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Q. What are the
desired outcomes?

For members of DC schemes, good outcomes are
about building an adequate level of savings to be
able toretire at a time of their choosing.

For sponsors, the ultimate outcome is
for employees to be able to retire, but
shorter-term issues can sometimes take
priority, such as benchmarking benefit
levels to peers or controlling costs.

Contributions paid over time are one

of the main drivers of the amount of
pension fund for an individual. How that
fund is used subsequently in retirement
can also make a real difference to an
individual’s quality of later life, or even
whether they can afford to retire at all.

Most individuals expect to rely on

their company and State pensions in
retirement (as found in our 2018 DC
member survey — 'Living the Dream?").
Many will, of course, have other sources
of income as well. It can be difficult for
schemes to take these into account
when considering retirement
outcomes, we explore this more in
Section 5 — Calibrate your comms.

Section 3 Fit for the future?

Most schemes are not
supporting members
with drawdown
solutions

Thereis still alack of
awareness of expected
retirement outcomes
among those running
schemes
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Section 3 Fit for the future?

The level of contributions made by employers and members into
DC schemes has a significant impact on outcomes at retirement.

Employers have had to meet the mandatory increases in minimum
auto-enrolment contributions in 2018 and 2019, so we look at how
that has affected both company and employee contribution rates.

Looking at contribution levels, our respondents” average default
contribution rate is 10% (4% employee and 6% employer). This is
higher than the average default found in our previous scheme survey
in 2017, where it was 9%. However, the employer rate has remained
stable at 6% while the employee rate has increased by 1%.

As more than 10% of employers are highlighting how to increase
employee contributions as one of their biggest challenges in the
next 12—24 months, whether this trend continues will depend on
their success in overcoming this challenge.
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How would you describe your contribution structure?

Other
6%
Role-related rates
7% _\

Service-related rates
4%
Age-related rates —_

3%

Flat rate
15%
Matching
64%
The default contribution level only tells This type of design incentivises
part of the story on contribution rates, employees to save more and focuses
as the majority of schemes do not just spend on employees who are most

offer a flat rate of company contributions. ~ engaged with the scheme.

A matching contribution design remains
the most prominent scheme design,
with around two-thirds of respondents
offering members the option to increase
their contribution levels and receive
higher company contributions.
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Ranges of

contributions offered

The spread of the minimum and maximum
contribution rates (both employee and employer)
has narrowed significantly since our previous survey.

Contribution rates are now more
clustered around the median level.

In part, this may be due to the auto-
enrolment increases in the minimum
levels, but it could also suggest that
employers are carrying out more analysis
of what competitors and the wider
market are doing.

At Aon we have seen an increase
in requests to benchmark pension
contribution rates as well as other
benefit levels.

This can be against a particular sector,
a specified peer group or simply when
compared with local competition

for recruiting and retaining talented
employees. Though the spread of
contributions has narrowed, there

is still a material difference between
company contributions of 4% and 7%.
Considering contribution levels without
also looking at expected pension
outcomes can be a risk for employers
and will store up problems over the
longer term.
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Section 3 Fit for the future?

Company contribution levels

Il Company minimum level [l Company default level

Employee contribution levels

W Employee minimum level [l Employee default level

Company maximum level

9-10%

Employee maximum level
(for maximum company match)

9-10% 10>%
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Q. Are all employee
options equal?

We asked whether all employees are offered
the same level of DC pension contributions.

Perhaps surprisingly, only around There are schemes where higher
half of companies offer a consistent contributions are offered to those at
contribution design for all employees. more senior role levels (around 7%
Around a quarter have legacy of schemes as shown on page 21);
contribution designs, in which these designs are becoming less
the benefit level available for two common as the tax relief restrictions
employees in the same role could impact more individuals.

be different simply because of when
they started work with the company.

17% have alternative options for higher
earners. This may be to offer flexibility

to those impacted by the annual
allowance and tapered annual allowance
restrictions on the tax relief available on
pension contributions for higher earners.

Alternative contribution options
for employees on legacy
contribution structures
26%

Alternative contribution
options for temporary
employees/employees
during first months or
years of employment

3%

Alternative contribution options /
for higher earners
17%

Section 3 Fit for the future?

All employees have the same
contribution options
54%
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Section 3 Fit for the future?

Thinking about the future —

measuring the outcomes

We asked what the expected replacement ratio
(pension income in retirement compared to
pre-retirement earnings) would be for a typical
lifetime member of their scheme.

Aon point of view

We believe that most individuals
and schemes focus too strongly
on what contributions are being
paid rather than how much they
might receive in retirement.

Looking at projected outcomes
across a scheme's membership
using tools like Aon's DC Analytics
can help those running schemes
to identify how many are on track
for an adequate retirement and

which groups

need more help.

Encouraging members to set

a target to work towards, such as
the PLSA/Loughborough University
Retirement Living Standards (see
next page), is an important step

in helping them to understand
their pension and how it fits into
their wider retirement savings.

The Standards are the property of and are provided by the Pension
and Lifetime Savings Association and Loughborough University.

https://www.retirementlivingstandards.org.uk

Two-thirds of respondents did
not know what the ratio would
be. Interestingly, most of these
responses were from pension
and HR managers.

Our 2018 DC member survey —
'Living the Dream?' — found that
around two-thirds of employees
rely on their employer when
deciding how much to save
towards their retirement.

As noted earlier, employers not
thinking about contribution
levels in the context of whether
their employees will be able to
afford to retire could be storing
up a huge problem for the future.

Of the respondents who

did know what the expected
replacement ratio was, most of
them are expecting a typical
employee to receive between
21% and 40% of their final salary.

What is the expected replacement ratio (excluding State pension)

for a typical lifetime member?

Don’t know
65%

61%-+ of final salary h 5%

21-40% of final salary

0-20% of final salary

1

42%

17%
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The Pensions and Lifetime Savings Association (PLSA)
recently launched its Retirement Living Standards.
These are the levels of income required to achieve a
defined standard of living in retirement — Minimum,
Moderate or Comfortable. The moderate level was
determined to be around £20,000 per year for a single
person living outside London. The State pension will
likely make up a portion of this, but most employees
will be looking to their company pension plan to
make up the rest.

Section 5 — Calibrate your comms, looks in more detail
at how you can use these Standards to support members.

The Retirement Living Standards aim to encourage
individuals to think about how much they will need
to save for retirement, but are employers considering
whether their employees will have enough?

Astonishingly, only 25% of our survey respondents
said that the employer had considered pension
retirement outcomes in future workforce planning.
This is a high-risk approach for companies as reliance
on DC pensions grows over time.

The inability of members to afford to retire is likely to
lead to an ageing workforce, with potential benefit cost
implications. This could also limit career progression
opportunities for younger employees and cause
succession challenges.


https://www.retirementlivingstandards.org.uk/
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At retirement

We know that drawdown is becoming the most popular method of taking
DC pension funds at retirement. Our 2018 employee survey found that
over three times as many employees expect to access their DC pension
using drawdown (65%) compared to buying an annuity (20%) or taking
a single cash lump sum (149%).

This is an area where many schemes are still lagging behind their members'
needs. Most have not put a preferred drawdown solution in place for their

4y

Quick win

Section 3 Fit for the future?

The Aon Retirement
Service is a multi-
platform support
service for scheme
members approaching
retirement.

Ask your DC adviser to update you on what
retirement support for members is available
in the market, including drawdown solutions.

members, and those who do have one often rely on whatever their current

provider offers. This may not always be the most suitable solution for their It provides education on the different

members. Some schemes may only have a few members retiring at the
current time, but those that are accessing DC funds will still need support
to get the best outcome.

Compare this with what is offered by your

current DC provider to understand whether

this is the best option for your workforce.

options available, allows members to
speak to an expert for guidance,
to transact for best-buy annuity

purchase or a default drawdown option.

Have you put a preferred drawdown provider in place?

84% Online, phone, A range
videos and of tools and
Other — .
paper support education
Personalised Aon
retirement Retirement
options report Service
50 1%
(1)
L - []
With an external Whatever my current With a third-party .
W Ves No [ Don’t know Other master trust provider provides broker/adviser Drawdown Annuity
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Contacts

Tony Pugh Steven Leigh Karina Klimaszewski

Head of DC solutions EMEA Senior consultant Senior consultant

+44 (0)20 7086 1009 +44 (0)113 394 3424 +44 (0)20 7086 9165
tony.pugh@aon.com steven.leigh@aon.com karina.klimaszewski.2@aon.com

About Aon

Aon plc (NYSE:AON) is a leading global professional services firm providing
a broad range of risk, retirement and health solutions. Our 50,000 colleagues
in 120 countries empower results for clients by using proprietary data and
analytics to deliver insights that reduce volatility and improve performance.

For further information please visit: aon.mediaroom.com

Compliance code: A5-310720

Nothing in this document should be treated as an authoritative statement of the law on any particular aspect or in any specific case. It should not be taken as financial
advice and action should not be taken as a result of this document alone. Unless we provide express prior written consent, no part of this document should be
reproduced, distributed or communicated.

This document is based upon information available to us at the date of this document and takes no account of subsequent developments. In preparing this document
we may have relied upon data supplied to us by third parties and therefore no warranty or guarantee of accuracy or completeness is provided. We cannot be held

accountable for any error, omission or misrepresentation of any data provided to us by any third party.

This document is not intended by us to form a basis of any decision by any third party to do or omit to do anything. Any opinion or assumption in this document
is not intended to imply, nor should be interpreted as conveying, any form of guarantee or assurance by us of any future performance or compliance with legal,
regulatory, administrative or accounting procedures or regulations and accordingly we make no warranty and accept no responsibility for consequences arising

from relying on this document.

Aon Solutions UK Limited is authorised and regulated by the Financial Conduct Authority.
Aon Solutions UK Limited Registered in England and Wales No. 4396810.

Registered office: The Aon Centre, 122 Leadenhall Street, London, EC3V 4AN.
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