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The Retirement Preparedness Problem
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Shifting the Burden to Employees

Source:
HOW HAS SHIFT TO DEFINED CONTRIBUTION PLANS AFFECTED SAVING?

By Alicia H. Munnell, Jean-Pierre Aubry, and Caroline V. Crawford

Published by the Center for Retirement Research at Boston College
September 2015

FiGure 7. ANNUAL CHANGE IN DB AND DC PENsION
WEALTH AS A PERCENTAGE OF PRIVATE WAGES AND
SALARIES, 1984-2012
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Feeling Unprepared

Figure 1
Worker Confidence About Having Enough
Money For a Comfortable Retirement

Qverall. how confident are you that you (and your spouse) will have enough money to live
comfortably throughout your retirement years? (2017 Workers n=1,082)
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Source: Employee Benefit Research Institute ond Greenwald & Associates, 1993-2017 Retirement Confidence Surveys.
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Precarious State of Savings

Figure 13
Worker and Retiree Savings Amounts, by Plan vs. No Plan

In total, about how much money would you say you (and your spouse) currently have in savings
and investments, not including the value of your primary residence or defined benefit plan
assets?

oWorkers (n=876) mRetirees (n=418) mWorkers With Retirement Plan [n=673) mWorkers Without a Plan (n=203)

67%

Less than $1.000- $10,000-324.999  $25000-$49.999  $50,000-399.999 $100.000-§249.999 $250,000 or more
$1.000 39.999

Source: Employee Benefit Research Institute and Greenwald & Associates, 2017 Retirement Confidence Survey.
Figures and n-sizes presented exclude those who answered “Don't know.” said they never worked. or refused to answer.




Fi360 Lack of Confidence in Social Security

Figure 30
Worker and Retiree Confidence in Future Social Security Benefits

How confident are you that the Social Security system will continue to provide benefits of at least
equal value to the benefits received by retirees today?2 (2017 Workers n=1,082; Retirees n=589)

OoWorkers m Retirees
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Very confident Somewhat confident Not too confident Not at all confident

Source: Employee Benefit Research Institute and Greenwald & Associates, 2017 Retirement Confidence Survey.
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Employment Insecurity

Figure 26
Worker Retirement Age Estimates vs. Retiree Retirement Ages

Realistically, at what age do you expect to retire2/How old were you when you retired?

J Median | aWorkers (n=801] @ Retirees {(n=530] i
Workers 65
Retirees 62 38%
28%
23%
19% 20%
14%
s 9% 9% 9% 1972

6%

Under 55 55-59 60-61 62-64 65 66-69 70 or older/

never retire |

Source: tEmployee Benefit Research Institute and Greenwald & Associates, 2017 Retirement Contidence Survey.
Figures and n-sizes presented exclude those who answered “Don't know,” said they never worked, or refused to answer.
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The Real Cost of Living

Figure 34
Retirees’ Actual Expenses in Retirement
Compared With Their Expectations
Compared with what you expected when you first retired, would you say your healthcare

expenses/other in retirement are higher, about the same, or lower than you expected them to
be at this point in time? (2017 Retirees n=589)
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Source: Employee Benefit Research institute and Greenwald & Associates, 2017 Refirement Confidence Survey.
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Finding a Way

Figure 29

Worker Expectations for Sources of Income in Retirement
vs. Retirees’ Actual Income Sources

Do you expect the following will befis the following a major source of income, a minor source

of income, or not a source of income in your Idr\d your spouse c'l retrement?

Employer-sponsored
retirement savings plan

Empiloyment

Individual refirement
account or IRA

Other personal savings
and investmenis

Employer-provided
fraditional pension or
cash balance plan

|Major Source O MiInor Source ]

Worker — 51% | 86%
Retiree

Refiree

Worker
Retiree

Waorker
Refiree

Worker
Retiree

Worker
Retiree

Source: Empioyee Benefit Research institufe and Greenwaid & Associates, 2017 Refirement Confidence Survey.
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Interest in Education

Figure 10
Helpfulness of Financial Education Programs
in Increasing Productivity at Work

How helpful, if at all, do you think the following programs would be for increasing your
productivity at work...? (Employed, Waorkers n=799)

|  ®mVeryhelpful  BSomewhat helpiul |

Retirement planning

Financial planning

Healthcare planning

Budgeting

Prioritizing savings

Expense management

Debt counseling
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Advice Workers Want

Figure 20
Important Financial Advisor Characteristics/Services

How important (will it be/is it) for the adviser you chose to...2? (Those who work with or expect to
work with a financial adviser, Workers n=546, Retirees n=229, percent very/somewhat important)

|' OWorkers BRetirees \

Provide you with information and advice about how 93%
you should manage your financial assets 89%,

Provide you with information and advice about how 90%
to cover medical and long-term care expenses 459,

Provide you with information and advice about | 88%
when to claim Social Security AT%
Provide you with a formal, written financial plan for 87%
retirement 71%
Specialize in converting assets into retirement 86%
income &7%

Manage your financlal assets for you

Source: Employee Benefit Research Institute and Greenwald & Associates, 2017 Retirement Confidence Survey.
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The High Cost of Living Longer

Source:

The Rising Challenge of Measuring and Managing Longevity Risk

Institutional Investor
August 25, 2014

Grealer expeclations

Life expectancy has steadily grown since the early

19th century. Today every additionalfive years demands
$1 trillion more from defined benefit pension plans.
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Figure 5. Impact of Uncertainty on Lifetime Income
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Regulatory Guidance on Guaranteed Income Products as Default Options

* IRS Notice 2014-66 outlines circumstances under which TDFs can restrict participation in designated age-
bands to invest in annuities

* October 23, 2014 DOL Information Letter to Mark Iwry, Deputy Assistant Secretary for Retirement and
Health Policy at the Department of Treasury, describes circumstances when unallocated deferred annuity
contracts can be used in a QDIA

* August 2015 GAO report, 401(K) Plans — Clearer Regulations Could Help Plan Sponsors Choose
Investments for Participants, cites a need for greater clarity from the DOL regarding use of lifetime income
solutions in QDIAs

+ December 22, 2016 DOL Information Letter to TIAA provides greater clarity about the use of annuities as
default options even when they don’t meet the requirements of a QDIA and expresses support for lifetime
income options
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Guaranteed Income Solutions
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Interest in Guaranteed Income from DC Plan Sponsors catching-up with Participants

* April 17, 2013 Transamerica survey— According to a survey of defined contribution plan participants by
Transamerica Retirement Solutions, 65 percent of participants age 50 or older are interested in having a
guaranteed income option in their defined contribution (DC) plan; and 43 percent said if they had the choice,

they would invest in one now.

« “Of 212 companies surveyed in 2016, 85% agreed that the “core purpose” of workplace retirement plans should
be to serve as a source of retirement income. That’s way up from only 9% in 2012, according to two studies

conducted for MetLife.”

1 EMPLOYERS ARE TRYING TO SOLVE THEIR WORKERS' RETIREMENT INCOME PROBLEM, MARKETWATCH.COM MARCH 2017
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DC Plan Retirement Income Options'’

» Systematic withdrawals
+ Self-managed
« Advisory service or managed payout
» Deferred Fixed Income Annuity
* Immediate Fixed Income Annuity
* Immediate Variable Income Annuity
+ Immediate Inflation-Adjusted Income Annuity

* Guaranteed Minimum Withdrawal Benefit Annuity

1 AMERICAN FUND DISTRIBUTORS, INC.



Fl3éo Characteristics of options

Systematic withdrawals
Advisory Immediate Guaranteed
service or Immediate Immediate inflation- minimum
managed Deferred fixed fixed income variable- adjusted withdrawal
Criteria Self-managed payout income annuity annuity income annuity  income annuity  benefit annuity

s e
Pre-retirement protection Mo Mo Yas No Mo Mo
No! No'!

Post-retirement
increase potential

Post-retirement protection

Access to savings Yes
Inheritance potential Yes
Investment control

Withdrawal control

' Depends on investment performance

2Depends on investment performance and contract rules

2 Depends on measure of inflation used in annuity contract

4 Subject W contract rules, subject to fees and adjustments in account value

SNao control while participant transfers control to advisory service; participant can withdraw funds from service at any time

£ Depends on contract provisions; for guaranteed minimum withdrawal benefit (ZMWE ) annuities, fimits may exist for allocation to stocks. Annuities are subject to the
claims-paying ability of the insurer.

T Amounts in excess of guaranteed amount may be withdrawn, but adjustments and penalties may apply
Source: "The next evolution in defined contribution retirement plan design,” Stanford Center on Lengevity and the Society of Actuares Committee on Post-Retirement

Meeds and Risks, September 2013,

& American Funds Destributors, inc
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DC Plan Retirement Income Option Tradeoffs

Certainty vs. Liquidity/Flexibility
Optionality vs. Cost
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Concerns with Guaranteed Income Products in 401K Plans

According to Plan Sponsor Council of America’s (PSCA)’s 59th Survey of Profit Sharing and 401(k)

Plans, several factors holding back adoption:

» Fiduciary exposure (38.3%)

» High costs (33.3%)

» Operational hurdles such as recordkeeping issues (32.9%)

+ Non-portability (28.9%)

» Risk exposure from the insurer guaranteeing the product (26.5%)
» Lack of interest from participants (17.3%)

* “not the role of the employer” to provide (13.3%)
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Due Diligence on DC Annuity Solutions
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Annuity Safe Harbor Requirements

Under the annuity selection safe harbor, the selection of an annuity provider and contract for benefit distributions from an individual account

plan satisfies the requirements of section 404(a)(1)(B) of ERISA if the fiduciary:

1. Engages in an objective, thorough and analytical search for the purpose of identifying and selecting
providers from which to purchase annuities;

2. Appropriately considers information sufficient to assess the ability of the annuity provider to make all future
payments under the annuity contract ;

3. Appropriately considers the cost (including fees and commissions) of the annuity contract in relation to the
benefits and administrative services to be provided under such contract;

4. Appropriately concludes that, at the time of the selection, the annuity provider is financially able to make all
future payments under the annuity contract and the cost of the annuity contract is reasonable in relation to
the benefits and services to be provided under the contract; and

5. If necessary, consults with an appropriate expert or experts for purposes of meeting these conditions.

Ongoing requirement to review selections.

Focus on the process, not the results, and information available at the time decisions made.
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Safe Harbor Interpretation

While the Department of Labor (“DOL”) has provided a safe harbor regulation under ERISA for the selection of annuity providers,
it does not provide a true roadmap for fiduciaries to follow. (The DOL has indicated that the steps described in the regulation are
not the exclusive means of engaging in a prudent selection process.) It appears, however, that if a fiduciary selects a well
regarded company from among the available candidates that others have chosen in the past — especially one that has a
well-known reputation, a significant volume of annuity business and a history of managing that business, high ratings from the
ratings agencies that are consistent across all the agencies and over a long period, and is well financed — it is not necessary to

engage in the exact steps described in the regulation.’

LIFETIME INCOME IN DEFINED CONTRIBUTION PLANS: A FIDUCIARY APPROACH A WHITE PAPER BY FRED REISH, BRUCE ASHTON AND JOSEPH FAUCHER
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Due Diligence Approach

Based on plan demographics/participant needs, identify the appropriate income options for the plan.

Once the option type is selected, evaluate using an objective, thorough, analytic process for selection:

Sample Checklist
+ Strength and Stability’

+ Ratings'

 Track Record’

+ Costs'

« Transparency’

+ State Guarantees'’

» Recordkeeper availability

+ Portability

LLIFETIME INCOME IN DEFINED CONTRIBUTION PLANS: A FIDUCIARY APPROACH A WHITE PAPER BY FRED REISH, BRUCE ASHTON AND JOSEPH FAUCHER
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Reference Materials

Internal Revenue Bulletin: 2014-30 on Qualified Annuity Longevity Contracts

https://www.irs.gov/irb/2014-30 IRB/ar07.html

Internal Revenue Bulletin: 2014-66 on Lifetime Income Provided Through Target Date Funds in Section 401(k) Plans and Other
Qualified Defined Contribution Plans

https://www.irs.gov/pub/irs-drop/n-14-66.pdf

Lifetime Income in Defined Contribution Plans: A Fiduciary Approach A WHITE PAPER BY FRED REISH, BRUCE ASHTON
AND JOSEPH FAUCHER
https://www.tiaa.org/public/pdf/LifetimelncomePaper.pdf

Qualifying*Longevity* Annuity*Contracts Frequently Asked Questions (FAQs) from DCIIA
http://www.dciia.org/assets/Publications/2014/white%20paper dciia qualifying%20longevity%20annuity%20contracts%20-
%20answers%20t0%20frequently%20asked%20questions%20fags 12.2014.pdf
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Questions

Additional information on fiduciary trends can be found at
fi360 Fiduciary Talk Podcast

www.fi360.com/fiduciarytalk

Also available on iTunes
and
fi360 Blog

www.fi360.com/blog

Additional questions can be directed to support@fi360.com




