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Why Revise “A Better Bang for
the Buck”Study?

« Updated assumptions,
methodology to reflect
changing retirement benefit
landscape

— DC plans: lower fees,
Increased use of Target Date
Funds (TDFs), and better
understanding of participant tmaBemBan B N\
Investment actions. i Sl

— DB asset allocation changes.

L[L“ NATIONAL INSTITUTE ON
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3 Key Reasons that DB Plans
Save Money Compared to DC Plans

1. Pool the longevity risks of large numbers of
Individuals.

2. Perpetually maintain optimally balanced investment
portfolio compared to down-shifting to over time to a
lower risk/return asset allocation.

3. Achieve higher investment returns as compared to
Individual investors because of professional asset
management and lower fees.

L[L“ NATIONAL INSTITUTE ON
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Target: Monthly Income of $2,700 at
Age 62 and Compares 3 Plan Designs

DB plan

Figure 7: « Typical asset allocation and fees.

Per Employee Amount Required at Age 62

DB Plan vs. DC Plan .. .
Individual Directed DC plan

« Target Date Fund (TDF) — mix
equities & fixed investments.

* Average fund fees, modest
“behavioral drag.”

“Ideal” DC plan

$698,640

$504,732

DB

Ideal DC - Individually
rectedBe « TDF with same glide path.
tContribution needed « Same DB fees, no behavioral drag
to fund DB plan is - No individual choice.
16.3% of payroll. LU.“ ATl AL INemTUTE o
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DB Plan Strength # 1

Longevity Risk Pooling

DB plans can be funded to last the average life
expectancy for each participant , but an individual using life
expectancy has a 50-50 chance of running out of money.

Figure 2: Longevity of 1,000 Retired Female Teachers
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Lack of Longevity Risk Pooling
Drives Up Cost in DC Plans

* To “self-insure” longevity risks
— aretiree at age 62 needs $900,000

about $600,000 in DC plan for  gggo 000

same monthly income. $700,000 $603.997
o _ $600,000
* Based on an individual having ¢z 000 o
a 1in 5 chance of outliving $400.000 -
savings. $300.000 -
I 2 |
. Contributions must be 19.6%  >-°>°%
. ; $100,000 |
of payroll for this protection. 50

DB Plan DC Plan
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DB Plan Strength #2
Maintenance of Portfolio Diversification

In a DC account, individuals must adjust risk as
they age to protect against market shocks,
sacrificing some expected return.

Figure 6: Expected Annual Investment Return (Net of Fees)
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Age-Driven Shift to More Conservative
Portfolio in DC Plans Drives Up Cost

« Aretiree in the DC plan
must have nearly $700,000

$£900,000
account balance at age 62.  ss00,000 s
o : &700,000
In order to fun_d th_ls 560,000 |— 55575
amount, contributions must  ssoo,000 -
be 23.0% of payroll. $400,000 -
_ _ $300,000 -
 This summarizes the $200,000 -
“Ideal” DC plan cost. e

DB Plan DC Plan
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DB Plan Strength #3
Lower Fees & Professional Management

* Pooled investments can lower expenses.

« While DB plan investments are professionally

managed, individuals tend to underperform

— Individual investor level returns lag behind long-term returns for
any asset class, and most mutual funds.

— Failure to re-balance, poor timing

— “Behavioral drag” estimates range from 98 bp to over 200 bp.

» Conservatively assume additional 1.00%,

— 40 bp additional DC expenses, R S U
— Optimistic 60 bp for “behavioral drag” ¢ NG
>
P

o e 255%05 - 0.2
ml‘ NATIONAL |‘NST|TUT§0_N> -
o —
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Lower Returns/Higher Fees in DC
Plans Drive Up Cost

« Each retiree in the DC
plan now must have
more than $800,000 in
account at age 62.

* |n order to fund this
amount, contributions
must be 31.3% of payroll.

Figure 7:
Per Employee Amount Required at Age 62
DB Plan vs. DC Plan

$803,236

$698,640

$504,732

DB Ideal DC

Individually
Directed DC
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Tallying DB Plan Cost Savings
Compared to a Typical DC Plan

1. Longeuvity risk pooling saves 10%
2. Maintenance of portfolio diversification saves 11%
3. Lower fees & professional management saves 27%
All-in costs savings in DB plans ..................... 48%

In other words - a DB plan can provide the same
benefit at almost half the cost of a DC plan

L[L“ NATIONAL INSTITUTE ON
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Fiscal Reality is that cost can’t
Increase — What If same cost?

Retirement Benefit from 16.3% Contribution Rate, by Type of Plan

60% 1
53%

50% A

40% - 38%

30% A 28%

20% A

Percentage of Final Pay

10%

0% .
DB Plan Ideal DC Individually Directed DC
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Additional Sensitivity Analyses

 Variations in assumptions still
show significant DB-DC disparity

— Returns.
— Expenses and Behavioral
Drag.
* Include public safety employee

— Male, retire at 55, no Social
Security.

— DB saves 46% compared to
typical DC (vs. 48% baseline). LU.“
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Colorado Pension Design Study

A Comprehensive Study Comparing the Cost and Effectiveness

Office of the
State Auditor
Considered
Alternative Plan
Designs Costs

SAME BENEFIT
for a 30-year
Employee at 65
Costs 60% more.

Source: Colorado Office of the State Au
ditor and GRS

Targeted Benefit Approach
State Division
PERA Hybrid Defined Benefit and
Defined Benefit Defined Contribufion
Plan Side-hy-Side Plan®

Emplover Contribution’ 0.82% 5.29%
Member Contribution” 8.00% 0.03%
Relative Cost (to replace the same age- 100% 160%

65 benefits as under the PERA Hybrid

Defined Benefit Plan)

REPLACEMENT RATIOS (set equal
at age 65 with 30 years of service)

T 1

Age at Apge at Years of Benefit
Hire Termination Service Commencement
35 65 30 ‘?s%e ( ?2.2%\ (72.2%)
35 62 27 62 N62.5% 61.0%
35 60 25 60 49.7% 50.2%
40 60 20 65 39.6% 43.3%
25 45 20 65 20.6% 32.5%
40 50 10 65 13.0% 18.0%
40 43 3 65 4.4% 2.0%

Source: Gabniel. Roeder, Smith & Company.

! Features of the Alternative Plan: Defined benefit plan multiplier of 1.50% of final 3 year’s pay: the Employer contributes
5.29% of pay. Defined Contribution Plan: Members contribute 9.03% of pay, the Employer contributes 0% of pay. the fund earns
5.5% return each year; the account balance at age 65 is converted to a lifetime annuity based on 5.5% and the valuation mortality
table.
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Colorado Pension Design Study

A Comprehensive Study Comparing the Cost and Effectiveness

Office of the
State Auditor
Considered Plan
Benefits from
Alternative
Designs

SAME COSTS:
Benefits 54.4%
of pay compared
to 72.2%

Source: Colorado Office of the St
ate Auditor and GRS

Targeted Contribution Approach
State Division
PERA Hybrid Defined Benefit and
Defined Benefit Defined Contribution
Plan Side-hy-Side Plan’
Employer Contribution® 0.82% 5.20%
Member Contribution” 5.00% 353%
Relative Cost (set equal) 100% 100%
REPLACEMENT RATIOS
Age at Age at Years of Benefit
Hire Termination  Service  Commencement
Age
35 65 30 65 72.2% 54.4%
35 62 27 62 62.5% 46.5%
35 60 25 60 49.7% 37.7%
40 60 20 65 39.6% 31.3%
25 45 20 65 20.6% 20.1%
40 50 10 65 13.0% 11.7%
40 43 3 65 4.4% 0.8%
Source: Gabriel, Roeder, Smith & Company.
! Features of the Alternative Plan: Defined benefit plan mmltiplier of 1.50% of final 3 year's pay; the Employer contributes
5.20% of pay. Defined Confribution Plan: Members contribute 3.53% of pay, the emplover contributes 0% of pay, the fund earns
5.5% retum each year; the account balance at age 65 is converted to a lifetime annuity based on 5.5% and the valuation mortality
fable.
1Ctmllilmlionaﬂmmis3113calmlatﬂdasapcrcmtagt:fnmploym salary.




DB Role in the Public Sector:
Workforce Management

 DBs may improve public sector productivity:

— More likely to value their work and tend to
Invest more In their skills.

* Pensions enable public employers to recruit and
retain quality workers from the private sector.

* Moving to a DC design could affect recruitment,
retention, productivity among this workforce.

* DB plans encourage eff|C|ent retirement,”
which is eliminates “job lock” when workers
with DC plans cannot retire.

NNNNNNNNNNNNNNNNNNN
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Retirement Benefits More Important
Than Salary For Public Employees

Figure 24: Retirement Benefits are Significantly More Important to Public
Workers as Compared to Private Sector Workers

When making job decisions, how important are the following job features to you?

. Salary Extremely or Very Important . Retirement Benefits Extremely or Very Important

88
PUBLIC SECTOR EMPLOYEES

PRIVATE SECTOR EMPLOYEES

=
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Laura and John Arnold Foundation

Manhattan Institute
“Fairer pensions” (i.e. defined contriburion plans)

This is just the tip of the iceberg!

Novu:n
$2.25 million to support the development of a website/mobile app expected o challenge the
(. N{)Vlm) structure and sustainability of major public sector pension plans in all S0 states
f Laura and John Arnold University of California — Santa Barbara
laura and jahn arnald faundation Fuundatlon .__.‘— Bellwether Education Partners

BELLWETHER $748,000 for teacherpensions.org — Tagline: “Fixing an Unfair and Insecure System™

Pew Foundation
$4.85 million for pension projects questioning the “sustainability’ of public pension plans

$1.3 Billion in Assets

Grants are “Strategic Investments™ Urban Institute
* $484,079 to “expand access to information about public sector retirement systems”
. - = Urban Institute has recently rolled out a new “public pension report card”
The DB Modedl is “just a bad system,” = Previous Ul info very negative to public DB plans
“we can prc-vidc the protcctions for workers that we want

in a simpler, better system,” namely DC or Cash Balance. George Mason University
$693,600 for judicial symposia on “pension reform” {i.e. replacing DB plans with
“The way to create a sound, sustainable and DC plans for public employees)
fair retirement savings program is to stop promising
a benchit and instead promise an accrual | National Council on Teacher Quality (NCTQ)
Or savings ratc. . e cadlon Primary pension plan should be a defined contribution or a cash balance plan.”
WNNET, NTC affiliate of PBS

+  §3.5 million grant for pension series on ‘susminability’
*  Grant was returned after negarive publicity

“Philosophy of Philanthropy”
* Seck transformation change, not incremental change
» Think big, take risks and be aggressive and highly goal-oriented

» Seek to solve problems and better lives and institutions, not just study or
illuminate problems

Reason Foundation
$1.01 million to expand access to information shout public sector retirement systems

Sta.nﬁ:md Institute for Economic Policy Research
$160,080 o support educational efforts related to California’s municipal public sector pensions
*  “Stare and local government pension systems’ costs are skyrocketing and unsustainable, endangering other
= budgetary priorities. The most effective long-term reform for dramatically reducing — if not eliminating —
Other Grants Offered unfunded pension abilities is converting defined benefit plans (DB) to defined contribution plans (D{C)."

— Joshua Rauh, a Senior Fellow with the Stanford Institute for Eco ic Policy Research
Federalist Society for 1 & Publi Pbl.iqSt i — Joshua a Senior wi nstitute for Economic Policy

. . . . . Cochl Coommenr | Center for State and Local Government Excellence
Colorado Succeeds Oklahoma Council of Public Affairs  Washington Policy Center st for pension at Boston College

Source: Laura and John Arnold Foundation website: www.ljaf.org
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Arnold Foundation’s Josh McGee
Asserts False Claims about NIRS

* DB plans are not more
cost-effective than DC p L

lans.
* DC plans achieve similar e
Investment returns.

* DC plans offer annuities.
* Pension debtis acost d
river for DB plans.
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NIRS: McGee Paper Flawed -- Relies
Exclusively on Private Plan Data...

MNATIONAL INSTITUTE ON
Retirement Security
:‘"ﬁ Reliable Research, Sensible Salutiens.

The National Inslituie on Retirement Security’'s Fact Check
On

“Defined-Conhibution Pensions are Cost-Effective” Paper and “Debunking the
Defined Benefit Cost Effecti Myth” F ion fo NCSL Summit

- - The Mafional Institute on Retirement (MIRS) served on a National Conference of
. State Legislatures (NCSL) panel with Josh McGee of the Manhattan Institute on
August 5, 2015. Although it is common practice to provide an advance copy of
presentations and research to fellow panelists, Mr. McGee withheld his research
paper.

A week after the panel discussion, the Manhattan Institute released the paper,
. Defined-Coninbution Pensicns are Cost-Effective. Based on NIRS”

comprehensive review of this report, which Mr. McGee frequently referenced

during his talk, we find that his presentation did not give proper reference or

context and could be easily misconstrued. Furthermore, it is clear that the
research published by the Manhattan Institute is fundamentally flawed when

applied to discussions of public pension systems. The research is not based on
. l l I I l e rS u puklic sector plans but instead exclusively uses private sector pension data that

is not comparable. Thus, neither have relevance fo debate on how fo efficiently

deliver retirement security to public employees while managing the workforce

that delivers key public services to our citizens. More specifically, the Manhattan
Institute study is contradicted by — and fails to refute — NIRS research in Still o

— L]
Better Bang for the Buck: An Update on the Economic Efficiencies of Defined
([ ] =
Benefit Pensions [$fill o Better Bang for the Buck] including:
]

= The Manhattan Institute paper claims that defined benefit (DB) plans are
not structurally more cost-efficient than defined coninbution (DC) plans.

e DB Iinvestment to ps TDF e S R

= The paper says DC plans get similar investment retums as DB plans. Fach
The analysis relies skiclly on private sector pension data, and fails te
account for asset allocation shifts in private sector DB pension to more

* DC plan must buy annuity S

inappropriate for assessing the efficiency of state and local government
DB pension systems.

= The paper indicates that it is incorrect o conclude that DC plans cannot
r O I I l p a n offer annuities to provide lifefime retirement income. Fact: it does not
]

NATIONAL INSTITUTE ON
S Retirement %gcurlty

Source: NSCL Conference August 2015



Still a Better Bang Estimated Cost
of Annuity Purchase at Retirement

e Annuities protect against longevity
risk, but at a cost.

e Buying an insurance company annuity
at 62; payroll contributions increase to
25.4% at current rates & 20.9% at
historical rates compared to DB plan
cost of 16.3% of payroll. J

== Retirement Security 29




NIRS research on SAFE Annuity
Plan: High Cost & Low Protection

« Rate of Return tradeoff: Public DB plan
real ROR of 5.4% but Fixed Annuity only
2.8% historical real ROR.(nrs & crs)

» Cost of fixed annuities Is 57 to 180
percent more than funding DB pensions.

« State Guaranty Fund protections limited,
marketing prohibition, state tax credit for
assessments places cost with taxpayers.

L“.“ NNNNNNNNNNNNNNNNNNN
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NIRS Responding to Arnold
Foundation Opinion Piece

NIRS responds to McGee using Manhattan
Institute paper to claim a cost efficient DC
retirement plan as a solution in Chicago.

CRAIN'S

CHICAGO BUSINESS. Print Story Printed from ChicagoBusiness.com

Here's one public pension that survived the 2008 crisis

By: DIANE OAKLEY September 09, 2015
The 2008 financial crisis hurt retirement savings, but we found public defined benefit pensions in red states and blue
states that survived the market's free-fall in reasonable shape. Surprisingly, cne of those well-funded plans is the

[llinois Municipal Retirement Fund.
L[L“ NATIONAL INSTITUTE ON
\—J
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NEWS: Washington Reopened its
Closed DB Plan to New Teachers

BUT Bellwether CIaImS Finding Common Ground

In Pension Reform:

Lessons from the Washington State Pension System

Teacher choices in
Washington show popularity | ="
of the combined DB-DC
Plan.

Combined DB-DC Plan can
be attractive to teachers and TSy cepg

QU peLuwerie

states. R

A
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NIRS found in WA and OH
Teachers Preferred the DB Plan

When given the choice between a
" DB or Combined DB-DC plan,
b public employees overwhelmingly
choose the DB pension.

Majority of new employees in
Washington PERS choose DB
pension over Combined DB-DC
plan. In Ohio, 86 percent of
teachers covered by the DB plan.

L[L“ NATIONAL INSTITUTE ON
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Bait and Switch: Annuities
Better than DC: So, DB too?

nm“ MERCATUS CENTER « Compares annuity with a 4

George Mason University

Government Policy on
Distribution Methods for Assets
In Individual Accounts
for Retirees

Life Income Annuities and Withdrawal Rules

Mark J. Warshawsky

June 2015

percent withdrawal from a
DC plan and finds life annuity
IS more effective.

Leaps to suggest an
application for annuities to
replace public DB
pensions especially in
underfunded public plans,
which does nothing to
address problem.



DB to DC Switch No Help for Funding
NIRS’ Case Studies: MI, WI, and AK

1. Changing from a DB plan

to a DC plan did not “JA""
help an existing
underfunding problem; S
costs increased. ST
2. Greater retirement %:%E@%E%ﬁﬁﬁ
insecurity for workers. CEEim oo ta
3. Implement a responsible e ——
funding policy of making | Emm——
the full actuarial S
determined contribution s
each year. L““
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Case Studies of WV & AK: Required
Contributions not Switch to DC

Best way to address underfunding is to implement
a funding policy of making the full annual
required contribution each year.

Compare West Virginia and Alaska:

Table 1. Percentage of ARC Made to West Table 1. Percentage of ARC Made to Alaska
Virginia Teachers, 2003-2013 PERS and Teachers, 2003-2013

a450% 1 A40%a

400% 1 Z20%%

350% 100%6
300% 2026

250%
50%4

200%
SOEE

150%
20%

100%
[ L0
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m Alaska PERS Mlaska Teachers
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Pensionomics: Retirees
Spending DB Benefits Fuel...

Expenditures from public and private
pension benefits supported in 2012...

* Over $940 billion in economic output
nationwide

« Over 6 million jobs that paid over $300
billion In iIncome

 Qver $550 billion in value added
nationally

 $130 hillion in federal, state, and local tax
revenue

30



Howell’s Grocery
& Restaurant

Situated in the foothills of the Virginia Blue Ridge Highlands,
Stuart is an iconic American town. Like other rural towns,
small business is central to Stuart's economy.

Howell’s Grocery and Restaurant is one of the oldest
businesses in the town. The Howell family has owned and
operated the business since 1924. It is a favorite of locals for
agood meal, provides income for its employees and supports
other regional businesses.

“I'm getting up there in years, but | love what our restaurant
provides - friendship, food, and jobs, says Leon Howell. Along

with his wife Chris, Leon has run the business since taking over
in the 1980¢< after hic father naceed awav

Business Stakeholders:
Howell's Grocery & Restaurant

retirees at Howell's for a bite to eat. Even during the recession,
| still dined out occasionally because my pension income didn’t
go down,' Phyllis says

As much as possible, Howell’s purchases its supplies and

food from other regional businesses. This is an example of an
indirect economic impact. As aresult of a consumer purchase,
a business purchases supplies and services from other
businesses, which generates an economic ripple effect.

Then, the owners and employees of Howell's, and of the
businesses that supply goods and services to the restaurant,
spend the personal income that resulted from retirees’



87 Percent: Pensions Area Tool To
Recruit and Retain Public Workforce

Figure 33: 87% of Americans Say
Pensions Are Good Tool to Recruit
Teachers, Police, Firefighters

Are pensions a good way to recruit and retain qualified
teachers, police officers and firefighters?

1%
[

|

87%

Agree

. Strongly Agree

. Somewhat Agreed

Somewhat Disagree

Strongly Disagree

. Don't Know
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More than 7 out of 10 Strongly
Support Public Pensions

Figure 29: 71 Percent Strongly Support
Local Pensions for Police, Fire, and
Municipal Employees Because Workers
Help Fund Pensions

Given that they fund a significant portion of their own pensions, how
strongly do you support or oppose giving pensions to local firefighters,
police, and municipal employees?

|
/1%

Strongly
Support

. Very Strongly Support
- Strongly Support

Somewhat Support

Do Not Support

Don’'t Know
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/ out of 10 Americans Strongly
Support Public Pensions

Figure 29: 71 Percent Strongly Support
T EXA S . Local Pensions for Police, Fire, and
. Municipal Employees Because Workers
0 Help Fund Pensions
7 7 /0 Very/StrO n g Iy Given that they fund a significant portion of their own pensions, how
9 6% AI I Su p p O rt police, and municipal employees?

strongly do you support or oppose giving pensions to local firefighters,
1%

[

|

/1%

Strongly
Support

. Very Strongly Support

. Strongly Support

Somewhat Support

Do Not Support

. Don't Know




88 Percent Of Americans Support
Public Pensions For Police, Fire

Figure 25: 88 Percent Say That Police Officers and Firefighters Deserve a Secure
Retirement With a Pension Because of Their Risky Jobs

Please tell me whether you agree or disagree that police and firefighters have agreed to take jobs that involve risks and therefore deserve pensions
that will afford them a secure retirement.




88 Percent Of Americans Support
Public Pensions For Police, Fire

Figure 25: 88 Percent Say That Police Officers and Firefighters Deserve a Secure

Retirement With a Pension Because of Their Risky Jobs

Please tellm hthy agree or disagree that police and firefighters have agreed to take jobs that involve risks and therefore deserve pensions
tht ill afford them a secure retirement.

TEXANS: P

68% Strongly Agree R o
92% Total Agree




Conclusions DB Format Retained

* DB plans have built-in economic efficiencies —
provide a “better bang for the buck.”

* DB pensions help attract and retain workers and
Increase productivity and are highly valued.

« Decision makers should continue to carefully
evaluate claims that “DC plans will save
money“and reduce underfunding.

* Public support for pension is favorable.

L[L“ NATIONAL INSTITUTE ON
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Questlons’?

National Institute on Retirement Security
www.nirsonline.org




