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Executive Summary

Thank you for your interest in this report, Aon Hewitt’s
ninth installment of an annual benchmarking report that
examines the retirement focus areas of plan sponsors in
the upcoming year. The content in this report is based on
survey responses from nearly 250 employers representing
6 million employees.

Three themes emerged from this survey:

1. There is wide accord among plan sponsors regarding
expansion of their financial wellness focus.

* In 2015, 93% of companies are very or moderately
likely to create or broaden their efforts on financial
wellness topics in a manner that extends beyond
retirement decisions.

 Half of all companies believe the significance of
financial wellness concepts has increased over the
last two years.

2.Employers will leverage their scale and size
to improve the defined contribution plan
for participants.

» Products, services, and tools that provide savings
and investing assistance to participants continue
to gain favor. By the end of the year, features such
as online guidance, managed accounts, and phone
access to financial planners or investment advisors
are expected to be the norm, not the exception. The
price for these services in the plan is less than what
most individuals would pay on the retail market.

 Thirty percent of plan sponsors have recently
moved from mutual funds to institutional or
separately managed accounts. Additionally, roughly
two-thirds of all plan sponsors are very likely to
review plan expenses and revenue sharing in 2015,
and one-third are planning on changing funds in an
effort to reduce costs.

3. Defined benefit plan sponsors continue to
voraciously monitor and eliminate risk from
their plans.

* In the wake of some high-profile annuity purchase
announcements, nearly 20% of respondents
indicated their willingness to purchase annuities in
2015. Few sponsors reported they will impact their
active employees by closing the plan or freezing
benefits, but many employers reported that they are
likely to initiate a lump-sum window for terminated
vested employees in the plan.

* Pension investment committees have been busy
adjusting their plans’ investments to better match
their plans’ liability characteristics. More than one-
quarter of plans now have an established glide
path that increases exposure to fixed income
securities and other risk-hedging strategies as the
funded status improves.
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Financial Wellness and Overall Strategy

Focus on Financial Wellness

Nearly all employers (93%) indicated they are very likely (46%) or moderately likely (47%) to create or focus on the financial
well-being of their employees in a manner that extends beyond retirement decisions. In addition, nearly half (49%) of all
respondents indicated that the significance of financial wellness concepts has increased over the last two years.

Focus L OSItIVE 93

are very or
P]_’O ducthlty 401(k) moderately likely to
focus on financial

. . wellness initiatives

Morale 49%

believe financial

Employee Engagement wellness has become

more significant
inthelast 2 years.

Satisfaction Only 1% feel it is less
important.
Return on Investment
Financial Health
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In contrast to the near-universal agreement on the importance of focusing on financial wellness, there is little consensus on
the tools and services employers are already offering to assist employees. The most common feature currently offered is
education on the simple investing and basics of financial markets. Many plan sponsors indicated that in 2015 they are likely

to expand the services they offer.

Tools, Services, and Campaigns for Financial Wellness

Very Likely to Add in 2015 Moderately Likely to Add in 2015

Basics of
Financial Markets
D 54%
27%
, 38% Health Care
Savmg for 41% Pl .

Life Stages anning

already offer ,

0 a4

45% 2% 32"
already offer already offer
15% Financial
Wellness
. 23%
26 Topics 9%
already offer already offer
%
. 25" *
Budgeting 48%
already offer Financial
- Planning
%
13 o
44"
Debt Management

Likelihood numbers are among those who do not already offer.
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Over the past several years, plan sponsors have reported that measuring the competitive position of the plan was the
initiative most likely to be undertaken in the near future. While still important, it no longer occupies the top spot. Instead,
focusing on financial wellness is now the initiative most likely to be undertaken in 2015, with just under half (46%) of
respondents indicating they are very likely and almost all of the remaining half (47%) indicating they are moderately likely.

Retirement-Based Initiatives in 2015

W Very Likely Action in 2015 Moderately Likely Action in 2015

Create or focus on financial well-being
of employees beyond retirement 47%

Measure competitive position of the plan 40%

Measure/project the expected retirement
income adequacy of employees 40%

Implement initiatives to address
retirement savings gaps 44%

Evaluate the design of the overall retirement program
to make sure it is appropriate for our future workforce 50%

Evaluate phased retirement alternatives 34%

0% 20% 40% 60% 80% 100%

Likelihood numbers are among those who do not already offer.
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Roughly two-thirds (62%) of all respondents indicated that they have a financial wellness strategy, with a majority of plan
sponsors having separate financial wellness and physical well-being approaches. One-quarter of all employers include

financial wellness as a pillar of a broader wellness program that includes physical health.

Company Approaches to Financial Wellness and Physical Well-Being

Include financial wellness .
as a pillar of a wellness
program that includes

i 0,
physical wellness 25% 349% ____ Separate financial wellness
and physical well-being
approaches
Have financial wellness — 3%

strategy, but no physical
wellness strategy

38%

¥ Have physical well-being

strategy, but no financial
wellness strategy

67%

are very or
moderately likely
to communicate
the link between
financial stress and
health and well-
beingin 2015.
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Defined Contribution Plan Actions

Plan sponsors are most likely to take action on the issues that are most important to them. As has been the case in prior
years, increasing employee participation in the plan and saving at a robust rate are the top two issues plan sponsors feel
they need to tackle.

Importance of Saving and Investing in the Defined Contribution Plan

= Very Important Measure Moderately Important Measure
B Very Likely to Address in 2015 B Moderately Likely to Address in 2015

Encouraging higher contribution rates

Increasing participation

Recognizing retirement readiness

Improving diversification

Assessing long-term savings opportunities

Discouraging cashouts

0% 20% 40% 60% 80% 100%
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On average, seven Americans reach age 65 every minute. This rate will continue for the next several years." With this will

come more retirements, and nearly three-quarters (72%) of plan sponsors believe they will experience an increase in the

retirement-eligible population of their workforce over the next three years. In response, employers are ramping up their

levels of communication and education to near-retirees to help them plan for the next phase of their life.

Retirement Actions Related to the Aging Workforce

Completed Recently; Not Needed in 2015

20%

16%

14%

11%

9%

7%

Increasing level of automation,
self-service, and web access

Providing retirement planning
to near-retirees

Outsourcing additional
services to an outside party

Increasing communication
about retirement process

Providing support for Medicare

Providing help with Social Security

Very Likely to Address in 2015
Moderately Likely to Address in 2015

Likelihood numbers are among those who did not answer “Completed Recently; Not Needed in 2015.”

1. See US Population Projections: 2005-2050, |. Passel and D. Cohn (2008)

29% 48%
52% 38%
7% 29%
51% 38%

21% 42%

24% 38%
1 I I I ]

0% 20% 40% 60% 80%

100%

72%

believe they

will experience
anincreasein
retirement-eligibles
over thenext 3 years.
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Defined Contribution Plan Investments

The investment committees of defined contribution plans have been active over the past year, and they show no signs
of letting up in the year ahead. One of the more popular actions taken recently was moving from mutual funds to
institutional funds or separately managed accounts. The percentage has doubled from Aon Hewitt’s 2074 Hot Topics in

Retirement report (16% to 30%).

Move Mutual Funds to Institutional/Separately
Managed Funds

50% -
40% -
30%
20% -
10% 10% of remaining
group very likely to
0% change in 2015

2014 2015

Add a Tier of Index Options

50%
40% -
30%
20% -
10% 8% of remaining
group very likely to
0% change in 2015

2014 2015
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Change Fund Options to Reduce Costs

50% -
40% -
30%
20% -
10% - 349% of remaining
group very likely to
0% change in 2015

2014 2015

Move to Customized Solution for Target-Date Funds

50%
40% -
30%
20% -
10%- 3% of remaining
group very likely to
0% change in 2015

2014 2015



Defined Contribution Plan Investment Changes

Completed Recently; Not Needed in 2015 W Very Likely Action in 2015
Moderately Likely Action in 2015

39% Update investment policy statement 33%
38% Review DC fund operations, including 2506
expenses and revenue sharing
35% Perform a comprehensive fund review 27%
34% . Negotiate more favorable pricing 399
with vendors and/or fund managers
32% Implement a seIf—dlrected
brokerage window
Delegate management to
23%
3% a third-party fiduciary
220 Change some or all funds from
% actively managed to indexed
20% Add fund(s) de5|gne.d to.p.rov.lde 30%
enhanced diversification | | | | |
0% 20% 40% 60% 80% 100%

Likelihood numbers are among those who did not answer “Completed Recently; Not Needed in 2015.”
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Employers are taking actions to minimize the fee and expense headwinds that threaten retirement plan accumulations.
Nearly half (47%) of all plan sponsors have taken the first step of understanding by reviewing the total plan cost. Of

the remaining half, more than 70% are very likely to do so in 2015. Almost one-quarter (24%) of plans have recently
restructured their administrative fees so that they are assessed in a more equitable manner, such as through a consistent
asset-based or revenue sharing model or a per-person charge to participants.

Actions Related to Plan Fees and Expenses

Very Likely to Address in 2015 Moderately Likely to Address in 2015

Review Total
Plan Cost
n 21%
Restructure Fees so 5
Administrative Fees 28 Hire Third Party
are More Equitable 477 . to Benchmark
completed 25% or Evaluate Cost
recentl o
24" 36
28% comp|eted completed
recently recently
18% Actions Related
to Plan Fees 5%
and Expenses 14%
7% 17%
completed completed
recently recently
o %
HavehPartltzlpants 12 Have Participants
Sfa;’le ore cc;gs!}itled Share Less
of the Cost 15% g of the Cost
14”%
3% 2%
Change to
Manager of Manager or
Fund of Funds Approach

Likelihood numbers are among those who have not completed recently.
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More than three-quarters (77%) of plan sponsors feel that minimizing leakage such as loans and withdrawals is very or

moderately important. More than half (57%) are very or moderately likely to take some action in 2015, with the most

popular avenue being educating individuals on how a loan impacts retirement income. Some employers are taking bolder

actions such as reducing the number of loans available, implementing a waiting period between the loan payoff date and

a new loan origination, or even eliminating loans altogether.

Actions to Minimize Leakage from the Plan

Completed Recently; Not Needed in 2015

39%

27%

11%

9%

8%

5%

5%

5%

4%

2%

Allow terminated participants
to continue loan repayments

Implement waiting period between
loan payoff date and new
loan origination

Study demographic data on the
participants taking loans

Reduce the number of loans available

Target communication to
those taking out a loan

Increase education on the impact of
loans on retirement income

Collect data on underlying reasons
participants are taking loans

Reduce the amount of
balance eligible for loans

Increase loan origination fee

Require participants requesting a

loan to speak with a financial counselor

Very Likely Action in 2015
Moderately Likely Action in 2015

5% 24%

3% 26%

21% 47%

4% 12%

12% 46%

45%

4% 39%

2% 18%

6% 20%

1% 20%

21%

of sponsors feel
minimizing leakage
isveryimportant.

94%
are likely to

keeploan provisions
in the plan.

0% 20% 40%

Likelihood numbers are among those who did not answer “Completed Recently; Not Needed in 2015.”

18%
arevery likely

to addressleakage
in 2015.
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As the workforce ages, there has been more discussion about converting savings plan accumulations to retirement

spending and lifetime income. Approximately two-thirds (65%) of plan sponsors feel that encouraging lifetime income is

very or moderately important. However, fewer than half (47%) are likely to address the issue in any manner in 2015, and

only a handful plan on adding features and products within the plan.

Converting Savings to Lifetime Retirement Income

Completed Recently; Not Needed in 2015

70%

35%

30%

12%

10%

7%

4%

1%

Online modeling tools or mobile apps
to help participants determine how
much they can spend in retirement

Plan distribution option allowing
participants to elect an automatic
payment from the plan over an
extended period of time

Within the plan: Professional
management (managed accounts)
with drawdown feature

Within the plan: Managed payout funds

Facilitation to purchase
annuities outside the plan

Within the plan: Annuity or insurance
products as part of the fund lineup

Ability to transfer assets to a
defined benefit plan in order to
receive an annuity

Qualifying longevity annuity
contract (ALAC) that permits an
in-plan deferred annuity purchase

Very Likely Action in 2015

Moderately Likely Action in 2015

17% 53%
9% 35%
o
o 26 16%
of sponsors feel
i encouraging lifetime
P }ncome isvery
important.
o
4% 19% 13 Yo
are very likely to
address lifetime
3% 23% incomein 2015.
12%
12%
1 1 1 1 J
0% 20% 40% 60% 80% 100%

Likelihood numbers are among those who did not answer “Completed Recently; Not Needed in 2015.”
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Barriers to Adding In-Plan Income Solutions
Most plan sponsors stated that they are reluctant to add in-plan features because they have fiduciary reservations or
concerns about the operational and administrative procedures. Others are simply waiting for the market to evolve more.
Few, however, believe that communication to participants will be a major hurdle and most have no concerns about the

portability of the product.

Operational or

Administrative Concerns

19%

38%

Participant Utilization Concerns

32%

Difficulty with Participant

Communication

43%

37%

Waiting to See the
Market Develop More

[/ Major Barrier Minor Barrier Not a Barrier

Fiduciary Concerns

27%

30%

Cost Barriers

37%

40%

Portability Concerns

30%
56% ’

26%

36%

Preference for Participants
Leaving the Plan at Termination

56%
23%
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Growth of Savings and Investing Assistance
Plan sponsors continue to offer a wide range of features designed to help participants make better decisions about saving
and investing. Target-date funds are nearly ubiquitous, but joining them are online investment guidance, phone access to
financial planners, online investment advice, and managed accounts. While the prevalence of these features has increased
recently, the momentum appears to be slowing down with relatively few of the remaining plan sponsors very likely to add

them in 2015.

Online Investment Guidance

80% -
70%-
60% -
50%-
40% |-
0% 56%
20%|-
10%-

0% :

69%

18% of remaining
group very likely to
; addin 2015

2014

2015

Online Third-Party Investment Advice

80% -
70%
60% -
50%
40%
30%
20% 44%
10% -

0% L

49%

9% of remaining
group very likely to
i addin 2015

2014
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2015

Phone Access to Financial Advisors

80% -
70%
60% |-
50%
40%

30%

20%

10%

53%

35% 13% of remaining
group very likely to
| , addin 2015

0%

2014 2015

Managed Accounts

80%
70%
60%
50%
40%
30%
20%
10%

0%

47%
39%
10% of remaining
group very likely to
1 i addin 2015

2014 2015



More than two out of three plans use the target-date fund provided by the recordkeeper when available. Just over one

in 10 plan sponsors indicated they will make a change to the investment provider in 2015, with the majority of this group

choosing to use fewer of the administrator’s investment options.

Target-Date Funds

Do not have RN

target-date funds

Have target-date funds

25% 21%

Use separate recordkeepers
and target-date fund
managers even though the
recordkeeper offers
target-date funds

Use the target-date
fund managed by
the recordkeeper

Use separate recordkeepers
and target-date fund
managers because the
recordkeeper doesn’t offer
target-date funds

4%
plan to use more of

the administrator's
investment options.

7%
plan touse fewer

of the administrator's
investment options.

89%
intend tomakeno
changes.
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Employer stock in 401(k) plans made headlines in 2014 with the Supreme Court eliminating the presumption of

prudence provision. Overall, 60% of the respondents to this survey who have publicly traded stock allow it as a stand-

alone investment option in the defined contribution plan. Nearly all (91%) plan sponsors are very or moderately likely

to review their fiduciary considerations of the investment option and 61% are very or moderately likely to focus their

communications on specific considerations of investing in company stock. A small number of employers reported they are

very likely to take more aggressive actions such as eliminating employer stock as an investment option or reducing the

ceiling on the amount of employer stock that comprises the portfolio.

Employer Stock in Defined Contribution Plans

Completed Recently; Not Needed in 2015

Very Likely Action in 2015
Moderately Likely Action in 2015

46% Change the employer matching | 504 1 494
funds from employer stock
18% Review fiduciary considerations 68% 23%
14% Focus participaqt communication 31% 30%
efforts on investing in employer stock
Reduce the threshold of future
9% contributions participants  [10%  30%
can make to employer stock
Reduce the threshold of current
8% balance participants can have 794 30%
allocated to employer stock | | | | |
0% 20% 40% 60% 80% 100%

Likelihood numbers are among those who did not answer “Completed Recently; Not Needed in 2015.”
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60%

of employers with
publicly traded stock
allow participantsto
invest in employer
stock in the plan.

16% of them

are very or
moderately likely

to eliminate
employer stock asan
investment option

in 2015,



As in prior years, the most likely communication to eligible employees will be about the importance of participating and
saving in the plan. At the same time, many plan sponsors are also very likely to promote the resources available in the plan
and the value the employer system provides.

DC Plan Communication

[ Very Likely to Communicate in 2015 Moderately Likely to Communicate in 2015

Increase savings by starting to participate

or increasing contribution rate 27%

Availability of planning resources such as
online advice/resources to help
participants make plans

34%

Value of employer retirement program to
increase awareness and appreciation

Diversification including education on
target-date investment and awareness of building
investment advice solutions

Retirement income adequacy such as
understanding projected needs

Types of savings vehicles to help participants
understand their options and what
type is best for different goals

Fund fees to enhance understanding
and impact on asset accumulation

0% 20% 40% 60% 80% 100%
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The methods for communication are becoming more varied as the population is becoming more heterogeneous. Print and
email still dominate the channels, but onsite meetings and webinars are seeing growth. To appeal to the more tech-savvy
workers, some employers are also turning to mobile websites and apps to get the message out.

Communication Channels

Email

Print
(enrollment kits, quarterly statements, newsletters)

On-site meetings

Webinars

Mobile websites or apps

Video

Online forums

Podcasts

Virtual events or environments

Real-time chat sessions (ask an expert)

Social media

Games/gamification

Text messages

18 2015 Hot Topics in Retirement

1 Use Extensively 11 Use Selectively Rarely Use
8%
5%
18%
21%
27%
27%
39%
38%
31%
35%
29%
28%
25%
L L L L )
20% 40% 60% 80% 100%



There is a growing trend among plan sponsors to have terminated employees keep their balances in the plan, particularly

if the balance meets a certain minimum threshold. Nearly half of all employers are very or moderately concerned that

some recordkeepers target terminated participants for IRA rollovers, and many of these sponsors have discussed their

concerns with the administrator or imposed contractual obligations to limit the targeting.

Preference for Whether Terminated Vested Employees Stay in Plan

Terminated vested
employees leave
the plan

Terminated
employees with
minimum balance
remain in plan

Terminated
employees
remain in plan

— 14%

|

9%

18%

59%

—— No preference

42%

of companies are
very or moderately
concerned that some
recordkeepers target
participants for IRA
rollovers.

12% of them

have imposed
contractual
obligations to limit
recordkeepers from
targeting terminated
employees for IRAS.

39% of them
have discussed
expectations and
concerns with
recordkeepers.
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Defined Benefit Plan Actions

Approximately three-quarters (74%) of respondents had a defined benefit plan covering at least part of their workforce.

Among these, the population was fairly evenly split between those who have open plans, those who have closed plans,

and those who have frozen plans.

Status of Defined Benefit Plans

Do not have
a DB plan

N

26%

——— Have a DB plan

74%

Open Closed Frozen
plan plan plan

$ 8% ofrespondents willreduce benefits but
continue to offer a defined benefit plan
(3% very likely; 5% moderately likely).

20 2015 Hot Topics in Retirement

14%

of openplansare
very likely to close
in 2015.

9%
of open and closed

plans are very likely
tofreezein 2015.

5%
of all DB plans

arevery likely to
terminatein 2015.



Changes to Defined Benefit Plan Assets
In 2015, most defined benefit plans will continue on their de-risking path and their actions will be concentrated on both asset
and liability components. Nearly half (45%) of all plan sponsors have recently conducted an asset-liability study to determine
how their funded status will change in different economic scenarios. More than one-quarter (26%) have methods in place

to monitor the funded status of their plan on a daily basis. More than one-third (36%) of plans have adjusted their plan’s
investments to better match the plan’s liabilities, and more than one-quarter have a so called “glide path” in place that will
decrease the percentage of the portfolio dedicated to return-seeking assets as the funded status improves.

Conduct an Asset-Liability Study

50%

40% -

30%

20%

10%

0%

24%

45%

2014

2015

25%

of remaining
group very likely to
change in 2015

Monitor the Funded Status on a Daily Basis

50%

40%

30%

20%

10%

0%

12%

26%

2014

2015

12%

of remaining
group very likely to
change in 2015

Adjust Plan Investments to Better Match
the Plan’s Liabilities

50%
40% -
30%
20% - 36%
31%
10% - of remaining
0,
Uew group very likely to
0% 1 ; changein 2015
2014 2015
Move to a Glide Path
50%
40% -
30% -
20% -
26% 10%
10%- 22% of remaining
group very likely to
0% 1 1 change in 2015

2014 2015
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On the liability side, many plan sponsors are pulling levers that will decrease the plan’s liability. Nearly half of all companies
(47%) will initiate a lump-sum window in 2015 for terminated vested participants. More than one in five sponsors (21%)
are very or moderately likely to explore purchasing annuities for some participants.

Lump-Sum Windows and Annuity Purchases

44%

Completed Recently; Not Needed in 2015 Very Likely Action in 2015 of companies

Moderately Likely Action in 2015 recently offered
B terminated vested
28% Carefully review data used in calculation 53% 35% participants the
L opportunity to
Provide written communication to receive alump sum.

21% retirees and/or terminated vested 64% 22%

participants in advance of action date o
Hire outside vendor to create i 47 /O

20% comlmlIJni'cations,dperfﬁrmdkl)enelflit 42% 24% arevery or .
calculations, an Jor andle calls moderately likely to
from impacted participants | . .
implement a window

50 Gather annuity purchase bids |ges 5406 in 2015.

from insurance companies

r o
Increase HR staff to prepare for 21 /0

4% additional calculations and questions (4% 12% are very or

from impacted individuals L L L L | moderately likely to

0% 20% 40% 60% 80% 100%

purchase annuities
for some participants
in 2015,

Likelihood numbers are among those who did not answer “Completed Recently; Not Needed in 2015.”
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Mortality Tables and PBGC Premiums

With the increases to the Pension Benefit Guaranty Corporation (PBGC) premiums tripling over the next few years,
63% of plan sponsors are taking actions now to curb costs down the road. The most popular method by far is to reduce
headcount through a settlement strategy, but almost one in five plans are planning on increasing cash contributions.

Borrowing to fund the increases is very rare.

Mortality Study

of companies have
performed amortality
study since 2011, with

18% performing one
in 2014.

plantoperforma
mortality study in 2015.

PBGC Premium Increase

plantoincrease cash

contributions toreduce
PBGC premiums.

plan toreduce the number

of participants through
settlement strategies.
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Respondent Demographics

By Size of Employee Base

Under 1,000
25,000 or more

1,000-4,999

17%
10,000-24,999

“— 5,000-9,999

Type of Plan Sponsor

248

totalrespondents
with nearly 6 million
employees

24,000

average number
of employees

401(k)
Other, 1%

Profit Sharing, 1%
457(b), 1% /
401(a), 2%

403(b)
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8,750

median number
of employees
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