
plans & trusts september/october 201618

Fourth in a Four-Part Series 

Visit www.ifebp.org/RetirementSecurityCanada for additional resources as well as the 
International Foundation’s full report on how employers and plan administrators can help 
participants and their families achieve a secure retirement. This is the final article in a 
series of four sharing what the Foundation has learned from research on this topic.

Helping workers achieve a secure retirement 
requires more than educating them about saving 
and staying on track. Another important role for 

employers and plan administrators is trying to 
ensure workers understand their options as they 

move into retirement.

Reproduced with permission from Plans & Trusts, Volume 34, No. 5, 
September/October 2016, pages 18-23, published by the International 
Foundation of Employee Benefit Plans (www.ifebp.org), Brookfield, 
Wis. All rights reserved. Statements or opinions expressed in this 
article are those of the author and do not necessarily represent the 
views or positions of the International Foundation, its officers, 
directors or staff. No further transmission or electronic distribution of 
this material is permitted.
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F or employers and plan administrators 
seeking a more active role in promot-
ing the retirement security of workers 
and their families, there are five inter-

related goals:
 1. Help workers determine their retirement 

needs and where they stand.
 2. Get workers enrolled and saving for re-

tirement.
 3. Help workers make prudent investment 

choices.
 4. Help workers stay on track to meet their 

retirement objectives.
 5. Assist those near retirement to make the 

transition. 
Strategies for achieving the first four goals 

were presented in the May/June and July/ 
August issues of Plans & Trusts. This final ar-
ticle addresses the fifth goal—helping workers 
close to retirement make the transition.

Worker decisions about when and how to 
retire affect (1) when they stop saving for re-
tirement, (2) the income they receive from both 
workplace and government benefit programs 
and (3) when and how they start drawing on 
their retirement savings. Employers and plan 
administrators can take specific actions to help 
those near retirement understand the options 
available to them and make informed decisions. 

Help Preretirees Assess Different  
Retirement Scenarios 

Plan administrators are encouraged to 
make a concerted effort to ensure those closest 
to retirement have a realistic, comprehensive 
plan that takes into consideration different life 
scenarios. 

See the Preretiree Checklist sidebar for 
issues that should be addressed. Offering 
a mix of programs and services is usually 

Retirement  
Security:
Helping Workers  
Make the Transition
by | Patricia A. Bonner, Ph.D., CEBS



plans & trusts september/october 201620

the best choice. Some employers provide preretirement 
seminars to workers about five to ten years before work-
ers plan to retire. Given that some workers begin to think 
seriously about retirement 20 years in advance, earlier ef-
forts may also be appropriate. Printed worksheets, online 
modeling tools and one-on-one meetings with a finan-
cial advisor are among the other tactics used. 

Create Opportunities  
for Transitional Employment

For individuals who have insufficient funds set aside, 
working longer than the typical retirement age may be criti-
cal. Other people want to continue working on a part- or 
full-time basis just to stay active. To help these employ-
ees, employers may want to consider modifying workplace 
practices and policies to permit a gradual transition into 
retirement. Organizations that have people near retirement 
with knowledge and skills that are in short supply may ben-
efit from the policy changes as much or even more than the 
employee.

A phased retirement program might include any one or a 
combination of the following features:

• Retraining or updating worker skills
• Employees working on a reduced or modified basis as 

they approach retirement
• Providing work more suitable to older workers (e.g., 

less stressful or physically demanding) 

• Permitting employees to collect some portion of their 
retirement benefits while continuing to work

• The reemployment of those who have retired
• Employer-provided health care coverage.

retirement security

Preretiree Checklist
Before retirement, employers and plan administrators should help 
workers:

•   Determine their expectations with respect to work, leisure, 
care for loved ones, etc., during retirement.

•   Identify the pros and cons of decumulation options, including 
lump-sum distributions.

•   Analyze how much retirement income it is reasonable to expect 
from their workplace retirement plan(s), government benefits 
and personal savings/investments.

•   For those who plan to work during retirement:
— Assess what job opportunities will most likely be available 

to them.
— Identify the skills they will need to develop or update to be 

employable.
— Forecast the income they will generate from this work.
— Examine the tax and other implications that working after 

retirement might have on their retirement income (e.g., pay-
ments to Canada Pension Plan/Quebec Pension Plan after 
the age of 60 for a postretirement benefit).

•   Consider how changing their retirement date and when they 
claim benefits might affect their income.

•   Assess the risks associated with retirement—particularly lon-
gevity, investment and inflation risks. Identify what strategies 
can be used to manage these risks. 

•   Identify and assess the impact of any debt they will carry into 
or incur during retirement.

•   Develop a contingency plan if a cognitive or physical decline 
impacts their ability to handle finances and other day-to-day 
activities.

•   Create an expense plan that considers the additional costs they 
may incur during retirement—especially health care and long-
term care—and how expenses may fluctuate over time.

•   If they have a spouse, life partner and/or dependants:
— Examine what savings and benefits these other persons will 

contribute. 
— Assess how income and expenses would change for survi-

vors if any of these persons die.
— Identify any death benefits available to survivors.

 
Learn More

Education
Retirement security and financial education resources
Visit www.ifebp.org/RetirementSecurityCanada for more in-
formation and to read the full report, The Path to Retirement 
Security in Canada: How Employers and Plan Administra-
tors Can Help.

From the Bookstore
The Essential Retirement Guide: A Contrarian’s Perspective
Frederick Vettese. Wiley. 2016.
Visit www.ifebp.org/books.asp?9070 for more information.
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Offer Retirement Income Options and Guidance

With the increasing use of defined contribution (DC) 
and other self-directed plans, there is a growing realiza-
tion that more consideration must be given to decumula-
tion—managing and spending the funds after retirement. 
Like the accumulation of plan assets, decumulation re-
quires plan members to make complex decisions involv-
ing the unknown—their future health, longevity, return 
on investments, inflation, etc. Some defined benefit plan 
members face similar choices if their plans offer a one-
time lump-sum payout as an alternative to a monthly pay-
ment for life. 

The federal and provincial governments have established 
several vehicles or retirement income options (RIOs) where 
funds from registered retirement accounts can be moved 
when a saver wants to start making withdrawals. RIOs fall 
into two types: (1) retirement income accounts and (2) an-
nuities. 

• The most common type of RIO chosen by Canadians 
is a Registered Retirement Income Fund (RRIF)—
probably because its source, Registered Retirement 
Savings Plans (RRSPs), is very popular.

• Individuals with certain other registered retirement 
accounts such as locked-in RRSPs are required to roll 
their assets into an annuity or a Life Income Fund 
(LIF). 

• Locked–in pension funds are placed in either a 
Locked-In Retirement Savings Plan (LRSP) or a 
Locked-In Retirement Account (LIRA). 

• Persons who wish to purchase an annuity with nonreg-
istered funds can buy a prescribed annuity. 

For those who want to maintain control over some or 
all of their assets, a retirement income account is most ap-
propriate. Within minimum/maximum limits established 
by government, retirees can decide how they will withdraw 
their funds. With annuities, a policyholder has to do little 
more than wait for the regular payments to arrive. Buying an 
annuity from an insurance company, in effect, is a strategy 
to guarantee a stream of income payments as well as an RIO. 
The Decumulation Strategies sidebar provides more detail 
concerning a retiree’s decumulation strategies.

retirement security

Decumulation Strategies
There are three basic approaches to turning all or part of a 
worker’s accumulated assets into retirement income. Each method 
can be implemented using a variety of financial instruments and/
or tactics.
1.   Investment earnings. The retiree withdraws just the interest 

and dividends received on invested assets—The principal is 
left intact. Realized capital gains are typically reinvested but 
are available to spend if needed. This may be an appropriate 
strategy for those who want to leave funds to their heirs and 
believe they will have sufficient money set aside to generate 
the income they need without dipping into their account prin-
cipal during retirement. Individuals must have the knowledge 
and willingness to manage their investment portfolio or seek 
the assistance of professional management. 
A downside to this approach is that poor investment returns 
can force retirees to dip into their principal if the return on 
investments is less than anticipated; there is no guaranteed 
income stream. On the plus side, retirees maintain some con-
trol over the funds—a feature not available when an annuity 
is purchased. 

2.    Level income. Assets are invested with a fixed dollar amount 
(with or without adjustments for inflation) withdrawn over 
time. This strategy is often referred to as a 4% withdrawal 
program, but the percentage must be adjusted to factor in 
variables such as the retiree’s age, anticipated market returns 
and investment volatility. A 4% withdrawal rate assumes a 
relatively aggressive investment portfolio that includes stocks. 
For retirees heavily invested in fixed income vehicles such as 
bonds and certificates of deposit (CDs) that provide a lower re-
turn, a rate of 2.5% or even lower might be more realistic. The 
downside to this approach is that poor investment returns and/
or high longevity can cause the invested assets to be depleted 
during the retiree’s lifetime. Again, there is no guaranteed 
income stream. As with the investment earning approach, 
retirees maintain some control over their funds.

3.   Annuity. With an annuity, an individual transfers some of his 
or her savings (and longevity risk) to an insurance company 
that guarantees a lifetime income. A common strategy is for 
retirees to annuitize what they estimate they will need to 
supplement their income from government programs and de-
fined benefit plans for basic living expenses. This leaves other 
assets available for large purchases and emergencies. Annui-
ties are the only one of these three options that can guarantee 
a monthly income payment for life. Available for purchase at 
or after retirement, annuities are available with a combination 
of features. Buyers can choose between an annuity providing 
income for life and one that pays for only a specific period. 
Some annuities have the potential for increased payments over 
time. There also are policy provisions that provide an income 
for the life of both the annuitant and the annuitant’s spouse. Of 
course, the more guarantees and flexibility provided by an an-
nuity, the higher the fees or the lower the retirement income. 
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No single decumulation strategy is 
appropriate for all individuals. It is not 
uncommon for a combination of strate-
gies to be the best choice. Each option 
has pros and cons—and the income a 
retiree receives significantly depends on 
the strategy chosen. Unfortunately, the 
number of choices is so complicated that 
too many individuals choose nothing. 

Another concern is expenses indi-
viduals incur with decumulation. It is 
estimated that 80% to 90% of Canadian 
retirement savings is turned into in-
come at retail prices. Furthermore, the 
resulting retirement incomes are 20% 
to 30% less than what they could have 
been if institutional fees and fiduciary 
oversight had been applied.1 Plan ad-
ministrators are in a strong position to 
negotiate group pricing to deliver more 
income and/or protect the remaining 
wealth of members than individuals 
would be able to get on their own via 
the retail market. 

For plan administrators consider-
ing offering income-generating op-
tions, the sidebar suggests questions 
to ask when evaluating which options 
to offer. 

By offering information and guid-
ance regarding RIOs and decumula-
tion, plan administrators increase the 
likelihood plan members will make de-
cisions appropriate to their individual 
circumstances. Information that is par-
ticularly useful includes:

• What RIOs are available for dif-
ferent retirement savings ac-
counts 

• Strategies for decumulation

retirement security

Choosing Retirement Income Options and Their Providers
When choosing lifetime income solutions to offer plan members, the process for the plan 
administrator is much the same as with any other fiduciary decision. A rigorous and docu-
mented process for evaluating and monitoring offerings must be established. The primary 
difference is the type of information reviewed. While factors to assess also vary with the 
type of RIO and its source, these are some common questions to ask:

•   How much income is provided to retirees? How does this income compare with that from 
other sources?

•   Who determines the amount provided as income? 

•   Can the income amount be affected by investment volatility or changes in interest rates 
before or during retirement? 

•   Is there a potential for an increase in income to counter the impact of inflation?

•   Is the income guaranteed for life?

•   Is there an option that guarantees income for at least a set period?

•   Who controls the investment of assets used to provide the income?

•   What has been the historical return on the investments providing the income relative to 
the risk? 

•   Can savings be accessed by the member after retirement income has started?

•   Can any assets remaining at the death of the retiree be passed to survivors? 

•   What types of services are provided to workers, retirees and the plan administrator 
(e.g., administration, communication, education) by the financial institution providing the 
product? What is the quality of these services and are there any restrictions on their use?

•   Are the fees, commissions and other costs of the product and associated services rea-
sonable? How do they compare with those from other sources? 

•   What has been the financial institution’s experience with similar products?

•   How long has the institution offering the product been in business?

•   Overall, is this option appropriate for both the plan and the members served? 

•   When a professional will manage the assets and no income guarantees exist, there are 
special concerns:
— What are the experience and credentials of the investment management team?
—How stable is the management team?

•   When the provider is an insurance company promising to provide an income to members 
for as many as 30, 40 or even more years, the financial soundness of the company is 
essential. A plan administrator must evaluate whether the company will be able to make 
all of these future payments.
— What is the company’s level of capital, surplus and reserves?
— How has the company been rated by the various insurance rating services over several 

years and economic cycles?
— Is the company a member of Assuris, the nonprofit organization that provides protec-

tion on annuities up to $2,000 per month or 85%, whichever is larger?
— When an annuity is needed that is greater than the Assuris protection limits, can the 

purchase be laddered with several insurers to ensure full coverage?
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• The risks associated with various choices
• The amount of retirement income that it is reasonable 

to expect under different scenarios.
In addition, education may be required to help workers 

overcome the perception of annuities as investments that 
require people to give up a lot today with an uncertain re-
turn. Framing annuities as buying insurance that guarantees 
lifetime payments versus investing can positively affect how 
many individuals are willing to purchase them.2

It is essential annuity purchasers understand they are 
relying on an insurance company to make payments for 
decades. Plan administrators should advise these workers 
that buying a policy from a large, well-established and well-
capitalized company is wise. The company should also be a 
member of Assuris, the industry-sponsored guarantor, with 
a guarantee limit up to $2,000 a month or 85%, whichever 
is larger.

Offer Health Insurance Options and Guidance

Many employees do not know what health and dental 
coverage they will need in retirement, if any. They also do 
not know what individual products and services could help 
them meet their needs and have little knowledge of the cost. 
Employers and plan administrators can help individuals de-
termine their future health needs and the costs of purchas-
ing coverage. Employers and plan administrators can direct 
preretirees to information regarding group insurers that offer 
individual health and dental coverage to retirees.  &

Endnotes
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 2. Jeffrey R. Brown, Olivia S. Mitchell, James M. Poterba and Mark J. 
Warshawsky, The Role of Annuity Markets in Financing Retirement (Cam-
bridge, MA: The MIT Press, 2001). 

 
Financial Education Webcasts
 The International Foundation will present two webcasts 
on workplace financial education during Financial Literacy 
Month in November.
 Financial Wellness in the Workplace— 
A Prescription for Prosperity 
 3:00 to 4:30 p.m. ET, Tuesday, November 8
 Presenters, all from T.E. Wealth: Ismo Heikkila, national 
director of aboriginal services; Karen Hall, vice president 
of financial education and employer services; and Roland 
Chiwetelu, consultant, financial education and employer 
services.
Creating Brand Advocates by Improving Your Employees’ 
Financial Literacy, Wellness and Health 
 3:00 to 4:30 p.m. ET, Tuesday, November 15
 Presenter: Karen Harper, director of brand customer learn-
ing for the BMO Harris Institute
 Visit www.ifebp.org/webcasts for details.
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