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Lessons of 2008 -2009

Å Market volatility caused a rethinking of:

ï QDIA allocation strategies

ï Stable value funds

ï Excessive number of equity versus fixed income and other options

Å Governance issues

ï Employer securities in plans

ï Fee allocations across participant groups

Å Business issues

ï Company match on contributions

ï Regulatory changes and increased reporting
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The range represents the maximum return to the minimum return of the universe. The yellow lines represent the 5th and 95th percentiles. The red line represents the median.

Distribution of Annualized Returns as of Dec 31, 2008
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Range of Returns - 2050 Funds
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Plan Sponsor Perspective - TBA re D&Z

Å Results of pricing RFI

ï Administrative prices are falling

ÅUnbundled 1,000 to 4,000 lives $62 to $80 per participant

ÅNo investment fund requirements

ÅIncludes basic communications and consulting on mapping

Å Demographic description

Å Other plan issues

ï Differentiating fees for employee groups

ï Match cuts and restoration
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Recent Interest In Retirement Income Options 

Several factors have spurred a renewed interest in considering retirement

income options

ï Disappearance of defined benefit plans

ï Concerns about Social Security system

ï Steadily increasing life expectancy

ï Financial market volatility
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Recent Interest In Retirement Income Options 

Å The Department of the Treasury and the Department of Labor are 

investigating steps to make it easier for companies to offer ñautomatic 

annuitiesò in 401(k) plans

ï Issued RFI - answers due back May 3

Å Topics

ï Solvency of insurers that offer annuities

ï The costs and portability of lifetime-income vehicles

ï The use of these options to date

ï Other issues that impede or support the use of retirement income
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Concerns Associated With Managing Retirement Income

Å Longevity Risk

ï Outliving oneôs retirement assets 

Å Investment Risk

ï Concern with allocating investment portfolio before and after retirement

Å Inflation Risk

ï Concern that price inflation will reduce the value of a fixed stream of 

payments

Å Point In Time Risk

ï Concern that a poor market cycle (depressed equity prices and/or interest 

rates) at time of retirement/annuity purchase will result in lower than 

expected retirement income
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Concerns Associated With Managing Retirement Income

Å Credit Risk

ï Concern about the financial stability of the organization backing any 
ñguaranteedò stream of payments

Å Liquidity Risk

ï Concern that liquid assets will be insufficient to handle unexpected financial 
burdens

Å Mortality Risk

ï Concern that a large annuity purchase (without a death benefit feature) will 
prove to have a negative rate of return due to early mortality of the 
annuitant/joint annuitant. This will also deplete assets available for bequest. 

Å Behavioral Risk

ï Concern about the ability to manage a lump sum retirement benefit
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A 401(k) Retirement Income ñWish Listò

Å Some of these concerns were addressed by DB plans 

ï Can we replicate aspects of a DB plan without sponsor fiduciary 

responsibility?

ï Can we base the design on actuarial components of pay, age, time horizon, 

turnover?

ï What would such a structure look like?

ï Donôt have answers now, just questions, but the 401k plan may look 

different in the future

Å Preliminary ideas on a wish list for a liability-based design

ï Production of a targeted income amount after retirement

ï Protection from longevity risk and inflation risk

ï Ability to monitor ñhow you are doingò

ÅDB plans look at the funded ratio of assets to liabilities

ÅDC plans can look to an income replacement ratio
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A 401(k) Retirement Income ñWish Listò

Å Key factors to consider

ï Diversified provider of payout, so no single credit risk from writer of annuity

ï Insulation from interest rate risk ïaccumulate small pieces of deferred 

annuity over time

ï Realistic pricing 

ï Portability

ï No eating into principal base in the early years to meet the income goal, as 

some payout funds do now

ï Guaranteed income throughout your life (may include a longevity annuity 

that kicks in at some point (say at age 85)
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Retirement Income Solutions

Å Systematic Withdrawal Plan

Å Longevity Insurance 

Å Out of Plan Annuities

Å In Plan Annuities 

Å Managed Payout Funds
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Retirement Income Solutions

Å Systematic Withdrawal Plan

ï A participant withdraws a percentage of their 401(k)/IRA balances 

each year, either a fixed percentage, fixed number of payments or 

by recalculating life expectancy
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Retirement Income Solutions

Å Longevity Insurance

ï Provides guaranteed income typically starting at age 85, in 

exchange for an investment made earlier

ïTypically purchased as a hedge against outliving oneôs assets; 

usually only a portion of retirement assets are needed 
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Retirement Income Solutions

Å Out-of-Plan Annuity Marketplace

ï An online marketplace (similar to LendingTree.com for home loans) 

where a participant can use all or a portion of a lump sum 

distribution to purchase annuities at institutional pricing
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Retirement Income Solutions

Å In-Plan Annuities

ï Treated as another investment option within a qualified plan

ï Participant can invest his/her periodic contributions or transfer in 

existing balances

ï Products vary but involve some guarantee against longevity and 

investment risk

ï Plan is subject to ERISA fiduciary standards for the selection and 

monitoring of the annuity contract

ï Product must be offered on the recordkeepers platform to be 

available in the plan
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In-Plan Annuity: Deferred Fixed Annuity

High -Level

Description

Nature of Income 

Generated Fee Structure Vendors Fee Level

ÅñDB in DCò

ÅPurchase units 

of future income 

during 

accumulation

ÅAnnuitization or 

withdrawal 

provisions

ÅNo equity market 

ñstep-upò

ÅSurrender 

charges typical to 

discourage 

redemptions

ÅInvestment 

management, 

administration, 

and risk charges 

incorporated in 

monthly benefit 

amount

ÅBarclays 

Global 

Investors 

(Sponsor 

Match)

ÅHartford 

(Lifetime 

Income)

ÅMetLife 

(Pension 

Builder)

ÅCosts 

embedded in 

future income 

amount via 

actuarial 

assumptions

Source: Institutional Retirement Income Research Counsel
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In-Plan Annuity: Guaranteed Minimum Income Benefit

High -Level

Description

Nature of Income 

Generated Fee Structure Vendors Fee Level

ÅPurchase units 

of future income 

during 

accumulation

ÅIncome 

payments will be 

based on value 

equaling or 

exceeding some 

minimum 

threshold, 

whatever the 

portfolioôs 

performance

ÅAnnuitization 

benefit at fair 

market value

ÅEquity market 

ñstep-upò 

potential before 

and after 

retirement

ÅAccumulation: 

Transparent 

guarantee and 

investment 

management 

fees

ÅFee is expressed 

as percentage of 

account value

ÅGenworth 

(ClearCourse-

Income 

Benefit)

Å1.50% - 3.00% 

for investment 

admin, and risk 

charges

Source: Institutional Retirement Income Research Counsel
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In-Plan Annuity: Guaranteed Withdrawal Minimum Benefit

High -Level

Description

Nature of Income 

Generated Fee Structure Vendors Fee Level

ÅPurchase units 

of downside 

income 

protection during 

accumulation

ÅFull liquidity of 

account value, 

even after 

withdrawals 

have started

ÅA certain % of 

principal + 

earnings can be 

withdrawn 

annually until 

depleted (or for 

life), regardless of 

portfolioôs 

performance

ÅPrincipal amount 

may be credited 

with guaranteed 

rate of return

ÅTransparent 

guarantee and 

investment 

management 

fees throughout 

accumulation 

and drawdown

ÅFee is expressed 

as a percentage 

of account value

ÅGenworth 

(ClearCourse-

Withdrawal 

Benefit)

ÅJohn Hancock 

(Guaranteed 

Income for 

Life)

ÅPrudential 

(IncomeFlex)

ÅUBS/ 

Genworth

Å1.50% - 3.00% 

for investment 

admin, and risk 

charges

Source: Institutional Retirement Income Research Counsel
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In Plan Annuities: Fiduciary Responsibility

Å Plan sponsors are subject to ERISA fiduciary standards for the 

selection and monitoring of annuity products

Å Sponsors, or an independent expert, must ñconduct an objective, 

thorough, and analytical search to find a provider who is ñfinancially 

able to make all future payments under the contract and [determine 

that] the cost of the contract is reasonableò




