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What a Potential Saver in India Sees.... The name of the
product means essentially that it makes your life simpler
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and the Key Terms
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LIC’s Monthly Recurring Scheme . T

LIC's Schemes .... Always one Step Ahead PEACOCK AWARD FOR THE MOST

INNOVATIVE PRODUCT

® Tax Free Maturity in LIC Schemes under section 10 (10D) of Income Tax Act.

® Partial or Full withdrawl allowed after 10 Yrs.
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W P under section 80C of Income Tax Act in LIC.
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& Under this plan, 250 times Monthly Premium + Total Premiums Paid (—) (1st year premium & Extra
pmmmpuld)+LA.(!fmy)lspayubhlncauMdaath
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LIC vis Monthly Recurring Schem
Maturity at the end of 10

Lic

POST OFFICE

1S THERE ANY POSSIBILITY TO
How it may be MMMMIIHII

Say LIC eams Rs.

Llc;-'-lmﬂm.-rpk-umkmuik?Wp-

1,06,452 + Free Insurance
2,12,904 + Free Insurance
3,19,356 + Free Insurance
4,25,808 + Free Insurance
6,38,712 + Free Insurance
8,51,616 + Free Insurance
10,64,520 + Free Insurance
12,77,424 + Free Insurance
14,72,617 + Free Insurance
16,82,993 + Free Insurance
21,03,740 + Free Insurance

89,228 - Income Tax
1,78,546 — Income Tax
2,67,819 ~ Income Tax
3,57,152 — Income Tax
5,35,728 — Income Tax
7,14,304 — Income Tax
8,92,880 - Income Tax
10,71,426 — Income Tax
12,50,032 — Income Tax
14,28,608 — Income Tax
17,85,760 — Income Tax

So bonus jeft for payment account

Lic
So another Rs. 262.50 gone, Likely Bonus is Iefl Rs 496750

Total amount can be passed ta poiicy holders
IF BONUS 1S 4987 FOR 1 LAC SO IN SARAL POLICY HOLDER WILL GET 6000/-

Hai na Maje Ki Baat![HIHIHIIIHN
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What Do Consumers Do...

» Indian holdings of jewelry (mainly gold)

Income Category Proportion of Assets in
Jewelry — mean

USD 2 —4/day 11.4%

USD 4 — 10/day 14.4%

USD 10 —20/day 16.8%

USD 20/day and above 5.8%

Towers Watson analysis of SAGE survey

o Indian consumers are world’s largest consumer gold market. In 2009
Indian consumers held about 11% of the world’s gold stock

History/culture

Fundamentals:

Asset class properties
Tax

towerswatson.com 4
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How much time are people willing to devote to
pensions? (At Work)

Time willing to spend over next 3 months
examining pensions information

none - | have better things to do 3
less than 20 minutes 4
half an hour 9
an hour 18
a couple of hours 33
half a day 19

a day or more 14

[ I I

[
0 10 20 30
Percentage

Source: PRF Financial Communications Survey (January 2005)
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How much time are people willing to devote to
pensions? (At home)

Time willing to spend over next 3 months
examining pensions information

none - | have better things to do 18
less than 20 minutes 13
half an hour 14
an hour 20
a copy of hours 19
half a day 9

a day or more 6

[ I I I I

0 5 10 15 20
Percentage

Source: PRF Financial Communications Survey (January 2005)
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Overview: Key Factors in the Enabling Environment

Contextual issues
o Communications - the importance of communications over incentives

o Complexity - individuals may be able to make simple decisions but not
complex ones

o Community - friends and family are important

o Credibility — do not confuse defaults working in practice with
irrationality

o Complements - other forms of non-retirement saving are key factors
In many markets

o Culture - culture and history are important

o Connection - intermediaries/connection with means of saving is
important

towerswatson.com 7
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Communications: Visual presentation
matters

12,000 Age Level Inflation-linked
11,000 Annuity Annuity
10,000 65 7,000 4,900
9,000 -
B 70 7,000 5,500
& 8,000
= o004 75 7,000 6,300
6,000 1 80 7,000 7,100
5,000
85 7,000 8,000
4,000 . . . | | | |
85 70 75 80 s a5 30 a5 100 90 7,000 9,000
Retirement Income 95 7,000 10,300
Fixed Income Inflatien-linked
(Option &) (Option B) 100 7’000 11,600

Choice between real and level annuity
Details presented either by table or graph

towerswatson.com
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The results

Choice between a level annuity and a real annuity
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Level Real Don't know Level Real Don't know
A - table B - graph

Choice between level annuity of £7,000 and real annuity of £4,900 at age 65
Source: PRF Financial Communications Survey (January 2005)

towerswatson.com

© 2011 Towers Watson. All rights reserved. Proprietary and Confidential. For Towers Watson and Towers Watson client use only.



Communication: Word is Mightier than the Match

o Analysis by Steve Nyce (Towers Watson) of individual-level data
(306,000+ workers at 48 firms) indicates communication has significant
Impact on contribution rates/participation

100%
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62%
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20%
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Complexity: Financial quiz (1): Best protection against
Inflation

Which of the following investments is the best protection against inflation?
Which Investment offers the best protection against Inflation

Inck:s bl

Colporak bond

CATTe it acconnt

Bty

o= rty

clon Ttk o

i 10 a0 a0 Iy a0
FIEHIEEI‘I:
S e - 003 ootk e Mremenl &red Perglorg reles Sy O oS
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Complexity: Financial quiz (1): Best protection against
inflation

Which investment will provide the best protection against inflation?
Responses by Financial Education

Financial | Index- Corporate Current Don't
Education | Bonds Bonds Account Equity Property Know
common 16% 2% 2% 3% 28%  49%

sense

Self-taught 30% 4% 3% 8% 32%  24%
Formal 37% 4% 4%  11% 31%  13%
education

Other 18% 2% 1% 2% 26%  52%

Source: WRaPI Survey, August 2003.
Numbers are row percentages, i.e. percentage of responses by financial
education category

towerswatson.com 12
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Complexity: Financial quiz (2): Bond Prices

When interest rates go up, what happens to bond prices?

WWhat hEIFIFIEFIS to Bond Prices when Interest Fates Rise
Anzywer: alvways go down

always go up

usually go up

stay the same

usually go dawn

always go dowun

daon't know

1] 20 40 =]H}
percent
SO rce 200G Work Retieme ntand P2 g ks Sy (ionG o
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Complexity: Financial quiz (2): Bond Prices

What happens to Bond Prices when interest rates go up
Response by Financial Education
Answer: always go down (or usually go down)

Financial Always Usually Staythe Usually Always Don't
Education Goup Goup Same Godown Godown Know
common 3%  16%  10% 8% 2%  61%
sense

Self-taught 2% 23% 10% 22% 4%  38%
Formal 10%  27%  14%  25% 50  19%
education

Other 1% 19% 8% 7% 1% 64%

Source: WRaPI Survey, August 2003.
Numbers are row percentages, i.e. percentage of responses by financial
education category
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Complexity: Simplifying the Language

« Around 6,000 employees from the Netherlands, United Kingdom and Germany participated in the
Multideck survey

o These respondents work for private-sector organizations with more than 500 employees

» In the three countries, the percentage of respondents who rate the survey as good or average on these

parameters of length, understanding, relevance and interface are 99 percent, 83 percent, 96 percent
and 96 percent, respectively

Second Deck Third Deck

towerswatson.com
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The Multideck Survey: broad findings

Results of the Survey Figure 1 | Individual preferences towards pension income and risk

» Individuals appreciate risk-return tradeoffs eeo
in retirement benefits and were willing to
pay more for secure benefits 500

o Individual preferences were highly % |
heterogeneous. Individuals not only wanted 2 400 |
very different levels of replacement rates = |
but also dispersion of replacement rates to = 300 !
reflect their individual circumstances (see - ! .
figure) £ |

é 200 |

Significance of the Results

o People appreciate the value of DB plans
and are worried about market risk

o People do not want a “one-size-fits-all” plan;
they want flexibility

o If a DB plan is exactly aligned to an
individual’s target preferences, they like the
DB plan. But if it happens to be far off, they
might prefer DC, even with all the
consequent risks and issues | EEHMIT'; Netherlands K Snurce: Watson Wyalt Retremest Prferoacas

Multideck Survay

towerswatson.com
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Complexity: Presenting Information Differently

What level of contributions does a member need
to pay to recover from a 1-in-20 event?

50%
<
o
S 40%
(%)
<
=)
3 0% — Highrisk strategy
= —— Alternative A: modest
S improvement to lifestyle
<= 20% & diversification
b Alternative B: significant
8 improvement to lifestyle
S 10% & diversification
0% T T T T T T T
40 35 30 25 20 15 10 5

Term to retirement (years)

Source: Towers Watson

Contributions at Risk

Percentage of additional contributions a member needs to pay to recover from a 1-in-20
event occurring over 1 year, maintaining their expected replacement ratio at retirement

towerswatson.com 17
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Complexity: Changing the Language

How many years later than planned could a member
retire to recover from a 1-in-20 event?

8
7
6
v 5 — Highrisk strategy
(2]
= — Alternative A: modest
g 4 improvement to lifestyle
= 3 & diversification
£ Alternative B: significant
2 improvement to lifestyle
& diversification
1
0
40 35 30 25 20 15 10 5
Term to retirement (years)
Source: Towers Watson
Retirement at Risk
Number of years a member needs to defer retirement to recover from a 1-in-20 event
occurring over 1 year, maintaining their expected replacement ratio at retirement
towerswatson.com 18
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Community: Friends and Family are Important

 Individuals make decisions based on information from what they view
as credible sources and friends/family play an important role

» Who most do you trust for advice on how to save for retirement?
(Towers Watson survey, May 2011)

Friends/family 36% 26% 53%
Co-workers 4% 4% 4%
Employer 10% 10% 7%
Government 4% 8% 3%
Financial 42% 43% 29%
Adviser

Other 4% 9% 4%

towerswatson.com 19
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Credibility: Source of Advice Matters

o One reason communication strategies and default strategies work is
that they are implicit advice from credible sources.

o Example: an academic doing an experiment is credible because they
are viewed as an expert. Individual: why not follow the default?

 Individuals do not follow ridiculous defaults — they only accept defaults
they regard as “reasonable”

towerswatson.com 20
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Credibility: Source of Advice Matters

o Survey in UK, Germany, Netherlands in May 2011 — looks at decisions
on defaults by source of default and default level (*anchor”)

towerswatson.com

Table 1

Survey groups

Anchor
Social norm (SN) None/ | Low [ Middle [ High
blank

a) None 1 2 3 4

b) Employer 5 6 7

c) Friends and family 8 9 10

d) Peers " 12 13

Middle is 10%; low is 5%; high is 20%

Table 2

Amounts per month (x)

X value

Salary group Low [ Middle [ High

GT Less than £75,000 50 00 200
(assumed mean £12,000)

G2 £15,000 to £40,000 100 | 200 400
(assumed mean £24,000)

G3 £40,000 to £100,000 250 | 500 7000
(assumed mean £60,000)

G4 £100,000 or more 500 | 1000 2000
(assumed mean £120,000)

21
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Complements — Saving for Other Reasons

o China — individuals save because:
Health (lack of insurance markets)
Housing
Bequest motive
So without thinking much about retirement, many are ready “accidentally”

o India — like China on many dimensions:
Weddings

towerswatson.com 22
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Connectivity: Advisory Sector

o Independent advisers very scarce in most developing markets

o Tied advisers also often scarce and not that well developed either Iin
most case

o Incentives for advisers are often focused too heavily on maximizing
assets (and hence fees) and not enough on suitable outcomes for
Individuals

e Reluctance of individuals to share holistic information with financial
firms

towerswatson.com 23
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Culture and History

o Role of past crises/mistakes in product choice

» Historical preferences

Proportion of people who are willing to annuitise
By Time Preference

60
I

55.4
50.3 50.7

46.7 46.7

40

Percentage

1 (Most patient) 2 3 4 5 (Least patient)

Data Source: WW-YouGov Survey of Attitudes to Annuities
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Summary: Key Factors in the Enabling Environment

Contextual issues

Communications - the importance of communications over incentives

Complexity - individuals may be able to make simple decisions but not
complex ones

Community - friends and family are important

Credibility — do not confuse defaults working in practice with
Irrationality

Complements - other forms of non-retirement saving are key factors
In many markets

Culture - culture and history are important

Connection - intermediaries/connection with means of saving is
Important

towerswatson.com 25
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Observations

o Itis important in implementing matching contributions to take into
account each of the contextual factors...

o Still...none of the core environmental problems is really solved by
matching contributions.

o That + matching contributions are unlikely to be progressive raises the
following question:

Would resources that are spent on matching would be better allocated at
dealing with the core environmental issues that impede retirement

preparation?

towerswatson.com 26
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