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Key questions

• How is the retirement system working? 

• How are key retirement decisions being made?

• How do personalized projections of health care expenses in retirement 
factor into savings decisions?

• What new tools can help employees assess replacement income including 
personalized health care

• How can plan sponsors refocus on the income their retirement plan 
will generate for their employees? 
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Focused on one goal: Income in retirement

The best measure of success for any 
retirement system is its ability to reliably 
replace—for life—the income people 
made while working.

“
”

Robert L. Reynolds
President and CEO
Putnam Investments
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A fresh perspective on the retirement system

Evaluating retirement success 
using projected income replacement in 
retirement: Putnam’s Lifetime Income Score
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How is the retirement system working: 
Are Americans prepared to retire?

Old consensus:
Americans are ill-prepared to retire 

Putnam-sponsored research shows:
We’re almost two thirds of the way there
Through a combination of personal 
savings and Social Security, Americans 
are on track to replace approximately 
65% of their income

64% 65%

2011 2012

Percentage of income Americans 
are on track to replace

64% 65%

Results are based on a survey of 3,958 working Americans between the ages of 18 and 65, with segments weighted in accordance with U.S. Census 
parameters for all working adults. The survey was conducted for Putnam Investments by Brightwork Partners LLC in Q4 2011.
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How is the retirement system working: Are asset allocation, 
fund selection, and deferral rates equally important?

Old consensus:
Asset allocation, fund selection, and 
deferral rates are all powerful variables 
to generating retirement income

Putnam-sponsored research shows:
Deferral rate is the dominant variable 
in generating replacement income

74.3% of plans have a default 
savings deferral rate of 3% or less
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Results are based on a survey of 3,958 working Americans between 
the ages of 18 and 65, with segments weighted in accordance with U.S. 
Census parameters for all working adults. The survey was conducted 
for Putnam Investments by Brightwork Partners LLC in Q4 2011.

Source: Plan Sponsor Council of America, 53rd Annual Survey, 2011.

5B-6



7% 19%

21%

12%

22%

6%

4%

48%

42%

50%

41%

38%

31%

23%

28%

30%

24%

43%

45%

3%

4%

5%

10%

12%

18%

1%

2%

3%

6%

3%

Much lower Somewhat lower
Same Somewhat higher
Much higher

How is the retirement system working: 
Will spending will be similar or lower in retirement?

Old consensus:
Many workers anticipate spending to be 
similar or lower in retirement

Putnam-sponsored research shows:
Americans fear health care in retirement 
will be a sharply rising expense

Economic expectations

Results are based on a survey of 3,958 working Americans between the ages of 18 and 65, with segments weighted in accordance with U.S. Census 
parameters for all working adults. The survey was conducted for Putnam Investments by Brightwork Partners LLC in Q4 2011.

Home values

Stock market

Long-term
interest rates

Unemployment

Inflation

Health-care costs
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Percentages next to categories indicate incidence among respondents.
Results are based on a survey of 3,958 working Americans between the ages of 18 and 65, with segments weighted in accordance with U.S. Census 
parameters for all working adults. The survey was conducted for Putnam Investments by Brightwork Partners LLC in Q4 2011.
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How is the retirement system working: 
How effective is personalized advice?

Old consensus:
Education and tools are enough to 
achieve retirement success

Putnam-sponsored research shows:
Working with a financial professional 
is critical

Have a paid advisor
(24%)

Do not have a paid advisor
(76%)
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Scores improved for those who use advisors

5B-8



How is the retirement system working: 
How does industry impact retirement income?

Old consensus:
Replacement income is 
determined by individual 
behavior

Putnam-sponsored 
research shows:
Lifetime Income Scores vary 
by industry, with eligibility to 
a plan as a prime variable

Lifetime Income Scores by industry
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Results are based on a survey of 3,958 working Americans between the ages of 18 and 65, with segments weighted in accordance with U.S. Census 
parameters for all working adults. The survey was conducted for Putnam Investments by Brightwork Partners LLC in Q4 2011.

Financial behavior or attitude by household
Median Lifetime
Income Score

Traits of best prepared

10%+ deferral to DC 145%

Very confident in being ready for retirement financially 112

Eligible for employer plan 85

Use of an advisor 89

Traits of least prepared

No use of an advisor 58%

No deferral to DC 54

Not at all confident in being ready for retirement financially 62

Ineligible for employer plan 41

How is the retirement system working:   
Other key findings
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Have you evaluated your plan based on 
its ability to replace income?

Plans can be scored on 
expected income replacement, 
based on several variable inputs:

• Salary
• Deferrals
• Balances
• Plan asset mix
• Age and plan retirement year
• Additional demographic detail 

can be applied
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The Lifetime Income Score provides a metric to 
benchmark and measure progress of your plan

For illustration a plan with:
• $60,000 average salary
• 7.5% deferral rate
• $50,000 average balance
• Average age 44

A Lifetime Income Score of 71% means:
• An assumed targeted income 

replacement of 75%
• Average monthly income: 

$2,660/month

• The Lifetime Income Score was designed to estimate the average level of income 
that employees in a retirement plan are currently on track to replace
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Why are future health care costs a critical variable 
in the retirement income equation?

A 65-year-old married couple will need up to $287,000             
to pay for out-of-pocket health costs
Source: EBRI, August 2011, The Impact of Repealing PPACA on Savings Needed for Health Expenses for Persons Eligible for Medicare

Just 13% of workers are very confident about paying       
for medical expenses after retirement
Source: EBRI 2012 Retirement Confidence Survey

One in five older Americans cutting back on health care    
to save money
Source: EBRI 2012 Retirement Confidence Survey
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A key to good health care savings decisions is 
personalization and context  

Averages can be misleading and big numbers may intimidate

Source: HealthView Services, 2012.

4,000

4,200

4,400

4,600

4,800

5,000

5,200

$5,400

Healthy Cancer Diabetes

A
nn

ua
l c

os
t

First-year total costs for a 65-year-old male in different health states

Health state

5B-14



A new way to bring clarity to health care expenses 
in retirement

A powerful new motivation to save

• Personalized monthly income and 
estimated health care expenses

• Ability to further customize estimated 
health care expenses

• Instant visibility to impact of changes
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Summary

• There are numerous variables that impact successful replacement of income

• Measuring retirement plans based on their ability to replace income is 
becoming a new fiduciary standard for plan sponsors

• Plan sponsors should consider ways to benchmark and measure progress of 
their plan based on replacement income, targeting goals for improvement

• Health care costs will represent a significant component of retirement 
expenditures, and are a growing concern for employees

• The next generation of retirement planning tools need to recognize and 
personalize health-related issues
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Lifetime Income Analysis
IMPORTANT: The projections, or other information generated by the Lifetime Income Analysis Tool regarding the likelihood of various investment outcomes, are hypothetical in 
nature. They do not reflect actual investment results and are not guarantees of future results. The results may vary with each use and over time. The analyses present the likelihood 
of various investment outcomes if certain investment strategies or styles are undertaken, thereby serving as an additional resource to investors in the evaluation of the potential 
risks and returns of investment choices.

Each simulation takes into account the participant’s current plan balance and investment mix, as well as his or her age, income, retirement date, contribution rate, likely future 
savings, and estimated Social Security benefit. The tool runs over 50 billion market simulations to provide an estimate of a monthly income likely to be generated at retirement.
The Lifetime Income Analysis Tool is an interactive investment tool designed for Putnam 401(k) participants to illustrate the estimated impact of a participant’s plan balances and 
projected savings on income in retirement. The tool does not take into account post-tax contributions to savings. It also cannot account for dramatic changes in a participant’s 
personal situation, including unexpected expenses and other financial situations that may negatively affect one’s estimated monthly income in retirement. 
The survey is not a prediction, and results may be higher or lower based on actual market returns.
Health-care costs and projections are provided by HealthView Services.
Putnam does not provide health-care advice, products, or services. 
Putnam does not believe that HIPAA applies to the data obtained from plan participants using this new tool.

Lifetime Income Score
The Putnam Lifetime Income Score represents an estimate of the percentage of current income that an individual might need to replace from savings in order to fund retirement 
expenses. For example, consider an individual, 45 years old, with an income of $100,000 per year. A Lifetime Income Score of 64% indicates that the individual is on track to be 
able to generate $64,000 in retirement income (in today’s dollars), i.e., 64% of current income. This income estimate is based on the individual’s amount of current savings as well 
as future contributions to savings (as provided by participants in the survey) and includes investments in 401(k) plans, IRAs, taxable accounts, variable annuities, cash value of life 
insurance, and income from defined benefit pension plans. It also includes future wage growth from present age (e.g., 45) to the retirement age of 65 (1% greater than the 
Consumer Price Index for Urban Wage Earners and Clerical Workers (CPI-W)) as well an estimate for future Social Security benefits.

The Lifetime Income Score estimate is derived from the present value discounting of the future cash flows associated with an individual’s retirement savings and expenses.
It incorporates the uncertainty around investment returns (consistent with historical return volatility) as well as the mortality uncertainty that creates a retirement horizon of 
indeterminate length. Specifically, the Lifetime Income Score procedure begins with the selection of a present value discount rate based on the individual’s current retirement asset 
allocation (stocks, bonds, and cash). A rate is determined from historical returns such that 90% of the empirical observations of the returns associated with the asset allocation are 
greater than the selected discount rate. This rate is then used for all discounting of the survival probability-weighted cash flows to derive a present value of a retirement plan. 
Alternative spending levels in retirement are examined in conjunction with this discounting process until the present value of cash flows is exactly zero. The spending level that 
generates a zero retirement plan present value is the income estimate selected as the basis for the Lifetime Income Score. In other words, it is an income level that is consistent 
with a 90% confidence in funding retirement. It is viewed as a “sustainable” spending level and one that is an appropriate benchmark for retirement planning. 
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Questions?
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