Review of 2018
and actions for 2019

Insights from Aon's Accounting Strategy Team

2018 was another rollercoaster year for pension schemes. In the middle
of the year, the FTSE 350 was in a sustained IAS 19 surplus position for
the first time in 10 years, peaking at almost 105% funded, but despite
this, the year ended almost exactly as it began at just below 100%.

Meanwhile the aggregate buyout deficit in the FTSE 350 increased for the second year in a
row to over £300Bn.

Perhaps the most interesting dynamic, though, is the continuing divergence of performance
between the best and worst funded pension schemes — by the end of the year, the best
were above 117% funded and the worst were below 70% funded.

The chart below shows the aggregate pension scheme assets and liabilities of the FTSE 350,
and how this changed over 2016, 2017 and 2018.
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2018 highlights

Balance sheet liabilities

* Accounting liabilities typically improved by 7% over 2018

e Whereas buyout liabilities typically improved by 2%
(only reflecting slowing longevity improvements)

Balance sheet assets

e Matching assets (gilts, swaps and LDI) improved compared to
accounting liabilities (the effect of credit spreads again)...

e ...but equity markets were down between 5% to 15% (though losses

were smaller in sterling terms where currency was unhedged)

(mainly from widening credit spreads pushing up discount rates)
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What is causing the divergence between
the best and worst funded schemes?

Pension scheme assets vary significantly depending on the views of the particular company
and trustees, but aggregate position still shows significant exposure to traditional high-risk Make 2019 the

rowth assets such as equities.
? d year that you take
Weighted average asset allocation back control (_)f
your accounting
Hedge funds Other position
7% 1.2%

Insurance and buy-ins

3.5%
Index-linked bonds
26.1%

Private equity
3.2%

Overseas equities

18.7%
UK equities
5% Government fixed
Property bonds interest bonds
4.8% 13.4%
Speak to

\— Corporate bonds

’ .
Source: PPF’s The Purple Book 17% Aon S ACCOU nt' ng

Strategy Team to get

How are you performing compared to your peers, your FREE personalised
and what can you do about it? benchmarking

report.
We can show you how your scheme is performing compared to your competitors, and \/
explain the key reasons for any differences, allowing you to take control of your accounting

position. The chart below shows how three UK plcs performed over 2018 compared to each
other and the wider FTSE 350.

Funding level, on an accounting basis, of companies in the FTSE 350 group
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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 on our capabilities and to learn how we empower results for clients, please visit http://aon.mediaroom.com.
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