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American Benefits Council

» Members are large company employers (“ plan sponsors’)
banks, insurance companies, pension investment firms, law
firms, actuarial and consulting firms

» Members either sponsor directly or provide servicesto
retirement and health plans covering more than 100 million
Americans, and millions of others working outside of the
United States of America

» We advocate with Congress and U.S. government agencies
to enact laws and regulations that help expand the
employer-sponsored pension and health benefits system
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Need For Savings

U.S. Household Savings Rate as a Percentage of Disposable Income 1995-2004
(Organization for Economic Cooperation and Development, Main Economic Indicators; Paris: OECD, 2005)
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Need For Savings

Household Savings Rate as a Percentage of Disposable Income for 2004

(Organization for Economic Cooperation and Development, Main Economic Indicators; Paris: OECD, 2005)
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Need For Savings

Total Financial Assets of Defined Benefit, Defined Contribution and

Billions of Dollars
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Need For Savings

Number of Pension Plans, by Type of Plan, 1979-1999

800,000
700,000 - 683,100
632,566
cror 599245 619,714 615,922 673 626
600.000 - , 660,542
’ 623,912
544,985 598,889 597,542 618,501
569,964
500,000 -
436,419
419,458 461,963
400,000 1 340 805 427,705
378,318
300,000 331,432
i 174,998 168,015 172,642
200,000 148.096 145,952
167,293 175,143 170,172 163.065 113,062
100,000 4139489 132,467
83,596 69,492 59499 49,895
0 T T T T T T T T T T T T T T T T T T T T
O I LXLPLL DD P> SPPSD PP
S FFFFFTFEFTETIT TSI
-'(_/1’ -@- defined contribution plans
LERICAN BENE] -B- defined benefit plans




Nature of Defined Contribution Plans

» Often called “401(k) plans’ (onetype of DC
plan)
» Benefits depend upon investment performance

» No employer or federal guarantee of specific
benefits

» Typically funded by both employer and worker
contributions
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Employer/Plan Sponsor Interests

» Workplace Is where most savings occurs and most
financial education occurs
» Why is it important to employers if participants
save?
— Most employers really do care about their employees
and retirees (U.S. benefits system is entirely voluntary)

— Adequate retirement savings necessary for workforce
management

— Trend from defined benefit to defined contribution puts
more responsibility on the workers
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Legislative/Legal Developments

» Nondiscrimination Rules require more
participation/savings for lower paid workers

» Department of Labor Interpretive Bulletin 96-1

— Clarified that employer-provided education is
acceptable

» ERISA Section 404(c) Fiduciary Relief

— Certain legal protections if employers provide a variety
of Investment choices (i.e. aggressive, conservative)
and communications to help participants make
Informed decisions




Effectiveness of Education

> EducaII On aval | abl e from ncrease in Participation Rate
employers, raises
participation by 11.8%
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Effectiveness of Education

» Education mostly helps workers
with small retirement plan
balances

— Workers with larger balances

already participate at higher
rates

— Larger balance participants
more likely to be higher
Income workers with limits ]
imposed on contributions s s, ol
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Effectiveness of Education
Employee Meetings

Participation increased by
12.1%
Savings rates increased by

1.1% of wages for lower-

paid workers, from 3% to

4.1% of wages

. Increase in participation rates & Increase in contribution rates

Nots: Nonhighly compansated smployees oniy

Source: Bayer, Bernheim and Scholz
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Creative Education Efforts

» Employers are devoting extensive resources
to promoting participation in 401(k) plans
and to Increase savings

— Printed materials

— Videos

— Prizes for workers to get education
— Meetings

— Financia counselors
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Corporate

3'd Place

Smithfield Foods Inc.

Service Provider:

Strong Retirement
Plan Services
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Special Challenges

» Language barriers

» High cost of Immediate needs
— Health care
— Housing
— Education
> Lack of financial education in schools
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Investment Advice

» Challengeisnot just
“education” but actual

“advice”’
> Almost all workers are
N ” @ " BT o 9
Very Or mma/Vha 0% 20% 40% 60% B0% 100%
i nteram i n q)a:i fi C Bl Very interestad " Somewhat interested Not at all interested
recommendations on
retirement plan
Investments
Q
RICAN BEN



Employer Concerns with Investment Advice

» Lawsuitsif adviceis given and investments perform poorly

» Worker complaintsif adviceis not given and workers miss
opportunity for better investments

> Potential conflicts of interest if financial institutions
provide advice

» Effect of bad actions by some employers (e.g.
WorldComm, Enron)

» Investment in employer’s own company stock
— Employers want workers to hold company stock
— Employers concerned with lack of diversification

— Employers have been sued when value of company stock has gone
“up” or “down’
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Successful Savings Initiatives

» Additional contributions allowed for workers over
age 50 to “catch up” for years not contributing to
401(k) plans

— Especially valuable for women

» Tax credit for low wage workers to participate in
401(k) plans

— More than 5,400,000 people received the credit in 2003

» 401(k) plan participation rose 23% from 2000 to
2004, from 42,000,000 people to 54,000,000
people
(@)




Proposals to Promote Financial
and Advice

» NoO tax on some income used to pay for retirement
planning services
» Fiduciary liability protection for employers and

financial institutions if advice Is provided and
potential conflicts interest are disclosed

» Make financial education a condition of high
school and college graduation

> Require Social Security annual statement to
Include information on how to calculate retirement
Income needs
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When Education or Advice iIs
Not Sufficient

> Automatic enroll ment
for new employees
unless they choose not

Participation rate of new hires

to participate
» Automatic enroll ment

raised participation

rates for low-wage

workers from 60% to

85% (Source: Choli, National Source: Madrian and Shoa

Tax Journal)
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Automatic Enrollment

> But how to make it more successful ?

— Relieve employers of complex non-discrimination
testing if they automatically enroll new workers and
Increase contribution level each year

— Provide fiduciary liability protection even if employers
put the money in something other than the most
conservative investment

» Recognition of differences between “savers’ and
“non-savers’ and people who like to control thelir
Investments and those who prefer an investment
professional to control |t.
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The Biggest Challenge

» President Bush proposes to add a personal account
feature to the public (1% pillar) Social Security
defined benefit system

— If it becomes law will workers have the knowledge to
Invest the money prudently?

— Will personal accounts in Social Security help the
U.S.A. achieve a society that isfinancially well-
educated?

— How will personal accountsin Social Security affect
Investment decisions within employer-sponsored plans
and individual, personal savings?
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For More Information

We're on the Web at
www.americanbenefitscouncil.org
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