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t's Time to Act on
Retirement Income Solutions

The need for retirement income
solutions and the resistance to act

For years, the retirement plan industry has talked about the need for retirement income
solutions (RIS). It is widely agreed that employees should be better prepared for their
transition from saving and accumulating a retirement nest egg to creating a lifelong stream

of retirement income.

The problem is that despite good intentions, defined contribution (DC) plans have failed to
properly replace the retirement income security that had existed under traditional defined
benefit pension plans. Since DC plans were introduced in the 1980s, extensive efforts have
been made to educate plan participants. Bolstering those efforts, for the past 15 years or
so, automated features — including auto-enrollment, auto-escalation, and asset allocation
defaults into target-date funds — have become widely implemented. The SECURE Act 2.0 of
2022 will further advance participant retirement readiness with enhanced adoption of these

features.

These efforts have made a measurable difference, boosting plan participation and savings
rates, and improving retirement readiness to some degree. But a large gap remains
between where pre-retirees typically are financially and where they should be. Even among
those who have accumulated a sufficiently large nest egg, many have no idea how to safely

and responsibly convert those assets into lifelong retirement income.

For more information about this VIEWPOINT, email: ehenon@retirementadvisor.us



mailto:ehenon%40retirementadvisor.us?subject=Viewpoint%20Account%20Managed%20paper

Employees say they need and want this. Studies
repeatedly indicate a need and interest in retirement
income solutions among employees. Nine in 10 workers
say it's important to have a guaranteed source of
retirement income. More than eight in 10 say they want
help in understanding how to generate retirement income
so that they can maintain their lifestyle. More generally,
three in four say they lack the financial skills to manage
their money in retirement. (See further details and

sourcing for these statistics in the next section.)

Slow implementation. Despite all of the above, however,

implementation of RIS has been slow for several reasons:

m Who's first? Plan sponsors have been reluctant to
be the first to implement an RIS although many have
expressed a high level of general interest. Why the
hesitancy? Factors include the novelty of going
beyond the familiarity of providing a well-established
employee savings vehicle. A key concern is that
including a form of guaranteed lifetime income will

increase exposure to fiduciary risk.

B Fiduciary risks can come in various forms.

If retirement income solutions are more costly, can
they still be justified from a fiduciary cost-management
perspective? For example, how does one measure
value or compare a cost-versus-benefit analysis with a
cost-only analysis? What potential fiduciary risks would
be involved in the unlikely event that an insurance
company becomes insolvent and is unable to fulfill its

obligatory lifetime payments?

Fortunately, the SECURE Act of 2019 has addressed
these concerns (see section titled “Making
Retirement Plans more SECURE.”) Ultimately, all fi-
duciary risks can be managed. To begin with, acting in
a thorough and thoughtful manner while placing plan

participant needs and concerns first is a critical way to

mitigate fiduciary risk.

B Annuities may have a questionable reputation.
Guaranteed lifetime income solutions are essentially
annuities, and for years many people have had
mixed feelings and negative connotations regarding
annuities. These are based on perceived high fees
and a reluctance to be locked into a deferred
annuity with no access to the assets for years.
Perceived pressure tactics from annuity salespeople
have not helped. Beyond these concerns, many peo-
ple are inherently reluctant to relinquish control

of their life savings.

Do you need to decide between flexibility and security?
Additionally, many consumers sense they would have

to decide between committing to a lifelong guaranteed
income product and having the flexibility and personal
control to make withdrawals as needed. Of course, one
can have both. The hybrid solution, discussed in detail
further on, could combine a base level of guaranteed
income used to meet fixed basic costs along with a source
of flexible funds that could be withdrawn as needed to
pay for discretionary items. Another annuity-type option
called a Guaranteed Lifetime Withdrawal Benefit does
not require the irrevocable decision that come with
immediate annuities and allows participants to access

their money at all times.

Meanwhile, an estimated 10,000 baby boomers are
retiring each day, a rate that is projected to continue
through 2030. Further, recent legislative support in the
form of the SECURE Act and SECURE Act 2.0 is a timely
and critical development that should encourage
retirement plan advisors and sponsors to embrace

RIS in greater numbers.

Let’s consider whether plan sponsors should provide
employees with in-plan retirement income solutions;
how the SECURE Act and SECURE 2.0 could make a
difference; and key considerations for implementing

retirement income solutions
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EMPLOYEES SAY THEY NEED HELP AND ARE SEEKING A
GUARANTEED SOURCE OF RETIREMENT INCOME.

1% 86% 76%

of workers think it is
extremely important to
have a guaranteed source
of income in retirement.

of working Americans of Americans say they do

say that they want help not have the financial skills
understanding how to to manage their money in
generate income in retirement.
retirement and maintain
their current lifestyle.

Source: “Retirement Income is the New Retirement Outcome,” Voya.

The case for providing employees with
retirement income solutions

m  Employees want/need help. Based on survey results, normal or preferred retirement age. Overall, it's easy
most employees want or need the guidance and to make the case that an organization with more
financial peace of mind that could come from an financially secure employees will also have more
employer-sponsored retirement income solution. productive employees.

They don’t have much financial knowledge or
confidence and they place a substantial level of B Competitive edge for employers. An in-plan RIS
trust in their employer. can be a major advantage in attracting and retaining

employees, a particularly important consideration at

B Cost efficient for plan sponsors. Assuming that this critical time, with a widescale shortage of labor
plan sponsors select an in-plan RIS option, retaining in the past few years. According to Invesco’s 2022
more assets in a DC plan can help to keep plan costs “Show Me the Income” research study, practically
low through economies of scale and the retention all participants (97%) would view their employer
of the higher-balance accounts that many retirees favorably if they added an RIS.
have grown.

Retirees who keep their assets in a DC plan generally

B Reduced employee stress/improved productivity. benefit from lower costs and access to some products
Employees who have greater financial confidence that they wouldn’t have access to in a regular IRA.
and less financial stress tend to be more able to focus Consider how much more attractive a prospective
on their jobs as they typically are happier and less employer could be to many potential employees simply
distracted. Over the long term, they would also tend by addressing this concern and how much easier it could
to be less likely to delay their retirement for financial be to retain experienced, productive, loyal employees
reasons. Consider the loss of overall productivity if a who feel their company values them and will help to
business were to rely on employees who don’t want provide for their lifelong financial security.

to be there but feel they have to be beyond their

https://www.voya.com/sites/www/files/2022-02/Voya_Retirement_Income%20_2022.pdf PAGE 3
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97% of plan participants would

view their employer favorably
if they added an RIS.

B The need is greater than ever. It could be
considered a perfect storm: The recent impact
of COVID-19, the “great resignation,” the 2022
stock market downturn, skyrocketing inflation,
and ongoing economic uncertainty all make it
even more vital for pre-retirees and current
retirees to be able to receive financial
guidance. This is on top of the basic challenge
of knowing how to convert assets to reliable

lifetime income.

® A commonly missed opportunity. There is a
flashing sign of a missed opportunity if we look
at both the low percentage of plan sponsors
who encourage employees to leave their
balances in the plan (see the results of the
NAPA 2019 Reader Poll in the sidebar) and the
high percentage (28%) of pre-retirees who say
they don’t know if they are allowed to stay in
the plan after retirement. Contrast those
statistics with the strong case presented
here for providing retirement income solutions
within the DC plan.

Why are so many employers not doing more to
encourage retirees to remain in the plan? Wouldn't
creating and promoting a robust retirement income

solutions component within your DC plan go a long

way to resolving this?

NAPA 2019 READER POLL

Do Plan Sponsors Want
to Keep Ex-participant
Accounts?

While some surveys have reported higher
percentages of plan sponsors who say they want
to have more participants remain in the plan, the

NAPA 2019 Reader Poll indicated otherwise. It found
that 45% of plan sponsors say they either “encourage
participants to take their balances with them” when
they retire or “dissuade them from leaving the
balances in the plan”; about one-third are neutral;
and fewer than one in five encourage employees
to leave their balances in the retirement plan.

Participant Recommendations

As for what they recommended to participants about
either taking their balances out of the plan, or leaving
them “behind”:

34% - don't really encourage/discourage either way

26% - encourage participants to take their balances
with them

6 - depends on the plan, but mostly dissuade
19% - depend he plan, b ly dissuad
them from leaving the balances in the plan

15% - depends on the plan, but mostly encourage
them to leave the balances in the plan

2% - encourage them to leave their balances
in the plan.

https://www.napa-net.org/news-info/daily-news/reader-poll-do-plan-

sponsors-want-keep-ex-participant-accounts
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Making
Retirement Plans

more SECURE

A recent catalyst to help establish greater comfort among
plan sponsors in adding RIS to their DC plans is the
SECURE (Setting Every Community Up for Retirement
Enhancement) Act, passed by the U.S. Congress in 2019.
This landmark legislation includes several elements
targeted to facilitate easier and more widespread usage
of retirement income solutions. Key here is the removal of

much of the perceived fiduciary risk.

B Provides fiduciary safe harbor. The SECURE Act
reduces fiduciary risk through a safe harbor that
protects sponsors in the event that an insurer who
issues a guaranteed income product becomes
insolvent and is unable to make the promised pay-
ments to annuitants. In that rare event, a sponsor
would not be liable as long as it engages in an objec-
tive, thorough, and analytical search, and considers

the cost of the contracts versus their benefits.

Importantly, the SECURE Act makes clear that the costs on
an annuity needn’t be the lowest as long as the sponsor

considers the costs in relation to its benefits and con-

cludes that they are reasonable.

H Lifetime income estimate disclosure — The SECURE
Act requires plan sponsors to provide annual lifetime
income estimates to plan participants. By providing
a ballpark estimate of what one’s account balance
might convert to in terms of a regular source of
lifetime-guaranteed income, employees are not just
given relevant, helpful information. They are also
being prompted to think more in terms of retirement
income security and less about an arbitrary goal of
assets to aim for in their respective

retirement accounts.

This emphasizes the importance of lifetime income and
can provide a valuable reality check for employees. How
secure would their financial situation be at a certain level
of total retirement savings? How much more do they need
to save? And what would that convert to in terms of a

retirement budget and lifestyle?

m Portable lifetime income options — By making
lifetime income fully portable, this enhances the
value of a DC plan’s RIS. It also will lead to improved

retirement outcomes for employees.
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Key considerations
for implementing

retirement income
solutions

Having presented a number of points that delineate the potential of stocks/stock funds, more volatile but
need for assisting employees in their transition from higher-earning bonds, real estate, and commodities.

saving and accumulating assets to the drawing down or

decumulation period, let's explore how best to do it. Without getting into the minutiae on the importance of
IN-PLAN VERSUS OUT-OE-PLAN having a sufficient source of emergency funds or the need
RETIREMENT INCOME SOLUTIONS. for some element of potentially higher capital growth even

among retirees, the point here is the potential benefit of
We have already presented the case for keeping a hybrid solution. A retiree should have a source of
participant assets within the plan, so it needn’t be guaranteed lifetime income while also maintaining access
elaborated on here. However, this is a brief to assets that can be drawn from on a flexible, as-needed
acknowledgement that a plan sponsor could see the basis. The use of an account that provides a guaranteed
merit of encouraging employees to explore retirement source of lifetime income needn’t imply an all-or-nothing
income solutions outside of the DC retirement plan. decision. By combining reliability and flexibility, retirees
However, for the reasons already cited, including cost can have the best of both worlds and meet a spectrum
efficiencies that the employer and employee could of financial needs.

benefit from, and the advantage of attracting and retaining

OFFER A VARIETY OF RETIREMENT
INCOME OPTIONS.

more-productive employees, we strongly believe in the
merit of incorporating RIS within the DC plan.

GUARANTEED AND Accordingly, a set of retirement income options should
NON-GUARANTEED IN-PLAN offer a variety of choices. In addition to a guaranteed
INCOME SOLUTIONS lifetime income product, these could include:

While guaranteed lifetime income solutions can provide the B Systematic withdrawals — automated steady
peace of mind of ensuring individuals will always have a withdrawals that provide a simple source of regular

source of reliable income, they don’t address the need for income but are not guaranteed for life

other more flexible sources of income. m Managed payout funds — somewhat similar to systematic
withdrawals, these generate steady monthly income that

Non-guaranteed income could be withdrawn from a variety is reliable but is not a lifetime-guaranteed solution

of possible assets in the event of a discretionary expense, ® Intelligent withdrawal solutions — these could

such as a vacation, or an unplanned emergency expense provide regular tax-efficient income from multiple
(for example, a sudden home repair or sizeable medical bil). accounts while meeting individual needs and preferences
The possible sources of this type of income could include m QDIAs that reflect and support the transition to

the entire spectrum of investments and savings vehicles — retirement (details in the next section)

from the safety and security of a bank account, certificate of m Partial distributions — these offer an alternative to

deposit, or short-term government bond to the higher growth an all-or-nothing approach to account withdrawals.
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The common thread here is choice and flexibility. Provide
participants with an array of alternatives so they can select
what is right for them. No one size fits all when it comes

to investing in general, particularly involving personal
comfort, risk tolerance, preferences, and individual income

needs throughout retirement.

QDIA OR NOT QDIA?

Should lifetime income solutions be considered as a
QDIA? That might depend on the demographics of a given
plan. Certainly, the older the employee base, the more
appropriate they might be. However, there are many other
QDIA possibilities to consider. For example, a dynamic
QDIA might begin with the use of target-date funds as

the default up to a certain age, such as 50. After that
point, a plan sponsor might consider shifting the QDIA to
a managed account with a retirement income component

that could kick in at a certain age.

If the question is, “Should lifetime income solutions be
considered as a possible QDIA?” then the answer might
be “why not?” Their use as a QDIA could have the benefit
of adding to overall retirement readiness or confidence.
That, in turn, could help avoid situations in which
retirement-age employees stay on merely because
they don’t believe they are financially ready to retire

but their enthusiasm for work or level of productivity has
started to wane. A lifetime income QDIA solution is also
the most effective way to provide a greater number

of participants with a guaranteed income stream in

retirement. We know from experience since the passage

of the Pension Protection Act and the growth of Target
Date Funds that few participants will proactively select

options that are not built into a QDIA.

It's also the most effective way to provide a greater
number of participants with a guaranteed income stream
in retirement. We know from PPA and the growth of
TDFs that if it's not built into a QDIA, participants will not

proactively select options and adoption will remain low.

CUT THROUGH THE JARGON
FOR BETTER RESULTS.

Clear communications that use more favorable and easily
understood words and concepts can help yield more

positive results.

For example, in its “Show Me the Income” 2020 research
study, Invesco found that participants who were surveyed
preferred the term “retirement income” over alternatives,

» o«

such as “lifetime income,” “secured income,” and
“protected income.” Similarly, “guaranteed payments”
resonated better than “retirement payments,” “lifetime

payments,” or “pension-like payments.”

If participants hear or read simple, clear, more favorable
descriptions, they are more likely to better understand
and appreciate their options. And that should potentially

translate to greater success in retirement outcomes.
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Next steps to consider

1) Research your options. Before and after committing
to providing some form of retirement income solutions,
do your homework. Gather data, consider your
organization’s goals and think strategically about what
you want to achieve with your DC plan and how it can
be made more vital, relevant, or comprehensive by
potentially including a pathway for participants to safely
and comfortably convert their retirement savings into
retirement income.

2) Communicate with employees: Begin by listening

to employees. What are their key concerns regarding
financial security in retirement? How ready are they for the
transition? Try to reflect and address their concerns and
their needs as you design or revamp your DC plan

to include RIS options.

3) Work with a pro. There is plenty of support available.
Access the expertise. Work with an experienced
retirement plan consultant for optimal results that are
appropriate for your benefits package.

4) Keep it simple. Aim to keep everything simple: the
DC plan overall, its RIS options, and your communications
to employees in support of those options. Investing and
financial planning can be complex, and many employees
don’t want or need to know the minutiae. They want
reassurances. They seek peace of mind. Be sensitive

to that throughout the RIS planning, design, and
implementation process.

About The Council

The Council advocates for successful qualified plan and participant retirement
outcomes through the collaborative efforts of experienced, qualified retirement plan
advisors, investment firms and asset managers, and defined contribution plan service
providers. Retirement Advisor Council is a brand of EACH Enterprise, LLC

y twitter.com/RetAdvisors

5) Provide thorough and effective guidance. Provide
employees with effective guidance throughout the
process as you introduce some form of RIS. You can
communicate most effectively through a variety of
channels. Consider a mix of one-on-one and group
educational sessions. Use a variety of communications
channels. While keeping the message simple and
focused, be ready to repeat these messages so that
the theme is reinforced, and participants become more
comfortable and familiar with the theme and key details.

As a plan sponsor, you have a fiduciary duty to do right
by your plan participants. Beyond that, consider this an
investment in your people. A good long-term investment
will pay dividends and earn a desirable return over time.

Retirement income solutions are needed, will be
appreciated, and will become an essential part of DC
plans. Move toward that goal by beginning to take action
today.

Eric Henon
Executive Director
Retirement Advisor Council
(860) 254-5042

ehenon@retirementadvisor.us
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