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Defined contribution (DC) plans have come a long way since they were introduced in the
U.S. in 1978. More employees have access to DC plans, participation rates are higher,
and contributions have climbed. Plan sponsors have made great progress by adopting
plan features that automate enrollment and contribution increases and by improving
investment options.

There is one piece of the retirement puzzle that is still missing
from many plans: a solution for managing retirement income.
Nearly two-thirds of 401(k) plan assets are now held by employees age 50 or older,1 but
too few plans offer strategies to help retirees with decumulation, or how best to draw
down their savings in retirement. A comprehensive solution comprising products, services,
and advice may help retirees manage the decumulation phase toward a better outcome.
That includes determining the age to retire, the rate at which to draw down assets, and
the investment mix postretirement. Each one of these factors has a substantial impact
on longevity risk, or the risk of outliving retirement savings. Combined, they ultimately
determine the employee’s financial well-being through retirement.
Fortunately, products available to manage retirement income are now more flexible, more
effective, and easier for plan sponsors to implement. They are also easier for employees
to use. But this is a complex challenge, fraught with uncertainty, for plan sponsors and
employees. The right solution depends on the plan’s characteristics and typically includes a
set of options that span a range of circumstances.
How should plan sponsors approach this challenge to assess their own employees’ needs
for retirement income options and design a comprehensive solution that enhances their
overall benefits package? And how should plan sponsors compare the various retirement
income strategies available? This paper is the first in a series to help answer these
questions. We look at the decumulation phase from the employee’s and plan sponsor’s
perspectives, and we introduce the broad categories of retirement income products
available to plan sponsors. In future papers, we will delve into different aspects of the
retirement income challenge, including how and when to use guaranteed income versus
nonguaranteed products and effective plan design.

This paper is the first
in a series, helping
plan sponsors design a
comprehensive solution
that enhances the
benefits package and
compares retirement
income strategies.
Creating long-term
financial well-being
is one of our three
principles of investing,
along with building for
successful outcomes
and defending portfolios
against uncertainty.
We are committed to
helping plan sponsors
achieve more successful
retirement outcomes
for their employees,
and we hope this series
of retirement income
papers will do just that.

It’s time for the retirement conversation to evolve—beyond taking a snapshot of savings
behaviors to managing the journey of building up and spending down retirement income.
Our mission is to lead this evolution and be part of the retirement income solution that
helps employees achieve the retirement they deserve.
1. EBRI/ICI Participant-Directed Retirement Plan Data Collection Project, 2015.
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Modernizing the decumulation phase
The increasing importance of DC plans within the broader retirement funding equation leaves employees bearing two key
risks: investment risk (the risk of not achieving investment objectives) during the asset accumulation years and longevity
risk (the risk of outliving retirement savings) after retirement. Plan sponsors have made progress in encouraging good
saving and investing behaviors during the asset accumulation years (Figure 1). Plan designs that motivate employees toward
good decisions have become a broadly accepted standard.
The decumulation phase shows less progress. In part, this might be a reflection of the hierarchy of needs for retirement
plans. When DC plans were still becoming established, initially as supplemental savings vehicles to defined benefit plans
and Social Security, the most pressing needs were to increase usage, improve investment options, and add efficiency to the
plan design. Now that effort is shifting toward the need to improve outcomes during retirement, which would benefit both
employees and plan sponsors.

Figure 1: Encouraging good plan choices during the accumulation and decumulation phases
Accumulation

Decumulation

Retirement
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don’t stop
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enough rate
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Improving

Invest in
diversified
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strategies

Don’t cash out
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Generate
sustainable
income
Continued
challenge

Improving

Minimize odds of
outliving assets
Continued
challenge

Time
Source: Wells Fargo Asset Management—for illustrative purposes only
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Employees need retirement-planning support
When it comes to making some of the most important retirement-planning decisions, employees are largely on their
own. What is the right age to retire? How much income is sufficient in retirement? And what is the best way to compare
retirement-income products? Without specific and easy-to-understand advice, the decision process can lead to anxiety,
inertia, and disastrous financial outcomes.

When to retire
It seems ironic, but after years of saving for retirement, one of the toughest decisions is when to retire. It can be difficult for
anyone to predict when they will be ready. Wealth, health (physical and cognitive), family factors, and emotional connections
to work each play a role in this difficult decision. Instead of adapting the decision to reflect their particular circumstances,
many people avoid the complexities and opt for a standard age. Retirement rates historically have spiked at ages 62 and 65,
the age for receiving reduced Social Security retirement benefits and the former full retirement age, respectively.2 Some
individuals overestimate their perceived happiness in retirement or underestimate health care and other costs, retiring early
and risking income shortfalls that are hard to manage postretirement.

How much savings and income
Even as the retirement funding gap has widened, real understanding of the problem has lagged. The result is that
expectations for retirement savings and income needs are often unrealistic.

2. According to the Social Security Administration, the retirement age for receiving a full Social Security retirement benefit started to gradually go up for those born after 1937; the full
retirement age for people born after 1959 is 67. The early retirement age for reduced benefits has remained at 62.
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Just as it is difficult to decide when to retire, it is difficult to predict savings and income
needs during retirement. Even small differences can have big consequences. In the 2018
Wells Fargo/Gallup Investor and Retirement Optimism Index survey, 48% of participating
nonretired investors estimated that they will be able to withdraw more than 5% in annual
retirement income. Yet our research shows that a woman who retires at the age of 65 with
$1 million in her 401(k) account and an annual inflation-adjusted drawdown rate of 5% has
a 30% probability of running out of money in retirement.3 Statistically speaking, this would
lead to devastating results for some retirees. Employees with substantial wealth beyond their
retirement savings may be able to afford this risk; others would experience disappointing or
even dire outcomes if they outlive their assets by withdrawing too much, too fast.

19%
of DC plan participants
have both a savings
goal and a realistic
withdrawal estimate

Product complexity
The range of products available, along with the technical nature of product features, has
made it difficult to understand and compare options. What most employees do know is that
they want to decrease their longevity risk through a guaranteed source of income.
They also know that they value liquidity because it provides flexibility, which helps deal with
uncertainty. There is an obvious conflict here for employees who want to have their cake
and eat it, too. The trade-off between a fixed or flexible solution demonstrates the need
for more education to make informed choices. That means learning about different types
of income sources, how they work, and how to combine them to aim for specific income
streams. For example, if a guaranteed source of lifetime income is important, then deferred
income annuities could be part of the conversation.
Employees may additionally benefit from plan design features such as automatic enrollment
into a solution that includes an income component (e.g., deferred income annuity).

Impact of financial stress
Financial concerns are often cited as a much greater source of stress than jobs, health,
or relationships.4 Employer-provided wellness programs have begun to address financial
challenges such as budgeting and saving for retirement. A retirement-income solution that
decreases uncertainty can be an important resource for managing financial stress.

98%
want a guaranteed,
sustainable income stream
in retirement beyond
Social Security

75%
want flexibility in spending
down retirement savings,
even if that means
outliving savings
— Wells Fargo/Gallup
Investor and Retirement
Optimism Index5

3. Wells Fargo Asset Management. IMPORTANT: The projections or other information generated by Wells Fargo Asset Management regarding the likelihood of various investment outcomes are
hypothetical in nature, do not reflect actual investment results, and are not guarantees of future results. Returns are estimated using a Monte Carlo simulation. The simulation attempts to
replicate real-world uncertainty by estimating how a given portfolio is likely to perform. The estimated probability of a hypothetical 65-year-old female investor running out of money by age
100 is the percentage of participants who do so in 4,000 Monte Carlo simulations. Asset returns are assumed to follow a multivariate log-normal distribution with an average equity return of
7%, an average bond return of 4%, an equity risk of 16%, a bond risk of 8%, and an equity/fixed-income correlation coefficient of 0.1. The diversified investment portfolio has one-third weight
in stocks and two-thirds in bonds. The portfolio is rebalanced monthly, drawdowns are increased monthly by inflation, and the life span was sampled using life tables from the National Center
for Health Statistics. A Monte Carlo simulation illustrates how a portfolio might look in the future based upon specific assumptions, including that future capital market returns have similar
statistical properties, as was observed in historical returns. Because simulations are based upon forecasts and assumptions, they could prove incorrect. Results may vary with each use and over
time. The data shown does not include the deduction of any fees; had fees been reflected, they would have a material impact on the results shown.
4. PricewaterhouseCoopers. Employee Financial Wellness Survey, 2016 Results. April 2016.
5. Wells Fargo Asset Management. Wells Fargo/Gallup Investor and Retirement Optimism Index. 2018.
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Plan sponsors need retirement-income solutions
In a recent Callan survey,6 roughly half of participating plan sponsors provided no retirement-income solutions in their plans.
Excluding an income solution not only has the potential to harm employees, who need guidance for these complex decisions,
it also potentially harms plan sponsors’ ability to strategically manage their workforce through the benefits packages.

Healthy turnover
Plan sponsors can influence the timing of retirement through well-designed plans that increase employees’ confidence in
their ability to retire when their physical and cognitive abilities or motivation to keep working start to decline. This could
improve the firm’s productivity and lower overall costs.

Improved recruiting and retention
A thorough retirement approach to benefits can help attract and retain talent when prospective and current employees
consider the total package.

Higher productivity
Financial wellness studies suggest that retirement solutions resolve a source of concern for employees, contributing to
workforce productivity and loyalty.7
The need for retirement-income solutions is clearly felt by both employees and plan sponsors, but that doesn’t mean that all
employees and all plan sponsors need the same kinds of retirement income solutions.
6. Callan Associates. 2017 Defined Contribution Trends, 10th Anniversary Edition. 2017.
7. Towers Watson. Which Workers are Delaying Retirement and Why? September 2014.
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An individualized approach
Retirement income solutions are especially important for middle-income workers—a broad majority of the total
workforce. Lower-income earners tend to receive a larger portion of their retirement income from Social Security; higherincome earners often have more assets outside of their qualified plans (Figure 2). Especially for middle-income workers,
the retirement-planning process can be complex. Default strategies in DC plans are mostly generic and don’t take into
consideration the employee’s circumstances to guide the decision process.

A comprehensive income solution includes strategies for all stages of retirement, with
a mix of guaranteed and nonguaranteed income strategies, systematic withdrawal
programs, and income tools and calculators.
These strategies should be made available both as plan default options and in the plan core fund lineup. Educational
programs and employee communications provided by the plan sponsor and recordkeeper are also key. The goal is to guide
employees through this complex, multifaceted decision process in a straightforward and individualized way.

Figure 2: Importance of Social Security income decreases as earnings increase
Replacement rates for retired worker age 65, 2017
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Source: “Social Security Benefits, Finances, and Policy Options: A Primer.” The National Academy of Social Insurance, available at
https://www.nasi.org/sites/default/files/research/2017_Social_Security_Primer-8-24-17.pdf.

FOR INSTITUTIONAL INVESTOR USE ONLY – NOT FOR USE WITH THE RETAIL PUBLIC

7

Risk exposures
An individual employee’s circumstances can vary significantly, but all employees face certain risks that can hinder long-term
financial well-being. A comprehensive retirement income solution addresses these five risks.

1

Market and sequence of returns risks: Employees invest in stocks in the hope of growing

2

Interest rate and inflation risks: We are now coming out of an ultra-low interest rate
environment, which has made it difficult for retirees to generate income without taking on meaningful risk.
At the same time, inflation has remained benign. There could be a real danger in underestimating changes in
inflation and interest rates and how these might affect the growth of assets and income in retirement.

3

assets. But market downturns are inevitable and unpredictable. A downturn close to or during retirement can
be especially damaging, with little time to recoup losses; the sequence of returns matters a great deal. This is a
key concept of target date funds, which gradually lower exposure to riskier assets over time.

Longevity risk: The risk of outliving one’s savings continues to rise along with increasing life expectancies
and health care costs. This directly affects retirement savings goals and expected income needs. Figure 3 shows
that while the average 60-year-old male will live to age 84, some live past 100. This broad dispersion of longevity is
a huge challenge for employees, making it very difficult to predict the level of savings needed for retirement.
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4
5

Liquidity risk: Liquidity refers to the ability to quickly access funds without incurring a loss. Even when
assets are sufficient to support long-term needs, unexpected events—such as a health emergency—may
create real hardship in the absence of sufficient liquid assets. Liquidity is often low in thinly traded assets (real
estate, for example); guaranteed income products and insurance strategies are often entirely illiquid.

Cognitive and behavioral risks: Human beings are fallible. We are all subject to a wide range
of cognitive biases that can lead to suboptimal decisions. For example, the endowment effect may prevent
employees from purchasing income products if it means liquidation of existing strategies. As we age, we’re
naturally susceptible to cognitive decline that can complicate the decision process. Just as automated plan
features and default investment options have helped address behavioral risks, retirement income solutions
should include features that anticipate, mitigate, and even harness potential cognitive and behavioral risks.

Figure 3: Broad dispersion of life spans underlies the importance of longevity risk
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Source: Society of Actuaries, RP-2014 Mortality Tables
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Retirement income solutions
Comparing the options

The many complicating factors in planning for retirement income mean that this is not a one-size-fits-all problem.
Depending on their financial, health, and family situations, employees have different combinations of concerns, which
translate into different perspectives on risks. Some may be more focused on exhausting their entire asset balances (less any
funds earmarked for bequest) at death. Others may be more conservative in their planning to avoid outliving their assets.
Or, ensuring liquidity of assets to cover emergency needs in retirement may be the utmost concern.
Investors should consider a comprehensive solution to cover a full range of potential needs. For example, a retiree might
set up a systematic withdrawal program to cover the IRS’s required minimum distributions, purchase a deferred income
annuity to hedge the risk of outliving assets, and leave a portion of assets in a fund that can be quickly liquidated in case of
an emergency.
Retirement income strategies can be broadly categorized as:

Guaranteed strategies
Typically annuities and
Social Security
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Nonguaranteed strategies

Typically a diversified portfolio of
investments with regular distributions

10

Guaranteed strategies*

The goal of guaranteed income strategies is to provide stable income, either for a set period or for life. They include
immediate and deferred income annuities and the guaranteed minimum withdrawal benefit available with some variable
annuities (explained below). The guarantor of these products is an insurance company, which pools the risk of annuitants and
reserves funds for future payouts. In life annuities, this risk pooling exchanges each individual’s unpredictable longevity for
the group’s average longevity. The cost of this longevity insurance is a premium based on the amount of income, any desired
features (such as inflation indexing), and life expectancy. To guarantee the future income, each individual pays into the pool,
accepts a decrease in liquidity, and bears some level of credit risk that the insurer may not meet its payment obligations.
Figure 4 illustrates the breakdown of monthly annuity income into three components: principal, interest, and longevity
credit. Principal is the amount paid for the annuity, interest is the assumed rate of interest when the contract is priced, and
longevity credit is the enhancement of value for the remaining participants in a pool. As the annuitant ages, the longevity
credit (by way of longevity risk pooling) becomes a larger fraction of the overall payment, because fewer people are still
receiving payments.
Annuity guarantees are subject to the claims-paying ability of the issuing insurance company, and future Social Security
benefits are not guaranteed.
*

Figure 4: Sample illustration of income distributions
Lifetime fixed-income annuity purchased at age 65 with distributions starting at age 85 (female)
Longevity credit
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Source: Wells Fargo Asset Management. Hypothetical annuity with a target $3,500/month payout starting at age 85. Each $3,500 payment is discounted back to age 65 and mortality weighted
for a female to give the initial cost (principal). A 3% discount rate is used for all maturities. The interest is on principal compounded at 3% for each payment date. The rest of the $3,500/month is
longevity credit ($3,500 - principal - interest).
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Single premium immediate annuities (SPIAs)
Immediate income annuities are basic annuity contracts in which the monthly payments
begin immediately after purchase, continue either for a fixed period or for the annuitant’s
lifetime (or the co-annuitant’s lifetime), and may include a periodic cost-of-living adjustment
(Figure 5).

Figure 5: Sample illustration of SPIA cash flows
Age 85

$$
Lifetime payouts
Single
premium

Age 65
Source: Wells Fargo Asset Management

Deferred annuities
Deferred annuity payments begin at a set date in the future. Just as with immediate
annuities, deferred annuities continue either for a fixed period or for life. One type of a
deferred income annuity is a qualified longevity annuity contract (QLAC), which is funded
with assets from a qualified retirement plan or an IRA and provides an income guarantee
for life. For example, an employee retiring at 65 might purchase a QLAC at retirement that
begins distributions when the retiree turns 85. The lifetime income guarantee seeks to
directly hedge against longevity risk, which might allow the retiree to forgo setting aside
additional funds to self-insure against an unexpectedly long life span. That may add flexibility
to use more savings earlier in retirement.
• 
• The premium must not exceed the lesser of $130,000 or 25% of the
employee’s qualified plan assets.
• QLACs may be single or joint life.
• They may also include an inflation rider, a precommencement return of
premium guarantee (in case the annuitant passes away before distributions
begin), and a return of premium guarantee (also known as a cash refund, in
case the annuitant passes away after distributions start but before the
distributions have covered the amount used to purchase the QLAC).
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Figure 6: Sample illustration of QLAC cash flows
Age 85
Deferral period

$$
Lifetime payouts
Single
premium

Age 65
Source: Wells Fargo Asset Management

Guaranteed lifetime income products are gaining interest. In 2018, the
U.S. Department of the Treasury issued final regulations relating to the
use of longevity annuities (QLACs) in DC plans. The Department of Labor
recognizes the QLAC as a qualified default investment alternative and
has issued guidelines on the use of independent fiduciaries to assist in the
selection of the QLAC.

Guaranteed minimum withdrawal benefit
The guaranteed minimum withdrawal benefit is an optional rider available on certain variable
annuity contracts that guarantees a minimum periodic payment with protection against
downside market risk. Guaranteed lifetime withdrawal benefit products guarantee minimum
payments for life. Similar to lifetime fixed annuities, variable annuities with guaranteed
lifetime withdrawal benefits are designed to provide a lifetime income guarantee. And,
similar to payout funds (discussed below), variable annuities with guaranteed lifetime
withdrawal benefits provide potential for growth from the underlying investment portfolio.
The convenience of these combined features, however, comes with added complexity and
typically higher fees and expenses.
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Nonguaranteed strategies

Nonguaranteed retirement income strategies, detailed below, consist of diversified portfolios of investments with regular
distributions. The distributions may be set up as a systematic withdrawal program or a payout fund. Diversified portfolios
are typically liquid, but the distributions are not guaranteed. While not a retirement income strategy per se, the baseline for
comparing different retirement income strategies and their trade-offs is usually a lump-sum distribution at retirement.

Diversified investment portfolios with a
systematic withdrawal program
Diversified investment portfolios that provide regular
distributions are a basic income solution with many
practical variations and several benefits:
• Liquidity
• 
• Ease of administration
Distributions can be set up with a systematic withdrawal
program with fixed dollar or percentage payouts or
payouts to mirror the IRS-required minimum distributions.
Withdrawals can also be taken as needed. Recent
innovations include dynamic drawdown strategies, which
allow the withdrawal rate to fluctuate —often within
a predetermined range—based on the retiree’s asset
balances and market conditions. Further recordkeeping
platform innovations are still needed to accommodate
these newer strategies within a DC plan, but they are
available on a self-directed basis.
The portfolios are typically structured to achieve specific
income and growth objectives. Retail separately managed
accounts (for example, wrap accounts) and managed payout
funds are two examples of strategies that may be used
to help with retiree distribution needs. Market risk and
longevity risk remain with the retiree.
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Managed payout funds
Managed payout funds are actively managed to distribute
assets. Defined-period funds pay distributions based on a
fixed time frame, but the distribution amounts vary based
on the account value. In contrast, defined-payout funds
distribute a predetermined fixed amount until the account
is exhausted. Payout funds offer predictable payments, but
there is no guarantee of lifetime income.

Lump-sum distributions
Taking full distribution at retirement—in cash or as an
IRA rollover—can have shortcomings. Converting assets
to cash potentially exposes retirees to poor investment
outcomes, including opportunity costs while assets are in
cash as well as tax consequences. Transferring some or all
assets in kind can keep the funds invested and avoid the tax
impact, but unlike other options, there is no assurance that
the portfolio will generate sufficient income in retirement.
Retirees may also be left to restructure their investments,
with or without the help of an advisor, using retail products
and pricing. Liquidation of long-term assets followed by
reinvestment can be an inefficient transition that adds
uncertainty to the retirement-planning process and
potentially undermines financial wellness.
Figure 7 (following page) shows how certain guaranteed
and nonguaranteed retirement income strategies manage
various risks and the trade-offs between them. For
example, an annuity-based retirement income strategy
trades off liquidity for an income guarantee.
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Figure 7:
Guaranteed and nonguaranteed retirement income strategies: Management of select risks
Single premium
immediate annuity
(SPIA)

Deferred lifetime
annuity (e.g., QLAC)

Variable annuity
with guaranteed
lifetime withdrawal
benefit

Diversified portfolio
with regular
distributions (e.g.,
managed payout fund)

Retiree is subject to
sequence of returns risk
with annuity purchase

Retiree is subject to
sequence of returns risk
with annuity purchase*

Fixed annuities are not
subject to market or
sequence of returns risk
after purchase

Fixed annuities are not
subject to market or
sequence of returns risk
after purchase

Retiree chooses to
participate in the
market and is subject
to market and sequence
of returns risks through
underlying investments

Investment choices and
timing are subject to
market and sequence of
returns risk

Interest rate and
inflation risks

Annuity distributions
do not vary with
interest rate changes
after initial purchase;
contract may include
inflation protection

Annuity distributions
do not vary with
interest rate changes
after initial purchase;
contract may include
inflation protection

Retiree is subject
to interest rate
and inflation risks
(underlying investments
may help hedge
these risks)

Retiree is subject
to interest rate and
inflation risks (portfolio
investments may
help hedge against
these risks)

Longevity risk

In life annuities, annuity
provider protects
against longevity risk

Annuity provider
protects against
longevity risk

Annuity provider
protects against
longevity risk

Retiree is subject to
longevity risk

Limited liquidity

Limited liquidity
(contract may include
a one-time cash
advance option)

Withdrawals in excess of
contract rate will reduce
future income and may
affect income guarantee

Depends on investment
choices but liquidity is
likely very high

Annuity purchase
decision is subject
to retiree’s cognitive
and behavioral biases;
annuity is not subject to
cognitive or behavioral
risks once purchased

Annuity purchase
decision is subject
to retiree’s cognitive
and behavioral biases;
annuity is not subject to
cognitive or behavioral
risks once purchased

Annuity purchase and
underlying investment
decisions are subject to
retiree’s cognitive and
behavioral biases

Ongoing investment
decisions are subject to
retiree’s cognitive and
behavioral biases, which
may be more prominent
if assets are not
professionally managed

Market and sequence
of returns risks

Liquidity risk

Cognitive and
behavioral risks

*Exposure to sequence of returns risk with a QLAC purchase is limited by the QLAC maximum premiums.
Source: Wells Fargo Asset Management

An upside to this complex decision process is that employees can target their own specific needs; a downside is that today,
few employees appear to understand these features well enough to make reasonable comparisons and arrive at good
decisions. Employees need thoughtful plan designs, including automatic features and retirement income education, to
develop strategies that ultimately best fit their needs.
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Plan design
Investors look to their employers for help in managing investments through retirement—all working Americans should
have access to a workplace retirement plan. Yet, more than 40% of full-time private sector employees report lack of
access to either a pension or an employer-based retirement savings plan such as a 401(k).8
The workplace retirement plan should also be designed to motivate employees toward good saving and investing
behaviors. Current best practices include:
• Automatic enrollment
• Reasonable default savings rates (10% or more)
• Automatic escalation of savings rates
• Diversified default investment options
Retirement savers should also have access to the tools, resources, and education to successfully convert their lifetime
savings into a sustainable and predictable income stream in retirement. A comprehensive retirement income solution is
likely to deploy various strategies that target specific needs at different stages of retirement (including guaranteed and
nonguaranteed income products, systematic drawdown programs, and income tools and calculators) to help employees
pursue long-term financial well-being through retirement. Following are three guiding principles for designing a
retirement income solution in a DC plan:

Simple.

Flexible.

Effective.

The retirement income solution
should be simple for employees
to use and easy for plan sponsors
to administer. Ideally, it should be
integrated into a DC plan’s qualified
default investment alternative. For
employees, that means a seamless
transition from saving and investing
during working years to income
generation during retirement. For
plan sponsors, the in-plan solution
should provide institutional pricing.

The integrated income solution
should allow employees to
increase or decrease their
allocations from the default and
to opt out of it. Circumstances
change, and employees value the
flexibility to adapt their income
strategy to meet changing needs.
The income solution should also be
flexible for the plan sponsor so that
adjustments can be made over time
as the organization changes.

The income solution should
successfully deliver on the main
goals and hedge the main risks of
a plan’s participant population—
primarily, longevity. The solution
should aim to maximize assets spent
in retirement (subject to a given
tolerance for risk), with sufficient
liquidity to cover emergencies.

Beyond the right products, employees need clear communications, planning resources, educational programs, and
advice to tackle the complex challenge of sustainably drawing down their lifetime savings in retirement. Important
topics to address include deciding when to retire, when to start claiming Social Security benefits, and tax implications,
to name a few. Plan sponsors need the knowledge and tools to adequately monitor and assess the performance of the
retirement income solutions to provide employees with the support they need.
8. The Pew Charitable Trusts. A Look at Access to Employer-Based Retirement Plans in the Nation’s Metropolitan Areas. May 2016, available at:
http://www.pewtrusts.org/~/media/assets/2016/05/employerbased_retirement_plans_metropolitan_areas.pdf.
FOR INSTITUTIONAL INVESTOR USE ONLY – NOT FOR USE WITH THE RETAIL PUBLIC

16

A plan of action
These practical steps are designed to help plan sponsors think through their approach and lay out a framework for providing
the right retirement income options for their employees. A critical step in achieving long-term financial well-being starts
with understanding and improving the plan’s current status, then finding the right retirement income solution, and
ultimately helping employees prepare for better retirement outcomes.

1. Review overall plan status.
DC plans are at the center of employee financial wellness
and provide plan sponsors an avenue for strategic
workforce management.
Add plan features that will improve plan use, including
automatic enrollment, reenrollment programs, sensible
default savings rates with automatic escalations, and
low-cost diversified default investment options.
Consider matching contributions (or increasing the
match) to incentivize employees to higher savings rates.



 ssess the benefits of programs that help retain key
A
personnel past standard retirement ages, including
flex-time and part-time employment with full benefits.


Assess the current financial wellness level of employees,
including metrics such as contribution rates, account
balances, hardship withdrawals, and loan rates.
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2. Determine the retirement income
strategies that best fit the plan.
Various investor goals and risks across different stages of
retirement call for a mix of retirement income options.


 etermine the main retirement income goals and risks of
D
employees and consider:
• Qualified longevity annuity contracts to hedge for
longevity risk—if implemented, also review employees’
asset allocations to account for this guaranteed income
stream in retirement
• Diversified investment portfolios with systematic

withdrawal programs for predictable income with
growth potential and liquidity and the ability to meet
required minimum distributions
• Dynamic drawdown strategies, if available with the
recordkeeper, for better liquidity and longevity risk
management than traditional systematic withdrawal
programs
• 

• 

3. Help employees better prepare for retirement.
People need help with deciding when to retire, how much to save, and how much income they can sustainably
withdraw in retirement. They look to their employers for financial advice, guidance, and education in all stages of
their careers, including retirement.
 rovide resources and advice to help employees
P
determine when to retire.



 rovide lifetime income estimates and ongoing
P
guidance on the adequacy of plan savings to replace
preretirement income in retirement.

 rovide advice on budgeting to help employees
P
determine their income needs in retirement and
manage their household and other expenses.



The retirement puzzle is complicated, with many pieces that each add an important component to the overall picture.
Retirement income is the missing piece for many plans. A full retirement picture should include a retirement income solution
so employees can be confident that they are working toward the retirement they want and deserve, so retirees can know
that they will continue to enjoy financial well-being throughout retirement, and so plan sponsors can better strategically
manage their workforces.
Look for future papers in this series that address topics related to retirement income solutions. Our goal is to move the
conversation beyond savings to the complete retirement journey. We look forward to helping plan sponsors provide
retirement options that aim for long-term financial well-being for their employees—with goals-focused investment
strategies during the working years and risk-controlled retirement income solutions postretirement.
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MEET THE
AUTHORS

Nathaniel Miles, CFA

For more asset management insights
Working together is key to success for our shared mission of helping clients
achieve their financial goals—whether planning for retirement, finding
investments that align with personal values, or building portfolios for the
fluctuating markets of today and tomorrow. To continue a discussion on
how we can work together to address these objectives, please refer to the
following Wells Fargo Asset Management contacts:

Head of Retirement

• To reach our U.S.-based investment professionals, contact

your existing client relations director or contact us at
WFAMInstitutional@wellsfargo.com.
• To reach our U.S.-based intermediary sales professionals,
Will Chau, CFA
Senior Defined
Contribution
Investment Strategist

contact your dedicated regional director, or call us at
1-888-877-9275.
• To reach our U.S.-based retirement professionals,

contact Nathaniel Miles, head of Retirement at Wells Fargo
Asset Management, at nathaniel.s.miles@wellsfargo.com.
• To discuss sustainable investing solutions, contact Hannah

Sean Fullerton, CFA

Skeates or Christopher McKnett, co-heads
of Sustainable Investing at Wells Fargo Asset Management,
at hannah.skeates@wellsfargo.com
or christopher.mcknett@wellsfargo.com.

Investment Strategist

FOR INSTITUTIONAL INVESTOR USE ONLY – NOT FOR USE WITH THE RETAIL PUBLIC

19

This material is for general informational and educational purposes only and is NOT intended to provide investment advice or a recommendation of any kind—including a recommendation for
any specific investment, strategy, or plan.
Annuities and managed payout funds are not offered by any Wells Fargo Asset Management entity. These products are offered by third-party companies, which are not affiliated with
Wells Fargo Asset Management entities. Annuity guarantees are subject to the claims-paying ability of the issuing insurance companies. Gains from tax-deferred investments are taxable
as ordinary income upon withdrawal. Social Security benefits are not guaranteed. Withdrawals made prior to age 59 1/2 are subject to a 10% IRS penalty tax and surrender charges may apply.
Deferred income annuities are irrevocable, they have no cash surrender value, and no withdrawals are permitted.
Variable annuities are long-term investment vehicles. They have fees and charges (including mortality and expense risk charges, administrative fees, and contract fees) and investment returns
and principal value of available sub-account portfolios will fluctuate so that the value of an investor’s unit, when redeemed, may be worth more or less than their original value. Riders are
additional guarantee options that may be available to variable annuity contract holders. While some riders are part of an existing contract, many others may carry additional fees, charges, and
restrictions.
For target date funds, the target date represents the year in which investors may likely begin withdrawing assets. The funds gradually seek to reduce market risk as the target date approaches
and after it arrives by decreasing equity exposure and increasing fixed-income exposure. The principal value is not guaranteed at any time, including at the target date.
All investing involves risks, including the possible loss of principal. There can be no assurance that any investment strategy will be successful. Before investing in a mutual fund or variable
annuity, an investor should carefully consider the product’s investment objectives, risks, charges, and expenses, along with the current prospectus and, if available, a summary prospectus,
containing this and other information.
Investors should consult their tax advisor for advice and information concerning their particular situation. Wells Fargo Asset Management does not provide tax advice.
Wells Fargo Asset Management (WFAM) is the trade name for certain investment advisory/management firms owned by Wells Fargo & Company. These firms include but are not limited to
Wells Capital Management Incorporated and Wells Fargo Funds Management, LLC. Certain products managed by WFAM entities are distributed by Wells Fargo Funds Distributor, LLC (a brokerdealer and Member FINRA).
CFA® and Chartered Financial Analyst® are trademarks owned by CFA Institute.

Investment and Insurance Products:

uNOT FDIC Insured

uNO Bank Guarantee

uMAY Lose Value

© 2020 Wells Fargo Funds Management, LLC. All rights reserved.
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