 2007-
2009  

 

Royal London’s total assets increased from £27 130 million in 2007 to £28 932 million 

in 2008 reaching in 2009, £31 377 million strengthening its position of mutual life and 

pension company according to table 3.  

 

         

 
    

Royal 

London     
Standard 

Life   

 

 
(£ million) 2007 2008 2009 2007 2008 2009 

 

 

Total assets/funds  

under management  33 127 34 979 37 529 143 400 156 800 177 600 

 

 
Total global equity  5 200 5 100 - - - - 

 

 
Equity in UK 2 671 2 400 1 489 - - - 

 

 

Returns on equity 

(%) 3.9  -16  12  - - - 

 

 
              

 

 
Total assets 27 130 28 932 31 377 143 980 136 980 146 613 

 

 
Total equity  - - - 3 672 3 741 3 753 

 

 

(pence) 

Earnings per share - - - 22 5 8 
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Standard Life has short-term fluctuations due to the 2008 financial crises. The pension 

provider’s assets decrease from £143 980 million in 2007 to £136 980 million in 2008 

but recovered in 2009 reaching £146 613 million as it can be seen in table 3. The 

group’s earnings per share decreased from 22 pence per share in 2007 to 5 pence per 

share in 2008 while it was up again in 2009 to 8 pence per share.  

 

Aviva is an insurance group and table 4 represents the pension provider’s key perform-

ance indicators. The table follows the same pattern as tables 2 and 3, but with an addi-

tional key performance indicator, total sales. The total sales will better reflect Aviva’s 

performance since the main pension provider’s activity is to offer insurance products. 

The pension provider’s assets under management and equity are on a MCEV basis. 

Aviva’s assets, equity, sales and earnings per share are on IFRS basis. The data col-

lected for assets and equity is from Aviva’s Consolidated Balance Sheet statement and 

the sales and earnings per share is collected from Aviva’s Consolidated Income state-

ment enclosed in the annual reports of 2007, 2008 and 2009. 

 

                   Table 4: Key performance indicators for Aviva, during 2007-2009 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

      

 
    Aviva   

 

 
(£million) 2007 2008 2009 

 

 

Total assets/funds  

under management  335  349  359  

 

 
Total global equity  - - - 

 

 
Equity in UK - - - 

 

 
Returns on equity (%) - - - 

 

 
  

    

 
Sales in UK 20 300 18 756 14 261 

 

 
Total Sales 49 200 51 400 45 100 

 

      

 
Total assets 321 326 354 562 354 391 

 

 
Total equity  16 027 14 573 15 086 

 

 
Earnings per share (pence) 49 – 37 38 
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The performance in Aviva is measured by products sales. These products are identified 

as insurance products with a value of £49 200 million in the global market and with 

£20 300 million in the United Kingdom market for 2007. In 2008 the total sales in-

creased to £51 400 decreased to £45 100 million in 2009. The sales in United Kingdom 

decreased to £18 756 million in 2008 and further to £14 261 million in 2009. For con-

solidating its position as an insurance group, Aviva increased its assets from £321 326 

million in 2007 to £354 562 million in 2008 and reaching a value of £354 391 million 

in 2009. The short-term effects of the financial crises are most visible in earnings per 

share. In 2007 Aviva’s shares gave 49 pence in earnings but in 2008, the shares gave a 

loss of 37 pence per share recovering in 2009 giving 38 pence earnings per share. 
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5 Analysis and results 

Examining the five pension providers’ annual reports, (Aberdeen, Aviva, Prudential, Royal 

London, and Standard Life) this section presents the findings in the following tables. The 

“comply-or-explain” mechanism, the corporate governance codes and recommendations and 

the units of analysis are observed. The units of analysis are on board composition and commit-

tees. The information about the pension providers is spread over the period from 2007 to 2009. 

With the information contained in the following tables the study answers the research question 

stated in the purpose section of this study:  

How do the five pension providers, Aberdeen, Prudential, Royal London, Standard Life and 

Aviva, comply with or explain deviations found in their respectively annual reports from 

2007-2009 in accordance with the Combined Code 2008 and the Annotated Combined Code 

2005? 

 

5.1  The pension providers’ compliance or explanation 

The five pension provides’ legislative structure contains both “soft-law” and “hard-

law”. Comparing to traditional “hard-law” legislation, “soft-law” implies not having a 

legally binding regulation. As corporate governance is a “soft-law” regulation in 

United Kingdom, the main focus will be on this aspect. The “soft-law” found consists 

of the FRC’s Combined Code, the AMI and AFS’s Annotated Combined Code rec-

ommendations, the Disclosure and Transparency Rules 2006, the Directors’ Remu-

neration Report Regulation 2002, the UK Listing Rules, the European Embedded 

Value and the Market Consistent Embedded Value principles. 

 

Corporate governance practices begin with adapting the “comply-or-explain” mecha-

nism, required by the Combined Code via the Directive 2006/46/EC. The harmonizing 

directive requires member states to adapt a “comply-or-explain” mechanism regarding 

corporate governance practices. The mechanism plays a monitoring role for finding if 

the pension providers comply or provide explanations for their non-compliance with 

United Kingdom corporate governance codes. After examining the annual reports of 

Aberdeen, Aviva, Prudential, Royal London and Standard Life, it is found that these 

pension providers set their corporate governance structures after the Combined Code 

and Annotated Combined Code. 
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Table 5 illustrates the pension providers’ application of the “comply-or-explain” 

mechanism of the Combined Code, during the period 2007-2009. Using the “comply-

or-explain” mechanism, the study seeks to find which of the five pension providers 

comply or explain deviations in their annual reports for this period. 

 

        Table 5: The pension providers “comply-or-explain” application, 2007-2009 

     

 

Combined Code 

  

 

2007-2009 

   

  

Comply Explain 

 

 

Aberdeen X 

  

 

Aviva X 

  

 

Prudential X 

  

 

Royal London X 

  

 

Standard Life X 

  

      

As it can be found in table 5, all the pension providers comply with the Combined 

Code. Additionally to the Combined Code compliance, Royal London applies the An-

notated Combined Code. As a member of AMI, Royal London sees the Combined 

Code provided by FRC as an incomplete code for mutual insurers and therefore also 

applies the Annotated Combined Code (see table 6). 

 

A more comprehensive picture is described in table 6 representing the pension provid-

ers’ compliance with United Kingdom’s corporate governance codes and recommenda-

tions, during the period 2007-2009. The table contains specifications on the pension 

providers following the Combined Code, the Annotated Combined Code, the Direc-

tors’ Remuneration Report Regulations of 2002, the Disclosure Rules and Transpar-

ency Rules of 2006, the UK Listing Rules, the European Embedded Value and  the 

Market Consistent Embedded Value principles.  
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Table 6: The five pension providers’ compliance with corporate governance codes and   

recommendations, 2007-2009 

          

 
Compliance 

        

  
CC ACC DRR DTR EEV MCEV UK LR 

 

  
2007-2009 2007-2009 2007-2009 2007-2009 2007, 2008 2009 2007-2009 

 

 
Aberdeen X 

 
X 

   
X 

 

 
Aviva X 

  
X X X X 

 

 
Prudential X 

  
X X X 

  

 
Royal London X X X 

 
X X X 

 

 
Standard Life X 

  
X X X 

  

          Note: 

CC   Combined Code 

ACC   Annotated Combined Code 

DRR   Director’s Remuneration Report Regulations of 2002 

DTR   Disclosure Rules and Transparency Rules of 2006 

EEV   European Embedded Value principles 

MCEV  Market Consistent Embedded Value 

UK LR  United Kingdom Listing Rules 

 

For developing a deeper insight, the study examines what versions of the Combined 

Code and the Annotated Combined Code the pension providers complies, when those 

version are complied and what other recommendation the pension providers are apply-

ing in regards to corporate governance practices.  

5.1.1 Aberdeen  

In 2007 the pension provider complies with the Combined Code 2003.  For the same 

year and according to table 6, the group acts conform to the UK Listing Rules provided 

by FSA and the Directors’ Remuneration Report Regulations 2002. During 2008, Ab-

erdeen submits to the same regulations as in 2007, with the exception of applying the 

Combined Code of 2006 instead of the Combined Code 2003. The same version of the 

Combined Code and the UK Listing Rules are also applied in 2009, but Aberdeen does 

not follow the Directors’ Remuneration Report Regulations 2002 as in the previous 

years. 
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5.1.2 Aviva 

When investigating in Aviva’s annual report from 2007, the group complies with the 

Combined Code of 2006. Table 6 also reveals that Aviva for the same year follows the 

recommendations of the European Embedded Value principles, the Disclosure Rules 

and Transparency Rules of 2006 and applies the UK Listing Rules. For 2008, the pen-

sion provider acts according to the same corporate governance recommendations as in 

2007. In 2009, Aviva submits to the same corporate governance recommendations as 

in 2008 with the exception of complying with the Combined Code 2008 and adopting 

the recommendations of the Market Consistent Embedded Value principles.  

5.1.3 Prudential 

Under 2007 period, the pension provider complies with Combined Code of 2006. As 

table 6 shows Prudential also applies the recommendations on the Disclosure Rules 

and Transparency Rules of 2006 and the European Embedded Value principles for the 

same year. In 2008 and 2009 Prudential acts in accordance with same corporate gov-

ernance regulations as in 2007. Additionally in 2009, Prudential applies the Market 

Consistent Embedded Value principles and complies with the Combined Code 2008. 

5.1.4 Royal London 

Royal London complies with the Combined Code of 2006 and the Annotated Com-

bined Code 2008 under 2007. Due to the review period in 2008 regarding the Corpo-

rate Governance report from 2007, Royal London confirms the compliance with the 

2008 version of Annotated Combined Code. Table 6 reveals that in the same year, the 

pension provider applies the Directors’ Remuneration Report Regulations 2002, the 

UK Listing Rules and the European Embedded Value principles. Under 2008 and 

2009, Royal London acts conform to the same recommendations as in 2007, but in 

2009 the pension provider complies with the Combined Code 2008.  

5.1.5 Standard Life 

According to table 6, the pension provider applies the Combined Code of 2006 in 

2007. Also, Standard Life follows the recommendations of the European Embedded 

Value principles under this year. During 2008 the pension provider applies the same 

principles as in 2007 and to further strengthen their corporate governance practices 
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adapts the Disclosure Rules and Transparency Rules of 2006. In 2009 Standard Life 

applies the same corporate governance practices as in 2008, but additionally adapts the 

Combined Code 2008 version instead of the Combined Code of 2006. Also this year, 

the pension provider follows the Market Consistent Embedded Value principles. 

 

5.2 Units of analysis 

The units of analysis are the board composition and the committees. The analysis is 

based on the information provided in the annual reports by Aberdeen, Aviva, Pruden-

tial, Royal London and Standard Life. The analysis is conducted during the period 

2007 to 2009. The following tables contain information regarding the units of analysis. 

5.2.1 Board Composition 

Tables 7 and 8 reflect the composition of the board of directors and the management 

board, designed after the FRC’s  Combined Code. With management board, it is meant 

the executive director’s board. The tables provide the pension providers are alphabeti-

cally sorted, but they are not divided after a certain criteria. In table 7, the represented 

pension providers are Aberdeen and Aviva. In table 8, Prudential, Royal London and 

Standard Life are presented. All the pension providers have dual board of directors and 

but also additional committees (with the exception of Prudential). The committees are 

enclosed in tables 9 and 10. 

 

The board committees are membership figures includes the chairman and all directors. 

The company secretary is not part of the board of directors or management board. All 

of the pension providers have this position occupied. The company secretary has the 

responsibility to connect the board of directors with the management board avoiding 

conflicts of interest. This responsibility also includes providing the board of directors 

with information about the executive directors operations (Mallin, 2010). The pension 

providers appointed an independent non-executive director for the position of senior 

independent director, since the board of directors’ chairman is not independent. The 

senior independent director has the task of communicating with shareholders and 

monitoring the chairman’s performance (Mallin, 2010). The positions of deputy 
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chairman, deputy chief executive and company secretary are represented with “yes” in 

tables 7 and 8. 

 

The female members of the board of directors and management board are presented 

separately in tables 7 and 8 in order to avoid counting them twice. The deputy chair-

man and deputy chief of directors position are representing the second in command po-

sition for chairman and chief of directors. They are occupied by an independent non-

executive member in regarding the board of directors and an executive director regard-

ing the management board.  

 

The tables 7, 8, 9 and 10 contain the board of directors and committees’ members nu-

merically. The use of a numerical aspect is important for identifying the majority of 

independent directors. All pension providers have established audit, nomination and 

remuneration committees with independent non-executive directors. In their annual re-

ports, the tasks and responsibilities are described for the board of directors and  the 

committees.  

5.2.1.1 Aberdeen 

In table 7, the board of directors in Aberdeen includes three executive directors. The 

three directors also are members in management board occupying the positions of the 

chief executive, the chief operating officer/deputy chief executive and the finance di-

rector. In 2008, the person previous occupying the position of chief operating officer in 

2007, became the deputy chief executive of the management board. In 2009 the same 

person occupies this position. For 2007 and 2008, Aberdeen has an independent non-

executive director occupying the position of deputy chairman. For 2009, the chairman 

also occupies the deputy chairman position. There are female members in both the 

board of directors and the management board, every board having a single female 

member each year. The senior independent director position is occupied by a non-

executive director.  
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Table 7: Board composition for Aberdeen and Aviva according to the Combined Code, 

2007-2009  

 

       

 

     Aberdeen     Aviva    

   2007 2008 2009 2007 2008 2009  

 Board of directors              

 Chairman 1 1 1 1 1 1  

 Deputy Chairman (yes) (yes) (yes) - - -  

 Executive directors 3 3 3 2 3 4  

 Non-executive directors - - 2 - 1 -  

 Independent, non-executive  

directors 4 4 4 7 6 7 

 

 Senior independent director 1 1 1 1 1 1  

 Total members 9 9 11 11 12 13  

                

 Female director 1 1 1 2 3 3  

                

 Committees 

Audit  3 3 3 4 5 4 

 

 Nomination  3 3 4 6 7 6  

 Remuneration  3 4 5 4 4 4  

                

 Management board              

 Chief Executive 1 1 1 1 1 1  

 Deputy Chief Executive  - yes yes - - -  

 Executive directors 11 10 11 8 10 9  

 Total members 12 12 13 9 11 10  

                

 Female manager 1 1 1 - 1 1  

 Company secretary yes yes yes yes yes yes  
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Table 8: Board composition for Prudential, Royal London and Standard Life according 
to the Combined Code, 2007-2009 

 

          

 

 

 

  Prudential     

Royal 

London     

Standard 

Life   

 

   2007 2008 2009 2007 2008 2009 2007 2008 2009  

 Board of directors                    

 Chairman 1 1 1 1 1 1 1 1 1  

 Deputy Chairman - - - - - - (yes) - -  

 Executive directors - - - - - - - - -  

 Non-executive directors - - - - - - - - -  

 Independent,  

non-executive directors 7 7 6 3 3 4 6 5 6 

 

 Senior independent  1 1 1 1 1 1 1 1 1  

 Total members 9 9 8 5 5 6 8 7 8  

 

   

    

 

  

   

 

 Female director 3 3 3 - - - 1 1 2  

 

   

    

 

  

   

 

 Committees 

Audit  5 3 3 4 4 4 4 4 5 

 

 Nomination  3 4 3 6 6 6 5 5 5  

 Remuneration  5 4 4 5 5 5 4 4 7  

 

   

    

 

  

   

 

  Management board                    

 Chief Executive 1 1 1 1 1 1 1 1 1  

 Deputy Chief Executive  - - - - - - - - -  

 Executive directors 6 5 5 3 3 3 3 2 3  

 Total members 7 6 6 4 4 4 4 3 3  

 

   

    

 

  

   

 

 Female manager - - - - - - - - -  

 Company secretary yes yes yes yes yes yes yes yes yes  

 

          

 



Pension providers’ corporate governance              Rashed and Larsson 

 
53 

5.2.1.2 Aviva 

Table 7 displays Aviva having executive directors in the board of directors. The execu-

tive director members in the board of directors occupy the position of the group chief 

executive, the group financial officer and the executive director in the management 

board. Further, they have the senior independent director position occupied. Aviva has 

female members in both the board of directors and the management board with the ex-

ception of 2007 where only the board of directors has female members. Among the 

board of directors there are female members, but they are independent non-executive 

directors. The pension provider has also appointed a company secretary. 

5.2.1.3 Prudential, Royal London and Standard Life 

The table 8 shows Prudential, Royal London and Standard Life are appointing the 

company secretary and senior independent director positions. There are independent 

non-executive directors in the board of directors. In board of directors of Prudential 

and Standard Life consists of female members, acting as independent non-executive 

directors. In 2007, Standard Life appoints the position of the deputy chairman as the 

board of directors’ chairman.  

 

5.2.2 Committees 

Tables 9 and 10 show how many committees each pension provider have established. 

The tables also contain how many members there are for the audit, the nomination and 

the remuneration committees. Aberdeen, Aviva, Royal London and Standard Life have 

established an audit, a nomination and a remuneration committee. Additionally, the 

pension providers have established supplementary committees then those required by 

the Combined Code and Annotated Combined Code. These committees are the risk 

management, the corporate responsibility and the investment committee presented with 

“yes” and with “no” in the tables if the pension provider has adapted them or not. Ta-

ble 9 presents the committees of Aberdeen and Aviva and table 10 presents the com-

mittees of Prudential, Royal London and Standard Life.  
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Table 9: The committee establishment of Aberdeen and Aviva, 2007-2009 

 

       

 

     Aberdeen     Aviva    

   2007 2008 2009 2007 2008 2009  

 Committees 

Audit  3 3 3 4 5 4 

 

 Nomination  3 3 4 6 7 6  

 Remuneration  3 4 5 4 4 4  

 Risk and regulatory  - - - 4 4 5  

 Ethics - - - - - -  

 

       

 

 Additional Committees  

      

 

 Risk management  yes yes yes no no no  

 Corporate responsibility no yes yes yes yes yes  

 Investment no no no no no no  

 

       

 

 

5.2.2.1 Aberdeen 

Aberdeen has established the committees recommended by Combined Code as can be 

seen in both table 7 and in table 9 with the additional committees. The committees pre-

sented in table 9 are the audit, the nomination, the remuneration, the risk management 

and the corporate responsibility committees. The audit committee has 3 members each 

year from 2007 to 2009. The nomination committee has 3 members in 2007 and 2008, 

and 4 members in 2009. The remuneration committee has 3 members in 2007, 4 mem-

bers in 2008 and 5 members in 2009.  

 

Aberdeen has established the risk management (see table 9) as an additional committee 

with the executive directors as its members. The risk management committee directly 

involves heads of the risk, the legal, the compliance, and the internal audit depart-

ments. The head of risk is acting as the committee’s chairman, with the chief invest-

ment officer as the main beneficiary of managing the risk in the committee. The legal 

department ensures that the group follows the global legal requirements regarding risk. 
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The compliance department controls the fulfilment with local jurisdiction separating 

operational risks from investment risks. The internal auditing department are monitor-

ing the accounting and reporting systems with the aim of having the risks fairly evalu-

ated.  

 

From 2008, Aberdeen establishes a corporate responsibility committee as an additional 

committee with employees, health and safety, environment management, suppliers and 

social and community activities as sub-committees. The aim is to engage in these as-

pects in the committee taking all the mentioned stakeholders into consideration.  

 

5.2.2.2 Aviva 

Table 9 reflects Aviva’s board committees. These are audit, nomination, remuneration, 

risk and regulatory and corporate responsibility committees. The table contains also 

the membership numbers of the audit, the nomination and the remuneration committee. 

The members in the audit committee are 4 in 2007 and 2009, and 5 members in 2008. 

The nomination committee has 6 members in 2007 and 2009, and 7 members in 2008. 

In the remuneration committee there are 4 members from year 2007 to 2009.  

 

For 2007 and 2008, the risk and regulatory committee consisted of 4 members, a 

chairman and 3 independent non-executive directors. In 2009, 5 members were repre-

sented in the committee. The purpose of the risk and regulatory committee is to moni-

tor all the board committees in regards to risk while developing risk policies and en-

couraging risk management. The committee are co-operating with the group asset li-

ability and the group operational risk committee. The corporate responsibility commit-

tee has 6 members, a chairman and 5 independent non-executive directors in 2007. In 

2008 there are 7 members and in 2009 5 members represented in the committee.  
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Table 10: The committee establishment of Prudential, Royal London and Standard Life, 
2007-2009 

 

 

5.2.2.3 Prudential  

The table 10 shows Prudential’s committees required by the Combined Code, audit, 

remuneration and nomination. During 2007, the audit committee consisted of 5 mem-

bers and 3 members under 2008 and 2009. The nomination committee included 3 

members under 2007 and 2009 and 4 members in 2008. The nomination committee in-

cluded 5 members in 2007 and 4 members under 2008 and 2009. 

 

5.2.2.4 Royal London 

Tables 10 reveal the committees of Royal London, these being the audit, the remunera-

tion, the nomination and the corporate responsibility committee. The members of au-

dit, remuneration and nomination committees are presented in table 8 and 10. The 

 

          

 

 

 

  Prudential     

Royal 

London     

Standard 

Life   

 

   2007 2008 2009 2007 2008 2009 2007 2008 2009  

 Committees 

Audit  5 3 3 4 4 4 4 4 5 

 

 Nomination  3 4 3 6 6 6 5 5 5  

 Remuneration  5 4 4 5 5 5 4 4 7  

 Risk and regulatory  - - - - - - - - -  

 Ethics - - - - - - - - -  

 

   

    

 

  

   

 

 Additional Committees 

         

 

 Risk management  no no no no no no no no no  

 Corporate responsibility no no no yes yes yes yes yes yes  

 Investment no no no no no no yes yes yes  
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membership numbers in the audit committee was 4, in the nomination committee 6 and 

in the remuneration committee 5 under all three years from 2007 to 2009. 

 

Royal London has the corporate responsibility committee as an additional committee. 

The committee includes managing customers, health and safety, employee and envi-

ronmental policies. According to Royal London customer impact is important based on 

the perception to treat customers fairly. Also Royal London highlights having a good 

relation and communication with the institutional shareholders as these are included in 

their customer base.  

 

5.2.2.5 Standard Life 

In Standard Life the established committees are the audit, the remuneration, the nomi-

nation, the investment and the corporate responsibility committees revealed in table 8. 

The number of members in the audit, the remuneration and the nomination committees 

are presented in table 10. There are 4 members in audit committee for 2007 and 2008, 

and 5 members for 2009. In the nomination committee there are 5 members from 2007 

to 2009.  There are 4 members in the remuneration committee in 2007 and 2008 and 7 

members in 2009. 

 

Standard Life has two additional committees, the investment and corporate responsibil-

ity committee. The purpose of investment committee is to monitor policies on the 

business units concerning investment management as they are acting as an investment 

company. For 2007 the investment committee consisted of 4 members, a chairman and 

3 independent non-executive directors. For 2008 and 2009 there were 3 members in 

the committee. The corporate social responsibility committee consisted of 4 members, 

a chairman and 3 independent non-executive directors in 2007 and 2008. In 2009 the 

committee consisted of 6 members.  
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6 Conclusion 

This chapter presents the concluding remarks from the study. It presents a summary of 

the findings and analysis and provides reflections of the latter. 

 

The “comply-or-explain” mechanism in United Kingdom offers the possibility to ei-

ther comply or explain deviations from the Combined Code. Using this mechanism, it 

is found that Aberdeen, Aviva, Prudential, Royal London and Standard Life comply 

with the Combined Code 2008 and Annotated Combined Code 2005. To comply with 

the Combined Code indicates supporting good corporate governance practices. Pension 

providers have a high level of responsibility acting as institutional investors to be able 

to offer financial products, many stakeholders rely on their investment decisions. Since 

the pension providers are managing other people’s investments and they choose to ap-

ply the corporate governance codes exactly as they are.  

 

When complying with Combined Code 2008 and Annotated Combined Code 2005, the 

pension providers, Aberdeen, Aviva, Prudential, Royal London and Standard Life are 

following the requirement of these codes. After conducting the analysis of the five 

pension providers, the findings from their group annual reports show all pension pro-

viders complying with the Combined Code 2008 and additionally Royal London com-

plies with the Annotated Combined Code 2005. This confirms the pension providers in 

United Kingdom encourage good corporate governance practices. To complete the 

corporate governance practices, there are also several recommendations applied during 

2007-2009 period like the Directors’ Remuneration Report Regulations of 2002, the 

Disclosure Rules and Transparency Rules of 2006, the UK Listing Rules, the European 

Embedded Value and the Market Consistent Embedded Value principles.  

 

Even though the pension providers meet the terms of the Combined Code 2008 en-

tirely, the study highlights the compliance with the requirements on board composition 

and committee establishment. The dual board requirement is followed by all pension 

providers. Since the chairman of the board of directors does not fulfil the requirement 

of independency, all the five pension providers have appointed the senior independent 
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director. The requirement of half of board’s directors to be independent non-executive 

directors without the chairman of the board, it is met by all pension providers. The es-

tablishment of audit nomination and remuneration committees requirement, it is fol-

lowed by all the five pension providers with at least 3 independent non-executive di-

rectors in remuneration and audit committee and a majority of independent non-

executive directors in nomination committee. The requirement of the board’s chairman 

not to chair in the same period the remuneration committee, it is also met by all the 

five pension providers. 

 

The United Kingdom pension sector was affected by the financial crises in 2008 with 

losses of 17.4% in real investment return according to the OECD reports from 2008 

and 2009. Although the findings show that good corporate governance practice is ef-

fective on a long-term basis, there can be short-term effects, due to uncontrollable fac-

tors like the 2008 financial crisis. Still, good corporate governance practice and long-

term planning can help ease these negative fluctuations. As the findings show, all the 

five pension providers recovered after one year from the short-term losses caused by 

financial crises 2008 occurring in United Kingdom. 

 

The findings show short-term fluctuations in all the five pension providers. However, 

pension providers have a long-term perspective, since they offer personal savings to 

individuals relying on them for future earnings. The pension providers are long-term 

value creators for their customers. To sustain it, they implement good corporate gov-

ernance practices by adopting the requirements of the national United Kingdom corpo-

rate governance code, as one of the main objective. Long-term value creation is one of 

the main objectives when dealing with corporate governance. 
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