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A recap: “Freedom and Choice”

Until 2014, almost every DC member turned their pot into an annuity
(except for the 25% tax-free cash lump sum)
Income drawdown was available

- But only until age 75...

- ...unless an individual had other guaranteed income
2014 Budget

- Everyone can take as their pension how they want, when they want...

- ...subject to tax at the marginal rate (for amount over tax-free 25%)

Key implication: target date funds — as they stand — might not be the answer
Key challenge: determining what savers might want

Key objective: dividing savers into homogeneous investor types
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A caveat: don’t expect miracles @
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create any additional income...

* ...and those drawing down will face same
challenges as annuitants

* Higher expected incomes come with higher
risk to that income...

* ...and the “mortality credit” gets harder to
beat the older you get
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Beyond annuities?

Might reports of the death of annuities be exaggerated?
Annuities continue to exist in some countries...
...without compulsory annuitisation...

...whilst being absent elsewhere

Why the difference?
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Case study: United States

* Has had a “Freedom and Choice” regime for many years
* Annuities very unpopular
- Cultural aversion to risk pooling
* In income terms, advanced life deferred annuities as popular as traditional annuities...
* ...but variable annuities more popular

These are not really trues annuities...

...but mutual funds that allow an proportion of assets to be withdrawn...

...generally with a guarantee of no fall in income...

...and a lifetime guarantee

Often used simply as vehicle to keep DC assets tax-exempt
This highlights the importance of culture...
...and of the tax regime



) 05 FEBRUARY 2015 THE FUTURE OF RETIREMENT INCOME - BEYOND ANNUITIES

Case study: Switzerland

Has a compulsory DC plan for part of its second pillar (workplace) pension
No requirement to annuitise, but annuities are popular

- They are the default option

- Annuities are at a favourable non-market rate

- Home ownership is low in Switzerland — so a regular retirement income is important
This highlights the importance of the default option...

...and of societal factors
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Case study: New Zealand

In 1993, 9 annuity providers in New Zealand...
...but by 2013, final provider left the market having sold only one policy

Potential reasons

- Bequest motive? Always existed

- High tax rate paid by insurers on annuity assets?

- NZ Super — around 8k-11k per annum - so why buy an additional guaranteed income
Might UK single tier pension mean people no longer need annuity?



) 05 FEBRUARY 2015 THE FUTURE OF RETIREMENT INCOME - BEYOND ANNUITIES

What does this mean for the UK?

Many factors at play...

...complicated by the fact that large pots exist...
...when the rules suddenly changed

Likely outcome is variety...

...with the result dependent on the investor type
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What defines an investor type?

* Wealth (excluding DB pensions)

Relevant both in absolute terms and relative to pre-retirement income

Consists of both DC pensions and other assets

Increasing wealth generally allows more flexibility...

...providing it is sufficiently liquid and/or income generative
* Income (in addition to that generated by wealth)

- Defined by time horizon and certainty

* Health
- Affects length of time for which income may be needed
- May affect pattern of income need

* Bequest motive

- Although this maybe a residual rather than an objective
* Risk tolerance
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Wealth

* Higher wealth

Increases ability to take investment risk

Increases the ability to withstand unplanned expenditure
* This includes health-related issued (such as long-term care)...

* ...and other issues (such as home repairs)

Reduces the need to plan for extreme old age

* This means less need to consider longevity insurance

Increases the cost-effectiveness of and access to high-quality advice

However, this assumes that the wealth is income-generating...

...as housing wealth is more difficult to access

10
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Income

The impact of income is more complex

In this context, we mean income in addition to anything generated by the assets
This is defined in terms of timing and size

Timing

- Is the additional income due to end (e.g. from part time work)...
- ...not yet being received (e.g. state pension)...
- or constant (e.g. final salary pension)?
* Size
- How significant is it relative to income needs?
These factors have a major impact on the role of DC...
...particularly when combined with wealth

11
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Health

In terms of investor type, this relates to issues known at retirement

May be existing health issue...

* ...or known predisposition

May make an enhanced annuity more attractive...

...but may also make the need for a guaranteed income lower (for a given pot size)
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Bequest motive

Unlikely to be a motive on its own

In other words, unlikely to restrict post-retirement consumption to fund bequest...
* ...unless relates to particular asset (such as house)

Otherwise

- Obijective will require significant assets...

- ...which will need a bespoke asset allocation
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Risk tolerance

* Relates to the risk prepared to take in a number of dimensions

- Volatility (or downside risk) to income

Risk of inadequate income growth

Risk of asset exhaustion

Risk of illiquidity (inability to sell assets to supplement income, to cash in an annuity)

Risk of regret (regarding purchase of a particular insurance policy)

* Will impact the asset allocation...

* ...and the use/avoidance of insurance

* Also worth noting that behavioural approaches can be used to avoid some risk biases

14
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DC segmentation: short-term top-up income

May be added to part-time income before commencement of final salary pension...
...0or may replace pay in the period before the State Pension Age

In any case, term known with reasonable certainty

Reasonable certainty required of the income...

...S0 little scope for volatility

Most people in this position will have a low risk tolerance with regards to investments...

...but given the increasing importance of the State Pension, this could play a part for many
people

= Fixed term fixed income fund or
= Fixed term annuity

15
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DC segmentation: long-term top-up income or
long-term main income for those with a large DC pot

For people with a relatively large final salary pension or
Significant volume of other liquid or income-producing assets
Ability to absorb income volatility, and no need for longevity protection

Sufficient DC assets to provide high level of income...
...with little need for asset withdrawal

= Open term multi-asset income fund or
= Multi-asset fund plus robo-advice or
= Bespoke multi-asset portfolio plus advice

= Possible role for annuity...
= ...especially if enhanced terms available

16
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DC segmentation: long-term main income — small pot

No significant alternative income sources

Assets must last until death...

...with limited capacity to take losses

Suggests that longevity insurance is needed at some point

= Advanced life deferred annuity or
= Bond fund hypothecated for annuity purchase at advanced age

plus

= Fixed-term multi-asset decumulation fund or
= Multi-asset fund plus robo-advice

= Possible role for annuities depending on risk tolerance...but unlikely to be popular

17
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DC segmentation: complications

* Health issues (known at retirement)
- May make an enhanced annuity more attractive...

- ...but may also make the need for a guaranteed income lower (for a given pot size)
* Health issues (not known at retirement)

May lead to unexpected health- or care-related expenses

Could be an argument for hypothecated annuitisation pot that can then be redirected to costs

Expenses could also be funded by house sale/equity release...

...or the sale of pension assets/commutation of income streams

Opening for new insurance products (with morbidity-related payments)
* Unexpected property expenses
- Unlike health-related expenses, these do not generally coincide with a reduced long-term income need...

- ...but sale of pension assets/commutation of income streams may be only option (if uninsured)

18
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Some final thoughts

Aggregation
- The solutions here assume that all pensions savings are aggregated (at least within DC)...

- ...and this is unlikely to be the case for most
It's not just pensions

- Housing is an increasingly important proportion of people’s wealth
- Ongoing changes to pensions could increase the importance of non-pensions saving

Many of these solutions could require a significant change in strategy...
...posing problems with people being anchored to existing asset allocation...
...S0 options will work best if linked to accumulation strategies

Far too many people will be in the short-term top-up income category...
...unless retirement saving increases drastically

19
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Disclaimer and important legal notice

The information contained in this document (the “Information”) has been prepared by Legal & General Investment Management Limited (‘LGIM”, “we” or “us”). Such Information is the property and/or confidential
information of LGIM and may not be disclosed by you to any other person without the prior written consent of LGIM.

No party shall have any right of action against LGIM in relation to the accuracy or completeness of the Information, or any other written or oral information made available in connection with this publication. Any
investment advice that we provide to you is based solely on the limited initial information which you have provided to us. No part of this or any other document or presentation provided by us shall be deemed to
constitute ‘proper advice’ for the purposes of the Pensions Act 1995 (as amended). Any limited initial advice given relating to professional services will be further discussed and negotiated in order to agree formal
investment guidelines which will form part of written contractual terms between the parties.

Past performance is no guarantee of future results. The value of an investment and any income taken from it is not guaranteed and can go down as well as up, you may not get back the amount you originally invested.
The Information has been produced for use by a professional investor and their advisors only. It should not be distributed without LGIM’s permission.

The risks associated with each fund or investment strategy are set out in this publication, the relevant prospectus or investment management agreement (as applicable) and these should be read and understood before
making any investment decisions. A copy of the relevant documentation can be obtained from your Client Relationship Manager.

Confidentiality and Limitations:

Unless otherwise agreed by LGIM in writing, the Information in this document (a) is for information purposes only and we are not soliciting any action based on it, and (b) is not a recommendation to buy or sell securities
or pursue a particular investment strategy; and (c) is not investment, legal, regulatory or tax advice. Any trading or investment decisions taken by you should be based on your own analysis and judgment (and/or that of
your professional advisors) and not in reliance on us or the Information. To the fullest extent permitted by law, we exclude all representations, warranties, conditions, undertakings and all other terms of any kind, implied
by statute or common law, with respect to the Information including (without limitation) any representations as to the quality, suitability, accuracy or completeness of the Information.

Any projections, estimates or forecasts included in the Information (a) shall not constitute a guarantee of future events, (b) may not consider or reflect all possible future events or conditions relevant to you (for example,
market disruption events); and (c) may be based on assumptions or simplifications that may not be relevant to you.

The Information is provided “as is” and “as available”._To the fullest extent permitted by law, LGIM accepts no liability to you or any other recipient of the Information for any loss, damage or cost arising from, or in
connection with, any use or reliance on the Information. Without limiting the generality of the foregoing, LGIM does not accept any liability for any indirect, special or consequential loss howsoever caused and on any

theory or liability, whether in contract or tort (including negligence) or otherwise, even if LGIM has been advised of the possibility of such loss.

Third Party Data:

Where this document contains third party data (“Third Party Data”), we cannot guarantee the accuracy, completeness or reliability of such Third Party Data and accept no responsibility or liability whatsoever in respect of
such Third Party Data.

Publication, Amendments and Updates:

We are under no obligation to update or amend the Information or correct any errors in the Information following the date it was delivered to you. LGIM reserves the right to update this document and/or the Information
at any time and without notice.

Although the Information contained in this document is believed to be correct as at the time of printing or publication, no assurance can be given to you that this document is complete or accurate in the light of
information that may become available after its publication. The Information may not take into account any relevant events, facts or conditions that have occurred after the publication or printing of this document.

Issued by Legal & General Investment Management Limited which is authorised and regulated by the Financial Conduct Authority. Legal & General Investment Management Limited, One Coleman Street, London EC2R
5AA

The information provided in this presentation has been produced for information and discussion purposes only and it is not intended to constitute advice (investment, legal, tax advice or otherwise). The information
should not form the basis of any investment decisions by you and we are not acting as a fiduciary to you. You should consult with your own professional advisors before taking any action based on the information in this
presentation as Legal & General Investment Management Limited (LGIM), does not (to the fullest extent permitted by law) accept any responsibility for any act or omission taken in reliance of the information contained
in this presentation. The information in this presentation sets out the opinions of LGIM and is not a guarantee of future events or the profitability of any investment product or service.

Please do not circulate this information to any third party without our prior written consent.

Source: LGIM as at 1 March 2015
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