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The Dialogue Ahead: 
New ways to think about your 401(k) Plan
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The dialogue ahead: Five ideas to improve the 
effectiveness of your retirement plan
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• Census-weighted survey of 4,004 working 
Americans, ages 18–65, conducted online 
12/16/14–1/14/15

• Estimates the percentage of current income 
that a household might expect to replace 
beginning at age 65 

• Includes future wage growth from present 
age to the retirement age of 65, as well as 
an estimate for future Social Security 
benefits

• Measures effectiveness of 
workplace savings plan design and 
professional advice

What are the leading indicators of success? 
New research points to successes and shortfalls



Lifetime Income ScoreSM V

Source: Empower Retirement, “Lifetime Income Scores V: Our Latest Assessment of Retirement Preparedness,” March 2015

The average household is on track to replace less than 60% of income
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Lifetime Income ScoreSM V

Source: Empower Retirement, “Lifetime Income Scores V: Our Latest Assessment of Retirement Preparedness,” March 2015

Those eligible for workplace savings plans enjoy a 32% advantage
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Americans who 
work with an 
advisor have a 
nearly 30 
percentage point 
advantage over 
those who don’t

Lifetime Income ScoreSM V

Source: Empower Retirement, “Lifetime Income Scores V: Our Latest Assessment of Retirement Preparedness,” March 2015

Impact of a Financial Advisor
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Lifetime Income ScoreSM V

Source: Empower Retirement, “Lifetime Income Scores V: Our Latest Assessment of Retirement Preparedness,” March 2015

Distribution of deferral rates
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Results are based on a survey of 4,148 working Americans between the ages of 18 and 65, with segments weighted in accordance with U.S. Census parameters for all working adults. The 
survey was conducted by Brightwork Partners LLC in Q4 2013.

Lifetime Income ScoreSM V
Savings rate: the dominant drive of success
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Results are based on a survey of 4,148 working Americans between the ages of 18 and 65, with segments weighted in accordance with U.S. Census parameters for all working adults. The 
survey was conducted for Putnam Investments by Brightwork Partners LLC in Q4 2013.

Lifetime Income ScoreSM V
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Effect of Auto Escalation

Lifetime Income ScoreSM V

Source: Empower Retirement, “Lifetime Income Scores V: Our Latest Assessment of Retirement Preparedness,” March 2015
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• A strong majority of Americans are open to auto-escalation

Source:  Empower Retirement’s Lifetime Income Study, 2015 

How will employees react to auto-escalation?



Working toward a successful retirement

• Access to a workplace savings plan

• Use of an advisor

• Auto escalation

• Deferring more than 10%
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Source: Empower Retirement, “Lifetime Income Scores V: Our Latest Assessment of Retirement Preparedness,” March 2015
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Source: PWC Employee Financial Wellness Survey, June 2014

Health-care and retirement: lack of information impacts 
the employees and employer

Aging
workforce
24% of workers delay retirement 
to retain access to health care 

Lack of 
confidence
Less than half - 48% - of Baby 
Boomers are confident they will be 
able to cover their medical 
expenses in retirement.



Workers that have a financial plan including healthcare costs in retirement are on track to 
replace significantly more income

Source:  Empower Retirement’s Lifetime Income Study, 2015 

The good news: Planning early for healthcare in 
retirement can lead to greater retirement readiness
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Savings goals by demographic group

Results are based on a survey of 4,148 working Americans between the ages of 18 and 65, with segments weighted in accordance with U.S. Census parameters for all working adults. The 
survey was conducted by Brightwork Partners LLC in January 2014.

Driving retirement savings can be a challenge when 
other goals get in the way
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• 28% of workers think they need under $250k for retirement needs 

• 59% of workers save less than they know they should because of day-to-day expenses and debt

• 58% of workers and 44% of retirees have a problem with their level of debt

• 19% of employees admit that personal finances distract at work for 5 hours or more per week

• 32% of Gen x employees report that personal finances distract them at work

Source ebri.org Issue Brief • March 2014; PWC employee financial wellness survey June 2013

Plan Sponsors are adding financial wellness programs 
to help improve retirement savings and improve 
productivity.  Why?



Social comparison motivates.
― People look for validation. They want to know what others are doing and how they compare with the best.

Source: Under-Savers Anonymous: Evidence on Self-Help Groups and Peer Pressure as a Savings Commitment Device, 2012 

Leveraging the science of behavioral economics 
to motivate

“

”

…people evaluate their opinions and abilities by comparison respectively with 
the opinions and abilities of others. There is a unidirectional drive upward in 
the case of abilities…

— 1954 Leon Festinger’s Theory of Social Comparison 

“

”
…peer groups are a powerful tool to increase savings…

— 2012 National Bureau of Economic Research*



• Driving savings (i.e., deferrals) is one of the keys to retirement 
readiness — and showcasing income replacement is one of the keys to changing behavior

• Retirement readiness is one of the best ways to measure and manage the success of a 
retirement plan

• Any conversation about retirement readiness should include health-care costs in retirement

• Behavioral science can and should play a larger role in both plan design and employee 
engagement

So what key themes are emerging as drivers 
of successful plan design and management?



Plans can be scored on expected 
income replacement, based on 
several variable inputs:

― Salary
― Deferrals
― Balances
― Plan asset mix
― Age and plan retirement year
― Additional demographic detail 

can be applied

Have you measured your plan 
based on lifetime income?



For illustration, a plan with: 
― $53,000 average salary
― 8.13% deferral rate
― $66,327 average balance
― Average age 42

A Lifetime Income Score of 73% means:
― An assumed targeted income replacement of 75%
― Average monthly income: $2,418/month

A clear metric to help benchmark and measure 
progress of retirement plans

The Lifetime Income Score was designed to estimate the average level of income that employees in a 
retirement plan can expect to replace



Empower Retirement refers to the products and services offered in the retirement markets by Great-West Life & Annuity Insurance Company (GWL&A), Corporate Headquarters: Greenwood Village, CO; Great-West Life & 
Annuity Insurance Company of New York, Home Office: White Plains, NY; and their subsidiaries and affiliates. The trademarks, logos, service marks, and design elements used are owned by their respective owners and 
are used by permission.

Core securities, when offered, are offered through GWFS Equities, Inc. and/or other broker dealers. 

GWFS Equities, Inc., Member FINRA/SIPC, is a wholly owned subsidiary of Great-West Life & Annuity Insurance Company.

IMPORTANT: The projections, or other information generated by the Lifetime Income ScoreSM regarding the likelihood of various investment outcomes, are hypothetical in nature. They do not reflect actual investment 
results and are not guarantees of future results. The results may vary with each use and over time.

The Lifetime Income Score℠ represents an estimate of the percentage of current income that an individual might need to replace from savings in order to fund retirement expenses. This income estimate is based on the 
individual’s amount of current savings as well as future contributions to savings (as provided by participants in the survey) and includes investments in 401(k) plans, IRAs, taxable accounts, variable annuities, cash value of 
life insurance, and income from defined benefit pension plans. It also includes future wage growth from present age (e.g., 45) to the retirement age of 65 (1% greater than the Consumer Price Index for Urban Wage 
Earners and Clerical Workers (CPI-W)) as well an estimate for future Social Security benefits. 

The calculations also take into account mortality rates for a variety of commonly diagnosed health conditions, including high blood pressure, high cholesterol, Type 2 Diabetes, cancer of any type, and cardiovascular 
disease of any type apart from high blood pressure. In addition, the model also takes into account the consistent use of tobacco on a household basis. 

The Lifetime Income Score estimate is derived from the present value discounting of the future cash flows associated with an individual’s retirement savings and expenses. It incorporates the uncertainty around investment 
returns (consistent with historical return volatility) as well as the mortality uncertainty that creates a retirement horizon of indeterminate length. Specifically, the Lifetime Income Score procedure begins with the selection of 
a present value discount rate based on the individual’s current retirement asset allocation (stocks, bonds, and cash). A rate is determined from historical returns such that 90% of the empirical observations of the returns 
associated with the asset allocation are greater than the selected discount rate. This rate is then used for all discounting of the survival probability-weighted cash flows to derive a present value of a retirement plan. 

Alternative spending levels in retirement are examined in conjunction with the discounting process until the present value of cash flows is exactly zero. The spending level that generates a zero retirement plan present 
value is the income estimate selected as the basis for the Lifetime Income Score. In other words, it is an income level that is consistent with a 90% confidence in funding retirement. It is viewed as a “sustainable” spending 
level and one that is an appropriate benchmark for retirement planning. 

The survey is not a prediction, and results may be higher or lower based on actual market returns.

Source: Based on applying LIS results to U.S. Census data as of 2013 

The charts, graphs, screen prints and examples contained in these materials are for ILLUSTRATIVE PURPOSES ONLY. 

The research, views and opinions contained in these materials are intended to be educational, may not be suitable for all investors and are not tax, legal, accounting or investment advice. Readers are advised to seek their 
own tax, legal, accounting and investment advice from competent professionals. Information contained herein is believed to be accurate at the time of publication; however, it may be impacted by changes in the tax, legal, 
regulatory or investing environment. 

GWFS Equities, Inc (“GWFS”) and Putnam Retail Management (“PRM”) are affiliated members of the Great-West Lifeco. Putnam mutual funds are distributed by PRM; Great-West Funds are distributed by GWFS. 
Representatives of GWFS and PRM may receive additional cash compensation in connection with distribution of proprietary products and services provided by Great-West Lifeco affiliated firms.
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