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An alarmingly high number of New Yorkers are unprepared for retirement, a situation that is only
expected to get worse as fewer employers offer retirement benefits to their employees and as
New York's senior population grows to record highs. The result will be a crushingly high number of
seniors struggling to meet basic needs: housing, health care, and daily expenses. By 2035, there
coutd be more than 644,500 retired senior New Yorkers living on less than $540 a week, rising to
709,000 by 2040,

Few New Yorkers in the workforce today are adequately saving for retirement. Most New Yorkers
close to retirement age have less than $100,000 saved; 40 percent have less than $10,000 put
aside.” Nationally, 30 percent of Americans nearing retirement have zero retirement savings.'
In New York City, where retirement pian enroliment rates are lower than the U.S. as a whole, the
percentage of people with no savings is likely to be even higher.

One reason for this gap: fewer New Yorkers are offered a retirement savings plan by their employer.
The percentage of workers in New York City with access to an employer-sponsored retirement plan
has been dropping for decades, with only 41 percent of working New Yorkers having access today.
“This means that 1.8 million working New Yorkers do not have access to a retirement plan through
their employer.

Even among those with retirement plans, fewer have access to the most secure form of retirement:
a defined benefit plan, or pension. Whereas 44 percent of current retirees recejve pension income
nationally, only 19 percent of working-age Americans can rely on this type of income when they
retire.” Among working New Yorkers aged 25-44, only eight percent say they have access to a
defined benefit plan.

Certain demographic groups tend to have less in retirement savings than the average New Yorker,
Those with lower incomes and working in certain industries—personal services, construction, and
leisure and hospitality—have less savings. Women, minorities, and immigrants are also fess fikely to
have access to a retirement plan and have less in savings.

The problem of inadequate savings is more pronounced when considering the high cost of housing

in New York City and how that impacts seniors, Today, 47 percent of those over the age of seventy
in New York are rent burdened, even after factoring for the housing subsidies they receive. Without
subsidies, two-thirds would be rent-burdened. ¥
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These troubling trends are the result of a broken retirement system. Taken together, they point to
a need for city government to intervene and give New Yorkers a path towards retirement security.
By providing New Yorkers access to a centrally-managed retirement plan, the City can mitigate
the impacts of our collective lack of retirement preparedness and avert a crisis among the City's
senior population and the City at-large.




Everyone knows they should be saving for retirement. In fact, not having enough money for
retirement is the foremost financial concern for Americans. It is more of a concern than several
other financial considerations including health care, mortgages, and saving for their child's college
tuition™ Despite Americans’ consciousness of the issue, the actual amount needed to retire
comfortably can still come as a shock to many. The amount an individual needs depends on many
factors, including the age at which he or she chooses to retire, how long they live, whether they
own their home, and the type of lifestyle the individual expects or desires to lead.

The Center for Retirement Research at Boston College has shown how the amount needed for
a secure retirement has increased over the past several decades. Higher life expectancy, rising
healthcare costs, higher prices at the supermarket, and the increased retirement age for Social
Security benefits (now 67 years) has resulted in higher expenditures for retirees.

One way to measure how much total retirement income a person will need is to use the poverty
threshold as the bare minimum. According to the Center for Economic Opportunity (CEQ)*, the
poverty threshold for a single adult was $14,371 as of April 2014.* This means that if a New
Yorker wishes to retire today at age 65, and assuming he or she lives to be 80 years old, they will
need $215,565 in retirement savings and income just to five at the poverty line. Accounting for
projected inflation, a worker that is 50 years old today and wishes to retire at age 65 would need
$306,314 in savings.®

For someone that retires today, to live at twice the poverty threshold for 15 years, or $28,750 a
year, one would need $431,130 in retirement savings and income. A 50-year old worker would need
$612,629. For poverty-level and near-poverty-level senjors, their Social Security income will make
up a significant percentage of their total retirement income.

Another way to measure retirement readiness is to use a “replacement rate,” or the percentage
of pre-retirement income that is “replaced” by one's retirement income. Experts commonly say
that a replacement rate of 70 to 75 percent of pre-retirement income is most appropriate. Low-
income households would need to save less overall, whereas high-income households would need
to save more. In New York City, where median income was $59,259 last year, the median amount
in retirement savings and income needed to retire today, based on a 70 percent replacement rate
over 15 years, would be $622,219.

The problem is that very few New York City households have put aside the amount needed

for a secure retirement, no matter which measurement is used. Less than 77 percent of near-
retirement households have more than $300,000 in liquid assets.” Forty percent have less than
$10,000 in retirement savings.*
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How Much Retirement Income and Savings Will
I Need? (If retired 15 years)
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Adding to the looming threat is the fact that younger workers will be at a higher risk of having to
significantly reduce their standard of living in retirement. The Center for Retirement Research’s
National Retirement Risk Index shows that in 2013, 59 percent of workers aged 30-39 would have a
lower standard of living in retirement, versus 45 percent of those aged 50-59, *

Tin New York City, where the cost of living Is higher than In ruch of the natlon, i Is most appropriate to use the poverty measure
developed by the city’s Center for Econornlc Opportunity (CEO), created specifically for clty residents,




Generally, minorities, immigrants, and women are less prepared for retirement than whites and
males. Workers of color are less likely to have access to an employer-sponsored retirement plan.
Only 38 percent of Black employees, 30 percent of Latino employees, and 26 percent of Asian
employees have access to a retirement plan through their employer, compared to 53 percent of
white employees.”™ The reason: Blacks, Asians, and in particular Latinos are less likely than whites
to be employed in industries and occupations that provide high wages and workplace benefits,
including retirement benefits.

Three out of four Black households and four out of five Latino households age 25-64 have less
than $10,000 in retirement savings, compared to one out of two white households.™ Two-thirds or
more of Black and Latino households have no retirement savings at all.™" Again, this gap is rooted
in the racial inequality in household income.

Overall, women have just two-thirds the savings as men.» An analysis by Vanquard, an
investment management company, found that women with savings have an average balance of
$78,000, compared with the male average balance of $121,000.%* Again, this disparity is linked
with lower incomes and lifetime earnings. Women are paid only 78 cents on the dollar for the same
type of work as men, and women are more likely to take time out of the workforce to care for
children or aging parents.” Women must also save more overall since they generally live longer
than men-five years longer in New York City. The consequences are already being felt today.
Nationally there are twice as many women over 65 years of age living in poverty than men, at 2.6
million women compared with 1.3 million men.»i

f

T

& e

S S T
e .

Y
i

s 7 o e e O S e T Y o]
n =
A

- - ;W\jwv\”\é?“?&ww%%\»v“ \\‘;uta\ o G N e Lol



The lack of retirement savings among New Yorkers is a symptom of a broad shift away from
employer-sponsored retirement plans. Whereas workers traditionally saved for retirement through
employer-sponsored plans, today the relationship between the workplace and retirement is quickly
eroding. Fewer workers have access to any type of retirement plan through their employer, and
fewer still are offered the most secure form of retirement pfan: a defined benefit plan. The evidence
suggests that these trends will continue.

Only 41 percent of working New Yorkers had access to an employer-sponsored retirement plan in
201, down from 49 percent a decade ago.” Fewer still actually participate in their plan—about 13
percent decline to participate. When factoring in the unemployment rate in 2011, only one-quarter of
working-age New Yorkers, regardless of their employment status, were participating in a retirement
plan.

Even so, not all retirement plans are equal. Defined benefit plans, otherwise known as pensions,
provide the most retirement security. Those with a pension in New York have replacement rates of
90 percent, compared with just 48 percent for those with a defined contribution plan like a 401(k).»

Unfortunately, the number of Americans with defined benefit plans has dropped significantly over
the past several decades. In 1985, over half of American workers nearing retirement had a defined
benefit plan. In 2009 only 29 percent could count on pension income when they retired.™ Today,
only 24 percent of Fortune 500 companies offer any type of defined benefit plan, dropping from
nearly 60 percent in 1998,




Only 1.09 Million Working-Age New Yorkers Participating
in Employer-Sponsored Retirement Plan
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Employers have quickly moved away from pensions and replaced them with defined contribution
plans (401(k)s). While defined contribution plans offer more portability and flexibility as compared
to traditional pensions, the move shifts much of the financial burden-and risk-onto workers. These
plans are often vulnerable to market downturns. During the 2008 financial crisis, the typical U.S.
worker saw their 40U(k) plan lose 24 percent of its value,»

Furthermore, 401(k) plans are embedded with high fees that are passed on to the account holder.
One estimate is that the average American household with a 401(k) will pay $155,000 over their
fifetime in fees for the administration of their account. =i
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Among employers that do offer 401(k) plans, fewer continue to match employee contributions.
Small businesses in particular struggle with the cost and complications of administering 401(k)
plans. An employer match can significantly boost a worker's retirement savings, but the number
of companies making a match on employee 401(k) plans fell by seven percent between 2009 and
2012 The same survey found that the number of companies offering 401(k) plans also dropped
during this period. There were 520,000 active plans in 2009, dropping to 472,000 in 2011, a
change that may be attributed to the financial crisis and recession of 2008. It remains to be seen
whether this trend continues.

Percent of U.S, Population without Retirement Savings or Penslon, 20139

Age 18-29 30-44 45-59 60+ Overall
No retirement 50.5 27.8 23.0 154 309
savings or
pension

Of course, the most troubling trend of all is the growth in those with no plan at all. Though Social
Security income is not enough to cover all of an individual's needs—especially in New York City-the
safety net provided by the Social Security system will help prevent extreme destitution among the
city's lowest-income seniors. In 2009, the latest year for which data is available, the average male
retiree aged 65 received $18,720 in annual Social Security income, the average female received
$13,848, and the average married couple received $32,568.% Such income would push a retired
New Yorker to the very edge of the city's poverty threshold. And with the cost of living only rising,
especially the cost of health care, many seniors may be pushed into a precarious position with
respect to housing and health care, among other considerations.




Today, 21 percent of city seniors are living below the CEQ poverty threshold, a rate exactly equal to
the poverty rate for the city as a whole. But given the fact that younger workers are less likely
to have access to a defined benefit plan—let alone access to any type of retirement plan=-it is very
likely that in the future the city's senior poverty rate will be significantly higher than it is today.

By 2035, the city's senior population is expected to peak at 1.5 million, a dramatic 43 percent
increase over the number of seniors today.”¥ And as the overall senior population grows,
demographic factors show us that the poverty rate among this larger senior population will
increase. For instance, while the poverty rate for all seniors in New York City is 21 percent, there
are significant disparities among ethnic and racial groups. In 2011, the poverty rate for white New
Yorkers over 65 was 12 percent, compared with 20 percent for Black New Yorkers, 31 percent for
Hispanics, and 27 percent for Asians, At the same time, the number of white seniors in New York
City declined 12 percent between 2000 and 201, while the number of seniors increased 43 percent
among minority groups.

Adding to the problem, New York's farge and growing senior immigrant population—the largest in
the nation—is less likely to receive Social Security benefits. Thirty-one percent of immigrant seniors
in New York City do not receive Social Security benefits, compared to only 18 percent of the native-
born senior population.*¥ Even if they do receive benefits, foreign-born New Yorkers tend to have
less in their Social Security accounts from which to draw on during retirement. Mexican-American
senijors, for example, receive $4,460 less a year in Social Security benefits than native-born New
Yorkers. v

These two trends—a growing, changing senior population along with declining retirement savings—
point to an impending retirement crisis. The City's Department for the Aging notes that, “As these
demographic shifts occur, the needs of the elderly will expand and change,”* The underiying
message is that the City will have to spend more on services for the elderly in the coming decades.

The Schwartz Center for Economic Policy Research at the New School conciudes:

“If nothing is done, almost half of middle-class workers in New York City will
be poor or near poor in retirement. This means more older residents will
experience a chronic state of deprivation, struggling to survive on a food
budget of approximately $5 a day. Cities will be forced to pay for expensive
elderly social services, such as indigent health care, food support and
affordable housing.”
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The Schwartz Center analysis finds that to eliminate extreme poverty among New York City's
senior population today, it would require $858 million in additional spending on social assistance
programs, *i

The Schwartz Center has also forecasted the projected retirement income for New Yorkers in
different age cohorts. Researchers at the Schwartz Center utilized data from the Census Bureau's
Survey of Income and Program Participation, which asks respondents about their financial assets,
and combined this data with projections of Social Security and other retirement income.

Because of data limitations, these projections are based on the populations of every metropolitan
area in New York State, and therefore they likely understate future poverty rates in New York City.
Additionally, these forecasts only include those currently working. With the persistent prevalence
of long-term unemployment, many more of New York's future seniors may be grappling with
poverty once they retire.

The Schwartz Center estimates that 20 percent of workers aged 45-54 in 2009 will have a
projected retirement income less than the CEO poverty threshold, or $14,371 for a single adult. For
workers aged 25-44, the rate is projected to be 28 percent. And since these projections include
workers oufside of New York City, and the current city senior poverty rate is already at 21 percent,
the actual poverty rate among future retirees in the city will be significantly higher than these
estimates.

According to the Schwartz Center, 200 percent of the poverty level is the income level that affords
true retirement security, as "workers that fall below 200 percent of the poverty threshold are
considered at risk of not being able to make ends meef when they retire at age 65."*i Using this
metric along with data from the city's planning department, it is estimated that there will be more
than 644,500 retirement-age New Yorkers living below $540 a week, rising to 709,000 by 2040.
il These figures are a conservative estimate—the actual number will likely be significantly higher.




It is clear that the private retirement system is failing working New Yorkers and, as such, there is a
strong rationale for government intervention.

In this instance, the Social Security system provides a powerful example. It is the income received
from the Social Security system that will prevent hundreds of thousands of seniors from falling
into abject poverty in the coming years. Without it, these seniors would have no other source of
retirement income. And although the amount of income one can expect is relatively small, it is
certainly better than no income at all,

By establishing a universal retirement system for all workers that otherwise would not have access
to a retirement plan, New York City may vet avert the worst of the retirement crisis. But action
must come quickly. While it may be too late to help those nearing retirement today, by creating a
public retirement option by 2020 or 2025 the City could be in a position to help workers 50 years-
old or younger.

Lawmakers in New York City are setting this process into motion. In February of 2015, the New
York City Comptroller appointed a retirement security study group to analyze the feasibility of
establishing a retirement security program and fund for private sector workers in New York City.
This study group is comprised of several of the leading academics nationwide who specialize in the
issue of retirement security. The study group plans to issue a report that will include three options
for establishing a retirement security program and fund for private sector workers in New York.

A bill in the City Council, Intro. No. 692/2015, of which Public Advocate Letitia James is the

fead sponsor, would establish a retirement security review board tasked with reviewing the
recommendations of the comptroiler's retirement security study group. The board would identify
the recommendation or recommendations that best serve the interests of New Yorkers and then
present its finding to the public and recommend a process by which a public retirement fund

and program may be established, The review board would be comprised of representatives from
government, business, labor and the non-profit sectors, and would be appointed by the mayor, City
Council speaker, comptrolier, public advocate and borough presidents.

In addition, the board would organize at least one public forum in each borough, coordinated by the
public advocate and in conjunction with the relevant borough president and City Council member,
to solicit input from members of the public.
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A city-based retirement savings program has several advantages. £ would place no financial
burden on the City, nor will it impose significant costs to employers. Accounts will be pooled
and centrally-managed, which will help keep fees low through economies of scale. if workers are
automatically enrolled, it would ensure high participation rates.

Several states are moving forward with establishing state-based retirement plans.

e 1llinois Secure Choice Savings Program™™
o Signed into law on January 4, 2014, the program establishes a payroli-deduction
Individual Retirement Account for workers at businesses with more than 25
employees.,
o Workers are automatically enrolled and contributions are set at a default rate of
three percent of income. Workers may opt out of the program and can set a different
contribution level.
o Assets are pooled into a single fund and managed by the lillinois Treasurer.

e California Secure Choice Retirement Savings Trust Act”
o Signed into law September 2012, the program authorizes the establishment of a
state-based retirement program, but requires that a nine-member board first conduct
a market analysis to evaluate legal and practical conditions. After completing the
study, the board is to provide recommendations to the state legisiature, which would
then need to pass additional legislation to implement the retirement program.
¢ |f enacted, the retirement system would affect businesses with five or more
employees and would feature auto-enroliment (with the option to opt-out). Workers
would contribute about three percent of their income through payroll deductions.
o The savings plan would have a guaranteed return, though it does not include a
specific rate of return.
o The retirement system would be administered and its investments managed by the
California Public Employees’ Retirement System.

e Massachusetts™
o Enacted in March of 2012, the Act Providing Retirement Options for Nonprofit
Organizations allows the state treasurer to sponsor a retirement savings plan for
workers at small nonprofits.
o Participants may invest in a 401(k) plan that leverages the assets of the state's $7.1
billion Massachusetts Deferred Compensation Plan,
o Planis currently being reviewed by the Internal Revenue Service for approval.

About a dozen other state legislatures have introduced legisiation to either establish or study the
prospects of establishing a state-based retirement savings plan.




The retirement crisis is poised to strike at every community in the U.S,, but it will likely strike
New York City especially hard. Overall, New Yorkers tend to have less access to retirement plans
through their emplover. A larger share of the city's population is made up of immigrants and
people of color, and research has clearly shown that these groups have less in retirement savings
than the population as a whole. Nationally, two-thirds of Black and Latino households have no
retirement savings at all. New York City also has a higher proportion of women than the nation
as a whole, and women are likely to bear the brunt of the retirement crisis, The number of women
over the age of 65 is expected to grow from 614,000 today™ to 805,000 in 2030,

These factors are particularly troubling given the city's high cost of living, especially in terms of
housing costs. Today, 47 percent of those over the age of seventy are rent-burdened, even after
factoring for the housing subsidies they receive, Without subsidies, two-thirds would be rent-
burdened ™ New York's seniors will increasingly have to make hard choices between food, rent,
transportation, and health care.

Several states have moved forward with establishing publicly available retirement funds in order
to boost savings among their residents. Given the city’s large population, a similar fund could
be viable here as well. The details of how such a retirement security fund would work in New
York remains to be determined, but the urgency behind boosting retirement savings among New
Yorkers is clear,
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Writing and research for this report was led by John Petro, Policy Associate, with the assistance
of Jarret Hova, Counsel and Legislative Director, Anna Bower, Director of Communications, Amber
Greene, Director of Policy, and Larry Schimmel, General Counsel.
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New York City Department of Clty Planning, December 2013,

¥ joeile Saad-Lessler, Teresa Ghllarducc, and Kate Bahn, Retiremnent Readiness In New York City: Trends In Plan Spon-
sorship, Participation, and income Securlty. Schwartz Center for Economic Pollcy Analysls, The New School, Aprit 2,
2014, Data Includes all working residents of all metropolitan reglons of New York State, including New York City.

" Report on the Economic Well-Belng of US. Households In 2013, Board of Governors of the Federal Reserve System,
July 2014,

¥ Joelle Saad-Lessler, Teresa Ghllarduccl, and Kate Bahn, Retirement Readiness In New York City: Trends In Plan Spon-
sorship, Participation, and Income Security.

¥ Report on the Economic Well-Belng of US. Households In 2013,

¥ Joelle Saad-Lessler, Teresa Ghifarduccl, and Kate Bahn, Retirement Readiness In New York City: Trends In Plan Spon-
sorship, Particlpation, and Income Security. Schwartz Center for Economic Policy Analysts, The New School Aprll 2,
2014,

4 New York Clty Comptrofler John Liu, Senlor Housing In New York City: The coming crisis. New York City Comptroller's
Office, May 2013,

i Andrew Dugan, "Retirerment Remalns Amerlcans' Top Financlal Worry!” Gallop, Aprii 22, 2014,

¥ In New York Clty, where the cost of Iiving Is higher than In much of the nation, it Is most appropriate to use the
poverty measure developed by the city's Center for Economic Opportunity (CEO), created specifically for clity
residents.

* Christine D'Onofrio, PhD., et al. The CEO Poverty Measure, 2005-2012. Center for Economic Opportunity and the New
York Clty Office of the Mayor, Aprli 2014, Xl Includes all households In metropolitan areas of New York State, Retlrernent
Readiness In New York Clty: Trends In Plan Sponsorship, Participation, and Income Securlty.

“ Qver the past 15 years, Inflation has reduced the value of a dollar by 42 percent. This percentage flgure was used as
a basls of the effect Inflation may have on the value of the dollar over the next 15 vears.

Hincludes all households In metropolitan areas of New York State. Retlrement Readiness in New York City: Trends in
Plan Sponsorship, Participation, and Income Security,

A ibld,

* Allca H. Munnell, Wenllang Hou, and Anthony Webb, NRRI Update Shows Half Still Falling Short, December 2014,
Number 14-20, Center for Retirernent Research at Boston Coliege.

® Joelle Saad-lessler, Teresa Ghilarduccl, and Lauren Schmitz. Are Naw Yorkers Ready for Refirernent?new York City
Comptroller’s Office, January 2012,

s SRR %




OFFICE OF THE NEW YORK CITY PUBLIC ADVOL

- - - '
... . = ...

» Narl Rhee, PhD, Race and Retirement Insecurity In the United States, Decernber 2013. Natlonal Institute on Retire-
ment Security.

" ihid,
» Sallle Krawcheck, "Why the Retirement savings crisls Is also a women's crisls.” Washington Post, April 24, 2015,
* Melanle Hicken, “Why Women are Losing the Retirement Savings Garme." CNN.comn, October 12, 2014,

«Catherine Colinson, “Fiffeen Facts About We)men's Retlrerent Outlook.” Transamerica Center for Retirement Stud-
ies, March 2015

» Andrea Coornes, "Retirernent Crisls Is a Catastrophe for Wormen,” Market Watch, April 30, 2014,

® Joelle Saad-Lessler Teresa Ghllarducel, and Kate Bahn.

o |bid.

= Frank W, Helland and Zhe LI, Changes In Labor Force Participation of Older Amerlcans and Thelr Penslon Struc-
tures: A pollcy prospective, Center for Retirement Research at Boston College, August 2012,

=¥ Brendan McFarland, "Retirernent In Transition for the Fortune 500: 11998-2013," Towers Watson

x4 Robert Hiltonsmith, The Retirement Savings Draln: The hidden and excessive costs of 40¥(k)s. Demos (no date).
xt Karen Demasters, "401(k) Matching Funds Belng Eliminated, Study Shows,” Financial Advisor, May 2, 2013,

» Report on the Econormic Well-Being of U.S. Households in 2013,

< |bid,

x4 Christine D'Onofric, PhD.,, et al. The CEO Poverty Measure, 2005-2012. Center for Economic Opportunity and the
New York City Offlce of the Mayor, April 2014,

w4 New York City Population Projections by Age/Sex & Borough, 2010-2040, Decemnber 2013,

=8 Joseph Salvo, Arun Peter Lobo, and Erica Maurer, New York City Poputation Projections by Age/Sex & Borough,
2010-2040. The Clty of New York, New York City Department of City Planning, December 2013,

xotv Christlan Gonzalez-Rivera, The New Face of New Yorks Senlors, Center for an Urban Future, July 2013,

xev NYC Department for the Aging Annual Plan Summary, Aprill, 2014 - March 31, 2015, New York City Department for
the Aging, September 2013.1bid.

» |srnael Cld, “What Would It Cost to Eliminate Extreme Elderly Poverty In New York Clty?" Schwartz Center for Eco-
nomic Policy Analysis, The New School, 2014,




1‘”’*"1

ilf?" CE Q% THE BEW YORR 5%“” “‘E}m« C ﬂ;uyé}m‘? LET é"« ;3

o Includes all metropolitan areas of New York State. New York's Retlrees; Faling Into poverty.

=@ Analysls based on data from Joeile Saad-Lessler; Teresa Ghllarduccl, and Lauren Schmitz, New York's Retlrees:
Falling Into poverty. Schwartz Center for Economic Policy Analysls, The New School (No Date); and New York Clty Pop-
ulation Projections by Age/Sex & Borough, 2010-2040, 2013,

»& “The llinols Secure Cholce Savings Program Act," Penslon Rights Center, Retrieved June 8, 2015. hitp//wwwpen-
slonrights.org/Issues/legislation/liinols-secure-cholce-savings-program-act.

4 *Callfornla Secure Choice Retirernent Savings investment Board," Callfornia State Treasurer. Retrieved on June 8,
2015, htto:/ Awwwtreasurercagov/sclb/

4 "State-based retirement plans for the private sector” Penslon Rights Center, August 6, 2014,

M Arnerican Community Survey, 2013,

2 New York City Population Projections by Age/Sex & Borough, 20102040,

¥ New York Clty Comptroller John Liu, Senlor Housing In New York Clty: The coming crisis. New York Clty Comptrol-
ler's Office, May 2013,




1CENTRE STREET
15TH FLOOR
NEW YORK, NY 10007

WWW.PUBADVOCATE.NYC.GOV
(212) 669 - 7200

N
-

- = @ ..

e - WW\v .

e o %w / : %%WMW&@W&”%
" & s

T <
- -

. A M _ bt
@@W .

FACEBOOK.COM/PALET!TEAJAMES.

@TISHJAMES



The Establishment of a New York City
Retirement Security Board

Testimony Presented to the New York City Council
Committee on Civil Service and Labor

By James A. Parrott, Ph.D., Deputy Director and Chief Economist
June 23, 2015

(iood morning Chairperson Miller and members of the Civil Service and Labor Committee.
Thank you for the opportunity to testify today on the issue of retirement security for New York
City’s private sector workers.

[ support Iniro. No. 692-A that would establish a retirement security review board to make
recommendations for the City of New York to establish a retirement security fund and program
for private-sector workers.

The case can be summed up as follows: New York City’s population is aging, many private
sector workers do not have employer-provided retirement coverage, and our tax system rewards
those who have employer-provided retirement coverage but does nothing to help those who don’t
have such coverage. Since most of those without employer-provided retirement security tend to
be from low- and moderate-income households and disproportionately persons of color, our
existing and troubling income disparities are further intensified by retirement security disparities.

The city’s population and workforce are aging. Between 2010 and 2040, the City Planning
Department projects a 10 percent overall increase in the city’s population. However, that breaks
down into a 40 percent increase in our 65-and-older population, but only a five percent increase
in our under-63 population.

States including California, Illinois and Oregon are acting to address the limitations of private
employer-provided retirement coverage through government-administered retirement savings
plans. New York City should carefully analyze and assess how such a plan might operate here.

Social security is the bedrock of our nation’s safety net. It is universal and has a long and
impressive track record. One-quarter of New York City households received social security
benefits that average $15,422 per recipient household in 2012, Social security is particularly
important for low-income households. It is critical to do whatever we can to protect and
strengthen social security, but we must also look at the two other legs of the 3-legged retirement
stool: employer-provided pensions, and retirement savings.

The share of New York City’s workforce with employer-provided retirement coverage has fallen
from about half for the 1999-2001 period to 43 percent for the years 2011-2013. That 43 percent



share is significantly below the national average of 53 percent.'

While about half of whites and blacks have employer-provided retirement coverage, the shares of
Latinos and Asians with such coverage is far less, 35 and 36 percent, respectively.?

The trend over time has been away from defined benefit retirement plans to defined contribution
retirement plans. The typical defined contribution plan shifts the risks to the individual employee
and is far less efficient in terms of the cost of providing benefits to retired workers.’

Not surprisingly, employer-provided retirement coverage is directly correlated with the size of
one’s employer. Over two-thirds (68 percent) of New York City workers in firms with 1000+
employees have retirement coverage, while only 20 percent of those in firms with fewer than 100
employees have retirement coverage.”

Our staff recently charted the three main types of retirement income for elderly New York City
households for 2010-12: social security, pension benefits, and income from retirement savings.
We examined the trends by race and ethnicity, and by quintile ranking in the income distribution.
(See Charts 1 and 2, attached)

e On average, social security is by far the most important source of income in retirement
for elderly households headed by a person of color;

e  While white househoids on average receive a higher dollar amount of social security
benelits, the disparities by race and ethnicity are much less than for either retirement
income (i.e., pension payments) or investment income (i.e., the earnings from
accumulated savings).

e Primarily because the retirement savings of elderly white households are so much greater,
they receive nearly three times the investment and retirement income as do black
households, more than three times that received by Asian and other households, and more
than five times the investment and retirement income received by Latino households.

e The lowest income 60 percent of elderly New York City households receive an average
of only $5,444 a year in pension benefits and earnings from savings while those in the top
quintile (incomes over $109,000) receive an average of $64,000 a year in pension
benefits and investment earnings.

It is clear that far too many New Yorkers are heading into retirement with too-few resources to

' Joelle Sadd-Lessler and Teresa Ghilarducei, “Retirement Readiness in New York City: Trends in Plan Sponsor-
ship, Participation and Income Security, The New School Schwartz Center for Economic Policy Analysis, 2015,

* Sadd-Lessler and Ghilarducei.

* Because account fees typically are high for defined contribution plans, their investments are less diversified and
not as weil-managed, and individual accounts can’t provide any pooling for longevity risk, the averaged defined
benefit plan costs 46 percent less than a typical 401(k) plan to provide the same dollar amount of retiree benefit,
Beth Almeida and William B. Fornia, A Better Bank for the Buck. The Economic Efficiencies of Defined Benefit
Pension Plans, National Institute on Retirement Security, August 2008,

* Sadd-Lessler and Ghifarducei.
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sustain themselves. Invariably, this will lead to great challenges for New York City and State
government in terms of the cost of social services, Medicaid, housing and food assistance.

The New York and federal tax systems are geared to reward those who have employer-provided
retirement coverage and savings. For example, employer-provided retirement savings plans such
as 401(k)s or 403(b)s allow for pre-tax contributions, and New York State and City do not tax
government pension benefits and allow an exclusion for the first $20,000 in annual private
pension benefits. I think these tax benefits are appropriate, but what that means is that those
without employer-provided coverage or retirement savings opportunities fall further behind,

While those without an employer-provided retirement plan can, subject to a fairly high income
limit, may pre-tax contributions to an IRA, the fact is that relatively few lower-income workers
are able to take advantage of this opportunity. All the more reason that the City should explore
establishing a retirement savings mechanism to aid those who do not otherwise have employer-
provided coverage.

Intro. No. 692-A would establish a retirement security review board to make recommendations
for the City of New York to establish a retirement security fund and program for private-sector
workers. I think it is entirely appropriate that the review board be charged with identifying
options that maximize participation, ensure ease of enrollment, and limit risk and fees.

This is a critical step for the City to address the retirement security for the nearly 60 percent of
private sector workers who currently lack any employer-provided retirement coverage. Such a
step is part and parcel of addressing the dramatic disparities in income and wealth that currently
exist, and it is directly bears on the future fiscal liabilities the City faces given the aging of our
population,

Thank you for the opportunity to testify today.

# 4 #
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Chart 1

While white elderly households receive more of each of the three main types of
retirementincome, the disparity is less for Social Security; NYC, 2010-2012.
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Chart 2

Social Security is the main income source for elderly NYC households;
those in the bottom three quintiles receive little from pensions or savings.
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THE SECURE CHOICE PENSION

Executive Summary

The effects of this shift have been accumulating
for some time and are increasingly near the tipping
point. Many workers are simply not prepared for
retirement by any measure. Those who do have
significant savings are faced with the uncertaintics
of outliving their savings and the vagaries of the
markets,

Several clear needs must be addressed. Most
workers need the certainty and predictability of
a lifetime annuity, but they also need choice and
flexibility. They need to beable to take their penision
with them when they change employers. And they
need to have the benefits of professional plan
management o achieve these goals.

These important protections involve cost
and risk, however. Many private emplovers are
unable or unwilling to assume all the risk on

their own. Alternatives are needed tor sharing
: risk with workers and leveraging
administrative savings that larger
emptloyers can provide.

Publie plans and their
government sponsors can help provide
a model o address the retirement
security crisis that faces the private
S22 sector, Any new alternative should
L\ be influenced by the factors that
make public plans a success,
including the experience with
defined guaranteed benefits

and the economies of scale
to deliver the necessary

investment resudts ina cost-effective manner. A

new choice that draws o these lessons is needed
to provide retirement security in the private sector,
The Secure Choice Pension would provide this new
choice. [t is designed to provide the following:

ETIREMENT READINESS 1S WOEFULLY LACKING FOR MANY PRIVATE-SECTOR WORKERS. Private
companies’ dramatic shift away from defined benefit pension plans has fundamentally changed the
way workers save for retirement and has left workers with an unsure and likely insufficient nest egg.
The traditional model of the three-legged stool of Social Security, personal savings that include 401(k)s,
and a pension has dramatically declined for private-sector workers. All private-sector workers have Social
Security and many have access to 401(k)s, but unfortunately the majority do not have access to a pension.

B

The Secure Choice Pension is designed as

a public-private enterprise for those who

currently do riot have a pension (particularly

for small and mid-sized businesses).

w  TheSecure Choice Pension is not a replacement
for existing pension plans in the public or
private sectors, nor is it intended to replace
401(k)s.

= The Secure Choice Pension will be modeled
after a “cash balance” type defined benefit plan,
as described in more detail below.,

= The Secure Choice Pension in conjunclion
with Secial Security and personal savings,
including 401(1)s, will help close the
existing $4-8 trillion retirement savings gap
as estimated by several research groups.

2 'The Secure Choice Pension will decrease the
burden on state and local governments by
reducing the need for retirees to rely on public
assistance.

= The Secure Choice Pension will manage
downside funding risk through conservative
assumptions as developed in a model plan
design and/or determined by each state,

= The Secure Choice Pension will provide

workers with a guaranteed pension but will

permil some opportunity for increased
benefits in good economic times.

fn summary, the goal of the Secure Choice
Pension is to provide private-sector workers
who currently do not have access to a pension
- particularly those who worlk for small to mid-
sized companies - with a guaranteed, alfordable,
sustainable pension through a public-private
structure that shares the risk between employers
and empioyees and manages funding risk.

2
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THE SECURE CHOICE PENSION

Why We Need the Secure Choice Pension

retiremnent program.

MERICAN PRIVATE-SECTOR WORKERS NEED A NEW CHOICE that provides a secure yet flexible

Most individuals need to save more for retirement. Millions of people are not currently saving

enough to allow for a secure retirement. These people may be forced to work longer before retirement,

experience a less-than-reasonable quality of life during retirement, or become dependent on public safety-

net progranis.

The Employee Benefit Research [nstitute
{EBRI} recently calcutated an average American
retirement savings deficit of approximately
548,000 per person, with an aggregate national
retirement savings shortfall of almost $4.6
trillion.' This calculation does not include the
costs of nursing home or home healtheare,
Adding such costs would increase the shortfall by
anaverage of $25,317 per individual for married
households, $32,433 for single males, and $46,425
for single females.” The analysis also found
that if Social Security retirement benefits were
eliminated, the aggregate national retirement
income deficit would almost double to $8.5
trillion, or an individual average of approximately
$69,000. These amounts represent the additional
individual average amounts needed at age 65 to
eliminate expected deficits in retirement.

In caleutating the gap between what American
households in their peak earning vears {ages 32~
64 currently have in retirement savings and what
they will need to maintain their standard of living
ins retirement, the Center for Retirement Research
at Boston College estimated a savings deficit of
between $5.2 trillion and $7.9 wrillion, depending
on inflation-adiusted investment returns.” The
calculation took into account all major sources
of retirement income and assets, including Social

Futly 42% of voters are very worried they will not have enough money for a

secure retirement, and 75% are worried overall.

i T
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Security, traditional pension plans, 4010k} plans,
and other [orms of personal savings,

Arc April 20171 study designed by Lake
Research Partners and sponsored by the National
Conlerence on Public Emplovee Retirement
Systems (NCPERS)? found that Americans
consider retirement security a maltter of major
concern but more and more difficult to achieve,

Tack VanDerhel, "Retirernent Savings Shorttalls for Today’s Workers,” Notes, 31, no. 10 (Oct, 20100 2, htgpe/fwww,
ebriorg/pdiinotespd FEBRE Notes_10-Oct10.RetShritf-Cobra.pdfl (EBRDs estimates are present values, stated in 2010

dotiars),
Hhid., p. 4.

*Retirement USA, "The Retirement Income Deficit,” hiipiiweww retirement-usa orgéretirement-income-deficit-0
{using numbers calculated for Retirerment USA by the Center for Retirement Research at Boston College).

Lake Rescarch Partners, National Conference on Public Emplovee Retirement Systems: National Research, Pindings
from Focus Groups among Voters and a Survey of 809 Likely 2002 General Election Voters, survey conducted April

fa-21, 2011
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THE SECURE CHOICE PENSION

The study found that 75 percent
of respondents worried that they
wiil not have enough money
for a secure retirement, with

' 1
f 1 fully 42 percent of respondents
! ' indicating they are very worried.
) ] ) .

And they are right to be worried. As
ey )
tep ! a recent report from the General
X a : Accountability Office (GAO}
rE acknowledges, ensuring income
=51 in retirement may invalve
¢ 1 o Lo .
p w . difficult choices, including
i 1 lowered consumption
: : and lilestvie expectations.’
' 1 According to data from the U.S, Census Bureau,

LA

approximately 10 percent of Americans age 65
and older live in poverty.® According to calculations
for 2009, for a person aged 65 years or older living
alone, the poverty threshold was a yearly income
of approximately $10,000. Today, as more people
enter retirement with inadequate retirement
savings, they may increasingly face living in poverty.

A 2007 study by the GAO projected that
a full 37 percent of workers born in 1990 may
reach retivement age with no retirement savings

from defined contribution plans. Low-income
workers fared the worst, with a full 63 percent
of Americans in the lowest income quartile
projected to have no retirement plan savings.
Even those people in the highest income quartile
had a projected replacement ratio of less than
34 percent of preretivement income from their
defined contribution plan®

An American making $60,000 a vear who
is 35 vears from retirement needs to set aside
approximately 12 percent of his or her income
each vear to replace 80 percent of that income in
retirement. This burden becomes even greater if
a worker delays beginning 1o save, For example, a
person with the same salary who is 20 vears outand
just beginning to save for retirement would have
10 set aside over 20 percent of his or her income to
match that 80 percent income replacement level,?

Yet as of 2007, half of all houscholds
approaching retirement {ages 55-64) had less
shan $98,000 in retirernent savings, if they had
anything at all. That would be enough to replace
a mere 10 percent of these houscholds’ median
income.” Given the recenl economic recession,
the outlook has only gotten worse. A report by

By income quatrtile

Individual-level results Overall 1 2 3 4
Annuity equivalent (per year, 2007 dollars) 18,784 1,850 6,554 16,635 50,098
Replacement rate (percent) 22.2 10.3 18.2 26.3 33.8
Percent of workers with no DC savings 36.8 63.0 39.8 27.9 16.4

Source: BA0 projections using PENSIM model,

LS, Government Accountability Office, Retiverient Ticconte: Ensiring Income throughont Retirement Requires Difficrdt
Chotees, GAO-11-460 {June 201 1] 530, ltpd/fwww gao.gov/newiiems/d 1 1200.pdf

U8, Census Bureau, Poverty Status in the Past 12 Months, 20052009 Awmerican Comaunity Survey 3-Year Esthnares,
higp/Hactfinderncensus.goviserviet/ST Table?_bmev&-geo_id=01000US&-qr_name=ACS_2009_SVYR_GO0_S1701%-

Siswnam e=ALS_2009_5YR_GOD_,

U8, Census Bureaw, Amrericen Community Survey: 2009 Subject Definitions, Appendix Ar 133, httpy//www.census.gov/
acs/www/Dowaloads/data_documentation/SubjectDefinitions/ 2009 _ACSSubjectDefinitions.pdl.

‘U5, Government Accountability Office, Private Pensions: Low Defined Contribitfon Plan Savings May Pose Challenges
i Retirenrent Security, Especially for Marry Low-Income Workers, GAO 08-8 (Nov. 20070 22, lillp://www.gao.gov/aew,

itemis/d88.pdf,

“Caleulated using the CNN Savings Caleulator, available at bitp://cgi.money.cnn.com/ooisfsaveyoung/indes.litml, The
Savings Calcalater assumes a retirement age of 63, annual inflation of 2.5%, and factors in the impact of Social Security.
Ezonique Morrissey, Toward a Universal, Sectire, and Adequate Retirement System, Retirement USA Conference Report,
Ecenromic Policy Institure (Oct. 21, 2009): 18, hitpy/wwiw.ephorg/page/ -/ pdff 20091021 _retirement_usa.pdfinecdn=1.
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EBRI concluded that between 4 percent and boomer generation, which is numbered in the
14 percent of U, households that would have  mid-70 miltions.”™ The economy has already
had adequate retirement income prior to the  had a stunting effect on millennials’ personal
recession now may not* Other analysts estimate and professional development, The generation
that in 2009 a total of 51 percent of houscholds  has been termed the “boomerang” generation
were at risk of not having enough retirement

savings, and younger generations are subject o

an increased risk.”” About $4 trillion of equity

assets in retirement plans were wiped out between 80
October 2007 and October 2008.%

With their retirement savings greatly o
diminished, many people whe would otherwise 6 o
retire will have to continue to work, perhaps well 50 i
into their 70s." In a 2011 retirement confidence @
survey, 20 percent of workers said that the age at § A0

which they expect to retire has incressed in the 30
past vear. The most frequently cited reason for
postponing retirement, at 36 pereent, was the
poor cconomy. Only 23 percent of respondents [ -
indicated that they expect to retire before age 63.7

When people are forced to delay retirement 80 mitlion 76 miftion
Milignnials Babyboomers

past their desired retirement age, the ability of

younger workers to enjoy upward mobility in

the workplace is limited. Young adults in the  because of their inability to find jobs, many have
milennial generation (those wha“came ofage™in - had to move back into their parents” homes. ™ As
the new mitlenniwm) are entering the workforce  of 2010, fully 37 percent of 18- to 29-year-alds
as the baby boomers are of an age to retire. The  were unemployed or out of the workforce.™
millennial generation includes a large number of Further, in many cases, remaining in the
individuals: depending on how thev are counted,  workforce imposes potentially detrimental physical
estimates range from 50 million'™ to more than  burdens on older workers, I 2009, more than
80 million,” The millennial generation thus 7 million workers age 58-69 (approximately 45
may include even more people than the baby  percent) held physically demanding or difficult

VEBRL Between d-14% More U5, Houschelds “Ar Risk™ of Runuing Short of Meney in Retivenient Due {o 2008-2009
Revession, (kan, 20, 201 1), hitpi/wwwelbrborg/ pdff PR 10.200an [ BetlneAd.pef.

Falicia H, Munnedl, Anthony Webb, and Francesca Golub-Sass, Center for Retirement Researeh at Bosten College, The
National Retirement Risk Index: After the Crash, 4 {Qct, 20091 Fig. 4, hip/arrbeedudimages/stories/Briefs/18_9-22.pdf
Halicia Munnell, Jean-Pierve f\uhn and Dan Muldoon, Center for Retirement Rumrnh at Boston College, The
Finaneial Crisls and State/Local !)ifmui Bengfit Plans, | (Nov, 200800 1, kitpdiore beedw/innges/stories/ Brich/ib_8-19,
pdf {the decline was divided equally between defined benefit and defined congribution plans).
SEBRI, Work Larer fn Retiremaent? Far Many, It Wou't Be Enough, Fast Pacts #2035 {July 19,201 1), hap/Avww.ebriorg
pAFFFE. 205 19uly L LateRetpdf . BBRI, Older Workers: Whe's Working? Past Facts 208 {Aug. 2, 2011, hitp/fwww,
ebriorg/pd/FFE208. 240t L LbrPart-1.pdl
PEBRIL 2011 Retivement Confidence Survey-2011 Results, 2011 RCS PACT SHEET #5: Changing Expectations Abowt
Retirement {Mar. 2001 §, htpe/vwwweebrLorg/pdffsurvers/ves/2001/FS3_RCSTE Bxpects PINALLpdL,
“Pew Resvarch Center, Millenndals: Coufident. Connected. Qpen to Change, {Feb, 24, 20103, huypid/pewsocialtrends.
org/ 2010702724/ mifennials-confident-connested-open-to-change/,
Famy Larrabee and Erica Robinson, Ready or Neot, Here They Ceme: Motivating aud Retaining the Millensial
Gengraiton, hutpdfwwwbelloaks, com/documents/ Mativate, % 20Retain% 20 Millennials_ BeftOualks, pdf, Peter Leyden,
Ruy Teixeiva, and Eric Greenberg, The Progressive Pelitics of the Millennial Generation (%tmv, 20, Z_U()"’_}, huipdf
newpolitics.net/node/ 360Nl _report=1,
“f!)id

?x{mhdlg Hirseh, "The Boonwrang Generation: More Reasons to Move Back Home” The Fisead Tivres {une 12

110} httpffwww. thefiscaltimescom/Articles/ 2010706/ 2/ The-Boomerang-Generation-More-Reasons-to-Move-

l.iz%c?&»I'.[(.Jmt‘.;‘;sp};:f;ﬁzlge L
“Pew Research Center, supra note 16,
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that was easy-

UTBAC

STEAXHOUSE®

jobs# And when people who are not financialiy
prepared for retirement are forced to leave the
workforce, there is a further strain on workers and
the national economy that is difficult to quantify
but undoubtediy very significant,

The expenditures made by retirees not
only support jobs and economic output in local
economies throughout the United States but also
provide much-needed patient capital to domestic
equities markets.”

Expenditures made from benefit payments
from plans that provide a guaranteed payment in
the form of a periodic payment or annuity benefit
are particularly important because retirees receive
a regular, guaranteed benefit regardless of stock
market fluctuations or economic downturns. Thas,
such payments serve as predictable and important
stimuli to the economy. In a 2009 study, using data
from the U.S. Census Bureau for the fiscal year
20052006, the National Institute on Retirement
Security (NIRS} found that expenditures from state
and local pension benefits had a total economic
impact of more than $358 billion, supporting more
than 2.5 million American jobs that paid more than
$92 billion in total compensation to American
workers, NIRS found that, nationally, the largest
economic impacts were seen in the manufacturing,
healthcare and social assistance, finance and
insurance, retail trade, and accommodation and
food services sectars,®

Increased retirement savings is good not
only for specific American workers but also for the
broader economy. The assets currently in retirernent
savings are an important source of investment
capital. Defined benefit plans and those plans with

longer investment time horizons are particularly
important sources of capital because they infuse
patient, or long-term, capital into businesses and
the financial markets, At the end of 2010, total U.S.
retirement assets were $17.5 trillion.™ By March 31,
2014, that numberwas $18,1 trillion, Of thatameunt,
approximately $6 trillion was in either public or
private defined benefit plans.®® Retirement savings
covnled for 37 percent of all household financial
assets in the United States at the end of the first
quarter of 2011.% At the end of 2009, approximately
60 percent of 401(k) participants’ assels were
invested In equity securities (Le., investments that
provide capital to businesses) through equity funds,
the equity portion of balanced furds, and company
stock.® And as of the first quarter of 2611, public
pension plans held approximately $1.862 trillion in
corporate equities and $272 billion in mutual fund
shares,™ Retirement plan investments fuel America’s
CCONOMIC eNEing,

Furthermore, the impact of retirement assets
on capital formation cannot be underestimated.
Investments generating the creation of capital
have supported thousands of companies that
would otherwise not exist, including FedEx,
Staples, Outhack Steakhouse, and Starbucks. As a
witness before the Joint Economic Committee of
Congress testified in 2008, defined benefit pension
plans, including state and local pension plans, have
historically been a “sizable and reliable poal of
capital” for investment into the nation’s emerging
growth companies. Industry in the United States
that is reliant on capital creation would be “much
weaker without the strong investment participation

24

from defined benefit plans,

H0Mder Women's Economic Security Taskforce, Nutional Council of Wornen's Qrganizations, Raising the
Social Secnrity Retivement Age [s Darrgerons (20103, httprffiwww.socialseeuritymatters.org/Home _files/

OWESRetirementAgeBrieflFINAL pdf.

SNTRS, Wity Do Pensions Marter? {Jan. 2010): 1, httpid/wwwiiafforg/pensions/documentsiwhy_do_pensions._matterpif,
“lara Boivie and Beth Almeida, NIRS, Pensionomics: Measuring the Ecoromic Impact of State and Local Pension Plars
(Feb, 2009%: 1, hupfwww.airsonline.org/storage/nirs/documents/ Pensionomics.pdf.

SICL 2011 Investment Cempany Fact Book (20410 98, huge/iwww.ichorg/pde/ 2041 _facthook.pdf.

“bid., p. 101,

“1CLL “Retirement Assets Total $18.1 Trillion in First Quarter 20017 (June 30, 20113, hupdhwwwici.orgfresearch/

retirement/retirements/ret_11_ql.

Flack VanDerhei, Sarah Holden, and Luis Alonso, 401(k) Plan Asset Allocation, Acconnt Balances, and Loan Activity in
2009, EBRI Issue Briel no, 350 {Nov, 20103 1, http/Avww.ebriorg/pdbriefspd fFEBR] 1B _011-2010_No350_401k_

Update-092.pd,

#rederal Reserve, Flow of Funds Acconnts of the United States: Floses and Owudstandings First Quarter 2011 {June 9,
201 13: 92, huipifwww. federalreserve.gov/releases/ 21 /Current/z 1, pdf.

#Sherrill Neff, “Testimony of Sherrill Neff, Quaker BioVentures for the Joint Economic Cammittee of Congress,” Your
Money, Your Purure: Prblic Pension Plans and the Need to Strengthen Retiverent Security and Economic Growth {July 10,
26081, http:/fjecsenate.govipublic/fa=Files. Serve&File_id=3704b193-6355-4¢78-030d- 10947 feBd 1d,
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The Guiding Principles of the Secure Choice Pension

= enhanced lifetime retivement security for all participants;
= flexibility and portabiiity given the increasingly mobile workforee;
s managed and shared risk with protections for employers, employees, taxpayers, and the plan.

Lifetime Retirement Security for All
The majority of workers approaching retirement
have only small retirement savings — if they have
any af all” An alarming number of people have
ne access 10 any employer-spensored retirement
plans as of 2006, only 43.2 percent of private-sector
workers had an employer-sponsored retirement
plan.®t In the past, many retirees could rely on
defined benefit pension plans to heip provide
a secure retirement income, However, defined
benefit pension plans have become increasingly
rare.* A new retirement solution should broaden
accessibility to well-run plans with high-quality
investment management and administrative
services, removing the administrative burden and
risks of self-management™ from the participant.
In addition, longevity risk - the risk that »
person wili outlive his or her retirement savings —
is increasing as life expectancy increases. A person

cannot plan solely based onaverage life expectancy,
because half of all people will live beyond that
average, Because people do not know their ultimate
lifespan, it is difficuit to be completely confident
that they will not outlive their savings. Therefore,
to provide complete retirement security, an
ideal retirernent solution needs (o also provide
a guaranteed benefil to continue throughout a
person’s retirement, however long that may be,

Flexibility, Portability, and Preservation

A retirement system solution also requires
flexibility and portability. It is much more common
now than it used o be for people to work for
many different employers throughout their
lifetime. ™ ideally, when participants change jobs,
their pension account would go with them with
immediate distribution of the account prohibited
until retirement,

PGAL, supra note 5, pp.A-50,

HChristian E. Weller, Testimony before the foint Eeonomic Conmnittee of Congress, Your Money, Your Futtrey Public
Pension Plans and the Need to Strengthen Retirement Security and Feonoaiic Growth (July 10, 2008}, httpe//jecsenate,
sovipublic/fa=Files.Serve&File_id=0373957 1 -h35-4dba-8c28-994 192726169,

SFGAQ, supra note 3, p. 7, EBRI, “Employes Benefits in the United States: An Introduction,” EBRI Databook

on Emplayee Benefits, chapter | {updated Mar, 201 1), hitps/fwwweebriorg/pdf publications/books/databook/

[B.Chapter®2001. pdf.

¥Tason S, Seligman and feffrey B, Wenger, Asyuchronous Risk: Unemployment, Equity Markels, and Rettrement Suvings,

Upiohn [nstitute Working Paper no. 05-1 14 {2005}, http/rescarchoupjohn.orgfup,_workingpapers/ 1147 {discus

how, withput proper management, defined contribution program participants are exposed 1o Increased longevity risk.

portfolic risk, market timing risk, and inflation risk),

HCarol Kinsey Goman, “Forces of Change: Condensed from This [sn't the Company [oined: How to Lead ina
Business Turned Upside Dawn,” nformation Qutlook (May 2004), hupy/Hindarticles.com/plarticles/mi_mOFWE/
is_5_8/ai_n6077810/ Statement of the ICE “The Retirernent Challenge~Making Savings Last a Lifetime,” Hearing of
the LS. Senate Special Convnitter on Aging (June 16, 20101 § VI, hitp/fwww. iciorg/govaffairs/testimony/ 10_sen_

aging_tmny,

O MEET THE NEEDS DESCRIBED ABOVE, any new type of retirement program for the private sector
needs to take into account the following key principles:

SEPTEMBER 2011

PNOPERS




THE SECURE CHOICE PENSION

Shared Risk

A pension solution needs to strike a balance to
manage and share risk among employers and
participants. As discussed above, most private
employers currently sponsor only a defined
contribution plan such as a typical 401(k) or
may not sponsot any retirement plan at all”® In
either situation, the worker bears all of the risk
in savings for his or her retirement. And even
for workers who diligently save, an unexpected

economic downturn, such as we experienced
inn 2008, can significantly diminish retirement
savings.

Yet, traditional pensions alone do not seem
to be the angwer either, Private-sector companies,
including small emplovers, do not want to bear
all of the risk that a traditional pension entails.
Furthermore, traditional pensions do not always
have the flexibility and portability that an
increasingly mobilte workforce needs.*

“Weller , supra note 31,
FEBRI, snpra note 32,

88 NOPERS | SEPTEMBER 2011



THE SECURE CHOICE PENSION

The Power of Public Pension Plans is a
Key Part of the Solution

Because of their group nature, public pension
plans create significant economies of scale and
ather economic efficiencies for taxpayers and
emplovees, which allow them to offer retirement
benehits in a proficient and cost-effective manner.,
As a witness testified before a Joint Economic
Commitiee hearing entitled, “Your Money, Your
Future: Public Pension Plans and the Need to
Strengthen Retiremen! Security and Economic
Growth,” because public pension plan assets
are pooled and managed by professionals, these
systems can achieve higher returns at a lower
cost than the eypical defined contribution plan.
In addition, public pension plans pool mortality
and other risks, allowing these plans to provide
lrenefits at lower costs for participants and plan
spoasars.™ On average, plan fees can range
between 0.8 percent and 1.5 percent of assels;
targer institutional plans can reduce such fees to
between 0.6 percent and 0.2 percent of assets.™
By pooling assets, public plans are able to reduce
administrative costs and asset management arxl
ather fees. Asset management fees have been
found to average approximately 23 basis points
for public pension plans, while asset management
fees for private 401(k) plans ave 35 to 143 basis
points higher, on average.™

A 2008 study of 130 plan sponsors by
Dreloitte and the Investment Company Institute

a sustainable and efficient manner.”

s RIVATE-SECTOR EMPLOYERS NEED A THIRD OPTION. Public pension plans stand out as a potential
model. Such plans have a successful track record of performance in delivering adequate benefits in

{ICI) also found that plan skze made a significant
difference in fees and other costs, Specifically, the
study found that plans with a greater number of
participants and larger average account balances
tend 1o have lower overall fees than plans with
fewer participants and smaller average account
balances, The study theorized that the observed
effect was likely caused, in part, from fixed costs
required to start and run the plan, many of which
are divectly connected to legal and regulatory
requirenents. Lavger plans can take advantage
of economies of scale because costs are spread
over a larger base.” The consulting firm Waltson
Wyatt found that plan size made a particular
difference in connection with defined benefit
plans, theerizing that this effect could result from
the inability of smaller defined benefit plans to
afford as much expertise as bigger plans.” Larger
defined benefit plans putperformed smaller plans
by roughly 2 percent.”

Moreover, professionally managed defined
Benefit plans have consistently outperformed
defined contribution plans. In its latest update
comparing investment rates of return in defined
benefit and defined contribution plans, Watson
Wratl found that through the end of 2008,
median returns for defined benefit plans were
approximately 1 percent higher than those
obtained in defined contribution plans.™

“Weller, supra note 31,
"Ibid.,
i,
il

“Deloitte and 1CE, Defined Contribution 7 401(k} Fee Study: Iuside the Structure of Defined Contribution 7 4010k} Plan
Fees: A Study Assessing the Mechanics of Wit Drives the “All-in” fee {Spring 2009, updated June 20097 7, wwwiichorg/

pdfirpt_09_de_40ik_fee_studv.pdfl

“Warson Wyatt, “Diefined Benefit vs, 40H(k) Investment Retuens: The 2006-2008 Update”™ {Dec. 2009, htip//www,
watspwyatt.comfus/ pubs/insider/showarticle.asp?Articlel D=22909,

=l
Hbid,
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In addition to these economic efficiencies,
public pension plans also decrease government
spending by reducing the need for retirees
to rely on public assistance. A 2009 report by
NIRS calculated that pension income saved the
government approximately $7.3 billion in public
assistance expenditures in 2006 and kept 1.4
million Americans off public assistance.®

The solution we propose below is not a
replacement for existing pension. plans in the
public or private sector. It should be understood

to be a basic plan for the private-sector workforce
that currently does not have the benefit of a
pension plan. Public pension plans are designed

to meet different service delivery needs and the
longevity of public plan sponsors. Rather, this
mode! takes into consideration the retirement-
age patterns of private-sector workers and the
ability of private employers to offer reasonable,
sustainable pension benefits.

The bottom line is that the benefits of these
plans to states and the national government is
that future retirees living in their jurisdictions
will be contributors to the economy rather
than dependent on welfare programs and
services, which range from housing to income
supplements to medicat care.

“Frank Porcl and Beth Almeida, The Pension Factor: Assessing the Role of Defined Benefit Plans in Redueing Elder
Huredships (July 20093 17, httpu/fesvwancpersorg/ Files/ NIRS pension_ factor.pdf,
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The Secure Choice Pension Plan Design

HE SECURE CHOICE PENSION (SCP) WOULD BE PART OF AN OVERALL RETIREMENT SAVINGS PLATFORM
and would enhance existing employer-sponsored defined contribution arrangements to close the

income replacement gap that now exists for most workers who are entering retirement. The SCP is not
designed for workers who already have access to a pension, To establish an SCP, the Employee Retirement
Income Security Act of 1974 (ERISA) and other applicable federal laws would be amended to permit any state
to establish a plan by enacting appropriate enabling legislation. This legislation would be required to provide
that each SCP would be administered by a board of trustees composed of public and private representatives.

Each SCP would be a multipte-emplover
defined benefit plan, based on the cash balance
madel. Bach participant’s benefit would be
expressed as a virtual account balance, reflecting
annual contribations made on his or her
behalf and earnings credited under the SCP

anticipating both bull and bear markets andd
adjusting the benefit accrual accordingly,
Furthermore, the allocation aud interest
crediling rates can be adjusted prospectively
to better reflect benefit and financial needs
of the employers.

annually. Participants would be fully vested 5. The design would provide options to serve
in their accrued benefits immediately, an¢ the as a backstop for underfunding. A state
amounts contributed plus earnings credited 1o may permit employers that leave an SCP to
the participant’s account would be guaranteed allocate any unfunded lability attributable
under the plan, SCPs would remain subject to to its employees either by
the substantive benefit requirements of ERISA, funding any shortfall
including spousal protections, minimum funding itself or by reducing plan
requirements (with some modification to limit benefits to a guaranteed
employer Hability}, and distribution rights. minimum. States may

As a type of cash balance plan, an SCP can be choose to make up funding
funded with a high degree of certainty because of shortfalls attributable to
specific design elements, Six important aspects employer withdrawals
are as follows: and finance the guarantee

through a reserve

Lo SCPs would be multiple-emplover plans in accumulation under the

which the actuarial risks of plan funding SCP. Also, a state may

wauld be spread across a broad universe of provide for protection

participants. for underfunding
2. States would be permitted to use a number tiabiligies through risk

of different devices to allocate the risk of pooling programs funded

underfunding, As noted above, SCPs would by payments made by emplovers.

be subject to the ERISA minimum funding 6. Finally, SCPs would be permitted to allow

requirements, and it is anticipated that they
would be designed and administered to
rematn fully funded.

3. SCPs would utilize ERISA funding rules
that currently apply to private-sector muld-
emplover plans.

4. The design would be nimble enough 1o
adjust for changing economic conditions,

participants to enjoy a guaranteed minimum
retirement income with an opportunity
for additional earnings. An SCP would
be required to provide for a life annuity
benefit, which would be the “default” form
of benefit, Unlike a traditional annuity,
however, this benefit wounld not necessarily
remain fixed throughout retirement, At the

SEPTEMBER 2011
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time of retirement, a participant would be
credited with a set number of “retivement
units,” each of which would represent a
specified amount of monthly retirement
income. The SCP assets attributable to the
participant’s accrued benefil at retirement
would be transferred to a separate investment
fund under the SCP, and it is anticipated
that this tund would be managed more
conservatively than the general accumulation
fund, with a view to preserving capital. The
SCP trustees, however, would be permitted
to declare periodic “dividends” on retirement
units when the SCPs actuary has certified
that such dividends would not materially
impair the full funding of the retirement
fund. When such dividends are declared, the
nominal value of each retirement unit would
increase, Although it is anticipated that
participants would ordinarily be guaranteed
this additional unit value, in the unlikely
event that the retirement fund becomes
underfunded, the SCP trustees may reduce
the retirement unit value prospectively to an
amount not less than the unit value as of the
participant’s retirement.

Although the S5CP would be a separate trust
and have a separate administrative board, the
assets of each SCP generally would be invested in
tandem with the assets of one or more designated
state retirement systems identified in the enabling
legistation, particularly at the onset of the SCP,
This parenership witl allow the SCP and its
participants to participate in the efficiencies and
economies of scale available to large public plans
right from the start. As the SCP itsell becomes
larger and more mature, it may eventually
separate ifs investments,

As noted above, as cash balance plans,
SCPs can be funded with a reasonable degree
of certainty, so the possibility of underfunding
is greatly diminished. In addition, employers
participating in the SCP would not necessarily
be required to make contribulions greater than
those specified in the SCE The enabling legislation
could permit employers to Hmit or avoid Hability

for underfunding by providing for the reduction
of participant account balances.

The SCIPs board of trustees will be subject
tor the general fiduciary standards of care but not
to fiduciary-based lawsuits. However, investment
managers hired to manage SCP agsets and other
vendors performing fiduciary functions for an
SCP would be subject to alb of the ERISA fiduciary
responsibility requirements.

In conclusion, we want to spur discussion on
how to achieve a reasonable Jong-term retirerment
henefit for all workers, The SCP locks at how the
public pension plan model can be adapted to
form the basis of a secure and flexible retirement
plan in the private sector, It is intended to provide
insight into achieving this goal, while accepting
that there are aspects vet to be defined and details
to be worked out. The need, however, is palpable.

1. 'The SCP is a basic plan for the private-
sector workforce that currently does not
have access to a pension plan, It is nota
replacement for existing pension plans

in_the public or private sector. Our model
provides the private employer the ability
to offer reasonable, sustainable, and secure
pension benefits.

SCPs can reduce government spending by
reducing the need for retirees to rely on

3

public assistance. Asdiscussed above, current
pension income saves the government
billions in public assistance expenditures,
SCPs can further enhance that savings.

3. The SCP will close the “retirement savings
gap” for private-sector workers when added
to Social Security and personal savings,
including 401(k)s.

The SCP is a much-needed approach to
provide retirement security to private-sector
workers who do not have access to a pension plan.
Itisa prototype to address the retirement security
crisis through a guaranieed, alfordable, sustainable
pension that draws on the lessons learned from
suceessful public pension plans, while managing
and sharing risk among emplovers and employees.
The time for the SCP is now.

[
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EXHIBIT |

Summary of Basic Plan Provisions

This exhibit summarizes the major provisions of the Plan inctuded in the valuation. It is not intended to be, nor should it be
interpreted as, a complete statement of all plan provisions.

Pension:
Age Requirement

Amount

Virtual Account Balance

Mininnmm Credited Interest

G5,

A single life annuity actuarially equivalent to the participant’s accrued virtual
account balance.

A participant’s virtual account balance accumulates at a rate of 6% of covered earnings
pius credited annual interest at a rate determined by the yield on 10 year Treasury bills as
of January 1 plus 2%.

3% per year over the participant’s working career; the minimum may be applied if the
participant’s entployer withdraws fraom the Plan and assets are not sufficient to fully fund
the virtual benefit.

Bisahility:

Age Reguirement

None.

Amount A single life annuity actuarially equivalent to the participant’s accrued virtual
account balance,
Vesting:
Requirement Immediate vesting,

Retirement Age

Antount

65,

A single life annuity actuarially equivalent to the participant’s accrued virtual account
balance with credited annual interest to age 63.

Pre-Retirement Death Benefit:
Requirement

Amount

None.

A single life annuity payable to the participant’s spouse, determined to be actuarially
equivalent to the participant’s accrued virtual account balance.

Optional Forms of Payment:

Single life,
Joint and 50% survivor pension.
joint and 73% survivor pension,

Joint and 100% survivor pension.

Actuarial Equivalence:

All plan benefits are paid in a form that is actuarially equivalent to the participant’s virtual
account batance with credited interest, Actuarial equivalence is determined using 5%
interest and the RP-2000 Combined Mortality Table with rates blended for 50% males
and 50% females.
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EXHIBIT I

Statement of Contribution and Retiree Dividend Policy

The Secure Choice Pension’s Effective Contribution Rate for participating emplovers is developed from the
following calculations:

Standard Funding Contiibution Calculation:

Objective of Calewlation This calculation determines funding requirements necessary to exceed requirements
based on ERISA multiemployer defined benefit plan funding requirements.

Assumnptions The Standard Funding Assumptions are determined by the Plan’s actuary in consultation
with the Trustees. Model assumptions are detailed in Exhibit [[1.

Actuarial Value of Assets The Standard Funding Actuarial Value of Assets is determined using a smoothing method
proscribed by the Plan’s actuary in consultation with the Trustees, subject to IRS ap-
proval requirements for multiemplover defined benefit plan funding. The assel method
s required to make provision for any Retiree Dividend Reserve which exists. The current
method is described in Revenue Procedure 2000-40, Section 15 with 5 year smoothing, A
detailed deseription of this method is provided in Exhibit 11,

Amortization Method Actuarial gains and losses are amortized by establishing a 13-year gain or loss base each
year in accordance with ERISA multiemployer funding rules. However, in excess of ERISA
requirements, if the net amortization payment is negative, this negative payment is nol
recognized as an offset to the normal cost of benefil aceruals for active participants.

Conservative Funding Contribution (alculation:

Olsjective of Calewlation ‘This calculation determines the funding which will be required if fife expectancy improve-
ments are much greater than expected and the Plan’s assets do not perform well enough to
provide a margin over the expected interest crediting rate for participants. The funding will
amortize losses over a longer period of time and use overfunding to offset normal cost of

benefit accruals. The funded status with respect to Conservative assumplions is also used to
determine what, if any, amount will be used 1o establish a Retiree Dividend Reserve.

Asstnptions The Conservative Funding Assumptions are the same as those used for the Standard
caleulation except the investment return is assumed to be exactly equal to the interest
crediting rate and mortality is projected using an additional 20 years of life-expectancy
bmprovement. These assumptions are detailed in Exhibit 31

Actuarial Value of Assers Market Value of Assets with no recognition of the Retiree Dividend Reserve,

Amortization Method 20 year level dollar open amortization of the unfunded liability.




APPENDIX

EXHIBITII (cont.)

Statement of Coniribution and Retiree Dividend Policy

The Secure Choice Pension’s Effective Contribution Rate for participating employers is developed from the

following calculations:

Effective Contribution Caleulation:

Gbjective of Caleulntion

Calenlation

This calculation determines the contribution as a percentage of payroll, which will be
required for participating emplovers. Its purpose is to achieve relatively level plan costs, This
is done by blending two separate contribution calculations which recognizes the expected
margin incorporated into the design and a contribution caleulation that uses a longer fund-
ing period but which does not recognize this margin until certain funding levels are attained.
The contribution is determined by taking the sum of 70% of the greater of the Standard
Funding Contribution and the Conservative Funding Contribution, plus 35% of the lesser
of the Standard Funding Contribution and the Conservative Funding Contribution. This
amount is adjusted to be not less than the Standard Funding normal cost. The final Effec-
tive Contribution is divided by projected payroll 1o determine a contribution rate to be
paid on covered earnings by participating employers,

Retires Dividend Reserve:

Total Amonnt of Reserve

Total Dividends for Plarn Year

The amount of the Reserve is the lesser of : (1) the prior vear’s Reserve minus the prior
year’s Retiree Dividend payments, or (2) 70% of the excess, if any, of the assets over 110%
of the Conservative Funding accrued lisbility.

The total amount of dividends paid from the Reserve for the upcoming Plan Year is
determined by dividing the Reserve by the average expected lifetime of participant in pay
status. Subsequent investment returns that are not sufficient to fully fund plan Habilities
may result in a roliback of future Dividend payments.

Amendment Procedure:

The procedures used to determine the Effective Contribution, the Retiree Dividend
Reserve, and the allocation of the Retiree Dividend Reserve may be amended by Trust-
ees, subject to the approval of the entity guaranteeing the Plan. At all times, the Plan is
required to meet funding requirements that are based on ERISA multiemployer defined
benefit plan funding requirements,

16 1
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Statement of Actuarial Assumptions and Methods

Standard Mortality Rates:

Conservative Moriality Rates:

Withdrawal Rates:
Disability Rates:
Ratirement Rates:
Benefit Flection:
Salary Scale:;

Siandard Investment Return:
{onservaiive Investment Heturn:
inflation:

Standard Actuarial Value
of Assels:

Conservative Actuarial Value
of Assets:

Actuarial Cost Method:

Population Data:

Healthy: RP-2000 Combined, projected generationally using Scale AA, blended for

50% males and 50% females.

Disabled: RP-2000 Disabled Retiree, projected generationaily using Scale AA, blended 50%
males and 50% females.

Healthy: RP-2000 Combined, projected generationally with an additional 20 years of im-
provement using Scale AA, blended for 50% males and 50% females.

Disabled: RP-2000 Disabled Retivee, projected generationally with an additional 20 vears
of improvement using Scale AA, blended 50% males and 50% females.

No withdrawal prior (o retirement was assumed,

No disability was assumed.

100% of participants are asswmed to retire al age 65.

Single life annuiry,

Age Rate
18-39 5.00%
4049 3.50%
50+ 3.00%
7.00%

5.00%

A.00%

Method as described in Revenue Procedure 200040, Section 13, Actuarial value is equal o
the market value of assets less unrecognized returns in each of the last 5 years. Unrecognized
return is the expected asset gain or loss on a market value basis, and is recognized over the
S-year period. An adjustment {if necessary) is made so that the actuarial value of assets is
within a 20% corridor of market value. Finally, the actiarial value of assets is reduced by the
amount of the Retiree Dividend Reserve,

Market value of assets without adjustment for the Retiree Dividend Reserve,

Entry Age Normal Actuarjal Cost Method. Entry Age is the age at the time the participant
commenced employment.Normal Cost and Actuarial Accrued Liability are caleulated on
an individual basis and are allocated by salary, with Normal Cost determined as if the
current benefit acerual rate had always been in effect.

The distribution of ages and salaries [or active participants in funding projections was
generated by starting with an initial population uniformly distributed over ages 18-64
with salaries consistent with the assumed salary scale, This population was projected for
50 durations using the assumptions above with any participants leaving the active popula-
tion being replaced by new entrants from the initial distribution.




APPENDIX

EXHIBIT IV

Sample Replacement Ratios

percentage of a participant’s pre-retirement income which would be provided as a guaranteed life annuity if the participant
worked from the age given until age 65 and then retired. Recent studies indicate that the average worker needs to replace 80%
of pre-retirement income to maintain their standard of living.

Estimated Replacement Ratics with a 5% annual crediting rate

45 1 30% 25% 55% 29% 84%
35 26% 18% 144% 219% 65%
45 17% 1% 28% 13% 41%

* Calculated using 2611 Dend poinfs and assurming career esrmings consistent with nalional average. For ages 38 and 45, the replacement ratio is prorated to refige! g fraction
of & participart’s 35 years of covered earmings used in Social Security Primary nsursnce Amount caloutolion vehich would be sarned under their fenire vith helr current employer
if they worked unfif age 65.

“ Caltulated using assumed saliry ncreases ag shovn I Exhibit i an average return of 5% per year o contribution rale of 6% per yean and anmalty convarsion based o
PEGT anmuty valualion assumptions.

" Catoedatod using assumed salary increases as showe iy Exibil I and ar expecled credited inferes! rate of 5% per year.

Estimated Replacement Ratios with the minimum 3% annual crediting rate

30% 17% W 19% 66%
26% 14% 3 ) 15% 5%
17% 9% ! 0% 36%

* Calcutaled using 2071 bend poimls and assuming career eamings cangistent with national average. For ages 35 and 45, the repldcement /itio 15 prorated lo refiet the frachion
of 3 participant’s 35 years of covered eamings used In Souigl Secunly Primary nsurance Amount calculation which vaould be eamed under thelr temire vith eir current erployer
if they worked unlil age 65.

* Caloulated usiog assumed salary increases as showe in Exbibit B an average et of 3% per year, a contribulipn rate of 6% per year and annully conversion baged on FBGE
aniuily valuation assamptions.

* Daloulated using assumed salary increases as shoven in Exhibit i and a misimum eredited interes! rate of 3% per vear,
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APPENDIX

EXHIBITV

Hlustrative Plan Funding Requirements
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APPENDIX

EXHIBITV

Hlustrative Plan Funding Requirements
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""he State Initiatives on Retirement Security (SIRS) Sympo-
i stumn seeks to educate state & local elected officials, policy
advisors, and advocates on recent trends, current issues, and
whal may be the next evolution of state based public-private
partnerships on retirement security for the private secton

Studies have placed the retirament crisis in the United States
at upwards of $34 trillion. This retirernent savings deficit is
largety due to the lack of access to employer sponsorad re-
tirement plans in the private sector. Since 2012, 10 states have
enacted logistation to address the retiremant crisis facing the
private sector. And three tires that number of states have
taken a serious policy look at estabiishing 2 state sponsored
ratirement initiative for the privale sector. While this is posi-
tive news, there are rmany variations on approaches causing
confusion and misunderstanding. The SIRS Symposium sesks
to make sense of it all and provide actionable information and
knowledge so you can begin [0 examine an approach that's
right for your state or refine your state’s efforts,

230 pm - 700 pm Registration

230 pm - 5100 pm General Session |

& L8 Departrent of Labor's
Perspectivas on State initiatives

s Retirement Readiness Scorecard
by State

a  ERISAL IS8 Fos, Friend, or
Frengmy?

SECURITY SYMPOSIUI

015 Legislative Summit

Thi SRS Symposium is sponsored by NCPERS who launched
the Secure Cholce Pension propoesal in 201 to provide

thought-ieadership, spur dislogue, and initlate state based
action to address retirernent insecurity, We invite all those
interested in tackling the retiremant crisis to attend, including:

State legisiators and their staff

Governors ang their staff

State Treasurers and their staff

Other state or local elected officials invoived with
retirement issues

Advocates of retirernent security

= Fipancial services ang investment community

#oWowm o ou

#

L0587

Complimentary to all NCSL attendess
and NCPERS members,

Z30 pm - 600 pm General Session [ {continued} .

= Implementation updates from
Massachusetts, iliinois, and
Washinglon State

= Barriers to Enactment: Lessons
from Failed Attempts

600 pm - 700 pm Receplion

“aubject to changs



Registration is complimentary for all NCSL attendees and NCPERS members.

Name:
Title:
Organization:
Address:
City:
State:
Zip:
Phone:
Email:
WHAT 1S YOUR BDOSITION?
Select alf that apply
0 Legistator or Legislative Staff 3 Trustee/Pension administrator/Staff Member
(3 Governor or Gubernatorial Staff 1 Public Pension Advocate

1 State and Local Finance/Treasurer’s Office or Staff  ( Other, please specify:

MAIL

NCPERS, 444 North Capitol
Street, NW, Suite 630,
Washington, DC 20001

EMAILL
registration@ncpers.org
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New Yorkers Need Retirement Plans
at Work

New Yorkers need safe and convenient
mechanisms to save for old age. Secure pension
income helps strengthen the city’s financial future
by keeping social spending down and older
residents’ spending power up. However, low and
decreasing rates of employer sponsorship of
retirement plans and the shift from traditional
pension plans to 401(k)-type plans are threatening
New Yorkers’ financial readiness for retirement,

Many working New Yorkers depend on Social
Security and the convenience and affordability of
employer-sponsored retirement plans to finance

. their old age. However, fewer than half of New
York residents have access to a retirement plan at
work.

e Only 43 percent of New York City workers
were offered a retirement plan at work in
2012 {most recent data). Sponsorship rates
in New York City remain significantly below
the national average of 54 percent.

s Nearly two-thirds of New York City
residents {over 3 million people} did not
participate in employer-sponsored
retirement plans in 2012, largely because
their emplovyer did not offer one. QOver 1.8
million residents worked at firms which did
not offer an employer-sponsored
retirement plan, and an additional 200,000
workers were sponsored by a plan but did
not participate. Finally, 1.2 million were not
working in 2012 and, by definition, did not
participate in an employer-sponsored plan.

Declining savings levels threaten New Yorkers with
the possibility of experiencing a lower standard of
living or poverty in retirement,

»  Using the federal poverty threshold, a
conservative method for computing
poverty, 7 percent of city workers aged 50-
64 currently live in or near poverty. This
report predicts the near-poverty rate will
increase from 7 to 20 percent for these

workers in retirement. Using the New York
City Center for Economic Opportunity
standard for poverty, the rate of projected
poor or near-poor retirees would more than
double.

New Yorkers are less prepared for retirement in
2012 than they were after the Great Recession in
2009,

e More than half of households with heads of
households near retirement age (50-64
years old, working and not) had liquid
assets of less than $100,000. These older
households will likely subsist almost entirely
on Social Security income in retirement or
will not be able to retire at all.

e The majority of New York City households
without an employer-sponsored retirement
plan have less than $1,000 in fiquid assets
to finance retirement.

e The median level of liquid assets for
workers who participate in workplace
retirement plans decreased by almost 50
percent, mostly because of investment
losses which declined in value by 62
percent, Retirement accounts declined in
value by 17 percent in the same period
from 2009 to 2012.

The first section of this report describes the trends
in sponsorship of retirement plans by employers at
the local and national levels and analyzes the rate
of participation in employer-sponsored retirement
plans. The second section examines how the group
nearest retirement in 2012 {those aged 50-641} is
prepared financially for life after age 65.2

The findings suggest that low sponsorship and the
shift to 401(k)-type plans are jeopardizing the
retirement security of working New Yorkers with a
greater number of New York City residents likely to
experience a dramatic drop in living standards as
they age



Section 1:

Employer Sponsorship of Retirement
Plans at Work is Declining

Employers have traditionally played an integral role
in the U.S. retirement system.” They have
contributed to their employees’ retirement plans
as part of a benefits package designed to attract
and retain quality workers, bolstering workers’
assets and easing the burden of saving for
retirement.

Workplace retirement plans are the most effective
and convenient vehicle for workers to save for
retirement. Why? Because a paycheck provides the
source of savings and paycheck dedication provides
the discipline to save. Workplace plans
automatically deduct contributions from a workers’
paycheck, removing both the burden of having to
manually allocate funds and the temptation to
spend these funds on day-to-day budget needs.

An employer who chooses to sponsar a retirement
plan for their employees plays a significant role in
the administration and design of the plan.
Employers decide what type of plan to offer— a
defined contribution or defined benefit plan - and
how much they will contribute to the plan. A DB
plan uses a formula that credits every year of
service with a certain percentage of pay to
determine lifetime pension benefits, The employer
invests the assets and guarantees the pension, and
the worker implicitly pays for the DB plan with
reduced take-home earnings. In the case of DC
plans —most are 401({k) plans — the employer
provides a tax-advantaged savings account that

employees can contribute to on a voluntary basis.
The worker, not the employer, invests the assets.
The employer, not the worker, provides the
investment options. Employers are not required to
contribute to a DC plan and level of employer
contributions vary from year to year and
sometimes the employers contributes nothing to a
401(k) — type plan.?

Both types of employer-sponsored retirement
plans significantly improve a worker's readiness for
retirement. Retirees receiving income from a
workplace retirement plan are more likely to retain
middle-class lifestyles than retirees without income
from an employer-sponsored plan.

New York City’s Sponsorship Levels
Remain Lower than the Rest of the
Nation

As of 2012, only 43 percent of employed New York
City residents aged 25-64 had access to an
employer-sponsored retirement plan. This is 11
percentage points lower than workers in the rest of
the US and 9 points lower than that of other New
York State metropolitan areas.”

While the sponsorship rate in New York City
increased from 41 percent to 43 percent between
2009 and 2012, New York City workers continue to
experience lower sponsorship rates than other
Americans and other New Yorkers (see Figure 1).°
Moreover, the recent increase must be considered
in the context of the long-term decrease in the
sponsorship rate from a peak of 55 percent in 1986
to 41 percent in 2009.
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Figure 1

Sponsorship Rates in NYC and the US over Time

70%
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50%
4%
309
20%
10%

(0%
United States

Figure 1: Employer-Based Retirement Plan
Sponsorship Rates 1999- 2013

Metropolitan Argas in NY State

51999-2001 = 2008-2010 = 2011-2013

New York City

Source: Current Population Survey, ASEC, 20060-2002, 200%-2011, 2012-2014. Each grouping reprasents an average over three years, Percentages in
the figure are rounded, Sample is limited to persons aged 25-64 who worked at some point in the last calendar year. New York City sample is
fimited te residents of New York City. Metropolitan Areas in Mew York State includes New York City, which represents over half of all NY metro

popuiations.

Workplace Retirement Plan
Sponsorship is Declining for Key
Groups of Workers

Overall, sponsorship in New York City rose from 41
percent in 2009 to 43 percent in 2012. However,
older workers (aged 50-64), self-employed, and
white workers experienced significant decreases in
sponsorship,

Older New York City workers’ (aged 50-64)
retirement plan coverage rates declined a full nine
percentage points, from 51 percent in 2000 to 42
percent in 2012, the steepest decline in coverage
among all age groups. In contrast, in the rest of the
United States coverage rates for older workers held
constant at 58 percent from 2009 to 2012. Without
a retirement plan, older workers risk a significant
decline in their living standards when they retire.

Self-employed workers are one of the fastest-
growing categories of workers in New York City
since 2000.” These workers can establish
retirement plans for themselves, their spouses, and
other employees through several provisions of the
federal tax code. Among those options are the
“Solo 401(k),” the simplified employee pension
plan {SEP) and the SIMPLE-IRA. Also, in 2010, the
Freelancers’ Union established a group 401(k) plan
open to union members with 1099 income, Still,
sponsorship rates fell for the self-employed and
remain among the lowest of all workers. in 2000,
only 21 percent of all self-empioyed workers in
New York City had a sponsored plan, and that rate
fell to 9 percent by 2012.

White workers’ coverage rates fell 4 percent, while
coverage rates increased for other racial groups,
including Black {up 7 percent), Asian (up 6 percent)
and Hispanic {up 4 percent) workers. The groups
Page | 4



that experienced the largest increases were the
groups that had previously suffered
disproportionate losses. Men experienced a larger
increase in sponsorship (up 3 percent) than did
women (up 1 percent). Sponsorship of non-citizens
increased by 6 percent, whereas sponsorship of
citizens did not change (see Figure 2}.

Across all industries, New York employers sponsor
a smaller percentage of workers than do employers
in the rest of the United States. New Yarkers
working in wholesale & retail trade experienced no
change in sponsorship from 2009 to 2012, which at

22 percent remains significantly lower than the U.5.

average, Sponsorship of public administration
workers decreased by 7 percentage points to. 71
percent, which is 12 percentage points below the
US average.

Coverage of workers in entertainment and
recreation services increased fraom 28 to 40 percent
in two years, following a 22 percentage point drop
in the eight years prior. This was the largest
increase in sponsorship of all industries, followed
by finance, insurance & real estate as well as
personal services, where sponsorship increased by
7 percentage points in each,

Firms with less than 100 employees showed no
change in sponsorship rates, while larger firms
increased sponsorship of their employees.
Sponsorship of employees covered by a union
contract decreased by 2 percentage points, while

- sponsorship of those not covered by a union

contract increased by 11 percentage points.
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Figure 2

Flzure 2: Retirement Plan Sponsorship Rates by Sodlal and Personal Worker .char.écter'ést.iés iﬁ New York City and the LLS.
' NYC us
1991-2001 | 2008-2010 | 2011-2013 19912001 | 2008-2010 § 2011-2013
Working Population 3074471 1 3,290,111 | 3,274,065 126,234,5?4 126,541,8101 126,195,130
Total Spansored ' 49% 1% 43% 61% 53% 53%
Gend.er .
Male 47% 37% 40% 61% 53% 53%
female 51% 5% 46% 61% 55% 55%
Citizenship Status
Non-Citizens 30% 21i% 27% 35% 28% 29%
Citizens]  56% 47% 47% 53% 569% 56%
Ape Group
Ages 25-39 51% 40% 43% 549% 52% 51%
Ages40-49)  51% 38% 43% 64% S5% 56%
Ages50-64]  51% 45% i2% 62% 58% - 58%
Race .
White Non-Hispanic 58% 51% 47% 65% 58% 58%
Black Non-Hispanic]  52% Caa% 1 51% 51% 54% 53%
Asian Non-Hispanie 9% 30% 36% 5% 50% 50%
Hispanic 33% 31% 35% 41% - - 36% 36%
Other 26% 45% 38% 53% 5% 53%
Classification of Worker . .
Self-Employed 21% ii% 9% 19% 14% 13%
Wage and Salary Workersi ©  47% A7% 41% 1% 53% 53%
Government!  78% 74% 72% 87% 83% 82%
Firm Size .
11099 25% 0% 20% A5% 29% 28%
100 to 4589 54% 51% 53% 70% 62% 62%
500tp 999 63% 51% 57% 76% G8% 68%
1000+ 75% 64% 68% 8254 6% 75%
Linton Status
Mot Coverad by a Unlon Contract 45% 35% 456% 64% . .57% 58%
Covered by a Union Contract 2% 68% 66% 26% 83% 9
Industry
Construction]  34% 28% 25% 40% 33% 33%
Manufacturing]  45% 45% g% 72% 64% 54%
Transport, Communication, Utilities 51% 34% 43% 59% 58% 57%
Wholesale & Retail Trade]  29% | 22% 2% 50% 43% 42%
Finance, Insurance & Real Estate 68% 54% 61% 68% 60% 62%
Businass & Repalr Services 38% 23% 38% 47%. 41% 42%
Personal Services]  21% 12% 19% 28% 229 22%
Entertainment and Recreation Sarvices 50% 8% 40% 53% 43% 43%
Professional Services|  60% 51% 51% | 71% 64% 63%
Public Administration 0% 78% F1% 89% 84% 83%

Source: CP3S ASEC, 2000-2002, 2005-2011, 2012-2014. Note: Sample is Emitad to restdents of NYC aged 25-94 who worked in the previous calendar
year. Percentages in the table are rounded. Classification of worker listing excludes unpald family workers, members of the 1.5, Armed Forces, and
thpse who did not specify thelr classification. Industry listing excludes agriculture, forestry and fishing, mining, and the miitary,
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Employee Participation in Workplace
Retirement Plans is Declining

Even if an employer sponsors a retirement plan for
their employees, participation isn’t universal. An
employer is permitted under law to exclude
employees from participating in a retirement plan
if they have less than one year of service, are part-
time, or are younger than 25.2 Moreover, the
structural differences between DB and DC plans
impact employee participation. In a DB pian,
worker participation is mandatory, guaranteeing
that each worker has a retirement account if they
are sponsored. Under a DC plan, workers can
choose to opt out of the retirement plan.

Figure 3

More than 2 million New York City workers {62
percent) did not participate in employer-sponsored
retirement plans either because their employer did
not offer one or the employee did not participate
for voluntary or involuntary reasons in 2012, An
additional 1.2 million New Yorkers between the
ages of 25 and 64 were not working in 2012 and, by
definition, did not participate in a current
employer’s retirement plan (see Figure 3). Of the
43 percent of workers whose employers sponsored
a retirement plan in 2012, 86 percent participated
in the plan, which is 2 percentage points lower
than the participation rate in 2009. Only 37 percent
{43%*86%) of the overall New York City working
population participated in an employer-sponsored
retirement plan in 2012 (see Figure 4),

Employment Status and Sponsorship for NYC Residents, 2012

\\\

New York City Working Age Civilian Population = 4,514,659

Sponsored
43%

Not Sponsored

Source: Current Population Survey, ASEC 2012-2014, March Supplement. Percentages in chart represent three-year averages, with output
representing median year. Sample is mited to NYC residents aged 25-64 who workead, Percentages are rounded.



Figure 4

Sponsorship and Participation Rates for New York City Workers, 2012

-Sponsored

New York City Employed Population = 3,274,065

\

Participating
86%

43%

14%

Source: Current Population Survey, ASEC 2012-2014, March Supplement. Percentages in chart represant three-year averages, with output
representing median year, Sampie is limited to NYC residents aged 25-64 who worked, Percentages are rounded.

Declines in Sponsorship and
Participation are a Long-Term Trend

Both sponsorship and participation have declined
in New York City since the mid-1980s, a concerning
development for the future of retirement readiness
in New York City. In 1986, New York City emplovers
sponsored retirement plans for 55 percent of New
York City workers and 47 percent of all workers
participated in those plans. By 2012, only 43
percent of workers were sponsored and 38 percent

of all workers participated. These downward trends
in sponsorship and participation were not seen in
the rest of the United States until the mid-2000s. In
the last ten years, New York City sponsorship and
participation rates have declined faster than the
rest of the US (see Figure 5}, These persistent
trends indicate that the low sponsorship rates
found in this report are not merely a result of the
2008-2009 recession, but a product of persistent
structural factors.
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Figure 5

Pension Sponsorship and Participation in Historical Perspective, US and NYC
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Source: March Supplement data from the CPS, from the IPUMS data
Section 2:

Spotlight on Older Workers’
Retirement Readiness

Low levels of employer sponsorship of retirement
plans coupled with the changing nature of plan
design have eroded retirement plan participation
and, potentially, the retirement security of New
York workers. But retirement plans in the
workplace provide only one source of income in
retirement, This section evaluates New Yorkers’
readiness for retirement by including income from
all possible sources assuming the older worker
retires at 65. Unfortunately, the choice facing many

1993

i

[T I T S 5 T o £ O T B SO £ SO SR SRS + T =« R o O
ooeh o o eh % O oy €3 £y & & o el
a1 th & h (h [T B o o B G T o i A o
s e gt B I B B S S S A S I = T B

=g==115 Spansorship Rete

@b C Sponsorship Rete

New Yorkers who are nearing retirement is poverty
or work.

One surprising finding is that defined contribution
plans do not provide much protection against the
risk of old-age poverty. Workers with defined
benefit plans, a group which is shrinking in number,
are more likely to maintain their living standards in
retirement. The only group of older New York
households not vulnerable to downward mobility
in retirement are the 435,000 households with the
highest levels of net warth over $300,000.

The average net worth of near-retirement {aged
50-64) households residing in the metropolitan
areas of New York State (the smallest unit of
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analysis for wealth holdings) was $140,074 in 2012
for single person households, $507,937 for married
couple households, and $181.291 for other
household types.? All three net worth figures are
significantly lower in real terms than in 2009. The
average net worth for single person households

Figure 6a

declined by 528,806 {a 17 percent decrease), a
married couple households by $69,494 (a 12
percent decrease)}, and other households by
514,153 {a 7 percent decrease) {compare Figures
6a and 6b),

Figure 6a: Household Net Worth (including home equity) of Older
Households Working and kot Working Aged 50-64 in Metropolitan Areas of New York State, 2011

Singte Person Household

Average $140,074
Median ' $22,521

Other Households

$181,291
554,404

Married Couple Household

$507,937
$352,000

Source: 2008 Survey of Incomne and Program Participation {5IPP) Panel. Notes: Sample is limited to residents of NY State metropolitan areas. Age of
the household is based on the age of the household reference person. Information on assets derives from wave 10 {fielded August-November
2011}, while alf other information is from wave 11 (December 2011- Mar 2012} of the $1PP 2008 panel. Net worth consists of investment, business
eguity, real estate, homae equity, the value of mobile homes, retirement savings less debt owed. Other households include unmarried partner
households, and households where the parent of the reference person lives in the household,

Figure 6b

Average - $168,870
Median $49,256

Figure 6b: Household Net Worth {including home equity) of Older
Households Aged 50-64 in Metropolitan Areas of New York State, 2009 {in 52011)

Single Person Household Married Couple Household Other Households

$577,431 5195,444
5454,594 $94,320

Source: Survey of Income and Program Participation (3IPP) Panel, Notes: Sample is limited to residents of NY State metropolitan areas. Age of the
household is based on the age of the household reference parson. Information on assets derives from wave 4 {fielded August-November 2009},
while ali other information is from wave 3 (Apr-Jul 2009} of what is called the 2008 SIPP panel, the panel assembled in 2008. Net worth consists
of investmant, business equity, real estate, home equity, the value of mobile homaes, retirermeant savings less debt owed, Other households include
upmarried partner households, and households where the parent of the reference person lives in the household.

The average household net worth is high relative to
most households due to the fact that a few
households with very high net worth bring up the
average. The median asset value provides greater
insight into the experience of a typical New York
household. The decline in median asset values is
significant. Single person households declined in
median net worth from 549,256 in 2009 to $22,521
in 2012 {a 54 percent decrease), married
households from $454,594 to $352,000 {a 23
percent decrease}, and other households from
$94,320 to 554,404 (a 42 percent decrease).

The loss in net worth over a span of only two vears
transiates into a significant loss when an individual
retires and liquidates their household’s financial
assets, including the home, to purchase a
guaranteed income annuity from a private financial
institution, The net worth of the median New York
household is converted to an income stream of
$1,356 per year for single person households,
$17,100 for married couple households, and
$3,264 for other household types.’® This income
would supplement a household's defined benefit
pension and Social Security benefit, In practice,
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however, these numbers overstate the annuity.
First, most near-retiree households cannot afford
annuities due to the high rates offered by the for-
profit insurance industry. Second, most retired
homeowners will choose to keep their homes
rather than sell them to annuitize their home

equity.

Four in 10 near-retirement New York households
have less than 510,000 in total liquid assets** at

Figure 7a

their disposal. Another 16 percent have less than
$100,000 in total liquid assets to annuitize (see
Figure 7a). The average househoid in this group has
enough assets to purchase an annuity that provides
them just $45 a month.'* in other words, over half
of near-retirement households in New York have
almost no assets to annuitize. These households
will depend almost entirely on Social Security
income, an income stream which that is insufficient
to maintain living standards in retirement,

Household

Liquid Assets
Less than
$10,000
510,000 to
$99,999
$100,000 to
$299,999
$300,000 or
more

- Total No. of
Households

839,751
354,260
411,216
481,346

Total 2,087,073

Figure 7a: Total Liquid Assets of Near-Retirement Households ~ Aged 50-64 in Metropolitan Areas of
New York State, 2011 {Includes those with no assets)

Percent of Total Mean Household Median Household

‘Households

40%

17%

20%

23%

income Income

$38,848 $25,224
$64,800 548,816
593,121 571,532
$141,301 $111,204

Source: Survey of Income and Program Participation (5IPP) Panel. Notes: Sample is limited to residents of NY State metropolitan areas. Age of the
household is based on the age of the household reference person. Information on assets derives from wave 10 {fislded August-November 2011},
while all other information is from wave 11 {Decamber 2011- Mar 2012} what Is called the " 2008” $IPP panel, the panel assembled in 2008. Liquid
assets comprise of financial investments, retirement savings, money owed for the sale of 2 business and other assets, including real estate and

mobile homes not used as primary residenca.
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Figure7b

Figure 7h: Total Liguid Assets of Near-Retirement Households —~ Aged 50-64 in Metropolitan Areas of New York State,
2009 (in 52011). (Includes those with no assets)

Total Household No. of Percent of Total Mean Household Median Household
Liquid Assets Households Households Income income
Less than $10,000 654,309 35% $37,930 521,895
$10,000 to $99,999 376,355 20% $62,35% §52,077
$100,000 to $299,999 412,892 22% $94,162 $81,127
$300,000 or more 435,981 23% $156,405 $119,679
Total 1,879,537

Source; 2008 Survey of income and Program Participation {SIPP} Panel. Notes: Sample is limited to residents of NY State metropolitan areas, Age of
the househakd is based on the age of the household reference person. Information on assets derives from wave 4 {fielded August-November 2009},
while all other information is from wave 3 [Apr-lul 2009) of the 5IPP 2008 panel. Liquid assets comprise of financial investments, ratirement
savings, money owed for the sale of a business and other assets, including real estate and mohile homes.

More than 700,000 households, or nearly six in 10, did not have a retirement plan at work in 2012, On
average, these households have less than 530,000 in retirement savings. But more than half of these
households have absolutely no savings and no home equity. At the same time, the median annual income of
these households has decreased by more than $2,000, or 10 percent, which makes accumulation of savings
even more difficult and lowers expected payouts from Social Security to these households {see Figures 8a and
8b). This data show just how restricting the lack of coverage can be on households planning for retirement.
Those without an employer-sponsored plan have almost no savings and few other assets to draw on in
ratirement. On the other hand, households with access to employer-sponsored plans have amassed more than
double the liquid assets than those without plans. The disparity is even greater when looking solely at

retirement savings.
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Figure 8a

Figure 8a: Total Liquid Assets of Near-Retirement Households - Aged 50-64 in Metropolitan Areas of
New York State by Retirement Plan Type, 2011. {Includes those with no assets and those working
and not working)

Households with DB Households with DC Households without a
Plans Plans Retirement Plan at
Their Current Employer

Assets/Liabilities Mean Median Mean Median Mean Median
Investments $176,452  $79,000 S170,190  $34,000 545,935 $200
Other Assets 522,892 S0 $36,940 50 523,468 50
Retirement $105,816 563,993  $117,625  $70,000  $29,956 S0
Savings
{IRA, KEOGH,
401K, 403B)
Debt $11,590 $300 $6,420 $500 $4,843° 30
Total Liquid Assets 5293,570 $142,693 $328,335 5$104,500 594,516 $200
Less Debt
Number of 303,445 679,842 1,103,786
Households
Home Equity $124,870 590,000 S$146,432  $85,000 594,385 S0
Household Income 5115,099 591,224 $116,256 585,896 543,482 $29,040

Source: 2008 Survey of Income and Program Participation (SiPP} Panel. Notes: Sample is limited to residents of NY State metrapolitan areas who
worked at some point in the reference period (December 2011- Mar 2012), had positive sarnings, were not unpaid family workers, and were not in
the agriculture, forestry, or fishing sectors. Households with DB plans may also bave a DC plan, while households with DC plans are defined as those
who only have a DC plan. Information on assets derives fram wave 4 (fislded August-November 2009}, while all ather information is from wave 3
{Apr-Jul 2009} of the S$IPP 2008 panel.
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Figure 8b

Households with DB

Plans
Assets/Liabilities Mean Median
Investments $173,009 574,408
Other Assets $32,736 $0
Retirement 696,422 531,440
Savings
{IRA, KEOGH,
401K, 4038)
Debt $8,902 51,048
Total Liquid Assets  $293,265 $104,800
Less Debt
Number of 442,325
Households
Home Equity $162,452 $103,752

Household Income  §113,408 $91,729

Figure 8b: Total Liquid Assets of Near-Retirement Households ~ Aged 50-64 in Metropolitan Areas of
New York State by Retirement Plan Type, 2009 {in $2011) {Includes those with no assets)

Households with DC

Mean Median Mean Median
5266,540 $125,812 $57,713 5524
557,782 S0 $21,170 50
$125,554 578,600 528,662 S0
519,579 $1,258 55,386 SO

$430,297 $203,154 $102,159 §524

$156,040 591,176  5114,564 S0
$115,457 596,571 $53,598 $31,402

Households without a
Pians Retirement Plan at
Their Current Employer

456,639 980,573

Source: 2008 Survey of Income and Program Participation (SIPP) Panel. Notes: Sample is limited to residents of NY State metropolitan areas who
worked at some point in the reference period (December 2011- Mar 2012}, had positive earnings, were not unpaid family workers, and were not in
the agriculture, forestry, or fishing sectors, Households with BB plans may alse have a DC plan, while households with DC plans are defined as those
who only have a DC plan, Information on assets derives from wave 4 {fielded August-November 2008}, while all other infarmation is from wave 2

(Apr-lut 2009} of the SIPP 2008 panel.

The median value of total liquid assets for
households with defined contribution plans feli by
half in just two years. Only households with
defined benefit plans experienced an increase in
their total liquid assets between 2009 and 2012.
The median value of investments for those with DC
plans decreased by 73 percent and the median for
those with DB plans increased by 6 percent
between 2009 and 2012. In addition to investment
losses, households with DC plans experienced a fall
in their retirement plan balances by 11 percent,
while those with DB plans saw their retirement
savings balances increase by over 100 percent.

Older Workers Face Downward
Mobility in Retirement

Most retirement experts agree that replacement
rates** should be at least 70 percent of final
employment income for households to maintain
living standards in retirement.*3 Income
replacement comes primarily through Social
Security income and the annuitization of liguid
assets. This report assumes retirees will annuitize
their liquid assets. While households with DB plans
have an additional source of income, it is not
accounted for here due to the limitations of the
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SiPP data.” (However, New York State personal
income tax data indicates that 25 percent of New
York City tax filers reported pension and/or annuity
income in 2010, with an annual average of 54,732
in such income per filer.)

According to the AARP retirement calculator, none
of the three household types {defined benefit,
defined contribution, and no plan) will be able to
maintain their standard of living in retirement.
While households with DC plans are able to

Figure ©

accumuiate more assets during their working years,
these findings suggest defined contribution plans
alone (62 percent) do not provide enough savings
to maintain living standards. Finally, those with no
access to a plan (56 percent) are expected to
experience a significant decline in their living
standard.* Households with DB plans {50 percent)
are the only households for which the replacement
rate has increased since 2009. However, these
replacement rates remain below the
recommended level,

Défined 'Behefit '

2009 47%

o1z o

Figure 9: Replacement Rates of Near-Retirement Individuals (Aged 50-64) by
' Primary Retirement Plan Type In NY State Metros

Defined Contribution Neither
70% - 56%
e e

Source: 2008 Survey of Income and Program Participation {(SIPP) Panel. Notes: Sample is limited to residents of NY State metropolitan areas who
worked at some point in the reference period {December 20311 Mar 2012}, had positive earnings, were not unpaid family warkers, and were not in
the agricuiture, forastry, or fishing sectors. Note: Replacemant rates for sach group calculated using the AARP Retirement Calculator for an
unmarried male currently age 57, retiring at age 65 with a life expectancy of 87, Total liquid assets are assumed to be equal to the median for the
correspanding group, sl of which is annuitized at retiremant, and Social Security Income is projected hased on currant household income (see
Figure 8a). Nominal annual of return on savings before retirement is assumed to be 6% before retiremant, 3.6% after retirement. inflation and
nominal wage growth are assumed to be 2.5% per year, income taxes are assumed to be 11% per year before retirement, 8% after retirement.
Defined benefit balances grow by 1.5% of earnings each yvear. Reported replacement rates are the lowest rates at which no shortfall exists.

If current trends continue, not only will retirees
experience lower standards of living in retirement,
many will end up living with very low incomes
uniess they work. By the time older workers (ages
50-6) retire at age 65, the portion living in poverty
or near poverty will more than double, from a 10.9
percent risk of being poor while working to a risk
of 22.8 percent of being poor in retirement after
age 65. In other words, almost 250,000 more
people are expected to be poor or near poor when
they retire.

These rates of projected poverty for 65-year-olds
are higher than what they would have been in 2009

if assets had not declined during the recovery. In
2009, the poverty rate for workers age 50-64 was
7.5 percent, Based on their assets in 2009, we
project a poverty rate of 18.6 percent for a 65-
year-old retiree. In 2009, an colder worker faced an
11.1 percent increase in the risk of poverty when
retiring at age 65. In 2011, the risk of poverty
increased, In 2011, 10,9 percent of older workers
had incomes below 150 percent of the federal
poverty level, and we predict that when they retire
at age 65, 11.9 percent will be officially poor or
near poor {see Figure 10).
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Figure 10

Figure 10: Current Near Poverty Rate for Workers Aged 50-64 vs. Projected Rate at Age 65

Increase in poverty risk from age

tC tA At Age 65 (Projected
At Current Age ge 65 (Projected) 50-64 to age 65
2009 7.5% 18.6% 11.1%
2012 10.9% 22.8% 11.9%

Source: 2008 Survey of income and Prograrn Participation (SIPP) Panel. Notes: Sample is limited to residents of NY State metropolitan areas who
waorked at some point in the reference period {December 2011 Mar 2012}, had pesitive earnings, were not unpaid family workers, and were not in
the agriculture, forestry, or fishing sectors. Note: Near Poverty = income less than or equal to 150% of poverty threshold (less than 515,434 in 2009
and $16,741 in 2012}. Income Includes the annuitized value of all assets, including ali real estate holdings except the valye of ong’s primary

residence, less debt owed on these assets.

Conclusion: New Yorkers Need
Workplace Retirement Plans

Unfortunately, many New Yorkers nearing
retirement will not be able 1o retire at all, as older
workers’ assets eroded in value even during the
recovery from the Great Recession between 2009
to 2012. The majority of people over age 65 in New
York City who chose not to work or cannot work
will have to subsist primarily on Social Security in
retirement. One in three New Yorkers who are
retired at age 65 rely on Social Security as their sole
source of income.

Policies aimed at providing workers access to
employment-based retirement savings vehicles,
such as Guaranteed Retirement Accounts {GRAs),
would go a long way toward reversing the erosion
in retirement prospects predicted by the findings of
this report. A GRA plan would provide a convenient
way to save consistently for retirement and obtain

a low cost annuity. Specifically, a GRAis a
mandated, professionally managed retirement
account — a hybrid between a defined benefit
pension and a 401(k}-type defined contribution
plan - that would guarantee principal and an
annual rate of return and pay annuities with no
obligation or risk to the government. The savers
would pay for the guarantee by foregoing returns
exceeding the guarantee. GRAs add on to Social
Security at the city, state, or federal level.

Despite billions in tax breaks and decades of
regulations, about half of the American workforce
does not have a retirement plan. An increasing
number of vulnerable elderly increases the
financial burden of families and government. A
GRA at the city, state, or federal level that
supplements a strengthened Social Security system
would be a major step toward preventing the
coming retirement crisis.
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NYC Workers Face Downward Mobility in Retirement
Increases in Old-Age Poverty, 2012-2027

* 2012 - 147,000 New York City workers near retirement (50 to 64 years old) were living at or
near the federal poverty line of $16,741,

- 2027 - 403,000 of these workers will be living at or near the poverty line in retirement

-1 out of 5 near-retirees in 2012 will be living in poverty or near poverty when they retire at 65

Poor and Near-Poor Workers Poor and Mear-Poor Retirees
2012 2027

11.5 Years Loter

Sach charastes seftl o beicfingg repragents 100U warkers vl gr2 sustantly poor of near pone. o
Zash chnrgatar with o gane tepresents JR000 of those v were working st wil be pant of aese poor n rstigment, . W HOO&

Sonsrnen 2008 Surwey of income o Progesm Pasticipation [SIPP] Panel. Mites Sompla i lrdted o retsdents of #2Y State mezu};w iam
S whowarked 5t spees paint 2 the fﬂ!-z"“m s {etember 2011 March 2{)12 Bl positive eareings, werd aat wnpeid fomi

Bk sngd yeis not in the ogezaliee, forsstry o fishing sectss g thin of eous 1 15056 of fewm r,wg‘rm
s’”! a5 16,761 in 3017E ncome nchdes the oot wiing 2l ret estate holdings with the setes-
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Endnotes

LA household is defined as aged 50-64 if the reference person for the household is in this age range. A
reference person is an owner or renter of record for the household. All other members in the household are

listed based on their relationship to the reference person.

2 The first and second sections rely on 2000-2002, 2009-2011 and 2012-2014 data from the Current Population
Survey {CP5), a joint program administered by the Census Bureau and the Bureau of Labor Statistics. The
second and third sections use data from the 2008 Survey of Income and Program Participation {SIPP). The
third section also uses 2010 (the most recent posted). New York State Income Tax Files to consider the
retirement preparedness of households aged 55-64 in the metropolitan areas of New York State. NYS income
Tax Files from: http://www.tax.ny.gov/research/stats/stat_pit/analysis_of _personal_income_tax_returns.ntm,
Accessed fune 11, 2015.

2 Boivie, 1. 2011, "Who Killed the Private Sector DB Plan?” Washington DC: National Institute on Retirement
Security,

* Social Security Administration. 2008. “Income of the Population 55 and Older.” Washington DC; William G.
Gale, 1998. “The Effects of Pensions on Household Weazlth; A Reevaluation of Theory and Evidence.” The
Journal of Political Economy, Vol. 106, No. 4. (Aug.), pp. 706-723.

* Using data from the Current Population Survey (CPS), this report analyzes employer sponsorship of
retirement plans, The CPS asked New York City residents who worked full-time or part-time in the previous
calendar year whether their employer sponsors a retirement plan, and whether they actually participate in
that plan. Responses to this question were used to examine sponsorship levels for New York City residents
aged 25-64 in 2000-2002, 2009-2011 and 2012-2014 {hereon referred to as 2000, 2009 and 2012 since CPS
data references previous year status). Retirement plan sponsorship was also calculated for the U.S. to
evaluate how New York City residents are faring relative to the rest of the nation.

5 The CPS asks respondents about retirement plans sponsorship based on their joh in the previous calendar
year. Therefore, respondents who did not work in 2012, or 27 percent of the New York City population aged
25-64, were not asked about their retirement plan status {(more than 87 percent of this group was out of the
labor force — or not actively looking for work in 2012 — and another 13 percent were unemployed in 2012).
Since those who did not work in 2012 did not have access to an employer-sponsored plan, the sponsorship
rates in this report understate the rate of sponsorship for the entire working-age population at any given point
in time. Some of those who are currently jobless may have a retirement plan from a previous job, or may gain
access to one through a future job. Accordingly, no direct inference about the ultimate percent of the retired
population that benefits from an employer-sponsored retirement plans can be drawn from current

sponsorship rates.
7.5, Bureau of Economic Analysis, Local Area Personal Income and Employment. September 15, 2011.

8 See U.S. Department of Labor. October 2010. What You Should Know About Your Retirement Plan. “Federal
law allows employers to include certain groups of employees and exclude others from a retirement plan. For
example, your emplover may sponsor one plan for salaried employees and another for union employees. Part-
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time employees may be eligible if they work at least 1,000 hours per year, which is about 20 hours per week.”
http://www.dol.gov/ebsa/publications/wyskapr.html#chapter?

? The SIPP data offers a comprehensive listing of survey respondents’ financial assets, including the value of
their bank accounts, bonds and securities, savings bonds, stocks and mutual funds, life insurance policies,
IRA/KEOGH accounts, DC accounts, real estate holdings, home equity and business equity. These estimates do
not factor in the present cash value of projected Social Security or DB pension benefits. The retirement
preparedness of households located in NY metropolitan areas, whose reference person is aged 50-64 is

considered.

¥ These numbers were computed from the Fidelity Guaranteed Income Calculator, given interest rate
conditions on June 1, 2015. For a single person household and for ‘other’ households, the annuity value was
calculated for a hypothetical male in NY, who was born on June 1, 1947 (they were 64 at the time the sample
was collected in 2011). These calculations are for a lifetime annuity without beneficiaries, However, for
married couple households, the annuity value was calculated fof a couple residing in NY, where one person is
a male born onJune 1, 1947, and the other person is a female born on June 1, 1947, These calculations are for
a lifetime annuity where the survivor continues to receive 100% benefit, without heneficiaries.

H Liquid assets are defined as all assets except equity held in one’s primary residence. This includes
investments(money in checking accounts, bonds, securities, stocks, and funds), as well as the cash value of all
life insurance policies, equity in other investments and the face value of any savings bonds owned), real estate
holdings, mobile home values, retirement balances, and money owed from the sale of a business, less the

debt owed on them.
12 anindividual's replacement rate is calculated by their annual post-retirement income as a percentage of

annual earnings of the last year they worked.

12 palmer, B., DeStefano, R., Schachet, M., Paciero, 1., and Bone, C. 2008. 2008 Replacement Ratio Study.
Chicago, IL: Aon Consulting

% These numbers were computed from the AARP Retirement Calculator. For all three plans, we assumed a
single male in NY, 57 years old, who annuitized all liquid assets in order to retire at age 65. The replacement
rates shown are the smallest rates at which no shortfall exists.
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introduction

Good morning. My name is Hank Kim and | am the Executive Director and Counsel of the
National Conference on Public Employee Retirement Systems (NCPERS). | want to thank
Chairperson Miller and the members of the City Council’s Committee on Civil Service and
Labor for this opportunity to testify on such an important issues and their leadership on
retirement security, | would also like to thank New York City Comptroller Scott Stringer for
taking a close look at the retirement security for private sector workers who currently lack a
pension and for a convening a Study Group to look at the viahility and technical aspects of a
new pension system. The expertise and time of his staff is invaluable. | would also like to
thank Public Advocate Leticia James for working to ensure that all stakehoiders have a voice
in the process and thinking through how to move the process forward from concept to
implementation of a systems that ensures retirement security to for all working New

Yorkers,

NCPERS is the largest trade association for public sector pension funds representing more
than 500 funds, including all five of the City’s funds, throughout the United States and
Canada. It is a unigue non-profit network of public trustees, administrators, public officials,
and investment, actuarial and legal professionals who collectively manage more than $3.7
trillion in pension assets. Founded in 1941, NCPERS is the principal trade assoclation working
to promotie and protect pensions by focusing on advocacy, research and education for the
benefit of public sector pension stakeholders. Further, NCPERS promotes retirement security
for oll workers through access to defined benefit pension plans,

In addition to serving as Executive Director and Counsel for NCPERS, | currently serve as Vice-
Chair of the Fairfax County Uniform Retirement System, a $1.5 biilion public employee
retirement system providing pension coverage for the Fire & Rescue Department, Sheriff's
Department, and certain other sworn employees of Fairfax, Virginia. Additionally, | serve as
Treasurer of the National Institute on Retirement Security, a Washington, D.C. based think
tank focusing on retirement security.
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I am also on the board of the Benefits Law Journal, a quarterly law journal that for over 20 years
has featured the most respected and accomplished employee benefits professionals who have
shared their expertise, Each quarterly issue offers in-depth analysis of new legislation, regulations,
case law, and current trends governing employee benefits: pension plans, welfare benefits,
executive compensation, and tax and ERISA issues. Previously, I've served on the Morningstar
Pension Endowments and Foundations Steering Committee and the City of Virginia Beach Mayor's
Committee on Employee Pensions.

America’s Retirement Crisis

The U.S. is facing a retirement crisis in the private sector. Today, there is a retirement savings
deficit somewhere around $6.6 to $14.5 trillion. This retirement savings deficit is calculated by
determining what 401(k) account holders should have in their accounts to maintain their standard
of living in their retirement and comparing that with what they actually do have in their accounts.
This is extremely troubling because as documented in our publication The Secure Choice Pension: A
Way Forward for Retirerent Security in the Private Sector, Social Security gets a typical retiree
about one-third of the way towards a secure retirement. The remaining two-thirds must be made
up from personal savings solely or in conjunction with an employer sponsored pension plan.

According to an analysis of New York City employer data that NCPERS has commissioned, the New
York City metropolitan area has 3.9 million private sector workers who do not have access to an
employer sponsored retirement savings program. An additional 663,000 New York private sector
workers do not participate in their employers’ retirement savings program. That puts the grand
total of more than 4.5 million New Yorkers who are not saving adequately—if at all—for
retirement.

The result is that there are generations of New Yorkers moving through their working years with
little or no retirement savings and will have only Social Security to rely on. This lack of retirement
income will impact individuals and the communities in which they reside. Nearly 90% of retirees
stay in their communities. Without adequate income, these individuals will not be able to
contribute to the tax base to pay for public services and may reguire income-support assistance.
Appended to this written testimony are charts that delve further into New York City specific
retirement security demographics.

Most acutely, the 78 million baby-boomers who are now at or nearing retirement may not have
enough time left in the workforce to earn back what they have lost in retirement assets during the
Great Recession. Our ability as a nation to sustain our economy at a time when a record number of
workers are entering their retirement years should be an important part of our national debate.
Retirement security for alf Americans — whether they work in the public or private sector — must
become a national priority.



A New Approach

The growing national debate over retirement security has forced many thought leaders and
policymakers to take a fresh look at this growing crisis.

At NCPERS, this examination began in late 2010. We knew that not only was there a need for
revitalization of pensions in the private sector, but there was a keen desire by working Americans
for the type of retirement security that public sector employees have earned and enjoy. So for a
yvear we embarked upon a journey to study what the next evolution of pensions for the private
sector might be. We dubbed this exercise “pensions 2.0". We asked ourselves what a private sector
pension would look like if it reflected the realities of the 21% Century. Namely the pension plan had
to be flexible to reflect economic conditions, portable so that participants can carry it from job to
job, simple to administer, and most importantly sustainable for not just the next 20 years but for
the next 200 years.

Our answer is the Secure Choice Pension {SCP). The SCP is envisioned as a public-private
partnership to provide retirement security for American workers, particularly those who work for
small businesses, and who don't currently have a defined benefit pension. The plan draws on the
documented performance and efficiencies of public sector pension management, and extends it to
those in the private sector who face what is becoring a national retirement crisis. The concept is
that the states ~ individually, or possibly in groups — would enact legislation to establish a state or
regional SCP plan. SCPs would be multiple-employer hybrid defined benefit pension plans. Each SCP
would have a board of trustees composed of state, private employer and private employee/retiree
representatives, The board would hire a chief executive officer and administrative staff to
administer the SCP. The board and staff would have fiduciary duty to the SCP plan and its
participants.

Participation in the SCP would be voluntary. Contributions to the SCP would come ideally from both
employers and employees. in our model plan the combined contribution is set at 6% of pay and
would replace approximately one-third of average career salary at retirement. For participating
empioyers, administrative and fiduciary duties would be largely removed and placed upon the
heard of trustees and administrater of the plan. The only real obligation and administrative task
for employers would be to make their portion of the contribution — thus making participation in the
SCP affordable and simple for private sector emplayers, in terms of both time and financial cost.
While each SCP participant would have a participant account, all contributions to the SCP would be
pooled and professionally invested to achieve economies of scale and to negotiate lower fees from
investment firms hired by the SCP board.

The participant accounts would grow at an interest rate that the SCP board would set annually, but
the SCP plan guarantees a minimum of three percent return. At retirement, employees
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participating in a SCP would be guaranteed an income for life — an income immune to stock market
fluctuations and sudden economic downturns,

Once we had the SCP plan design and actuarial determined funding approach we developed
rigorous modeling and stress tested the SCP concept to assess its performance. We believe that
the SCP is the most detailed and tested public-private partnership pension concept available. It is in
part for this reason that NCPERS has been asked to assist in developing and drafting state-based
private sector retirement savings legislation.

Intro. 692-A

NCPERS wishes to congratulate the Public Advocate Ms. James, Council Members Miller Lancman
and the bill's other sponsors for their leadership. The objective of this bill is to ultimately establish
a city-based retirement security program and fund that would be available to all private sector
workers in New York City. NCPERS supports the intent of this legislation. Establishing this type of
fund would have many advantages for workers, businesses, and the city as a whole, Accounts
would be pooled and centrally-managed, which will help keep fees low through economies of scale.
if workers are automatically enrolled it would ensure high participation rates.

Regardiess of what process is used to consider different mechanisms to ensure greater retirement
security we recommend the following:

¢ First, a serious review be made of the Secure Choice Pension proposal outlined in this
testimony. The SCP is the most rigorously tested proposal and can provide New York City
the tool it needs to address the retirement crisis the City faces. A copy of the SCP
Whitepaper has been included with this testimony.

o Second, consideration be made of establishing an ERISA plan. Unfortunately, there is too
much misunderstanding in the public sector of what ERISA is and what ERISA is not; and
confusion of two related —but separate—issues of ERISA preemption and ERISA protections
afforded plan participants, We believe a New York City sponsored ERISA retirement plan,
like the NCPERS Secure Choice Pension proposal, has many benefits for plan participants
and would avoid many of the preemption, protection, and uniformity concerns raised by
other state sponsored pians.

e Lastly, to help state and local policymakers get a better handle on ERISA and other facets
related to state/local sponsored plans, NCPERS will host the State Initiatives on Retirement
Security (SIRS) Symposium, a half day educational program focused exclusively on these
issues August 6, 2015 in Seattle, Washington in conjunction with the National Conference
on State Legislatures Legislative Summit. We encourage members of this body and other



New York City policymakers involved in retirement security to attend cur free symposium
later this summer.

Conclusion

NCPERS wishes to thank the Committee for this opportunity to express our concerns about
retirement security for all workers. We again congratulate Public Advocate. James and Council
Members Milier and the bill's other sponsors for their leadership in this area. We believe that
through this hearing, the leadership of the Public Advocate and the tireless work of the City's
Comptroller that New York City is taking an important step towards addressing the retirement crisis
our nation faces. NCPERS stands ready to assist state and local policymakers with facts, research,
and expertise as they delve into policy discussions on retirement security. We invite this body to
contact us should you need additional information.
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Testimony from Bill Samuels and EffectiveNY
Before the New York City Council’s Civil Service & Labor Committee
In Support of Retirement Security for All {Intro No. 692-A)

On behalf of myself and the nonprofit government watchdog group and public policy
think tank EffectiveNY, [ respectfully submit this testimony in support of Intro No. 692-4,
an important bill that will take us closer to achieving the criticai goal of providing
Retirement Security for All New Yorkers,

[ feel particularly passionate about this legislation, having been an advocate since
2011 for the innovative approach to retirement security this bill advances. [t is extremely
satisfying to see an idea that was regarded only four years ago as practically utopian
actually come to life and spark a nationwide movement to help mend our social safety net. |
am grateful to Speaker Mark-Viverito, Chairman Miller and all of the members of this
committee for what you have already done to make my dream and that of the many other
people who have worked so long on this issue—many of whom are in this room today—
come true.

We have worked so hard to pass Retirement Security for All—the name EffectiveNY
has given to the bill before this committee—because it tackles of the one of the greatest
challenges we face as a city, as a state and as a nation.

With approximately 60 percent of workers in the New York City metropolitan area
facking a retirement savings plan through their employer, it is clear that our city must take
proactive steps to address the retirement security crisis we are up against. 85% of the self-
employed—a rapidly growing segment of our city’s workforce—have no retirement plan,
and blacks, Hispanics, and the employees of small businesses are among the groups
disproportionately afflicted by this key cause of income inequality.

A 2014 poll by Gallup found that not having enough money for retirement is the No.
i financiai concern of Americans, and there is ample legitimate reason for us to worry.

Most New Yorkers close to retirement age have less than $100,000 saved and 40
percent have less than $10,000 put aside. Nationally, one in five Americans nearing
retirement has zero dollars in retirement savings, and in New York City, where retirement
plan enrollment rates are lower than in the U.S. as a whole, the percentage of people with
no savings is likely to be even higher.

All of us know that even $100,000 is not enough to survive on for the rest of one's
life in New York City—let alone retire in dignity after a lifetime of hard work.

The experts, advocates and affected New Yorkers at today’s hearing wili provide you
with numerous strong and meaningful reasons why you should support this bill. While [
believe above all that the reason for you to vote in its favor is simple human decency, |
thought it would be worth your while to speak to you in my capacity as a businessman.



For over five decades, | have worked for and run a muititude of companies, ranging
from start-ups to a large public corporation listed on the NASDAQ exchange, which [ served
as chairman. Today, | own two small businesses—a tech company and a drug treatment
and rehabilitation center—in addition to devoting my time to seeking innovative
governmental solutions to New York’s most pressing challenges as the founder of
EffectiveNY.

Over the course of my career, we have seen tremendous changes for the worse in
how businesses help provide for their employees’ retirement. Many private sectors
workers my age are fortunate enough to have a nest egg for our golden years thanks to the
defined benefit plans we accrued—and now can look forward to our retirement years
rather than dreading them,

Unfortunately, in the 1980s companies began a move away from DBAs to defined
contribution plans, meaning that workers, rather than employers, had to shoulder the cost
of their retirement. During his presidency, Ronald Reagan undermined DBAs by pushing
401(k)s as the primary income supplement to Social Security. In so doing he profoundly
weakened the nation’s social safety net, the consequences of which we see today in the
current retirement security crisis.

While 401(k)s are certainly better than having no retirement plan whatsoever, their
administrative costs detract from the very goal they are intended to achieve: saving.

According to a study by Demos, a two-earner household making the median income
from age 25 to 65 who save 5% to 8%, with no employer match, will have to pay to the
financial firms that manage their 401(k)s $154,000 more in fees over the years than they
would if they were participating in a pooled retirement fund such as the one for which we
are advocating today—a dramatic 30.3% difference between the total amount saved over
the couple’s lifetime.

As an employers who offers a 401(k] program to my employees, [ can tell you with
certainty that 401({k) plans are not just failing workers, but they are a strain on businesses

as well, particularly small businesses.

401{k}s are costly and cumbersome to administer.

They require someone in the business with financial expertise spending a significant
amount of time staying on top of them, which is a real drain of a small business where
everyone's bandwidth is limited and so valuable.

And even for even sophisticated employers, it is very difficult to gauge how wisely
and ethically the money is being invested by the firms that handle the accounts.

[ totally understand why many small businesses, even those with the best of
intentions to help their workers, are increasingly not offering 401(k) plans to their
workers. For most small businesses, the amount of time and expertise necessary to do so, is
a tremendous obstacle, if not an insurmountable hurdle.



And for many of these small business owners it's not just an issue of providing for
their employees, it's also a matter of their own retirement. The owner of a mom and pop
dry cleaner in Brooklyn who EffectiveNY spoke to said that he would love to offer a
retirement plan to his workers, but he simply doesn’t have the time or the money to figure
out how to do so. He understands only too well the anxieties his workers are facing—he
doesn't have a retirement plan either.

Tony, the dry cleaner owner, told EffectiveNY that he would be thrilled if the city
offered a retirement plan that he and his workers could participate in at no cost to his
business, simply by opening '

And Tony is not alone in feeling this way: a survey by NCPERS, the National
Conference on Public Employee Retirement Systems, found that 82% of small businesses
nationwide overwhelming support this type of new retirement plan,

[f you ask Tony, he'll tell you that the addition of a city-run savings program would
enable him to retain his workers for longer and help his employees work better by
alleviating some of the emotional strain they experience worrying about having nothing or
next to nothing in the bank when they reach retirement age. Until then, Tony, like so many
other New Yorkers [ have spoken with over the four years ['ve worked on this issue, half-
joking describes his current retirement plan as “work 'til [ die.”

That's no way to live. Every New Yorker knows that Social Security alone falls far
short of providing enough money for a person to survive in a city as expensive as this one.
As bad as the outlook is for Baby Boomers, as AARP's recent studies have found, Millennials
and Gen-Xers are staring down an even bleaker future if we don't do something as a society
to rewrite it

California and [llinois have already stepped up by approving a state-run savings
program that extends the proven benefits of pooling enjoyed by public sector workers to
their private sector employees,

Oregon, the population of which is less than half of New York City's, just followed
suit when last week a great bill in line with the objectives of Intro No. 692-A passed both
houses of its state legislature.

With the City Council’s leadership, New York City can be the first city in the nation to
afford this same great opportunity to all of its workers.

If we don't, it's going to cost us. As AARP’s studies show, New Yorkers currently are
planning to move out of the state in droves when they reach retirement, which will
dramatically erode our tax base. And with millions of dollars less in tax revenue the city
will have to pay many millions more in social costs to support those retirees who stay,
because so many of them won't be able to afford to provide for themselves.

Intro No. 692-A is not just an opportunity for all New Yorkers to retire in dignity, it’s
good for business. Creating a city-run vehicle for private sectar workers to help themselves



while helping each other by leveraging their collective strength and investment s the
epitome of a smart public-private partnership.

On behalf of EffectiveNY, | respectfully ask that the members of this committee vote
in favor of Intro No. 692-A and in so doing take the first great step toward providing
Retirement Security for All New Yorkers.
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Statement of

Dr. Sewin Chan, Associate Professor of Public Policy, Robert F. Wagner School of
Public Service, New York University

to the
New York City Council, Committee on Civil Service and Labor
June 23, 2015

Thank you for inviting me to speak teday. | am an economist who studies economic and financial risks
faced by households, and | have published research on pensions and retirement behavior. | served on
the U.S. Department of Labor’s ERISA Advisory Council for 3 years under Secretary Hilda Solis, and | have
been a New York City resident for over 25 years.

| commend you for bringing the issue of retirement security for all New Yorkers to the forefront. Today,
| will outline 3 key issues that should be considered in deciding on a retirement security program for
New York City.

1). Automatic enrellment

There is universal agreement among economists that auto-enrollment, with the ahility to opt out, will
drastically increase enrollment rates. The research on this cannot be more clear: if people have to
actively enroll into a saving plan, chances are they won’t. But if the default is that they are enrolled,
they mostly won’t bother to opt out, and so end up with retirement savings. This is why auto-enrollment
into 401(k) plans is now considered a best practice by employers that offer these plans.

It is also why auto-enrollment is a feature of virtually all the proposals for the kind of retirement security
program that is under consideration here. For example, the state of lllinois recently adopted an auto-
IRA requirement to be implemented in 2017. They mandated that employers with at least 25 workers
and without pension plans must auto-enroll employees into an IRA with direct payraoll deposits. Workers
can opt out, but the default is that they contribute 3% of their pay. It is extremely important when
designing any kind of saving mechanism to incorporate the auto-enrollment feature.

2}. Simplicity

In my opinion, simplicity should be the most important aspect of any plan you consider. There are
existing tax-advantaged retirement savings vehicles available. People can aiready enroll in IRAs by
themselves by going to almost any financial institution including banks, mutual fund companies and
brokerage firms. Or, they can use Treasury’s myRA, which is designed as a starter retirement savings
account for people with low earnings. It's not like trying to buy health insurance on your own hefore
the Affordable Care Act, when preexisting conditions might lock you out of the market ~- people can
already get into good plans on their own,.

But, they don’t, because it's complicated and intimidating, particularly for people with low levels of
financial literacy or limited English literacy. There are fots of steps involved: picking a vendor, comparing
fees, choosing specific investments among hundreds of possibilities, figuring out how to make regular

! https://myra.gov



deposits, and so on. Thinking about the population that you are trying to serve, it has to be as simple
and as easy as possible.

It is important to make it simple for employers as well. The upfront financial cost of starting a 401(k)
plan is actually quite small, however, it can be a daunting task for an employer to navigate the process.

Simplicity also means, don’t try to reinvent the wheel. Use existing structures as much as possible, and
don’t try to operate your own fund because most actively managed funds have poorer performance
records and higher expenses than passive index funds. There is substantial academic and industry
documentation of this fact.’

Further, Wall Street thrives on complexity. We saw this throughout the financial crisis when financial
instruments were created that no one understood. And we have also seen it recently with the billions of
dollars that the City’s five public-employee pension funds paid for in investment management that
wasn’t worth it.® If you can’t understand it, they can squeeze out every last penny. By making
everything as simple as possible, you make it easier to minimize transactions costs because there won't
be additional places for charges to hide.

3). The risk-return tradeoff

Any investment or saving vehicle will involve a tradeoff between risk and return. If you want people to
experience investment returns that will allow a decent retirement, then they must bear some risk of
losing capital, or the City has to be willing to incur that risk for them. No risk for anyone is impossible if
you want the savings to grow, because a risk-free rate of return at the moment is close to zero.

The criteria noted in the bill only mention risk, but not return. For younger workers, return will be more
important as they have a longer time horizon. One simple way to balance risk and return is to use a
suite of target date funds. In such funds, people’s savings are automatically readjusted towards safer
assets as they approach retirement age. Under auto-enrollment, people are typically invested into a
specific target date fund depending on their birth year. For example, a fund for people born in 1990
{who are age 25 now) would be heavily weighted towards stocks, whereas a fund for pecple born in
1955 {who are age 60 now) would hold less risky assets. Over time, the 1990 fund would become more
conservative as the enrollees age.

So to sum up, the three key issues are: auto-enroliment, simplicity, and a balancing of risk versus return.

In closing, | would like to suggest that if the Review Board is established, it should include at least one
economist with similar expertise as the Comptroller’s Study Group members. Economists have done a
great deal of research on these issues, including specifically, how people actually make choices when
faced with different options. And they have done this for the most part in an impartial way.

? This article is a good introduction: http://www.nytimes.com/2015/04/05 fyour-money/measure-for-measure-
index-funds-rule.htmi ’

® https://comptroller.nyc.gov/newsroom/comptrolier-stringer-billions-in-pension-fund-fees-paid-to-wall-street-
have-failed-to-provide-value-to-taxpayers/




Testimony on

Retirement Readiness in New York City:

Proposed Int. No. 692-A - In relation to the establishment of a retirement security review board.

Oral Testimony by Teresa Ghilarducci
Bernard L. and Irene Schwartz Professor of Economics
Director, Schwartz Center For Economic Policy Analysis (SCEPA)
New School for Social Research

Committee on Civil Service and Labor
Tuesday, June 23, 2015 at 10:00 a.m.
Committee Room, City Hall, New York, NY

Honorable City Council Members and Public Advocate Letitia James I am Teresa Ghilarducci, professor
of economics at the New School for Social Research. I am also a member of City Comptroller Scott
Stringer’s Retirement Security Technical Study Group, but I am not speaking today in that capacity. I am
reporting the findings our research at the Schwartz Center for Economic Research at The New School that
the retirement security of working New Yorkers is being jeopardized by the dominance of unstable 401(k)
- type plans and the lack of workplace retirement accounts for most working New Yorkers.

The high risk of very low incomes for people turning 65 in the next ten years speaks to two truths: the
numbers of elderly are increasing rapidly — five hundred people per day in New York are turning 65 in the
next ten years. And, two retirement assets for working people have eroded even in the wake of a supposed
economic recovery. We estimate about 1.3 million retirees will be living in New York on very low
incomes by 2027 -- subsisting on $9 for food and $700 for rent.

Most New Yorkers — almost all except the 481,000 households in the top fifth of the income distribution -
- will be worse off than their parents or grandparents in old age. And since people face higher medical
costs and care needs as they approach their 70s and 80s; a low income 65-year-old faces an even higher
risk of poverty over their life course.

One solution is that New York City should consider implementing a retirement plan for its private sector
workers and transforming retirement deductions to refundable tax credits. More and better pensions in the
form of secure, low fee, prefunded, individual "Social Security Add-On Accounts" give seniors more
choices and creates incentives for employers to raise wages and improve working conditions. City and
state budgets get relief when they don’t have to pay for aid to poor seniors. Secure, low cost, and partially
funded by refundable tax credits retirement accounts are “a three-fer.” A win for older labor markets, a
win for seniors, a win for city and state budgets and secure neighborhoods. This solution is a win-win.

Quick facts:

e In2012, 11% of NY older workers (50-64) had incomes below 150% of the poverty line. WI.’XEII
they reach 63, because of low or no retirement assets, about 29% of them will be impoverished.



¢ In 2012, there were 2 million older workers (age 50-64) in New York; 147,000 of them were poor
or near poor. We predict that if these 2 million people annuitize their assets and collect Social
Security at age 65 the number of poor or near poor among them will increase from 147,000 to
403,000.
o Most New Yorkers —except the 481,000 households in the top 23% of the income distribution --
will be worse off than their parents or grandparents in old age. And since people face higher
medical costs and care needs as they approach their 70s and 80s; a low income 65-year-old faces
an even higher risk of poverty over their life course. '
e New Yorkers are less prepared for retirement in 2012 than they were in the wake of the Great
Recession in 2009.
¢ More than haif of households with older heads of households near retirement age (50-64
years old, working and not) had liquid assets of less than $100,000. These older households
will likely subsist almost entirely on Social Security income in retirement or will not be able
to retire at all.

» The majority of New York City houscholds without an employer-sponsored retirement plan
have less than $1,000 in liquid assets to finance retirement.

¢ The median level of liquid assets for workers who participate in workplace retirement plans
decreased by almost 50 percent mostly because of investment losses, which declined in value
by 62 percent. Retirement accounts declined in value by 17 percent in the same period from
2009 to 2012.

All workers save best when saving at work. The reason is simple. The workplace has the unique ability to
apply deductions to one’s paycheck, making saving a simple and automatic process. Modern societies
across the world depend on the convenience and affordability of employer-sponsored retirement plans and
universal Social Security plans. -

Fewer than half of New York residents have access to any retirement plan at work which is much worse
than the rest of the nation. ~

e Only 43 percent of New York City workers were offered a retirement plan at work.
Sponsorship rates in New York City remain significantly below the national average (54
percent), and have declined from a peak of 55 percent in 1986.

s Nearly two-thirds of New York City residents (over 3 million people) did not participate in
employer-sponsored retirement plans in 2012, largely because their employer did not offer
one. Over 1.8 million residents worked at firms which did not offer an employer-sponsored
retirement plan, and an additional 200,000 workers were sponsored by a plan but did not

. participate. Finally, 1.2 million were not working in 2012 and, by definition, did not
participate in an employer-sponsored plan.

In NY State metropolitan areas where 17 million people in New York state live, the number of poor and
near poor 65-year-olds will increase significantly in the next 10 years. In 2012, out of 3.2 million 65 year
olds, approximately 900,000 had incomes less than 150% of the federal poverty level. Starting in 2013, an
additional 30,000 per year will become poor or near poor when they retire. An increase of over 50
percent,
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AN EQUAL SAY AND AN
EQUAL CHANCE FOR ALL

Testimony Supporting Intro No. 692-A: “in Relation to the
Establishment of a Retirement Security Review Board”

Robbie Hiltonsmith
Senior Policy Analyst, Déemos
June 23, 2015

Thank you, Public Advocate James and members of the Committee on Civil Service and
Labor for the opportunity to testify today. My name is Robbie Hiltonsmith, senior policy analyst
at Démos, a public policy organization working for an America where we all have an equal say in -
our democracy and an equal chance in our economy. | am happy to be here today to testify in
support of Intro No. 692-A, because it will put New York City on the path to addressing the
city’s retirement security crisis.

And this crisis is grave indeed: just 41 percent of New York City workers have access to
a workplace retirement plan, much lower than the national figure of 60 percent. However, even
those New Yorkers who are saving for retirement are at risk at well. This is because most
private-sector workers in the city who have a workplace retirement plan are covered only by a
401(k)-type plan. These plans place all of the risk of saving for retirement on workers, exposing
them to the possibility of losing their savings in a stock market plunge or of outliving their
retirement savings, among others. The inadequacies of 401(k)s are aiready showing:
nationwide, 40 percent of families ages 55 to 64 had nothing saved for retirement as of 2013,
and 70 percent had less than $100,000 in retirement savings.:L One of major reasons why is
because of the 401(k) itself: the risks borne by savers and the high fees charged by many of
these plans combine to render the 401(k) unsuitable to be New York City workers’ primary
supplement to Social Security in retirement.

During the last stock market plunge, exposure to market risk caused 401(k)s and IRAs to
lose a total of $2 trillion, forcing many to postpone or rethink retirement. Rising life
expectancies have put more workers are at risk of outliving their retirement savings, in part
because 401{k}s force individuals to estimate their post-retirement life expectancies, a morbid

DEMOS.ORG INFO@DEMOS.ORG
NEW YORK WASHINGTON DC EQSTON

220 FIFTH AVE. 2YFLOOR 1020 VERMORNT AVE MW, SUITE 505 358 CHESTNUT HILL AVE, SUITE 303
PEEWY YORK MY 1203 WASHINGTOMN. DC 200405 BRIGHTON, MA Q2135

1212 63237105 1,817,232 5835



and nearly impossible proposition for most savers. Leakage from 401(k)s and IRAs through pre-
retirement hardship withdrawals and job-change cashouts sapped approximately $104 billion
from working Americans’ retirement accounts in 2010, offsetting nearly 40 percent of all
contributions to such accounts.” Finally, savers also the risk contributing too little to their
retirement accounts over the course of their working lifetime, largely because they’re either
not earning enough, don’t trust 401(k}s or financial markets, or simply don’t have the financial
literacy to navigate the incredibly complex world of individualized retirement savings. This risk
is clearly shown through contribution rates by race; Latinos and African-Americans, who have
lower average incomes and trust financial markets less, contribute much less than average.

The variety of fees charged by the funds available in 401(k) plans also significantly
hinder workers’ efforts to save for retirement. Because these fees—including administrative,
investment management, marketing, and trading fees—are largely paid through a fund’s
expense ratio, they are deducted before returns are credited to savers’ accounts, and thus
remain hidden to most. However, their costs can be substantial, costing savers 1 percent or
more of their assets per year, particularly if they are invested in actively-managed funds instead
of lower-cost index funds. Over a lifetime, these fees can add up to a significant chunk of
workers’ savings. According to Demos estimates, for an average two-earner household that
saves steadily through its working life, these costs can add up to nearly $155,000 in fees and
lost returns by retirement, effectively reducing the size of their nest egg by 25 percent.?

This litany of risks and fees makes a convincing case that the 401{(k)-based “do-it-
yourself-retirement” is a failure. All hardworking New Yorkers need a retirement account like
that proposed by this bill: one that would be simple, secure, portable, and low-fee. Creating
such an account would help millions of New York retirees avoid poverty or a decline in their
living standards, and | hope the commitiee will give the bill the utmost consideration.

! Bricker et al (2014), “Changes in U.S. Family Finances from 2010 to 2013: Evidence from the Survey of
Consumer Finances,” Federal Reserve Bulletin, vol. 100, pp. A1-A41.

* Robert Argento, Victoria L. Bryant, and John Sabelhaus (2015), “Early Withdrawals from Retirement Accounts
during the Great Recession,” Contemporary Economic Policy 33, no. 1: 1-16.

* Robbie Hiltonsmith (2012), “The Retirement Savings Drain: The Hidden and Excessive Costs of 40 1(k)s.” Demos.
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NEW YORK CITY COMMITTEE ON CIVIL SERVICE AND LABOR
HEARING ON
INT. NO. 692 - ALOCAL LAW IN RELATION TO THE ESTABLISHMENT OF A
RETIREMENT SECURITY REVIEW BOARD
June 23,2015

The Secutities Industry and Financial Markets Association (SIFMA)' is the voice of the U.S.
securities industry, representing the broker-dealets, banks and asset managers whose 889,000
employees provide access to the capital markets, raising over $2.4 trillion for businesses and
municipalities in the U.S., serving retail clients with over $16 trillion in assets and managing more
than $62 trllion in assets for individual and institutional clients including mutual funds and
retitement plans. In New York City, the securities industry employs 167,100 people (accounting for
11in 9 of all New York City jobs) and many of our members work daily to ptovide a wide range of
extensive services to those saving for retirement, including advisoty services and investment
opportunities. We are writing today to express our interest in the retirement secutity study proposed
in Int. 692, and offer our wealth of expertise on in the area of retirement planning.

There can be no doubt that there is a savings challenge in this country. Individuals need to save
more for retirement and need to better understand the importance of eatly savings, as well as the
benefits of compounding interest, diversification, and not accessing retirement savings accounts for
other purposes.

We applaud Public Advocate James for her leadership on this issue and genuinely hope to wotk
closely with all interested parties in working to develop 2 proposal that will rise to meet the
retirement challenge in front of us today.

As the Council considers its options to act in this space, we encourage you to consider the following:
(1) The extensive provider market and retitement products already in place in New York City; (2)
the release of the Federal MyRA program; (3) The cost and liabilities any plan might place on the
City and/ ot its businesses.

1. Current Provider Matket in New York

The market for retitement savings products in New York is robust and highly competitive, with
a wide range of products and services offered by a variety of New York City residents, including
brokers, mutual funds, insurance companies, banks and credit unions.

With more than 160,000 individuals in New York City working directly in the securities industry,
our member firms provide numerous fairly priced retirement savings options. These options
include 401 (k), 403(b), 401(a), and 457(b) plans as well as SIMPLE, SEP and traditional and
Roth IR As.

As such, we heartily recommend that the City Council investigate options that harness the
strength of the City’s financial services industry.

! For more information, visit http://www.sifma.org.

w York | Washington
0 Broagway, 35th Floor | New York, NY 10271-0080 | P: 212.313.1200 | F: 212.313.1301

nw.siima.org



. MyRA.

In December 2014, after an extensive research and development process, President Obama and
the Department of the Treasury launched a new federal retirement program specifically designed
for those who are not offered a retirement plan at work, as well as othezs who want to jump
start their retitement savings. The MyRA program (www.myRA.treasury.gov) is a simple, safe,
voluntary way for employees with access to direct deposit to save for retirement. Registration
takes only 15 minutes and eligible employees can begin saving right away.

Specifically, the MyRA program provides all the tax benefits of a Roth IRA, is fully portable,
requires no employet contribution, is provided with no fees to the saver, and fully guarantees all
employee confributions. We would encourage you to fully evaluate the potential of this new
federal program and consider the role it may play in any retitement savings solution.

Costs and Liabilities

We would also urge the Council to be mindful of the costs and liabilities (to the City, its
businesses, and its potential retitement savers) of any proposed retitement solution. A number
of States throughout the countty have alteady studied certain proposed solutions, and the costs
can differ greatly. For example, Washington State estimates that it will cost around $500k to
establish a retitement marketplace similar to the new health exchanges, but a full public sector
plan could cost up to $20M or more in two-year start-up costs.

Similarly, a number of State proposals have raised concetns about the applicability of the
Employee Retirement Income Security Act of 1974 (ERISA). This Act, which ensures strong
protections for retirement savers in all private-sector offerings (and is particularly impottant in
protecting traditionally vulnerable groups, such as women and children), also catties a number of
compliance obligations. The applicability of ERISA has been 2 heavily contested issue
surrounding most state plans, as it has far-reaching consequences that could well determine the
future success of any retirement savings initiative. In fact, the Washington State Marketplace is
the only proposal that would provide the full range of ERISA protections to all enrollees, while
simultaneously insulating the State, taxpayers, and the business community from ERISA’s
liabilities and obligations.

We look forward to the opportunity to work with the City Council, Public Advocate James, and
any other interested parties in developing an initiative to confront the City’s retitement savings
challenge head-on. If there is any way we can be of service, please contact SIFMA’s local
counsel, Mike Keogh at 212-431-4748 or Keogh(@boltonstiohns.com, or Nancy Lancia of
SIFMA at 212-313-1233 or nlancia@sifma.org.
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Good Morning. My name is Raymond Santander. I'm Assistant Director of
Research and Negotiations for District Council 37, New York City's largest
municipal employee union. I'm here today on behalf of Executive Director
Henry Garrido, who unfortunately could not be here this morning and sends

his regrets.

Mr. Garrido wishes to express DC 37’s strong support for this bill,
which would establish a retirement security review board that will assess
the feasibility of establishing a retirement security program and fund for

private sector workers.

The timé to establish a retirement security program for private sector
workers in New York City is long overdue. Only a fraction of private sector
workers have a traditional defined Benefit plan and many private sector
workers either contribute to high-fee 401-K plans or have no retirement
savings vehicle at all. The idea of establishing a retirement security
program for private sector workers first gained traction in California with the
passage of the Secure Choice Retirement Savings Program and it is time
to seriously study such a program for New York City’s millions of private

sector workers.
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District Council 37, with 100,000 active members and over 50,000
retirees, is a trustee of NYCERS - the New York City Employees
Retirement System. As a NYCERS Trusiee, DC 37 deals on a continual
basis with retirement matters and works with the Comptroller’s staff and the
other system Trustees o assure adequate funding for the pension system

so that benefits will be available for current and future retirees.

At DC 37, we know full well how important retirement security is for
our members. Without their modest pensions, many of our retirees would
lead lives of poverty. The average DC 37 retiree has about a $19,000 per
year pension which, with Social Security, give them retirement income of

about $31,000 per year, barely enough to make ends meet.

While our members at least have a modest pension and other
retirement benefits to help live a retirement with dignity, the overwhelming
majority of private sector workers no longer have a traditional defined
benefit pension must rely on expensive, high-fee 401-K plans as a primary
retirement vehicle, whatever savings they have and social security, which
replaces only a small fraction of a workers’ wages. Other workers, lacking

even a 401-K, have no retirement savings vehicle at all.
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The result of the virtual elimination of defined benefit plans in the
private sector and their substitution with high-cost, inadequately funded
401-K plans is the rapid growth of retirees and those expected to retire in
the next decade (the Baby Boomers) with inadegquate retirement income.
This trend will have enormous consequences for this City and for society as
a whole. Given these very important issues we welcome this Bill as a way
to promote serious discussion surroun.ding refirement security and to
examining carefully the best options for enhancing security for our fellow

workers in the private sector.

We strongly believe the work of this board will be essential in
advancing retirement security here in New York. One of the ways to
proceed in crafting a retirement vehicle for private workers in New York is
to adapt features of the California Secure Choice Retirement Savings
Program that would allow individual workers to have portable accounts that
would be invested alongside public pension money. The refirement funds
of public sector employees enjoy the advantages of low fees, exposure to
different asset categories, diversification of risk, and access o the best
financial managers. Allowing private sector workers {o invest alongside
public pension funds would provide them many of these same advantages
and low fees would allow for more rapid growth of their retirement capital.
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However, before we can proceed with such a retirement plan in New
York, we must begin to study the issue, speak to experts in the field and
gain input from the many stakeholders involved. Based on our long
experience in retirement security and pension matters — DC 37 sits on
multiple pension boards as well as the City’s $15 billion Deferred
Cbmpensation Plan -- we support whole-heartedly the creation of this

board and would look forward to being a part of its work.

This Board and the recommendations it stands to make can be
transformative to the lives of literally millions of workers in this great city.

We reiterate our strong support for this Bill.

HH
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Introduction

" Good moming, My name Chris Widelo. I am AARP’s Associate State Director
for New York City Advocacy. AARP is a membership organization that represents
Americans 50 and older. We have over 2.5 million members in New York State and

about 750,000 members living in New York City.

Thank you for the invitation to speak and provide comments on Proposed Int. No.
692-A by our Public Advocate Leticia James and Council Members Miller, Lancman,
Kallos, Eugene, Rose and Rosenthal to establish a Retirement Security Review Board. [
would like to submit the following testimony and emphasize what AARP believes is a

significant retirement savings problem facing New Yorkers.

Background.
The numbers that are referenced by the sponsors in the legislative findings section of the

bill are cause for concern. By 2035 there could be more than 644,500 retired senior New
Yorkers living on less than $540 a week, rising to 709,000 by 2040. Most New Yorkers
close to retirement age have less than $100,000 saved — hardly enough for retirement in

this day and age; 40 percent have less than $10,000{put aside.

AARP has undertaken significant research in the area of retirement security and has
found both state and national statistics also indicate a troubling retirement savings
problem across our state and country. Attached please find an AARP Public Policy Brief
on workforce retirement plans that clearly shows a lack of access to employer-sponsored
plans for people to save for retirement — a critical vehicle to encourage savings. As you
know, this issue affects many pcople, but our national research revealed substantially
different impacts by race and ethnicity: About two in three Hispanic workers and roughly
half of African-Americans and Asian Americans lack access to an employer-provided
retirement plan. Minorities accounted for about 41 percent (22 million) of the 55 million
employees without a workplace retirement plan. Additional data points concerning race

and retirement savings are also attached.




Looking at statewide numbers here in New York, the retirement savings picture does not
change much: N

¢ The average 401(k) account balance in New York is $30,881.

* 53.9% of private workers, or over 3.6 million, are not offered a workplace

retirement plan through their employer.

* Less than half (45.2%) of private sector workers are participating in a workplace

retirement plan.
* The average annual Social Security benefit in New York for a retiree is $15,500.

Solutions

AARP believes there is no downside for city or state government to assess the
current and future retirement situation of its residents and identify any possible solution
that might exist. I would like to take this opportunity to provide you with AARP’s policy

in this area that we are advancing not only in New York State but across the country.
I |

First, we know from AARP research that workers are 15 times more likely to save
for retirement if their employer offers a plan. It’s critical that we encourage people to
plan and save for retirement and ensure they can easily do so. The more people save their
own money for retirement, the more likely they will remain financially independent and
not reliant on public assistance. AARP believes the best way to encourage people to put
their own money away is through a workplace retirement savings plan, which we call
“Work and Save.” Simply having access to a retirement plan at work increases savings

rates by a staggering 1,300 percent.

AARP’s basic guiding principles for a Work and Save program are as follows:
Promote Financial Freedom: Social Security alone isn’t enough. Work and Save
%ccounts make it easier for workers to accumulate the savirigs they will need for a

secure and independent retirement.




Give Americans a Choice: Accounts are voluntary. It’s up to employees to decide if

they want to pérticipate.

Give Employees Control: Accounts are portable. When employees switch jobs, they

can take their Work and Save accounts with them.

Save Taxpayer Dollars: Giving employees a simple way to save for retirement will
mean fewer people will need to rely on government safety net services, saving

taxpayer dollars.

No Risk: A Work and Save Plan would be easy for employers to set up, and there

would be no ongoing costs or risk to the employers.

AARP believes Work and Save plans benefit all parties. They benefit businesses
by allowing them to offer competitive benefits to their employees through retirement
savings options. They benefit taxpayers because there are no ongoing government costs,
and with more people able to save for retirement, fewer will be in need of taxpayer-
funded services. Last but not least, they benefit employees by offering a choice — the
employees can decide if they want to contribute, and how much, and they can take their

savings plan ﬁom job to job. :

Conclusion

Again thank you for the opportunity fo speak today. Encouraging and creating
access to retirement saving accounts is clearly an important issue. AARP believes if
millions of people here in our city and state do not save enough to be self-sufficient in
retirement, undoubtedly many will turn to government for safety net services, which we
all know could be a very costly proposition for all taxpayers. We need our government to
help facilitate retirement savings for people, very similar to how government helps

people save for college costs through the state’s 529 plan.

AARP stTongly believes we must develop public policy to help pjople live

independently and with dignity in their homes and communities as long ds possible, as




the vast majority want to do. Policy that encourages retirement savings would certainly

advance this goal.

Thank you.
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The New York City Central Labor Council, AFL-CIO, representing 1.3 million workers across 300
affiliated unions, firmly believes there is a retirement crisis in the City of New York. Currently, 59% of
New Yorkers have no retirement plan® . The forty-year breakdown in collective bargaining has left many
workers incapable of funding their own retirement, and many employers unwilling to bare the future
responsibility for current workers.

Preparing to retire is most analogous to a three-legged stool. The ‘stool’ of retirement security is
balanced by the legs of Social Security, savings, and a retirement plan. Sadly, 44% of New Yorkers have
less than $10,000 in savings; that is equivalent to 2,136,922 households in the City of New York?.

Taken in conjunction with the lack of retirement coverage, many residents will only have their Social
Security check to live on, which is on average $1,294 a month—significantly less than necessary to
subside in the five boroughs®.

A lack of retirement security means a future New York where more of the City’s elderly residents live in
poverty. Without adequate retirement savings, many seniors will need to rely on their families and
government support, dampening effective demand, and forcing the government to allocate greater
resources to social service programs, rather than investing in infrastructure, education, and economic
development. The crisis of retirement security will only perpetuate the pressure on the ‘sandwich’
generation of workers with both elderly parents and children.

Retirement security is a slow-moving, quiet crisis. Without working people having the resources and
protections to collectively bargain and build wealth, many will not be prepared for old age.
Fundamentally, the solution to retirement insecurity is collective bargaining. The Central Labor Council
supports a broad discussion on retirement, and supports retirement security for all workers.

1 Joelle Saad-Lessler, Teresa Ghilarducci, Kate Bahn, “Retirement Readiness in New York City: Trends in Plan Sponsorship, Participation and Income Security”, Schwartz Center for Economic Policy
Analysis, April 2, 2014. http://www.economicpolicyresearch.org/images/Retirement_Project/NY_Retirement_Readiness_Figures.pdf. Page 1.

2 See Above Source (Page 6).

3 Social Security Administration, http://www.ssa.gov/news/press/basicfact.html

275 Seventh Avenue, 18th Floor, New York, NY 10001 - Tel: (212) 604-9552 « Fax: (212) 604-9550
E-mail: info@nycclc.org - www.nycclc.org
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