CAPITA

ACA Conference
Seminar C21
DC investment approaches — trends/changes in

5 February 2016

65 Gresham Street, London, EC2V 7NQ

Tel and Fax t 020 7709 4500 f 020 7709 4501 For Professional Clients Only



Agenda

 Recap from 2015 ACA presentation
« Member experience
* Market experience

« Some conclusions and trend predictions

CAPITA




Recap from 2015 ACA presentation

Immediate response (first year or so)

« Back to first principles

 Membership profile understanding: crucial

* |nvestment strategy changes: almost inevitable
 Member communication: more important than ever

« Lots to do, and a great opportunity
to help members to take responsibility

for their own money! .
y Passive Savers: Default

lifestyle
strategy

Limited

: A range of lifestyle
Personalisers: ge y

strategies

Indc—.:pendent Self-Select fund choices and
Choicemakers: partial transfers out
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Recap from 2015 ACA presentation

Possible longer-term response

* Review strategies within two or three years

Recognise current action is probably a stop-gap

 Member experience:

Investment choice as expected?

— When do members take the money?
— What do members do with the money?

* Market experience:

CAPITA

Increased move towards using investment platforms?

Increased move towards index-trackers?

Smoother link between collective and individual arrangements?
Mis-selling?

Innovation around continued investment/flexible income options?
Increased use of target date funds?

Innovation around annuity options?




Member experience — the first six months...
Options taken by individuals

Quarterly value of annuities and income drawdown Q2 +Q3 m-

GBP billions

35 -
Py Annuities £2.2bn 23%

30 - —Annuities B

—Income Drawdown  |ncome £2.8bn 29%
25 Drawdown
2.0 Cash £4.7bn 48%
15 / Total £9.7bn 100%
1.0 -
0.0

Q1 Q2 Q3 Q04 Q01 QG2 Qa3 Q4 Q1 Q2 a3
2013 2013 2013 2013 2014 2014 2014 2014 2015 2015 2015

Annuities less popular in favour of cash and income drawdown — found a bottom,

or a pause in the trend? Distorted by “dash for cash”, “wait and see”, and
expectation that yields are too low and will rise very soon

CA P I T Source: Association of British Insurers




Member experience — survey in summer 2015
Not all cash spent on Lamborghinis.....

2%

M Tax-free cash only

® Cash only (with or without tax-free cash)
 Annuity (with or without tax-free cash)

® Drawdown only (with or without tax-free cash)

® Combination of cash, annuity and drawdown

m Saved or invested it all
M Spent it all

Have they splashed the cash?:

¥ Saved some and spent some

B Donated or other combination

Different dataset, but broadly similar experience as for the ABI (first pie chart)

CAP'TA Source: PLSA




..or was it?

Sales of Lamborghinis race to new record

theguarc

CA P I T Source: The Guardian, Friday 11 September 2015




Member experience — the first six months...
Size of pots for each option

Number of consumers taking each

Average pot sizes ) ) .
option, split by amount, first six months

100 - 200,000 -
¢ .<£30,000
80 1 £ ® £ 30,000 - £50,000
" S 150,000 * . —
-g g M £50,000 - £100,000
| ("}
2 60 s ® £100,000 - £250,000
° 5
£ é 100,000 @ m>£250,000 i
& 40 - =
] 2
~—Annuities 50,000 -
20 - :
——|Income Drawdown I
0 T T T T T T r T Y Y 0 | h
Q1 Q3 Q1 Q3 Q1 Q3 Cash Income Annuity
2013 2013 2014 2014 2015 2015 Drawdown

Average cash lump sum payment of c£15,000 (Q2 + Q3)

Smaller pots taken as cash and larger pots ‘invested’ — sounds quite sensible!
CAP I T Source: Association of British Insurers and FCA




Member experience - providers

Our pension experts dealt with over

\
\\ 60,000 ...

in the first seven weeks

134% ncreese

in the number of people asking for

64(y retirement quotes
O of customers

" Helpdesk calls are up
L
26(y from
O last year 580/
O of people

with pots over £50K are taking only with calls taking longer over 55 in a DB scheme say they will
tax-free cash not transfer their DB benefits
Source: Standard Life Source: Aegon

General increased level of employee engagement

CAPITA




Member experience — survey of employers

* Do your employees have
a choice of glidepath
covering the three core
retirement options?

M Yes
® No

™ Don't know

 If no glidepath is selected ® Annuity

by the employees, what
retirement income option
will the default investment
option be targeted to?

B Drawdown

m Cash lump sum

® None of the above

m Don't know

Actually, sounds like quite a lot of progress made so far, but lots more to do....
CA P I TA Source: WEALTH at work pension changes survey 2015 (data collected summer 2015)
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Member experience — survey of members
For one particular large scheme

60.00% -

50.00% -

40.00% -

30.00% -

20.00% -

10.00% -

Taking my Taking a series
whole fund as of lump sums
a lump sum from my fund

Taking a
regular
income from
my fund
(purchasing an

annuity)

The reforms mean that you will have more options when you to
start drawing retirement income from your plan. These include: -

54.2%

A combination | don't know
of the above
options

CAPITA Source: Capita

Relatively engaged
members (ie they
answered the
survey) expect to
use a combination of
the different options
available.

What is appropriate
for default
members?

Members want a
combination, but will
it really all be
provided through
this one plan?
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Member experience — pre April surveys still used

Q : Do you know when you are going Q: How important is a strategy that is
to retire? flexible about when you retire?

e o PPI PPI Member

education is

key

Q: When do you want to make a Q : How important is a strategy that is
decision about your savings? flexible about how you use your fund
on retirement?

PPI PPI

£ o ’ N
Less than a year Less than 5 Mid Don't 87" 1% 11*
before or just after years before fiftes know
retirement
Is s not that Nalther or don't
tmportant muportant MR

CA P ' TA Source: Opinium, August 2014. Survey of more than 1,000 DC savers. © AB.
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Member experience — anecdotal trustee evidence

* Increased focus on membership profile
» Introduction of alternative lifestyles

* No clear direction on design of default lifestyle (and often scheme-
specific), and fairly relaxed about ‘taking one step at a time’

» Distinction usually made between majority and ‘default members’
(no longer the same thing)

« Opportunity taken to improve lifestyle design and self-select range
» Desire to improve future-proofing (eg platforms)

» Limited impact of charge cap in most cases

« Limited provision of new flexibilities (eg drawdown) within scheme

* Big push on member communication

CAPITA
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Market experience
Bullish headlines after 2014 Budget

]‘HEmTIMEs

hm.-mummmwc—uu\-—quw\.

The savmgs revolutlon

If the Pub
I.andlord

CAPITA

S DAII.Y%.‘J EXPRESS

PENSIONS ANI)
SAVINGS JOY

Daily < Mail
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Market experience
More cautious after April 2015
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Nine in ten savers accessing pensions are using new
freedoms

New FCA data shows j
guaranteed income via an annuity

CAPITA
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stats show
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Market experience — going back to basics
Typical post-retirement expenditure and income

A Life’s Little
Luxuries
Expenditure Income
driving income (Cash?)

Expenditure

needs /

Please note: This is a stylistic representation of a hypothetical individual

Age

CA P ' T Source: Capita
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Market experience
Pension wealth is only part of the answer

Share of total
household

wealth held in
DC pensions:

B <10%
®10% to 20%
®20% to 30%
" 30% to 40%

40% to 50%
9 >50%

How will this change?

+ DC flexibilities attractive

+ Auto-enrolment

+ Perceived reduced threat of
confiscation (eg divorce or tax)

+ Buy-to-let discouraged

+ Secondary annuity market

+ Closure of remaining DB
schemes/DB to DC CETVs

- New flat rate pensions tax?

- Further reductions in AA and LTA?
- End of contracting out

- Higher costs and governance

- Poor quality default due to lower
charge cap?

- Capping of tax-free cash sum?

Greater recognition that pension wealth is only a proportion of total wealth...

CAP'T Source: LGIM/IFS
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Market experience
Reclassify investors by use of funds rather than by size of pot

Top Up Saver

Drawdown over a known (and
short) period

Retirement Income Saver

Optimal income over whole
retirement period

Legacy Saver

Retain capital and receive a
predictable income

I,

I,

I,

Retirement Fund Solution

Investment horizon appropriate
multi-asset fund

Retirement Fund Solution

Income paying multi-asset fund
from age 55-75 followed by an
annuity

Retirement Fund Solution

Multi-asset fund, potentially
income paying

...leads to thinking about pension savers in different ways...

CAP I TA Source: AB
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Market experience
Reviewing what we think of different asset classes

Risk and return over different timescales Income-oriented equity strategies: strong returns with lower volatility
UK volatility and annualised real return of equities and gilts 1900-2013
B Equity volatility Gilt volatility = Equity raturns == Gilt returns Average 20-year annualised return
Standard deviation of returns (%) Annualised retums in period (%) S"éa)
20 &
14 Lipper Tquity Ivceeme 45 Growth & 1
Funds tndes Wm« o tz:ﬁ—i
index
15 é 12 -] Y
e
10
10 4
8
10 12 14 16
6 18 Average 20-year standard deviation
5 2

- Average annualised returns and standard deviations for the rolling 20-year periods from 31
December 1970 to 31 December 2013. Past results are not a guarantee of future results.
I I Volatility is calculated at net asset value, using annualised standard deviation (based on monthly
0
15 20 25 0

0 returns), a measure of how returns over time have varied from the mean; a lower number
1 3 & 7 10 " signifies lower volatility.
Years of investment Sources: Lipper, Capital Group

Sources: COURTIERS, Analysis of Barclays Equity Gilt Study 2014

...leads to thinking about asset classes in different ways
CAPITA Source: Capital Group
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Market experience
|dentifying the risks can help to identify the solutions

Market and
sequencing
risk

Longevity

Inflation
and changing
circumstances

Emotional
risk

Confiscation

Cognitive risk risk

Some of these risks can still only be addressed by an annuity,

particularly for older retirees

CA P ' T Source: Just Retirement
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Market experience — investment options

« Existing funds still available for income drawdown:

— Multi-asset (eg diversified growth and absolute return bonds)
— Income (eg dividend yield)

« Limited new funds created:
— ‘Cheap diversified growth’

« GPP providers switch to target continued investment for default and
are being more pro-active than trustees in offering DC flexibilities

« Target date funds switch to target cash/income drawdown for default

» Lifetime annuities still available, but as yet no innovative alternatives

* No material progress in bringing together institutional and retalil
platforms
Understandably, the widely expected innovation revolution has been limited so far.

Providers have moved quickly to adopt income drawdown as the default; trustees
have been slower to do so, but maybe they are just being more cautious?

CAPITA
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Market experience
Trustees more reluctant than GPP providers to adopt flexibilities

80%

What will schemes offer in 2015?

69%

70%
W Contract based

™ Trust based
60%

50%

40%
36%

34%
27%
15%
13%

A full encashment A partial or phased encashment cash A managed drawdown facility with linked A fully flexible drawdown
payment options

Source: PLSA, Pension Freedoms: Breaking the deadlock, August 2015
CA P I TA Base: DC schemes trust based (88) SC schemes contract based (50)

30% -

20%

10%

0%
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Some conclusions and trend predictions

Accelerated Accelerated move

Focus on cost

use of from trust to
olatforms for | accelerates use of' contract (and death
trust DC index-trackers, but is N of small DC trusts)

cheap also value for
money?

There will be some
horror stories —
will the Govt hold
its nerve?

A thriving IFA

market, but do
actuaries have a
better skillset?

favour of
ISAs/property/non-

More
Further AA fiduciary
The rise and Ak and LTA DC

A combination is better reductions

and there will eventually
be some innovation from
insurers...

rise of
Mastertrusts

CAPITA

~ More focus on
overall wealth,
but by whom?




Disclaimer

To the extent permitted by law, Capita, its members, employees and agents accept no liability, and disclaim all
responsibility, for the consequences of anyone acting, or refraining to act, in reliance on the information contained in this
presentation or for making any decision based on it.

In preparing this report we have relied upon data supplied by third parties. While reasonable care has been taken to
gauge the reliability of this data, this report therefore carries no guarantee of accuracy or completeness and Capita
cannot be held accountable for the misrepresentation of data by third parties involved. The report is for your private
information and is for discussion purposes only.

This report is based on data/information available to Capita at the date of publication and takes no account of subsequent
developments after that date. It may not be modified or provided by the recipients to any other party without Capita’s prior
written permission. It may also not be disclosed by the recipients to any other party without Capita’s prior written
permission except as may be required by law. In the absence of our express written agreement to the contrary, Capita
accepts no responsibility for any consequences arising from anyone relying on this report or the opinions we have
expressed. This report is not intended by Capita to form a basis of any decision by anyone to do or omit to do anything.

The information contained within this presentation does not constitute financial advice.
The information provided is based on our understanding of current law and taxation as at 1 February 2016.
Tax and pensions policy, practice, and legislation may change in the future.

Capita Employee Benefits is a trading name of Capita Employee Benefits (Consulting) Limited. Part of Capita plc.
www.capita.co.uk. Capita Employee Benefits (Consulting) Limited is registered in England & Wales No: 01860772.
Registered Office: 17 Rochester Row, Westminster, London, SW1P 1QT. Separately authorised and regulated by the
Financial Conduct Authority.

CAPITA
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