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Does This Look Familiar?

● Retirement income calculators 
have been around for many years.

● Tell investors whether they are on 
track to replace their income in 
retirement or not.

● Also tell investors how to improve 
their retirement prospects.

Retirement Income Projection Tool
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Does This Look Familiar?
Retirement Income Projection Tool
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Focus on Retirement Income Solutions

● Legislative and regulatory focus on retirement income solutions

● Available solutions

● Pros and cons

● What the future might hold

● Selecting the right retirement income solution
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Focus on Income in Retirement

● Lifetime Income Disclosure Act (May 23, 2013) 
– Introduced in the House by Representative Rush Holt, and cosponsored by 

Representatives Tom Petri, Ron Kind, and Dave Reichert
– Introduced in the Senate by Johnny Isakson, and cosponsored by Senators Christopher 

Murphy, Elizabeth Warren, Tim Scott, and Bill Nelson. 
– Would require plan sponsors to disclose annually on benefit statements the amount of 

monthly payments a plan participant might receive from accrued benefits in retirement.

● Advance Notice of Proposed Rulemaking (May 2013)
– Describes rules EBSA is considering that would require the inclusion of income in 

retirement projections on DC benefits statements.  

● The “Retirement Plan Simplification and Enhancement Act” (May 2013)
– Introduced by Representative Richard Neal
– Among other things seeks to improve the viability of guaranteed income for life options 

within DC plans 

● Information Collection Request (February 2013)
– Developed by EBSA to explore the efficacy of retirement plan benefit statements

including how participants respond to various sample statements featuring retirement income 
projections. 

Legislative and Regulatory
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Focus on Income in Retirement

● Treasury’s 2012-2013 Priority Guidance Plan
– Final regulations under Section 401(a)(9) on deferred annuities, and additional 

guidance on issues relating to lifetime income from retirement plans.

● Lifetime Income Disclosure Act (February 2011)
– Introduced by Senators Jeff Bingaman, Johnny Isakson, and Herb Kohl.

The bill would require plan sponsors to disclose annually on benefit statements 
the amount of monthly payments a plan participant might receive from accrued 
benefits in retirement.

● GAO issued report entitled: Ensuring Income Throughout Retirement 
Requires Difficult Choices (June 2011)
– Requested by Senator Herb Kohl, Chairman of the Special Committee on Aging
– Concludes that without objective information from employers and the federal 

government, even those retirees who have adequate savings may be at risk of 
not having sufficient retirement income. 

● U.S. Treasury/Department of Labor request for proposals and subsequent 
hearing on the topic of retirement income solutions, such as in-plan 
annuities (2010).

Legislative and Regulatory
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Prevalence of Retirement Income Projections

● More than half of plan sponsors 
(51.2%) provide a retirement 
income projection showing plan 
participants how their current 
balance may translate into 
monthly income in retirement.

● Another 14.6% plan to do so in 
2013.

*Multiple responses were allowed
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Why Are Retirement Income Projections So 
Important?

● What Will My Account Really Be Worth? Experimental Evidence on How 
Retirement Income Projections Affect Saving (2012, Goda et al).
– Evaluates how providing information on how contribution elections made 

today would map into future account balances at retirement.
– Examines how income in retirement affects retirement contributions.
– Uses large-scale field experiment involving nearly 17,000 employees at the 

University of Minnesota.
– Examines impact on saving for retirement of:

– General information on saving
– Customized information on account balance at retirement
– Customized information on annual income in retirement
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Example Brochure for Treatment Group

If I begin making additional contributions now…

…how much additional savings at retirement can I expect to have?
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…how much additional annual income in retirement can I expect to receive from these 
additional savings?
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Results

● Providing retirement projections:
– Caused some participants to change their contribution rate—but the 

impact was modest.
– Among employees who made a change, those in the income treatment 

group increased saving by $1,152 more per year than did control-group 
changers.

– Conclusion is that more research needs to be done in this area to 
establish impact.
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What Do DC Participants Want in a Retirement Income 
Solution?

Research shows that investors 
highly value retirement income 
solutions that:

● Provide guaranteed inflation-
protected income for life

● Are flexible and allow investors to 
maintain control

● Have low counterparty risk

Guarantee

Flexibility

Counterparty 
risk

Source: What Makes Annuitization More Appealing? Beshears et al. 2013 White Paper.
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What Do DC Participants Want in a Retirement Income 
Solution?

Something that does not:

● Expose fiduciaries to undue liability

● Cost too much

● Have counterparty risk

● Easy to communicate

Source: 2013 Callan DC Plan Sponsor Survey.

Liability

CostCounterparty 
risk

Communication
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Meeting All of the Requirements is Difficult
No Silver Bullet: There are Always Trade-Offs 

Flexibility Guarantee

Onus on Employee Fiduciary Liability
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Managed Payout Funds

● Designed to offer a choice of potential risk/return profiles for investors in or 
near retirement seeking an investment for use with a periodic withdrawal 
program.

● May have a managed distribution policy. 
– Endowment mode: fixed: 3-5% of the fund’s value per year
– Fund depletion model: a percentage of the fund’s value, 

until the value is zero

● Systematic withdrawal can mimic periodic “paycheck.”

● Essentially, target date funds for the drawdown phase—geared for do-it-
yourselfers.
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Managed Payout Funds
Sample Asset Allocations
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Asset Allocations of Managed Payout Funds

Managed Payout Fund A Managed Payout Fund B Managed Payout Fund C
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Managed Payout Funds

Pros

● Professionally managed portfolios

● Offer retirees lots of flexibility

● As an out-of-plan option, managed 
payout funds expose plans 
sponsors to little by way of 
potential fiduciary liability

● Point of time risk is not an issue 
because these are managed funds

● Portability not an issue out of plan

Pros and Cons

Cons

● Investors still have to figure out 
whether they can afford to retire or 
not.

● No guarantees

● May be difficult for retirees to select 
the right fund/payout schedule

● Not designed to comply with 
required minimum distribution rules

● Generally not supported by DC 
recordkeepers as an in-plan option 
(rollover only)
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Managed Accounts

● Combines the managed payout fund concept with the retirement income 
calculator concept.
– Helps participants understand how much money they may have in 

retirement
– Creates a personalized portfolio for pre-retirees and retirees 
– Develops a drawdown plan for retirees
– Generates periodic “paychecks” for retirees
– May provide help with selecting an annuity

● Geared for the do-it-for-me investor.
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Managed Account Providers

● Financial Engines: Income Plus

● Dimensional: Managed DC

● Morningstar

● GuidedChoice: GuidedSpending
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Managed Accounts

Pros

● Easy to use: Helps employees 
know whether they can afford to 
retire or not.

● Professionally managed portfolios

● Offer retirees lots of flexibility

● SunAmerica Opinion may provide 
comfort for fiduciaries

Pros and Cons

Cons

● No guarantees, but may advise on 
annuity products in retirement.

● Depends on discipline of retirement 
to maintain drawdown schedule

● Can be costly

● Availability and portability may be 
dependent on record keeper 
connectivity.
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Guaranteed Income for Life Solutions

● Rollover solutions:
– Annuities as a form of distribution
– Fixed annuity platforms

● Stand alone in-plan annuities:
– Deferred Fixed Annuities
– Guaranteed Minimum Withdrawal Products

● Annuities as a component of Target Date Funds

● Longevity insurance
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The Annuity Puzzle

● 89% of DC participants agree they would like their plan sponsor to provide 
them with income-generating options in their retirement plan.

● 85% of DC participants find the idea of a fund that automatically converts 
savings to guaranteed income in retirement appealing.*

● 10% of participants who leave their job after age 65 annuitize their assets.**

Conclusion: people like guarantees but they don’t like annuities.

*BlackRock’s Annuity Retirement Survey
**Johnson, Burman, and Kobes, 2004
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Fixed Annuities in DC Plans

● The participant systematically purchases a deferred fixed annuity through 
regular DC plan contributions.
– Annuity can represent as much or as little of the retirement nest-egg as 

desired.

● Guaranteed income in retirement is based on the prevailing interest rate at 
the time the contribution is made.
– This “laddered approach” helps mitigate point-in-time risk

● Participant annuitizes at retirement. 

● Can be part of a target date fund or a standalone option.
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In-Plan Deferred Fixed Annuities
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Guaranteed Minimum Withdrawal Products

● Generally become available to workers near retirement: age 50+

● Participants invest in a balanced or target date fund with an associated 
guarantee.

● The guarantee is that income in retirement is tied to an “income base.”
– Each year, the guaranteed “income base” is reset to the account value, 

if higher than the current income base.
– The investment’s market value can decline, but the income base remains 

intact.

● Once the participant retires or separates from service, guaranteed payments 
begin—e.g., 4% per year.

● The arrangement could involve single or multiple insurers.

Tackling the Annuity Puzzle
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Sample Guaranteed Benefit

Each year, on the participant’s date of birth, the income base is reset to the account value, 
if higher.

50 55 60 65 70

Accumulation Period Income Period

Guaranteed Payments for Life

Income 
Payment 
Begins

Account Value

Income Base

Va
lu

e
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Longevity Insurance

● Annuity is purchased at or around retirement, but does not pay out until much 
later when the risk of outliving one’s assets is high.
– Commonly payouts start at age 80 or 85. 

● Because annuity payments do not begin immediately, longevity insurance 
costs could be considerably less than other annuities—as much as 35% to 
40% lower by one insurer’s estimate.

● Essentially, similar to catastrophic health insurance with a high deductible. 

● Structure of longevity insurance creates a much easier retirement income 
management equation: Instead of an open-ended pay-down period for 
retirement savings (i.e., until one dies), longevity insurances provides a finite 
timeframe for the pay-down period. 

● Limited products available.

● May violate required minimum distribution rules. 
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What Can Make Annuities Appealing to Investors?

● Beshears et al. conducted two large surveys of hypothetical annuitization
choices to learn what motives are important in annuitization choices, product 
design, and communication.

● Features that are important to investors:
– Flexibility and control
– Availability of partial annuitization
– Inflation protection and growth in real income
– Low counterparty risk

Source: What Makes Annuitization More Appealing? Beshears et al. 2013 White Paper.
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Guaranteed Income Solutions

Pros

● Guarantees that participant won’t 
run out of money in retirement

● Certain solutions, such as 
GMWB’s, can be fairly flexible

● Can be integrated into existing 
investment options, such as target 
date funds

Pros and Cons

Cons

● Investors dislike annuitization

● May be complex and difficult for 
participants to understand

● Counterparty risk

● May be costly

● Fiduciary liability issues

● May lack portability
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Retirement Income Solutions: Where is the Focus

● Most plan sponsors 
(74%) do not offer 
retirement income 
solutions within the 
DC plan.

● However, 
prevalence of in-
plan guaranteed 
income-for-life 
solutions increased 
to 6.5% in 2012 
from 1.3% in 2011.

*Multiple responses were allowed.
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Retirement Income Solutions

● Many plan sponsors 
continue to focus on 
helping workers 
accumulate 
sufficient assets in 
their DC plans and 
do not have the 
resources available 
to expend on 
workers’ 
“decumulation” 
phase. 
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What Does the Future Hold?

● The next generation of retirement income solutions involve 
hybrids of various approaches

● Examples:
– Guidance or advice + managed-payout type fund
– Managed retirement income account + longevity insurance
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Retirement Income Decision Tree
Approaches to Fee Payment

No Guarantee Guarantee

Deferred
Fixed

Annuity
GMWB Distribution 

Annuity

Managed 
Account

Retirement
Income 

Projection

Retirement
Income

Projection

Managed
Payout 

Fund

Guarantee No Guarantee

Rollover 
Annuity
Platform

In Plan Out of Plan

8B-32




