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Agenda...

» Review the closure & freezing of U.S.
corporate DB pension plans.

* Move on to public sector plans in the U.S.
and the transition to DC pensions.

 Discuss Florida’s pension “experiment” of
2003 and the options given to participants.

* Final comments...
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Recent Pension Trend...
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Change reflects push for 401(k)s
By Ross Kerber, Glohe Staff | March 29, 2007
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Many firms rethinking
defined benefit plans

Almost one-third of Canadian
companies with defined benefit
) H H pension plans say they are consid-
30% of Canadian firms ering freezing or closing their
plans, according to a new poll. The

. survey of about 302 North Ameri-
GXPeCt to te rmi nate can executives, conducted by con-
sulting firm SEI, showed that about
. 30 per cent of Canadian firms and
thell’ DB p|an... 40 per cent of U.S. companies ex-

pect to terminate their defined
benefit plans. Of those who want to
replace their defined benefit plan,
about 43 per cent said they will
shift to a defined contribution or
capital accumulation plan. And 29
per cent say they plan to close or
freeze their plan before the end of
2007. Richard Blackwell

Globe and Mail, October 14, 2006
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» ...At present,

Financial Times:
September 30, 2006

the only way a
company can manage the risk of
long-lived workers is to work them
so hard that they die within a few
years of retirement...Not a good
way to retain staff.

PBGC-insured Single Employer Plans With
Hard Freeze in Place...

Participants..

Year | Year | Year
2003 | 2004 2005
Percentage of | 9_§59, 121% | 14.1%
Plans...
Percentage of | 2_.59, 3.5% 6.1%

Source: Form 5500 & PBGC Pension Insurance Data Book 2006
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Some Frozen Plans...

Avaya ©przad8yxtel (11/2005)
Aon (10/X&rzon (12/2005)
NCR (5/20049a (01/2006)

Circuit City (1BM{04)2006)
Motorola (12/2384) (01/2006)
GM (03/erady’s (02/2006)

Sears (0420055 (03/2006)

HP (07/20&rel (06/2006)
Lockheed (1012005890l (11/2006)

How Do Markets React to DB Pension Closures?
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Market is Warming to Frozen DBs

Day of 10 Day 20 Day
Notice | Window | Window
Stock | +0.62% | +3.96% | +5.51%
Return
Risk- | +0.64% | +4.24% | +7.29%
adjusted
Return

Source: The IFID Centre, 2007 (M.A. Milevsky & K. Song)

Market is Warming to Frozen DBs
Risk Adjusted Returns...

Day of
Notice

10 Day
Window

20 Day
Window

High
Beta Risk
(avg. 1.5)

+1.49%

+5.24%

+10.9%

Low ROE
(avg. -0.46)

+0.40%

+4.16%

+4.59%

Source: The IFID Centre, 2007 (M.A. Milevsky & K. Song)
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Journal of Risk and Insurance, Vol. 71(3)
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Florida Details...

* In early 2002, over 625,000 employees of
The State of Florida were given the choice
to convert their traditional Defined Benefit
(DB) pension plan, into a self-managed
Defined Contribution (DC) account.

« Each employee electing to participate was
given an initial DC balance equal to their
Accumulated Benefit Obligation (ABO).

« They can choose from a limited set of
mutual funds and some institutional
investment products..
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Some Design Questions...

How many choices?

Which asset classes?

What is the default option?
What happens at retirement?
How to explain to participants?

The Payout Annuity Universe

$100,000

Fixed Payout Annuity Variable Payout Annuity

Annuitant Selects the
Ant.icipated .Interest Rate
. Fluctuating

; ; ; Payment

Monthly Payment set by
Company for Life
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The Case for ‘Income Annuities’

By JEFF D. OPDYKE

Strategies outlined in a new study
could sharply lengthen the amount of
time a nest egg survives in retirement.

The study, soon to be released by the
University of Pennsylvania’s Wharton Fi-
nancial Institutions Center, finds that so-
called income annuities can assure retir-
ees of an income stream for life at a cost
as much as 40% less than a traditional
stock, bond and cash mix. The study was
co-sponsored by New York Life Insur-

aneca ('n whirh eslle annmitieg

Source: The Wall Street Journal, August 8, 2007

tively subsidize those who live longer.
What it means is that retirees who
need a nest egg of, say, $1 million, can
live the same lifestyle with as little as
$600,000in anincome annuity. Looked
at another way, $1 million in an annuity
will currently generate about $86,000
a year in income for a healthy 65-year-
old male, while the same amount in-
vested in a traditional securities portfo-
lio would currently generate between
$40,000 and $50,000 annually, depend-
ing on the annual withdrawal rate.
That news could offer hope for the

What are Florida’s DC Choices...

Asset Class

Number of Funds

Money Market

1

U.S. Inflation-protected

U.S. Bonds

U.S. Stocks

Foreign Stocks (only)

Global Stocks

= N0 A~ =

+ Three Balanced Funds...
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Is your 401(k) diversified?
Percent of plans offering...
Domestic Equity Fund: 97.4%
Domestic Bond Fund: 71.5%
International Equity Fund: 62.9%
International Bond Fund: 9.1%
Company Stock: 22.9%
Source: Data from 680 plans; Journal of Public Economics, Vol. 90, pg. 1302

2006 Study published in the
Journal of Public Economics

“...We find that only 563% of plans offer an
adequate set of options...”

“..For 47% of the plans, plan patrticipants
would be better off with additional
investment choices...participants’ average
return would improve by 2.3% per year...”

Source: E.J. Elton, M.J. Gruber and C.R. Blake, JPE, Vol. 90:

“The adequacy of investment choices offered by 401(k) plans”
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The Florida Decision Tree

:> DC Plan

\/ Second Election \/

4 N/

Retire from DB Plan Retire from DC Plan
(3% COLA Annuity) (Cash or Life Annuity)

Number of State Employees in Various Age Buckets:

Current age....
SV 62 o % 41 & ¥ R A 2
2 17
3 %M
32 955 M58 2602
21 %611 T3 13852 8407
22 405 7664 11444 14581 6860
1T 4640 8235 12320 14099 15040 6897
12 7743 10613 16505 19395 19425 19796 8321
T 9645 0473 14429 18076 16751 19139 20685 9457
2 86 8737 13450 17304 21548 23278 24921 33312 14654

Source: The Florida State Board of Administration
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Current age....
W6 @
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37
32
2
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12
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Average Salary in Various Age Buckets:

50000 § 45652

412§ 8719 §46925

40072 § 43736 § 46650 § 38670

3508 § 38570 §41.227 § 42171 § 36,633

31863 § 34608 §36563 §37.230 § 36769 § 32840

496§ 30934 §32002 §32005 § 31619 § 32198 § 28686

2365 § 26243 §21362 § 21086 § 26340 § 21076 § 28040 § 24923

14922 § 19629 §20914 §20826 § 19626 § 19473 § 21287 § 22995 § 15,504
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Percent of State Employees in Various Age Buckets:

Current age....
Sv\¢ 62 o5 52 4 & 3 R A 2
42 002%

Employee group for which
37 007%  0.04% Option has value

32 018% 046% 0.49%

21 068% 1.39% 260% 1.58%

22 076% 1.44% 215% 2.74%  1.29%

17 087% 155% 231% 265% 282% 1.29%

12 145% 199% 310% 364% 365% 372% 1.56%

T 181% 178% 271% 339% 352% 359% 388% 1.78%

2 154% 1.64% 252% 325% 4.04% 437% 468% 6.25% 2.75%

Bottom Line...

* Initial projections were that 234,000 participants
would move $13 billion to investment plan.

 Revised projections were that 144,000
participants would move $8 billion to the plan.

« By March 2003 the selection period was over
and only 4% (approximately 25,000 participants)
switched to the investment plan.

« About 25% to 30% of new employers are now
actively electing the (DC) investment plan
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For more information...

« Download a full copy of the paper and
material from website: www.ifid.ca

 Read more about the Florida Retirement
System (FRS) at: www.myfrs.com/content/




