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How doyou measure up?

Executivesummary

You want the best fit for your provident fund
members — and your business. But how do you
compare, and do you have the right measures

of success?

In our 2020 Defined Contribution (DC) Provident Fund
Survey we sought the views of trustees, scheme managers,
and finance directors from awide range of sectors, about
the challenges they face and their aspirations for their
scheme members.

Responses were received from representatives of DC schemes
in Cyprus, covering over €500m of assets.

Our research shows that respondents want to offer
competitive, ‘good value’, DC benefits. However, there are
many that do not measure whether they are succeeding in
meeting their objectives. There is an opportunity to make
DC benefits more tailored towards retirement goals, lifestyle,
income and behaviours.

Throughout, charts may not add to 100% for reasons of rounding. Unless

otherwise stated, all data is from Aon's 2020 DC Provident Fund Survey

Some key findings include:

* The majority of the schemes aim to deliver sufficient funds for
employees to retire

e Two-thirds do not measure progress against their objectives

¢ Two-thirds of respondents do not know what level of benefit
outcome their default rates will deliver

® One in 2 schemes want to spend more time on communications

¢ None of the schemes measure levels of engagement with
their benefit and wider wellbeing programmes

® Only 1 in 10 assess their range of investment options against
ESG criteria




How doyou measure up?

Contents page

What are the strategic trends in DC provident funds? What
objectives do schemes set and how do they measure progress?

Considering governance and DC structures — should
schemes be delegating more?

Fit for the future— what are the desired outcomes?
Are benefit outcomes being taken into consideration when
setting contribution rates?

Made to measure— DCinvestmentsand charges

How are schemes adapting to ever-changing
investment landscape?

Calibrate your comms — we need to talk about
provident funds and financialwellbeing

How do schemes communicate about benefits and is this
incorporated into wider financial wellbeing?

Breakdown of survey participants
More information about the respondents to our research and the types
of DC schemes they help torun.

If you want to offer a great fit for your provident fund members
and your business, is it time to review your approach?
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measure
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Q. What are the current strategic
trendsin DC provident funds?

In this section, we explore how DC schemes measure up 2 - 3
againstothersandalso how they measure against their I n

own aims and objectives. Do schemes have the

information they need todo this accurately or are they schemes do not measure

progress against their

o 5
shootinginthe dark- objectives

»

Value for members and
improved investment
returns, are objectives for
around 80% of DC plans
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We asked schemes how they would best describe their main
aim for their DC arrangement. While all schemes are trying to
provide a benefit for employeesin retirement, we found a range

of views on how to approach retirement provision.

e The most popular response was to offer a benefit
that will deliver sufficient funds for employees to
retire at a reasonable age. A challenge with this
approach is to reach consensus on how much is
a sufficient retirement income. We consider the
question of what an adequate level of retirement
saving could be for members later in the survey

e The next most popular response focuses on
market-leading benefits. In practice this could
mean very different things to different people,
so it is important to define what market-leading
looks like.

e Around one in five respondents just do the
minimum required to comply with local
regulations, without allocating the extra effort/
time/resources to achieve a better member
outcome in line with international best practice.

e Around 1 in 10 respondents offer a benefit broadly
in line with the competition, i.e. use what is offered
by others as a benchmark. The rationale for this
approach is often to seek to retain employees
by offering a similar level of benefits to other
employers. However, there is limited evidence
to show that employees leave or stay with an
employer due to DC benefitsalone.

Other (please state)

We aim to offer a benefit
that will deliver suficient
unds for employees to retire
at a reasonable age
41%

4%

\

aim to offer a benefit

that will deliver
sufficient funds for
employees to retire at
a reasonable age

We do the minimum

required to comply with
local regulations
23%

We aim to offer a benefit
broadly in line with our
competitors
9%

\  We aim to offer a market
leading benefit
23%
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Itis not a surprise to see that over eight
in ten schemes have ‘delivering value for
members’ and ‘improving investment
returns’ as objectives. However, itis how
schemes work towards meeting these
objectives that is really important. Later
in the survey, we consider DC
investments in more detail.

One objective found to be relatively
popular is that of improving scheme
governance. This may be aresult of the
new IORPIl requirements.

Which of these objectives are in your scheme’s business plan?

Value for members

Improved investment returns

Better member outcomes

Improved governance

Improved administration standards

Increase employee take-up of higher contributions
Specific communication or engagement objectives

Other [please state]

85%

80%

50%

40%

20%

20%

10%

5%

Making sure your objectives are aligned

Itis important to take into account
the views of all stakeholders when
setting objectives to make sure
everyone is pulling in the same
direction. For example, if the HR
team has an objective to
encourage employees to
contribute more to take full
advantage of higher matching
company contributions, but the
finance team has an objective to

minimise increases in benefit
costs, there will be a conflict
between different parties. (In this
instance it would be perhaps
more sensible to consider a
change to the contribution
design, so that members can be
encouraged to save more while
costs can be controlled for the
sponsoring employer.)
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Measuring progress
against objectives

Which of these objectives are in your scheme’s business plan?

e P only

Regular data reporting against all objectives _ 21%
Regular data reporting against some objectives _ 13% I ;

Ad-hoc feedback 13%
of schemesmeasure
Employee feedback viasurveys - 4% progress against

objectives

Collating data and ad-hoc feedback were the most popular methods of
measuring progress towards objectives. It was somewhat surprising to
see that nearly three in ten respondents say that they receive regular
data reporting against all of their objectives, given that this number
includes those with objectives, such asimproved governance standards
and specific communication or engagement objectives, which can be
difficult to assess with quantitative measures.

For each objective in your
business plan include one or
two practical actions which

will help work towards it.

Consider objectives used by
other plans and whether they
could be appropriate foryou.

Consider sensible measures
you can put in place to use
information already available
to monitor your objectives.

Consider other useful measures
of progress towards your
objectives, both quantitative
and qualitative, and consider
how to source the information
that would be needed on a
regular basis.
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What is
the biggest Fund

challenge Integ ration

over thenext Planning
two years? sneme — Regulations .

Master tr.ust Rate O pt|o ns

Offer

There is a range of different challen g ahead for DC scheme er the POSSIble S av
next few years. While each scheme is different, a number of emerging St rate
themes can be seen in our respon s word clo d Th ema nlng Implementlng ° Administration gy

sections of our survey report cover what others are doing in of
these areas and include our own |n5|ghts on how to measure up today I m p r O v I n g E I I l I O e e S
and in the future.

Trust | n crea Se

Engagement

F“”dq% Investment
=

Default
Strategy
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Section 2 Weigh up your options

Timeto focus

The options for DC scheme structures are wide-ranging. Not
only does a decision need to be made on the overall structure of
your scheme, butalso on whois responsible for the day-to-day
tasks such as administration and investment.

We asked those running DC provident This section considers the different types
funds whether they are comfortable with of DC structure, and options available to
the amount of time they are spending. delegate more to focus on the areas that
36% said they are spending too littletime matter to you.

on provident fund matters.

40%

of Provident Funds expect
to move to a Multi-Employer

'& provident fund within five years

[ ]

Aon has been working with
a number of trustee boards
and employers, helpingthem
tobecome more strategic and

effective.

Find outmore

40%

expect todelegate more over the
next threeyears.

1in2

want tospend more time on
theircommunications



50% of the respondents wanted to structure and resources in place,
spend more time communicating with especially given the increasing levels of
employees on DC benefits and also regulatory oversight.

wanted to spend more time onstrategy

Schemes should consider a structure that

and investments.

gives them the time they need to focus

Itis important that those running on their priority areas.
schemes have the right scheme

Amount of time spent in the following areas

l Spend appropriate amount of time Currently spend too much time Would like to spend more time

100%

90%

80%

70%

60%

50%

40%

30%

20%

10%

0%

1111

Communicating Investments Strategy Regulation Administration
with employees

Section 2 Weigh up your options

Our biggest challenge is:
Compliance
withnew IORPII
regulations
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Future DC Provident Fund
structures Q.What type of Provident
Fund do you use to provide
your main DC benefits?
What would you expect it to

be in five years’time?

Respondents expect there to be a For Provident Funds schemes, the
significant move towards multi-employer governance requirements and the
provident fund in the coming years. time and resources required to run

the scheme are the key triggers for
adiscussion regarding whether the
current structure remains appropriate.

Around 40% of those currently running
their own Provident Funds expect to
move to a multi-employer provident
fund in the next five years.

This trend is even more pronounced

in bundled schemes, which could be
because this would be aless significant
change to the current structure

than forunbundled schemes.

% Jargon buster

Bundled Provident Funds-— one Unbundled Provident Funds -
provider delivers administration, different providers are used for
communication and investments. administration and investments.
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The main reasons of moving from the current governance structure are the increased regulatory
requirments as a result of IOPR Il, and the need of delivering better member outcomes.

Not considering moving

24% ‘\

Governance requirements
38%
/

Expect other structure to deliver e
better member outcomes
19%

Cost of running DC

Provident Fund 5%
Time and resources needed \ Lack of suitable skilled
for operating DC Provident trustees 5%
Fund 10%

Aon can help with the fullrange of DC benefit options — from consulting services
and our investment-only and bundled solutions for own Provident Funds,

through to our standalone solutions, the Aon multi-employer Provident Fund
(UnitedPensions - MAP Fund).

&k
Our biggest challenge is:
Managing
increased cost

due togovernance
requirements
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Section 2 Weigh up your options

Delegating roles

1/3

do not outsource any
responsibility toa
third-party investment
professional

Aon point of view

Those responsible for
Provident Funds should
regularly review whether their
current operating model
meets their objectives and
delivers the best possible
outcomes for their members.
We expect the trend towards
more delegation to continue,
either through moving to a
multi-employer

Our biggest challenge is:
Keeping upwith
governance
and changesin
compliance

scheme, or by delegating
specific functions like
administration or investment.

This will allow those running
DC plans to free up more time
to focus on the areas they
want, such as strategy and
member communications.
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Q. What are the
desired outcomes?

For members of DC schemes, good outcomes are
about buildingan adequate level of savings to be able
toretire ata 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. 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.

Section 3 Fit forthe future?

lin 2
ofplans use voluntary
enrollmentformembers.
Thismayresulttoreduced
participationrates,dueto

the voluntary nature of
enroliments.

The option of drawdown
is not offered by any
scheme. Benefits are
only paid in a single

lump sum.

There is still a lack of
awarenessof expected
retirement outcomes
among those running
S
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The level of contributions made by employers and members into DC

2019 2016 2013 o ) .

schemes has a significant impact on outcomes at retirement.

Median company contributions 5.0% 5.0% 6.0%
Looking at contribution levels, our respondents' median contribution

1 1 1 0, 0, 0,

Median member contributions 7.0% 6.0% 6.5% rateis 12% (5% employer and 7% employer). This is higher than

Total average contributions 12.0% 11.0% 12.5% the median found in previous scheme survey in 2016, where it was
11%. However, the employer rate has remain stable at 5% while the
employee rate has increased by 1%.

Il Company contributions Member contributions
25.0% -
20.0%
20.0% -
15.0% |
10.0% 10.0%
10.0% | o
o 7.0% 7.3% R
6.3% 0% 5.5%
4.5% e
5.0% |-
0.0% 0.0% l I
0.0%
Q3

Minimum Q1 Median [\ E Average
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How would you describe your contribution structure?

Other

Don'tknow %
9
0% Matching, i.e. Company increases
Role related contribution rates / contributions if employee increases
5% x contributions
Service related contribution rates
5% ‘\

10%
Age related contribution rates

5% ‘\

Flatrate - same Company
contribution rate for all

70%

The contribution level only tells part ofthe This type of design incentivises
story on contribution rates. employees to save more and focuses
spend on employees who are most

Although, the majority of schemes offera .
engaged with the scheme.

flat rate of company contributions, there
are also schemes that do not just offerthis.

For example, a matching contribution
design is the second most popular option,
with around 10% of the respondents
offering members the option to increase
their contribution levels and receive higher
company contributions.
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Q. Are allemployee
options equal?

We asked whether allemployees are offered the
same level of DC Provident Fund contributions.

It is not a surprise that around 80% of the
companies offer a consistent contribution
design forall employees.

5% have legacy contribution designs, in
which the benefit level available for two
employees in the same role could be
different simply because of when they
started work with the company.

15% have alternative options for higher
earners. This may be to offer flexibility for
income tax relief purposes.

There are schemes where higher
contributions are offered to
those at more senior role levels
(around 5% of schemes).

Yes - alternative contribution
options for employees on
legacy contribution

structures 5%

Yes - alternative
contribution options
for higher earners
15%

Section 3 Fit forthe future?

No -all employees
have the same
contribution options
80%
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Section 3 Fit forthe future?

Thinking about the future —
measuringthe outcomes

We asked what the expected replacement ratio
(incomein retirement compared to
pre-retirement earnings) would be for a typical

Approximately, two-thirds of
respondents did not know what
the ratiowould be.

Usually 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 ahuge problem for the future.

Of the respondents who did
know what the expected
replacement ratio was, most of
them are expecting atypical
employee to receive between
20% and 40% of their final pay.

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 ascheme's membership
using tools like Aon’s Retirement
Calculator Tool

( , 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, is an important step
in helping them to understand their
retirement benefit and how itfits
into their wider retirement savings.

The inability of members to afford

to retire is likely to lead to anageing
workforce, with potential benefit cost
implications. This could also limit
career progression opportunities
foryounger employees and

cause succession challenges.

What is the expected replacement ratio (excluding State pension)
for atypical lifetime member?

Don’t know
65%
61%+ of final salary 29%
40-60% of final salary 14%
20-40% of final salary 57%
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SECTION 4
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Q. What size is your DC Provident
Fund based on total assets invested,
as measuredinlocal currency?

Thisisanimportant charecteristic of the pension marketin Cyprus, where

there are a lot of small Funds (both in membership size and asset value) 5 4 A)

compared toother developed countries. of the participating Funds have

a total asset value of less
than €5m.

Do notknow
13% ﬁ\\

hO—1m
100m + | 25%
4% |

15m-50m
8% N

29%

have €5-50 millions.

10m-15m—
13%

5-10m
8%

29%
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Q. What is the percentage allocation of the Plan
assets invested in each of the following
categories?

Percentage allocation of the plan assets

Loan to Members

8% \
Alternative Investments

10%
. \ Local Cash
Global Property 32%

1% X
Local Property/

1%

The participating
funds are, on average,
mainly invested in
cash, bonds and
equities.

e

Global Equities
24% Global Cash

5%

Local Bonds

Local EquitiesJ

1% Global Bonds
14%
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Q. What proportion of the Plan assets
manage by external Fund Managers?

Around halfofthe fund assets are managed externally by Fund
Managers. Typicallyinvestments in cash, local government bonds
andlocal property are managed internally.

Proportion of the Plan assets managed by external Fund Managers

% assets managed
externally by Fund
Managers
51%

% assets managed
internally
49%
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Q.IsthereanindependentInvestment
Consultant forthe Plan assets?

Independent Investment Consultant

Don't know
7%

Approximately

71n 10

of the participating funds use
an independent Investment
Consultant.

\[e}
29%
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Q.Is there a Custodian forthe Plan
assets?

1lin2

Custodian

of the participatingfunds use a

Don't know Custodian for their Plan assets

\
21%

\
\

No
29%
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Q. What was the totalinvestment
return achieved by the Plan
(net of all fees) as at:

Total investment return achieved by the Plan (net of all fees) in the last 3 years

3.0%
2.6%
2.5% 2.4%
2.0%
1.5%
1.0%
0.5%
0.0%

-0.4%

year 2018 year 2017 year 2016
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Q. Are individualinvestment choices available
tomembers?

Individual investment choices

—52 1N 10

fth e partic p ating funds ff
ndividual investment cho
their members.
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Responsible Investing

We assess the Plan
investments against
ESG criteria
7%

Thoserunning DC schemes are being compelled
to consider Responsible Investing — and not

just by societal pressure. The Regulator now
requires trustees of DC schemes to state their
policy on financial and non-financial matters in
relation to ESG.

We do not assessthe
Plan investments
against ESG criteria
29%

Historically, the view was that Responsible Many companies developing

Investing would very much fallinto the environmentally friendly technology or a Don't know

non-financial category, ie, it was a matter of reputation for being socially aware have 64%

ethics and therefore most trustees and gained a strong footing in their respective

employers took the view that it was up to fields. As a result, investing in funds aligned

individual members to choose whether with these factors can be increasingly

they wanted to invest in this way.However, profitable and is seen as a sustainable way

this view is changing. to generate financial growth.

We are seeing increasing pressure on Only a small proportion of the funds

governments to curb carbon emissions (approximately 1 in 10) currently assessthe

and reduce nations' impact on local plan investments against ESG criteria.

ecology (eg, Brazil and the Amazon

rainforest). People are becoming more

aware of issues relating to how goods are

produced, such as concerns about slave

labour, fair pay or cruelty to animals. ESG stands for Environmental,
Companies linked to environmental Social andGovernance.
damage or social issues are under ESG investing aims to take
increased scrutiny in the public eye. positive environmental, social and

governance factorsintoaccountin
investment decisions.




o
—
K eit” P
B o il
> * it -
(e \\“ﬁ‘lu
. -
B ST T
o e
e

We need to

talk about
provident
funds and
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Target-setting
forretirement

More needs to be done to help Both employers and trustees of
employees understand how much provident funds need to focus their
they need to save. This is backed by attention on encouraging employees
the fact that most employees rely not just to save more, but to save at

on their employer when deciding adequate levels for the standard of

how much to save towards their retirement they desire. Increasingly,
retirement, and that most have not itis being recognised that retirement

set a target for how much to save saving is not something that individuals
before they can fully retire. consider in isolation, but as part of their

wider financial situation.

Section 5 Calibrate your comms

1in5

schemes communicate targets to
encourage employees to save atan
appropriate level

Currently, very limited services
relating to financial wellbeing are
being offered

Currently no scheme is measuring
members' engagement with
retirement and financial programmes
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Q. What methods do you use to
encourage employees to save at
appropriate levels for retirement?

The most popular method used

by those running schemes to
encourage members to save more
isto communicate one or more
targets to their employees to help
them retire at a comfortable level.
This covers those who provide
target contribution rates, target fund
values and target retirement income
levels. These can be used as part of
regular communications, member
presentations or online tools that
members can access.

Around athird of those running
schemes communicate one or more
targets to their employees to help
them retire at a comfortable level.
This covers those who provide
target contribution rates, target fund
values and target retirement income
levels. These can be used as part of
regular communications, member
presentations or online tools that
members can access.

We are starting to see some schemes
implement the auto-escalation of
contributions. This could either be as
achoice for members or as a default
position. The phased introduction of
contribution levels for auto-enrolment
and subsequent low level of opt-outs
following the increases has shown

that this is an effective way to achieve
higher contributions into DC schemes.

Section 5 Calibrate your comms

Our biggest challengeiis:
| want to deliver
value formoney
from acompany

perspective

80% |

70%

60% |-

50%

40% [

30%
19%
20%

| . - -
0% ‘ || —

Provide targeted None
education or

Communicate target Plan design anchors, such
levels to employees for as company matching, to
them to retire ata
comfortable level rates

encourage higher savings communication material
based on gender, age,or
other demographics

M No plans to oGer [l Plan to oGer in next 2 years M Already oGer

Provide targeted education or communication
materials based on gender, age, orother...

Communicate how much income istypically needed
in retirement to maintain pre-retirement standard...

Communicate how much employeestypically need
to save per year to accumulateadequate...

Communicate level of fund needed fora
comfortable retirement based on average targets

Communicate level of fund needed fora
comfortable retirement, based on individual data

Use plan design anchors, such as company matching
to encourage higher savingsrates

0% 20% 40% 60% 80% 100%
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Financial wellbeing - o>

Support Gettingmembers

to own their

future financial
security

Financial wellbeing is a hot topicon many agendas, and
retirement benefits is a key part of any programme.

Currently, very limited services relating to financial wellbeing
are being offered. However, the most popular financial
wellbeing support currently offered is ‘saving for retirement’, Prepare — Plan —
followed by ‘insurance’. At Aon, we summarise financial build financial build a short-,
wellbeing support into four key areas using our four P’s knowledge and medium- and
framework: prepare, plan, protect and preserve. The most skills long-term plan
popular wellbeing support focuses on ‘plan’, building a
short-, medium- and long-term plan, and ‘protect’ against
the unexpected.

Preserve —
Protect — understand

againstthe needs afterwork
unexpected andtransition to
retirement
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Measuring
success

Ourresearch shows that while there is a variety

. . . v A "
of ways in which employee engagement with £ ‘
retirement and financial wellbeing programmes : Y

can be measured, none of the participating plans g“at
measure success. AN P
£
4 /
/
5
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Breakdown of
survey participants

Role of respondents

Thisresearch encompassed a wide range of SeETeTy o AN other pesse st
DC schemes, including own Provident e drector fmanager N
Funds and Multi-Employer schemes, as a ” N\
well as a broad range of scheme sizes. R N
Chairman of Administrative

Administrative Committee
9
Committee Member— \ 42%
Employer nominated

8%

Administrative Committee ‘/
Member — Member-elected

13%

HR director / manager J

21%
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Section 6 Breakdown of survey participants

Size of DCplan

Do notknow

13% T
100m +
4% ﬂ

15m-50m

8%

0-1m

/ 25%

10m-15m~
13%

5-10m
8%

29%



9 DY

Section 6 Breakdown of survey participants

Total number of DCmembers

0-20

500 +

400-500
4%
200-300
4%

100-200
21%

\50-100

21%

20-50

/21%

Sector of sponsoring employer

More than one sector

Service-Audit and Consulting 4%

Computing

4%
8%
Travel & Leisureservices Construction & Materials

4% 8%

Retail
8% Education

1%
Manufacturing
4%
[Food & Drink

Industrial 8%

4%

Healthcare/pharmaceutical
4%

XEnergy
/

Financial
21%
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Contacts

Philippos Mannaris, FCAA, AIA Stelios Petrou, AIA Andreas Koupepias

Actuary & Partner Actuary & Consultant Analyst

Retirement & Investment Retirement & Investment Retirement & Investment

t: +357 22 458011 t: +357 22 458011 t: 4357 22 458011

m: +357 99 458086 m: +357 99 634932 andreas.koupepias@aonsolutions.com.cy

philippos.mannaris@aonsolutions.com.cy stelios.petrou@aonsolutions.com.cy

Web:
aonsolutions.com.cy
map.fund

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 more information, please visit aon.com

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.
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