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Can Continuing Changes
in Pension Management
Provide a Secure Retirement?

by Toddi Gutner with Anna M. Rappaport

At the heart of this transition is the evolving social contract
between employees and employers and the impact on both.

A gradually evolving definition of retirement raises controversial
questions, especially from a societal point of view.

The Big Dilemma

First and foremost is the question: What is the responsibility
of the corporation to provide a safe and secure retirement for
its employees? In the age of defined benefit (DB) programs,
retirement risk fell heavily on the plan sponsor. However, with
today’s seismic shift to defined contribution (DC) plans—many
companies are now freezing or terminating their DB plans—
often all of that risk falls to the employee; but is that appropriate?
When employees are left on their own “they aren’t making good
[financial] decisions for themselves,” says Joan Boughton,
senior vice president of benefits consulting for Fidelity.

As a result, plan sponsors, policymakers, and academics are
working together to rethink retirement benefits that make
sense for today’s retirees. Sweeping legislation, such as the
Pension Protection Act of 2006, significantly strengthened
funding rules and liberalized requirements for DC plans. But
experts disagree over whether the new rules for DB plans will
help stabilize the system or simply encourage more companies
to curtail their plans. Further discussions are needed to under-
stand how best to respond to the new definition of retirement
in light of the changing demographics, the increasing risk
individuals face of outliving their retirement income, and the
need for lifetime income or other risk management processes
in retirement.

Editor's Note: This Executive Action is largely based on presentations
and discussions from the November 2007 Pensions and Retirement
Conference: Sharing Responsibility for Assuring Long-Term Financial
Security held by The Conference Board.
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At a time of rising volatility and risk, plan sponsors must
reevaluate their DB plans and decide whether to continue
them as is, redesign, terminate, or freeze them. Simultan-
cously, they need to modernize their DC plans to include the
accumulation of funds to pay for healthcare; offer features
such as auto-enrollment, auto-increases, and new default
investment options to help employees finance their medical
benefits once they retire; and increase participation.

Employers are changing their DC plans so they work better
for employees who don’t take action. It is imperative that
employees embrace the financial education that companies
offer so they can learn how to fully use their benefits.
But perhaps just as important is to determine how much
savings is enough and to save that amount.

Redefining Retirement

Long gone are the days when older Americans are content
to shuffle out of the workforce and sit idly by until the
end of their days. The aging baby boomers of today are
the best educated, healthiest, and longest-living group to
ever enter retirement. Indeed, when surveyed, 7 out of 10
people in this population report that they want to continue
working in retirement, according to Anna Rappaport,

a senior fellow on pensions and retirement for The
Conference Board.

Given these new parameters, new definitions and
innovative employment options must be created for this
phase of life. Rappaport calls it the “third age,” which is
the period between full-time work and total retirement.
“Policymakers, employers, and individuals need to rethink
how retirement fits into the way people live their lives,”
says Rappaport.

One option for accommodating the third age is phased
retirement, which is when an employee moves from full-
time to part-time employment—either with the same
employer or another—before he or she completely retires.
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Phased retirement has already gotten a great deal of traction,
with 48 percent of current retirees transitioning into
retirement through part-time work, but mostly on their own.!
And more people are expected to incorporate this work
style in the future.

This strategy is a win-win for both the employee and
employer: Individuals have flexibility to continue
working and generating income while the company
can fill talent gaps. However, legal uncertainty remains
around the rehiring of retirees, what determines a bona-
fide termination, and when someone is an employee
versus a contractor.

Employers are also still waiting for regulations on

new Pension Protection Act provisions. For example,
while the Pension Protection Act allows pensions from
DB plans to be paid after age 62 to people who still work,
it still doesn’t clear up unanswered questions about
rehiring retirees. The new provisions of the Pension
Protection Act do not apply to DC plans, but they were
not needed because DC plans were already able to
provide distributions after age 59 ' to employees who
continue working.

Truth is, these issues are just growing pains and they
will be addressed as society, companies, and individuals
redefine retirement. In fact, they will probably be resolved
sooner rather than later as more and more companies
consider at least an informal approach to phased retirement.
In a poll taken during a webcast conducted by The
Conference Board, 59 of 69 respondents said they are likely
to have a phased retirement program within three years.2
Several programs, such as those by Bon Secours,
YourEncore, and Weyerhauser, can serve as model
solutions for companies looking to initiate a phased
retirement program in the future. Of course, each
organization needs to match a solution to its own needs
and situations.

Georgetown University Law Center, "Workplace Flexibility 2010,"
August 2007,

“Phased Retirement after the Pension Protection Act,” webcast,
The Conference Board, June 26, 2007,
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Burdening Employees with Risk

The decline in DB and rise in DC plans in conjunction
with increased longevity has made for a perfect storm of
rising employee risk in managing personal retirement
benefits. “We are asking employees—who should be
seen as consumers, not investors—to take on significant
risks that they haven't a clue on how to manage,” says
Zvi Bodie, a management professor at Boston University.

The risk is twofold. The first concern: Employees will
outlive their retirement income and will experience a
significant decline in their standard of living as they move
from the accumulation phase. This is entirely possible as
“many people are underestimating their life expectancy

More Pension Changes Are in the Wind

Today, several organizations are exploring new ways to manage
retirement planning issues. The goal of The Society of Actuaries’
Retirement 20/20 project is to find new pension systems models
and innovative ways to share risk between participants and plan
sponsors.! The multi-disciplinary project focuses on the needs,
risks, and roles for different stakeholders, as well as explores
the effective use of the market and re-examines employer roles
and the methods to distribute benefits, among other topics.

In addition, ERIC (the ERISA Industry Committee), an organization
of major employers in the United States, introduced a series

of proposals for sweeping changes in the way retirement and
health benefits are delivered in the United States. Some of the
most important features of its “New Benefit Platform for Life
Security"2 proposal, which was released in June 2007, include:

Making embedded purchasing cooperatives available
to employers and individuals

Having employers offer their own plans, use a purchasing
cooperative, or provide vouchers

Providing standard benefit designs specified by law

Requiring mandates so that individuals who do not have
employer-provided benefits are obligated to buy retirement
and health benefits
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Society of Actuaries, "Retirement 2020,” www.retirement2020.s0a.0rg

www.eric.org/forms/documents/
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and overestimating how much money they can draw
from savings,” says Jody Strakosch, national director,
institutional income annuities for MetLife. Employees
are facing new responsibilities for managing retirement
assets, distribution options, and the payout period, and
many are unable to manage the process effectively.

The other danger is that employees are investing more
than they should in equities, due in part, to the limited
options for their DC monies, inflation, and market
volatility. “Target date funds, which have been endorsed
by the Department of Labor and the Employee Benefits
Security Administration for default investment options,
are way too risky for the average employee,” says Bodie.

Leveling the playing field for those with and those without
employer-sponsored coverage

Making tax benefits to the individual the same whether
the employer sponsors the arrangement or not

Providing DB, DC, and short-term savings components
in the retirement proposal

This proposal, which a number of companies in the business
community support, is likely to garner attention, especially
since it touches on health benefits. U.S. presidential
candidates are certain to focus on health reform proposals,
in particular, for the 2008 election.

If adopted, it would change the employment landscape for
older workers, the means of competition in the labor market,
and therefore the social contract. In addition, the health
proposals would entirely change the retirement timing and
management landscape because individuals would no longer
depend on current or former employers for their healthcare.
This would remove the link between healthcare benefits and
retirement decisions.

Potential new solutions such as these are controversial,
but major employers continue talking about using outside
solutions to support retirement security, nonetheless.

By Anna M. Rappaport
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