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e The Aon UK DC Pension Tracker rose over the quarter, with middle-aged savers benefiting the
most

e Much of this increase was driven by increases in expected future returns, particularly when
members come to access their savings

Over Q3 as a whole, the Aon UK DC Tracker rose, suggesting that the expected future living standard in
retirement provided by defined contribution (DC) savings was higher than at the end of the previous
quarter. As usual, this overall increase masks a more complex picture for the individual sample savers.

Matthew Arends, partner and head of UK retirement policy at Aon said:

“This period’s Aon UK DC Pension Tracker shows that all savers are expected to be better off in
retirement, due to higher expected returns, particularly when they start to access their savings. As with
any DC pension saving these higher expected future returns are not guaranteed and may or may not
occur in practice.

“Interestingly - and for the first time since the Aon UK DC Pension Tracker was introduced in 2021 -
our two middle-aged savers are now expected to all but achieve the comfortable retirement living
standard.”

Aon DC Tracker
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As a reminder, in January 2023, the Pensions and Lifetime Savings Association (PLSA) released the
latest inflation update to its Retirement Living Standards. The Q1 2023 release of the Aon UK DC
Tracker showed that scores fell significantly after being restated to reflect these updates, as shown
on 30 September 2022.

Over the quarter (July to September 2023), the Aon UK DC Pension Tracker rose from 72.7 to 77.5

All members are expected to receive more from their private pension saving compared to the start of the
period due to an increase in expected future returns - particularly when they reach retirement and begin
to access their savings. However, this was offset slightly by weak benchmark investment returns over
the quarter, particularly in growth assets.

The results suggest that our savers are, on average, expected to have a higher standard of living in
retirement than was expected at the end of the previous quarter.

Savers’ Positions
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Proposed auto-enrolment changes receive Royal Assent

The Private Member’s Bill, brought by Jonathan Gullis MP and Baroness Altmann, which expands the
scope of auto-enrolment has now received Royal Assent, paving the way for its introduction as the
Pensions (Extension of Automatic Enrolment) Act 2023. The Act grants two extensions to auto-
enrolment:
e Reducing the age at which employees are automatically enrolled from 22 to 18, and
e Abolishing the Lower Earnings limit for contributions meaning contributions would be paid from
the first pound earned.

...and what this could mean...

For an 18-year-old entering the workforce now, the proposed changes could lead to an increase in their
retirement income of around £6,250 a year, or an increase of around 27 percent, compared to the
current system. As a much larger proportion of their income would become pensionable, the changes
would be particularly beneficial to lower earning employees, including those working multiple part-time
jobs. For a typical 18-year-old paying contributions for the first time, the cost could be around £55 per
month from their take-home pay.

When added to the State Pension, the changes could mean that an average earner paying automatic
enrolment minimum contribution rates is expected to achieve between “moderate” and “comfortable”
standard of living in retirement as suggested by the PLSA/Loughborough University Retirement Living
Standards. Without the proposed changes, the saver would be expected to receive less than the
“moderate” standard of living in retirement.

If an 18-year-old increases their contributions above the minimum to a rate of 12 percent, the automatic-
enrolment changes proposed could mean the average earner is expected to achieve the “comfortable”
standard of living in retirement.

Matthew Arends said:

“Clearly the effect of the changes to an individual’s retirement income is significant. However, it is
important to note that these examples are based around the assumption of a complete (50 year)
working life of contributions. In reality, many savers are likely to take career breaks or not work full time
for the entire period. They may also choose to adjust their contribution levels based on their financial
circumstances at any given point in time. While contributing 8 percent per year from 18 is a great place
to start, it is important for savers to keep their pension savings under review and maximise their
contributions where possible and affordable.

“Aon supports the changes in the Act and believes that it will lead to improved retirement outcomes -
and particularly for the lowest paid employees. Many employers already provide contributions above the
minimum level required by auto-enrolment. For them, the proposed changes may make little or no
impact on the employees eligible, or on the contributions paid into their employees’ pension pots.”
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Movement over the second quarter of the year

The increase in the Aon UK DC Pension Tracker over the third quarter of 2023 was primarily driven by
an increase in expected asset returns for the different sample savers. In particular, savers’ pots were
expected to provide a higher level of income in retirement, all else being equal, than at the start of the

quarter.

All our savers are now closer to achieving the ‘comfortable’ level of retirement living standard than they
were at the start of the quarter:

/ends

The youngest saver saw an increase in their expected income, of around £1,000 p.a. or 3.4
percent. This was driven by a combined effect of an increase in post-retirement return
assumptions and pre-retirement assumptions over the quarter.

The 40-year-old saver saw the largest increase in their expected retirement income, at around
£1,650 p.a. (or 4.7 percent), again this was primarily driven by an increase in the post-
retirement return assumptions, although actual investment performance over the quarter
detracted slightly from this increase.

Savers closer to retirement also saw a significant increase in their expected retirement income,
which saw the 50-year-old saver experiencing the second largest £ amount increase in
expected income over the quarter of around £1,600 p.a. (4.5 percent) when compared with the
start of the quarter. This was again driven by increases in pre-and-post retirement return
assumptions, although relatively weak returns over the quarter were felt most by this saver, due
to their larger existing fund value.

The oldest saver also saw the smallest increase in their expected income - around £350 p.a.
(1.8 per cent), as they are the closest to retirement and so benefit the least from higher future
expected returns and were impacted by the relatively weak benchmark returns over the quarter.

Overall, the oldest saver is expected to be the worst off in retirement, with a retirement income
around 70 percent of the way between the updated minimum and moderate standards of living.
This excludes any defined benefit pension benefits they may have but which are not included in
this projection.

The youngest saver is currently expected to achieve an income well in excess of the moderate
standard of living in retirement. The latest update shows that the 40-year-old and 50-year-old
savers are now expected to all but reach the comfortable standard of living in retirement when
the state pension is taken into account.
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About Aon

Aon plc (NYSE: AON) exists to shape decisions for the better — to protect and enrich the lives of people
around the world. Our colleagues provide our clients in over 120 countries and sovereignties with advice
and solutions that give them the clarity and confidence to make better decisions to protect and grow
their business.

Follow Aon on LinkedIn, Twitter, Facebook and Instagram. Stay up-to-date by visiting the Aon
Newsroom and sign up for News Alerts here.

The Aon UK DC Pension Tracker

The Aon UK DC Pension Tracker measures the expected retirement outcomes of four sample defined
contribution (DC) pension savers against the PLSA/Loughborough University Retirement Living
Standards (‘the living standards’). It is intended to provide a quarterly measure of changes to the DC
savings market, reflecting market movements and changes to future expectations for individual pension
savers.

How It’s Constructed

The Aon UK DC Pension Tracker is constructed by projecting the expected retirement income of four
sample DC savers (below) to each individual's State Pension Age and then comparing these figures to
the ‘moderate’ retirement standard suggested by the living standards.

Where appropriate, it is assumed that individuals use income drawdown to convert their DC funds into
an income in retirement. Figures are in ‘today’s money’. In other words, the effect of anticipated future
inflation (up to each saver’s State Pension Age) has been removed to give you a better idea of the
money’s current buying power. State pension benefits are added, and tax is deducted to give a
projected post tax retirement income.

This post-tax income is compared to the retirement standards for a single person living outside London
by scaling the projected income against the minimum, moderate and comfortable living standards.

The result is that someone achieving exactly the target comfortable retirement standard would have a
tracker score of 25, someone achieving exactly the moderate retirement standard would have a tracker
score of 11 and someone achieving exactly the minimum retirement standard would have a score of O.

The scores for the four sample DC savers are combined to give the overall tracker value each quarter. If
all four individuals meet a comfortable standard, the overall tracker value would be 100.

Sample Savers

The Aon UK DC Pension Tracker models the expected retirement outcomes of four sample members
who are intended to cover a broad range of DC savers. These are based on typical values and ONS
salary data for the country as a whole rather than any particular workforce.

e The 30-year-old - is a younger member early in their savings journey. Aged 30, they are
currently earning a salary of £28,000 p.a. and have an existing DC fund of £20,000.
Contributions to their DC fund total 8 percent of their salary.

This member’s expected retirement income is most likely to be impacted by changes to future
investment returns and inflation expectations. Actual investment performance each quarter has little
impact on this member due to their small existing fund value and long period until retirement.
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e The 40-year-old - is a mid-career member. Aged 40, they earn £32,500 p.a. and have built up a
£70,000 fund through workplace savings and are currently making contributions of 10 percent
of salary into their DC fund.

The 40-year-old member is also likely to be heavily impacted by changes to future investment and
inflation expectations, but they will also be impacted by actual investment experience each quarter due
to their larger existing fund.

e The 50-year-old - is starting to plan for retirement. Aged 50, they pay higher contributions of 15
percent of their £34,000 salary in the hope of boosting their existing DC fund value of
£125,000.

The 50-year-old member is heavily impacted by actual investment experience each quarter due to their
larger fund value and shorter time until retirement. They will still be impacted by changes to future
investment and inflation expectations over the period until they reach retirement.

e The 60-year-old - is approaching the point of retirement. Aged 60, they have increased their
contributions to 20 percent of their £30,000 salary to try to boost their £80,000 existing DC
fund.

As this member is close to retirement, changes to future investment and inflation expectations have
little impact on their expected retirement income. Actual experience each quarter has a much bigger
impact on their expected retirement benefits.

Member Investments

When projecting the DC pension saver’s pots, members are assumed to be invested in a typical
‘drawdown lifestyle’ fund which reduces the level of investment risk taken as a saver approaches
retirement. Members are assumed to be fully invested in growth assets until 15 years before retirement,
at which point investments begin to be transferred into lower risk funds, including bonds.

Future investment returns are assumed to be in line with Aon’s best estimate Capital Market
Assumptions for each asset class - these are updated quarterly by Aon’s Global Asset Allocation team.

Investment performance over the previous quarter is taken in line with benchmark index returns for the
relevant asset class.

Other Assumptions

Savers are assumed to pay fixed contributions as a percentage of salary over the remainder of their
working lifetime. Salaries (and therefore £ contributions) are assumed to increase at 0.5 percent p.a.
above inflation.

At retirement, funds are used to provide a drawdown income through a combination of bond and real
asset returns. We have assumed that members will look to recreate a steady annuity style income from
their invested assets.

We have also assumed that all savers will be eligible to receive the full State Pension in retirement when
they reach state pension age.
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All figures are converted into ‘today’s money’. The effect of anticipated future inflation (based on Aon’s
best estimate of inflation up to each saver’s State Pension Age) has been removed to give you a better
idea of the money’s current buying power.

Tax has been deducted based on the tax bands and rates applicable at each quarter end. This implicitly
assumes that tax bands will increase in line with inflation in the future and tax rates will be unchanged.

Savers ‘age’ each quarter over the calendar year. At the end of the calendar year the Aon UK DC
Pension Tracker is re-set and the sample savers are returned to their starting age, salary and fund
values.

Disclaimer

The Aon UK DC Pension Tracker is intended to provide a high-level commentary on changes to the DC
savings market. Nothing in this paper should be considered advice and it should not be used as the basis
for making any retirement or investment decisions.

Any member outcomes quoted are illustrations of a potential future benefit. Actual benefits received by
the sample members, or any other DC saver, will depend on the actual contributions, investment returns
and market conditions over the period to retirement and beyond. They may be higher or lower than the
figures quoted.

The calculations of projected member outcomes set out in the Aon UK DC Pension Tracker, are all the
work and methodology of Aon Solutions UK Limited. The PLSA/Loughborough University Retirement
Living Standards have been used as input parameters to these calculations and methods.

The PLSA/Loughborough University Retirement Living Standards

The PLSA/Loughborough University Retirement Living Standards are the property of and are provided
by the Pensions and Lifetime Savings Association and Loughborough University.

Further details about the standards can be found on their website:

https://www.retirementlivingstandards.org.uk/

Media Contacts

Colin Mayes Anelia Fikiina

Aon Kekst CNC

+44 7801748 138 +44 7970 952774
colin.mayes@aon.com aon@kekstcnc.com
Disclaimer:

This document and any due diligence conducted is based upon information available to us at the
date of this document and takes no account of subsequent developments. We will not provide
any updates or supplements to this document or any due diligence conducted unless we have
expressly agreed with you to do so.

In preparing this document we may have relied upon data supplied to us by third parties
(including those that are the subject of due diligence) 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 third parties (including those that are the subject
of due diligence). 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.

Notwithstanding the level of skill and care used in conducting due diligence into any organisation
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that is the subject of a rating in this document, it is not always possible to detect the negligence,
fraud, or other misconduct of the organisation being assessed or any weaknesses in that
organisation's systems and controls or operations.

Any opinions or assumptions in this document have been derived by us through a blend of
economic theory, historical analysis and/or other sources. Any opinion or assumption may
contain elements of subjective judgement and are not intended to imply, nor should be
interpreted as conveying, any form of guarantee or assurance by us of any future performance.
Views are derived from our research process and it should be noted that we cannot research
legal, regulatory, administrative or accounting procedures and accordingly make no warranty and
accept no responsibility for consequences arising from relying on this document in this regard.
Calculations may be derived from our proprietary models in use at that time. Models may be
based on historical analysis of data and other methodologies and we may have incorporated their
subjective judgement to complement such data as is available. It should be noted that models
may change over time and they should not be relied upon to capture future uncertainty or events.

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.

Copyright © 2023 Aon Solutions UK Limited and Aon Investments Limited. All rights reserved.
aon.com. Aon Wealth Solutions’ business in the UK is provided by: Aon Solutions UK Limited - a
company registered in England and Wales under registration number 4396810 with its registered
office at The Aon Centre, The Leadenhall Building, 122 Leadenhall Street, London EC3V 4AN.
Tel: 020 7623 5500. Aon Investments Limited - a company registered in England and Wales
under registration number 5913159 with its registered office at The Aon Centre, The Leadenhall
Building, 122 Leadenhall Street, London EC3V 4AN. Tel: 020 7623 5500. Aon Investments
Limited is authorised and regulated by the Financial Conduct Authority. This document and any
enclosures or attachments are prepared on the understanding that they are solely for the benefit
of the addressee(s). Unless we provide express prior written consent no part of this document
should be reproduced, distributed or communicated to anyone else and, in providing this
document, we do not accept or assume any responsibility for any other purpose or to anyone
other than the addressee(s) of this document. In this context, “we” includes any Aon Scheme
Actuary appointed by you. To protect the confidential and proprietary information included in this
document, it may not be disclosed or provided to any third parties without Aon’s prior written
consent.
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