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Today’s discussion

« Highlights from our most recent surveys concerning retirement issues
in Canada:

» Global Workforce Study
» Canadian 2010 CAP Survey
o Thoughts on DC Journey Planning and implications for:
« Governance
« Investment
» Communication, Member Decision Support Tools and Engagement
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2010 Global Workforce Study: Key retirement themes

« | want job security, stability and good pay/benefits — but | see the safety net
eroding.

» Traditional employment relationships are becoming more contingent, and employees
crave a return to the fundamentals

« |lknow I'm responsible for my own financial well-being, career, performance and
health — but I'm not sure | can handle it.

» Employees know that it's increasingly “on them” to take care of themselves

« They are not confident they have the knowledge and resources to handle the
responsibility

©2010 Towers Watson. Al rights reserved. Proprietary and Confidential. For Towers Watson and Towers Watson client use only.

3

Attraction drivers remain focused on the basics — but there is
now more interest in the long-haul, including retirement security

Competitive base pay
Vacation/paid time off

Competitive health care benefits

Career advancement opportunities
Competitive retirement benefits
Convenient work location

Flexible schedule

Challenging work

Learning and development opportunities
Organization’s reputation as a good employer
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Reasonable workload

Source: Towers Watson 2008, 2010 Global Workforce Study — Canada
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While employees know they’re responsible for their
financial security, they doubt their ability to manage alone

Financial future

52%

27%

Retirement income
needs

i

Responsibilit
P y

~ ~
[ Me B Employer [ Government B Comfort managing myself
Source: Towers Watson 2010 Global Workforce Study — Canada

©2010 Al pr | For

and use only.

Canadian employers share the same sentiments as
employees

Employees generally make informed
decisions about their retirement savings

Employees generally
make informed decisions about the
investment of their retirement plan assets

Employees have realistic expectations of
what the employer sponsored retirement
plan can provide

| Agree / I Neutral, neither [ Disagree/
Strongly agree agree nor disagree Strongly disagree

Source: Towers Watson 2010 Canadian Capital Accumulation Plan Sponsor Survey
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Few plan sponsors have confidence in their employees’
readiness for retirement in the future

Pertelpants e ey 10 ey wion A IR N
they wish °
Participants have an independent o
financial advisor a3

Participants will have enough retirement
assets to support their income goals

Participants evaluate their asset mix
and risk tolerance periodically

Participants have established a
retirement income goal

| Agree / I Neutral, neither [ Disagree/
Strongly agree agree nor disagree Strongly disagree

Source: Towers Watson 2010 Canadian Capital Accumulation Plan Sponsor Survey
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Sponsors’ biggest concern for the future

Inadequate retirement income
from DC for large segments
of their population

Source: Towers Watson 2010 Canadian Capital Accumulation Plan Sponsor Survey

©2010 Al P For Towers Watson and Towers Watson client use only.




Journey well, arrive better

Understanding Journey Planning from a DC perspective
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A more engaging approach to savings is needed

Traditional Approach
e Members focus on the “here and now”
« Saving what they can, when they can
« Hoping it will deliver a good outcome
» Little thought given to what they need
... or their ability to take investment risk

... or how their circumstances will change
over time

« Decisions made at joining are rarely
changed; monitoring of progress to a
retirement goal not obvious

A low engagement environment

©2010

A More Focused Approach

Members set their objectives (using some
‘simple’ tools)

... and how they are going to achieve them
Recognising what they want to achieve
... their ability to take investment risk

... and how their circumstances are likely to
change over time

Regular progress against target is
monitored, not just as retirement age
approaches

A higher engagement environment
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Florida = ? km

« How long will it take to drive to Florida?

« What time do | want to be there?

» How important is it that | arrive on time? joumey well,

@ arrive hetter

« If  am running late, can | afford to get caught speeding?

« When is the latest | must be there by?

« Does my passenger get car sick?

What if ‘Florida’ is the retirement target ?
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The member’s objective

“Given the level of contributions | am making ...

« What retirement outcome can | expect (and hence
what size of pot do | need at retirement)?

« With what certainty will | achieve this end result?
« Will | be able to sleep at night as | go through this

wmey?"

1. Level of expected outcome

Amount

2. Variability around
expected outcome
3. Volatility of
the journey

Age Retirement

Members need to set their objectives and create a journey plan
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Balancing contributions and risk

m There are many potential journey plans to achieve the same target
outcome — involving a trade-off between contribution rates and
asset allocation

R Higher likely
variance in future

Investment X / contributions
risk

X

Lower likely
X variance in future
contributions

>
»

Contributions
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Contribution/risk trade-off

Steadily increasing ability to contribute ...

... and a reduced desire for investment risk at older ages
High Contributions
Investment risk
Low

Younger Age Older
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Contribution/risk trade-off

Higher savings early, recognising future cost of raising a family ...
... and a reduced desire for investment risk at older ages

1
High Contributions
Investment risk
Low
Younger Age Older
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Contribution/risk trade-off

Constant ability to contribute, not expecting real career progression ...
... little ability to take any investment risk

N
High
Contributions
Investment
risk
Low R

Younger Age Older

© 2010 Towers Watson. Al ights reserved. Proprietary and Confidential. For Towers Watson and Towers Watson client use only.

16




Accrued pension income

Charting the journey plan

50%
45% . .
Each member arrives at the same goal, but having
40% - ; ; -
followed a different journey path of contribution
35% - levels and asset allocation to get there ....
30% -
25% -
20% -
15% -
10% -
5% -
% +<f————
1 3 5 7 9 11 13 15 17 19 21 23 25 27 29 31 33 35 37 39
Year
—— Member A Member B Member C
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Accrued pension income

Tolerance around the journey plan: the “sleep at night”
factor

50%

45% A rd
P
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Year

Acceptable Remedial action

Journey plan - ]
yp variation required

© 2010 Towers Watson. Al rights reserved. Proprietary and Confidential. For Towers Watson and Towers Watson client use only.




Measuring progress against the journey plan

50%
o 45% P
€ 40% Adjustment /“y"
0 o H
§ 2500 required? _ -~ ‘7«'
= Lo
o 30% - PR
— - P .
2 25% Lo ,'/'f/
[0} - .- .7,
S 20% - et
O 15% - AP
S 10% e
< 59 A
0% - L e e L A e e s B e e e e e B L
1 3 5 7 9 11 13 15 17 19 21 23 25 27 29 31 33 35 37 39
Year
Journey plan Accgpt_able Remedla_l action Actual journey
variation required
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Measuring progress against the journey plan

50%

45% A
40% -
35% A R
30% A
25% -
20% A
15% -
10% A

5% A

0% -

Adjustment
- required?

Accrued pension income

17 19 21 23 25 27 29

31 33 35 37 39

1 3 5 7 9 11 13 15
Year
Journey plan Acce_pt_able Remedlql action Actual journey
variation required
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Understanding your membership

Value Added Governance

TOWERS WATSON  (A_/
What might governance involve?
Operational Value-added
governance governance

Ensuring the plan ‘works Helping members get the most
For example from their plan
For example

» Contributions are paid on time X :
« Engaging members in the plan

« Service levels are met .
« Helping members understand

« Benefit statements are sent out on time ) X .
« Seeking to improve investment

» Investment managers deliver expected efficiency in the default fund

performance L
« Outperforming investment returns

o eftc... e
.

Largely driven by legislation and Where governance can

risk mitigation improve the deal
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Know your employees

o Analyze your data
Demographic characteristics
Behavioural characteristics

o Research behaviours, motivations, attitudes toward risk
and needs

Online polls
Telephone surveys
Interviews
« Regularly review membership data

Build into governance reporting
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Understanding your membership

o What do members look like?
For example age, earnings, likely target pension needs?
o What do members want in terms of investment risk?
« How much choice do members want...
...and are they likely to use it?

« How much guidance do they need?

A greater understanding of the member
will lead to better DC

An investment and engagement strategy should start here
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Three types of member

Members who... Fiduciary role
...make their own = Provide suitable
decisions choice

Provide structured
guidance and limited
choice framework
around default

: ...are willing and able
Gi'"ded' to make decisions but =)
selectors currently choose not to

...are unwilling :
True-defaulters and/or unable to ) dog‘(;[lal:e a suitable

make decisions

Need to explicitly address the differing needs of
these three types of member
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Defining and managing risk

° Members care about Levers to deal with investment risk

« Level of outcome L rement e

I

« Variability of outcome Retirementdate - _.r"”

« Volatility of journey ._/I/
o ‘Risk’ = probability I

of not achieving LA

objectives

Contributions

Ability to take risk is driven by member’s flexibility around
savings, retirement age and income
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Understanding your membership’s tolerance to risk

Tolerance to risk = Attitude to risk + Ability to take risk

A plan’s core data can be used to model the
membership’s risk tolerance and choice distribution
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What needs to be thought about differently?

RETURN RISK

Pro-actively manage the DC default strategy

Think about and understand the needs/objectives of the
membership

Get a better understanding of ‘risk’ in a DC context
Set clear strategic objectives for the default

Add ‘fiduciary value’!
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Overall risk tolerance by age group
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Factors include net wealth, human capital, age, dependants
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Designing a more member-focused strategy
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Current default lifecycle is inappropriate for the needs of the
members
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Designing a more member-focused strategy

Location A Location B

High risk
tolerance

Risk tolerance
o
L

Low risk A , , , : - _
tolerance

<25
2529
35-39
40-44
45-49 |
54
55+
<25
2529 |
3034
35-39
4044 J
4549 |
5054 |
55+

30-34

Age

Different region, different tolerance to risk
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Prioritising the governance budget

Managed to a set of clear

risk/return objectives Primary focus

A limited degree of choice with
supporting guidance based on Secondary focus
member circumstance and lifestyle

Guided
choice

Range of options which are still
realistically manageable within Tertiary focus
governance budget

Self-select
choice

Priority should be given to managing the default effectively
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Default investment option

46% of plan sponsors say they are considering
changing their default fund and of those, 66%
indicate that they will change to Target Date

g 45 41% yw _
‘c 40 Funds and 34% indicate that they will choose a
g 35 Balanced or Asset Allocation Fund.
§ 30
O 24% 24%
= 25
o 20
g 15
S 0,
3 1(5) 4% 6%
5 >
[0
g o ||
Balanced or Target-date Money GICs Canat_iian No Default
Asset fund Market Equity
Allocation
fund

Source: Towers Watson 2010 Canadian Capital Accumulation Plan Sponsor Survey
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Communications practices — targeted purpose

change in investment lineup) :
(v hircs. i catear, ot
(new hires, mid-career, etc.) @

Employees displaying specific
participation behavior (not joined, under 29%
contributing)

Employees displaying specific

aggressive or conservative asset mix, etc)

o Currently B Planto e No plans to
offer introduce introduce

Source: Towers Watson 2010 Canadian Capital Accumulation Plan Sponsor Survey
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Plan member communication — measuring success

54% of respondents indicated they do NOT measure
the success of their communication practices. Those
who do measure the following:

Informal feedback [ 62%
Level of participation in live group ] 56%
education sessions ©
Level of usage of member decision support
[ 5%
tools
Participation levels increase [ 52%
Formal survey of plan members [ 44%
Level of employee contributions increase [ 36%
Level of active decision making [0 28%

Appropriateness of participant’s asset allocation [T 26%

Other [1 2%

Source: Towers Watson 2010 Canadian Capital Accumulation Plan Sponsor Survey
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CAP governance — monitoring plan effectiveness

Measure usage of plan .
N . 53% 4%
default investment option
Measure usage of plan member e —
decision support tools

Measure average asset mix employed

¢ - 7%
by different demographic groups
Measure employee contribution levels W
vs. atarget level of contributions
Measure employer contribution p—
levels vs. target
Measure projected retirement income p—
for different demographic groups
[0 Morethan WM Oncea WM Less thg Event-
once ayear year once ayesq driven only

Food for thought ...
and room for
improvement!

Source: Towers Watson 2010 Canadian Capital Accumulation Plan Sponsor Survey
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Conclusions

» Understanding of the membership should drive investment and
engagement

e There needs to be more of an “outcome” focus, rather than the
“here and now”

« Ability to take risk is driven by a member’s flexibility regarding
savings, retirement age and income

» DC can be viewed as similar to “one-person DB”

« Members and fiduciaries should adopt a “journey plan” approach
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A DC Journey Planning approach helps members to...

1. Set objectives and create a ‘journey plan’
For example, by using some simple online tools

2. Regularly monitor progress against the journey plan
For example, by presenting it on the annual statement
as well as making it available online

Accrued pension Adjustment?

A~
~

Year
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