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Lifetime income solutions:
Progress, with work ahead

Sponsors of defined contribution (DC) retirement plans
have made substantial progress in making DC plans more
progressive for participants, in light of traditional defined
benefit (DB) plans serving a more limited role for retirement
income. Thoughtful plan design has increased participation
rates and brought employees into the retirement saving
process at earlier points in their careers, making significant
improvements to the accumulation phase.

However, both participants and sponsors still have plenty of
hard work ahead to address the ultimate goal — to produce
income throughout retirement. The industry has taken to
calling the remaining effort “the last mile,” although given the
scale, complexity and gravity of the challenge, a more suitable
image might be the last 10 miles.

Before diving into the findings of the 2019 Willis Towers
Watson Lifetime Income Solutions Survey, an important
note about the definition of “solution” as it is referred to
within the following discussion: Lifetime income solutions,
for the purposes of this survey, span the spectrum of
options currently available to DC plans, from education only
to guaranteed products. Systematic withdrawals are also
included as they represent a critical plan design feature
and, when combined with other investment or guaranteed
components, can create an end-to-end solution.

To measure the progress sponsors and participants are
making on extending plan design and investment structure
into retirement, we surveyed HR and financial executives at
164 large and midsize U.S. firms, with these results:

= A significant number of sponsors have adopted, or are
considering adopting, lifetime income solutions. They
recognize the rising age of the workforce, and participants
responsibility for their own longevity risk and retirement
readiness, as serious issues (Figure 1)!

)

= Adoption of specific solutions for lifetime income is still
in the early stages, at just 30% of plans (although it is up
from 23% seen in our prior survey in 2016). Most prevalent
solutions are systematic distribution arrangements and
planning and education tools. Other solutions more
effective at producing guaranteed lifetime income, such as
insurance-backed products, are offered less frequently.

= An additional 60% of sponsors have not adopted lifetime
income solutions but are considering them (or would
consider them in the future) (Figure 2). Sponsors have
developed points of view on the current range of products
and are monitoring their cost and complexity, particularly
for solutions with guarantee features.

Figure 1: Factors influencing lifetime income solution offerings: aging workforce and increasing longevity as well as a

company focus on retirement readiness
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do the following
factors influence
your organization’s
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planning/considering lifetime income solutions (n = 50 to 51) | 4/5-Toagreat extent || 3 | 1/2 - Not at all

"Unless otherwise noted, all data points are from the Willis Towers Watson 2019 Lifetime Income Solutions Survey.



Figure 2: Survey respondents indicate a wide range of concerns about insurance-backed solutions
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Encouraging first steps

Roughly one in three (30%) respondents indicated that their
plans had adopted a lifetime income solution. This marks an
uptick in implementation from our last survey in 2016, where
23% of respondents had adopted a lifetime income solution.
Moreover, many of those plans that have implemented a
solution are looking to expand what they offer — 41% in 2019,
up from 33% in 2016.

More than half of sponsors surveyed (60%) could possibly
adopt lifetime income solutions in the future.

Common rationale

The focus on lifetime income is driven by plan sponsors who
are concerned about their employees’ longevity in retirement
in the absence of traditional DB income. Roughly three-
quarters of sponsors that have implemented lifetime income
solutions (or are considering doing so) noted longevity as

a concern (Figure 1), up from about half in the 2016 survey.
Nearly half (49%) pointed to a shift from a DB plan to a DC
plan as the firm’s primary retirement vehicle as another factor.

These sponsors are also focused on the impact of retirement
income on their firms: About three-fourths cite retirement
readiness as a reason to offer lifetime income options, while
37% noted challenges in workforce planning.

Relatively few within this group (22%) cited demand from
participants as a driving factor. That silence may point to the
education effort that lies ahead as sponsors build out the
“last 10 miles” of their DC plans. After all, participants did not
demand target-date funds, but they have proven to be a great
solution in building retirement assets.
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portability restrictions

However, 63% are actively monitoring future developments in guaranteed products

Offerings are limited

Among the respondents that have implemented some sort

of retirement income solutions, offerings are concentrated

in a narrow range of options (Figure 3). Partial or systematic
withdrawals were most common, at 88% of plans providing
solutions. Lifetime education and planning tools were also
prevalent, at 70%. Ranking third were in-plan managed
account services, at 44%. Seeing greater adoption of

flexible distribution policies and planning tools is a signal of
positive momentum, but these do not represent complete,
stand-alone solutions. Far more can be accomplished with
investment solutions currently in the marketplace, with or
without guaranteed components. In-plan asset allocation
options — target-date funds or balanced funds — with an
insurance feature built in, such as an annuity or guaranteed
minimum withdrawal benefit, are present among 17% of those
that currently offer a lifetime income solution (or 4% of all
survey respondents). For sponsors who currently offer lifetime
income solutions, 15% make annuities available outside the
plan, through third-party tools and services, while another 15%
provide in-plan deferred annuities. Similarly small proportions
provide in-plan systematic managed-payout funds without

a guarantee feature, or enable participants to roll over their
accumulated DC assets into the sponsor’s DB plan.

Looking ahead, among those that have implemented or are
currently considering offering a lifetime income solution, 49%
are considering adding guaranteed income options within their
plans in 2021 or later, either asset allocation accounts with
guaranteed minimum withdrawals or an annuity component.
Forty-one percent are considering in-plan deferred annuity
investment options, while 31% are evaluating annuity solutions
to be offered outside the plan (where the participant selects
the provider) and 27% are considering out-of-plan annuity
solutions where the sponsor selects the provider.



Figure 3: Widely available: partial/systematic withdrawals and education and planning tools

What types of lifetime income
solutions do you currently offer?

0% 20% 40% 60% 80% 100%

Partial and/or systematic withdrawals during retirement 88%

Lifetime income education and planning tools 70%

In-plan managed account service (with optional payout service) 44%

In-plan asset allocation option with a guaranteed minimum withdrawal or annuity
component (e.g., balanced fund, target-date funds + an income component)

17%
In-plan deferred annuity investment option (stand-alone option) BEFZ)

QOut-of-plan annuities (e.g., immediate, deferred, longevity) available at the time of

0,
retirement where the participant selects the provider(s) using a third-party service or tools 15%

In-plan managed payout funds (non-guaranteed, investment-only) BREE)

At retirement, participants can roll DC assets into the DB plan RIS

QOut-of-plan annuities (e.g., immediate, deferred, longevity) available at the time of

0,
retirement where the plan sponsor has selected the provider(s) 5%

Note: Based on respondents that have already adopted lifetime income solutions.

Sponsors’ views of the product universe , L .
Figure 4: Some combination of the stand-alone options

Not surprisingly, across the entire survey of 160 sponsors, is deemed most effective for participants
no consensus existed about the type of product that would
be best suited to their participant bases and investment Ignoring any perceived implementation or regulatory
committees. When asked to name the single most effective hurdles and given what you know about your committee
product, ignoring hurdles on implementation and regulation, and defined contribution plan, what lifetime income
20% cited an in-plan target-date or balanced fund — product type do you think would be most
designated as the qualified default investment alternative effective for your participants?
(QDIA) and built with a guaranteed component (Figure 4).
Sixteen percent voted for a stand-alone in-plan immediate As the QDIA, an in-plan asset

. . allocation option (e.g., balanced
or deferred annuity, while 10% preferred a managed account fund, target-date funds) with a
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Figure 5: Wide range of concerns about insurance-backed products; overall concerns have declined
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about the use of insurance-
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your DC plan.
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Insurance-backed products create new administrative 80% 75%
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is too low to justify making them available
We are uncomfortable taking on fiduciary risks 64% 51%

associated with insurance-backed products

2015: (n=186t0192)  2019: (n = 160 to 162)

Insurance-backed solutions

Given that retirement income solutions with guaranteed
features can be so powerful for providing lifetime income and
yet have seen such little uptake so far, we probed the topic
with sponsors in detail. In summary, sponsors have many
concerns, but the survey gave evidence of a slow thawing in
sponsors’ views from our 2016 survey (Figure 5).

The top concern over insurance-backed solutions for 75%

of sponsors is that they are too complex for sponsors and
recordkeepers to administer. Fees also are an important
objection, as 61% believe them to be too high and 56%
insufficiently transparent. The products themselves also were
mentioned by 60% of sponsors as being too complex, as well
as being new and not in broad use. About half of sponsors are
unwilling to contemplate the additional implied fiduciary risk
associated with these sorts of solutions.

From the participant perspective, 52% of sponsors cited
low demand for insurance-backed solutions, and 58%
were concerned over possible restrictions in portability for
departing employees.

All these negatives notwithstanding, 63% surveyed said they
are actively monitoring the evolution of insurance products.

Some of these concerns could be addressed through
pending legislation. The Setting Every Community Up for
Retirement Enhancement Act endeavors to make the annuity
safe harbor more palatable for plan sponsors, as well as ease
concerns around participant portability and preserving the
value of their benefits. Policymaking is uncertain at this time,
but the wheels appear to be in motion for more regulatory
support for all stakeholders as it relates to lifetime income.
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Note: Based on all respondents

Sponsor rationale for not offering lifetime income
solutions

When the last survey was conducted in 2016, the vast
majority of sponsors that did not offer or were not currently
considering lifetime income solutions cited fiduciary risk as
the primary reason.

In the current survey, however, there was a shift in the
reasons for sponsors’ concerns (Figure 6). Ranked highest
was administrative complexity — challenges such as
difficult implementation and a potential lack of portability for
participants — at 69%, up from about half in 2016. Fiduciary
risk is still a significant concern, however, and was noted by
62% of sponsors.

Additional objections came up over dissatisfaction with the
available product set, as well as the notion that one solution
can meet the needs of all participants. Nearly half of this
sponsor group seems to experience “fear of jumping in” and
is waiting for wider acceptance by other sponsors.

The last 10 miles: What will trigger greater
adoption?

Retirement income solutions are in place at 30% of plans

in our survey, up from 23% in 2016, and could be under
consideration at another 60%. Perhaps a few plans will hold
out, but many in the DC world acknowledge the need for
these solutions. Movement is clearly in the right direction,
but what developments will drive a major increase in
implementation?



Figure 6: Largest barriers: perceived fiduciary risk and
administrative complexity

To what extent are the following barriers to
adopting a lifetime income solution today?

Administrative complexity (implementation, portability)
69% A 12%

Perceived fiduciary risk
62% 27% 1%

Lack of participant demand
56% 23% 21%

Market offerings are not satisfactory and/or too new
51% 18%

20%
Lack of peer adoption
45% 36% 19%
I 4/5 - To a great extent " 3 I 1/2 - Not at all

Note: Based on respondents that are neither planning nor considering
lifetime income solutions (n = 83 to 84)

Disclaimer

The information included in this presentation is intended for general educational
purposes only and does not take into consideration individual circumstances.
Such information should not be relied upon without further review with your
Willis Towers Watson consultant. The views expressed herein are as of the

date given. Material developments may occur subsequent to this presentation
rendering it incomplete and inaccurate. Willis Towers Watson assumes no
obligation to advise you of any such developments or to update the presentation
to reflect such developments. The information included in this presentation is
not based on the particular investment situation or requirements of any specific
trust, plan, fiduciary, plan participant or beneficiary, endowment or any other
fund; any examples or illustrations used in this presentation are hypothetical.

As such, this presentation should not be relied upon for investment or other
financial decisions, and no such decisions should be taken on the basis of its
contents without seeking specific advice. Willis Towers Watson does not intend
for anything in this presentation to constitute “investment advice” within the
meaning of 29 C.F.R. § 2510.3-21 to any employee benefit plan subject to the
Employee Retirement Income Security Act and/or section 4975 of the Internal
Revenue Code.

Willis Towers Watson is not a law, accounting or tax firm, and this presentation
should not be construed as the provision of legal, accounting or tax services
or advice. Some of the information included in this presentation might involve
the application of law; accordingly, we strongly recommend that audience
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Based on the responses, sponsors are seeking support from
the industry in several forms:

= From recordkeepers and providers, they are looking for
coordination, which would increase portability and allow
participants to move freely among employers or investment
providers, as well as support greater transparency (78% of
SpoNsors).

= From regulators, sponsors want a safe harbor that lessens
the fiduciary burden of overseeing an annuity provider (77%).

= Sponsors also seek safety in numbers and would like to see
more plans adopting lifetime income options (57%).

= Sponsors look to providers: 52% want a wider range
of guaranteed products, and 33% want to see more
investment-only products.

About the survey

The 2019 Willis Towers Watson Lifetime Income Solutions
Survey was conducted in May and June 2019. Complete
responses to the survey were obtained from HR and finance
executives at 164 large and midsize U.S. firms representing a
wide range of industries.

members consult with their legal counsel and other professional advisors as
appropriate to ensure that they are properly advised concerning such matters. In
preparing this material we have relied upon data supplied to us by third parties.
While reasonable care has been taken to gauge the reliability of this data, we
provide no guarantee as to the accuracy or completeness of this data, and

Willis Towers Watson and its affiliates and their respective directors, officers
and employees accept no responsibility and will not be liable for any errors or
misrepresentations in the data made by any third party.

This document may not be reproduced or distributed to any other party, whether
in whole or in part, without Willis Towers Watson’s prior written permission,
except as may be required by law. In the absence of its express written
permission to the contrary, Willis Towers Watson and its affiliates and their
respective directors, officers and employees accept no responsibility and will not
be liable for any consequences howsoever arising from any use of or reliance on
the contents of this document including any opinions expressed herein.

Views expressed by other Willis Towers Watson consultants or affiliates

may differ from the information presented herein. Actual recommendations,
investments or investment decisions made by Willis Towers Watson and its
affiliates, whether for its own account or on behalf of others, may not necessarily
reflect the views expressed herein. Investment decisions should always be made
based on an investor’s specific financial needs.



About Willis Towers Watson

Willis Towers Watson (NASDAQ: WLTW) is a leading global advisory, broking and
solutions company that helps clients around the world turn risk into a path for growth.
With roots dating to 1828, Willis Towers Watson has 45,000 employees serving

more than 140 countries and markets. We design and deliver solutions that manage
risk, optimize benefits, cultivate talent, and expand the power of capital to protect
and strengthen institutions and individuals. Our unique perspective allows us to see
the critical intersections between talent, assets and ideas — the dynamic formula
that drives business performance. Together, we unlock potential. Learn more at
willistowerswatson.com.
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