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for the following certifications.
(Check the appropriate certification)

vl e

« CFP :\'.
g « CPE
|
NAGDCA
45_1-"“ Lt

Plan Retirees:
The Next Horizon of Defined
L Contribution Plan Administration

Moderator:
Ralph Marsh, City of Houston (TX)

Speakers: :
Il Ann Fuelberg, State of Texas y
- Stacy Schaus, PIMCO
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ERS helps members to prepare

Retirees need full spectrum of programs and
| services to face ‘economics of retirement’

* Flexible programs with options L
* Financial resources and education
1 » Health and welfare programs
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ERS programs include

— Defined benefit pension

| — Group insurance benefits, including retiree
health, dental, life insurance and long term j
care

— Section 125 reimbursement accounts
— Texa$aver Deferred Compensation program

1l

State of Texas employees also pay into/receive
Social Security benefits
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Texa$aver Program

¢ Offers both 401(k) and 457
| Has no employer match
¢ Is mandatory for state agency employees at j
1% of salary (as of January 1, 2008)
Includes personal brokerage account, target
date funds and core investment options
« Provides basic investment advice to all with
opportunity to upgrade for additional fee
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Experience

Over the past decade, the State of Texas has
experienced:

L]
— an 11% decline in the number of active employees
1 — a59% increase in the number of retirees
— a 900% increase in the number of retirees who have
| returned to state employment after retiring. g
.
' In 10 years, ERS’ monthly annuity payroll has
grown 226%, from $50 million to $113 million )
i NAGDCA
[~ SRS s L
Background
| Retiree Trends 2000 2008 % Change
Number of Retirees '
45,843 72,678 +58.5%
Number of Return-
to-Work Retirees 553 5522 +899%
- \
L Average Annual
B Aoy $15,412 $18,611 +20.8%
’
i NAGDCA
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Many factors will force ERS members
to work longer
« Cost increases in defined benefit plan forced
F changes designed to encourage longer careers
— Discourages returning to work 1
— Changes benefit calculations for employees hired
after September 1, 2009
, — Increased mandatory employee contribution
N Defined contribution investment losses in {
S personal accounts
o
'
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Retirees need flexible distribution
options
Texa$aver distribution options:
* Lifetime annuity
* Partial lump sum

» New feature will let retirees specify source
of distributions — particularly crucial in
volatile markets

ERS supported lifting the federal mandate
for distribution at age 70 % this year

¥
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Research
Conducting research on rollover trends out of
the Texa$aver program to see how we might
i serve employees better
-rollovers peak around age 55-64.
Marketing campaign targets members with
message “stay in the plan” at termination
™
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Paying for health and long term care

in retirement is crucially important
State of Texas currently pays full premium cost
for qualified retirees and covers 50% of
dependent premium cost
« Cost containment programs, aggressive
contracting, coordination of benefits, and taking
advantage of programs such as the federal
Medicare Part D subsidy have kept trends below [ 4
national trends y
» May be able to protect current retirees, but health
insurance cost is not sustainable for the long term
« State offers group long term care program for )
retirees and family members NAGDCA
>45.‘.-" L L
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ERS educates members and

retirees
Financial messages focus on:
| « the “three-legged stool” — social security, state
pension, personal savings

« the importance and responsibility to have personal 5
savings

This year, we added messages recommending

L
patience and self-control during the market decline
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ERS educates members and retirees

— Revamped Statement of Retirement Benefits
F which now includes multiple annuity estimates
to show employees how their annuity

increases each year they work past their first v
retirement eligibility

— Timed the statement to roughly coincide with
Social Security annual statement

1l

{
— Make the statement accessible online at any
4 time
'
i NAGDCA
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ERS educates members and retirees

Equally important are messages about health care
costs

« the value of state health benefits ¥

« the probability of increasing out of pocket costs
and cutbacks in coverage

« the importance of maintaining health

* how to take advantage of the health plan’s .
wellness tools
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Messages include that state health benefits are not

guaranteed and could change at any time. [}
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Plan sponsors should assist

members to face economic reality

» Don't sugarcoat the future

« Set expectation of longer working careers

» Don't ignore the impact of declining health and
health care costs

» Don't forget to plan for long term care expenses

« Provide full spectrum of investment products for
different levels of investors

| — ERS offers both a brokerage account and target date Y
o funds

-

5 |

» Make saving for retirement easy for members
« Communicate early and often on key messages )
NAGDCA
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' Stacy Schaus
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The iformationfom this secton was provided by PIMCO. PIMCO has not independenty verifid any nformation prio o tis section and s not
tesponsiie for he accuracy orthe compltens of such nformation
PacifcInvesiment Management Company LLC, 840 Newport Center Drive, Newport Beach, CA 92660, 800-367-4626 NAGDCA
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Ask yourself as a plan sponsor...

| Should they stay or should they go?

NAGDCA
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Why Encourage Employees to Stay or Go?

Why Encourage Staying: Why Encourage Leaving:
|+ Lower cost of investment < Investment cost reduction

management for all appears unattainable
participants « Administrative costs may
» Spread the cost of rise if they stay
administration to a + Continued connection
larger base _ with past employees may
« Increase revenue sharing be undesirable— i
| from mutual fund potential liability? {
L companies
-

1« Provide a lower cost
savings program to
retirees and other past
employees—you care!

NAGDCA
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If you want them to stay...consider

« Structuring plan to manage risks faced in
retirement

« Increasing distribution flexibility
¢ Adding retirement income products
Allowing consolidation of assets within the plan

Providing guidance and tools to encourage _
savings and show retirement income picture R

1l
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Help manage risks retirees face...

* To reduce help volatility, market risk and inflation risk,
consider:
— Blending asset classes and styles,
— Adding diversifying assets such as Emerging Markets
— Offering inflation protection via TIPS, Commodities and Real
Estate
1 * To address market and longevity risk:

— Adding or considering a retirement income option product: |
| + 78% of DC Consultants believe their clients are somewhat |
.

-

to highly likely to add a guaranteed income product in the
| next two years?*

* Guaranteed minimum withdrawal benefit products are of
greatest interest to their clients! '
NAGDCA
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Do we understand risk...94% of DC
Investment Risk May Be Driven by Equities

70% [Equity] / 30% [Bond] Capital Allocation = 949% [Equity] / 4% [Bond] Risk Allocation
Percent of Capital® 12
Percent of Risk™®
Core Stock Corsjbond
Market Market
Core Stock 35 -
70%
Correlation
Between
‘Core Bond Errad
30% Bonds
2%

% of Capital Allocation does NOT equal % of Risk Exposure

SOURCE: P
+ 7037300

Dollars (9)

40,000

520,000

HOUR | =

0 2z 4 6 8 10 12 14 16 18 20 22 24 2 28
Vears in Retirement

20127

Just 3% inflation results in a 60% loss in purchasing
power over 30 Years!

SOURCE: PIMCO
‘Sample for llustrative purposes only h*
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'SOURCE: Momingstar

Tps

Refer

Inflation is a Quietly Destructive Force l

|
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Adding or Considering Inflation
Protection Such as TIPS
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Help reduce ris. by blending assets
and adding inflation protection...

- =

y Best: Stocks
= 2 ) Best: Commodities
] ; "
¥ Mixed: Commodities &
'; & ! Mixed: Stocks & ILBs
5 Nominal Bonds
o & . .
Worst: Nominal Bonds
1 x T Worst: ILBs
]
) Best: ILBs
o £| Best: Nominal Bonds X
< g Mixed: Commodities &
? w % Mixed: Stocks & ILBs i,
x 2 Nominal Bonds
b = Worst: Commodities
Worst: Stocks
Low/Falling High/Rising 1
Rete 1o Aspendi o acional s nformtn. INFLATION NAGDCA
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Offer distribution flexibility...
Percent of Plans Average Percent of
a Offering Payment From  Participants Electing*
Lump Sum 100% 89%
Installment payments 52% 8%
Partial Distributions 41% 19%
1 Annuity 15% 3%
= *When form of payment is available ‘
S
-
5 |
]
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Provide retirement income programs...
« Benefits:
— Lower pricing or higher payouts (3-9% potentially via
| annuity purchase platform)
— Fiduciary oversight of investments or guarantee income
product offerings
— Objective education and support of programs
1 « Challenges:
— Employer concern with fiduciary oversight or program
™ selection N
" — Cost or liability concern with retirement counseling
e — Competition for retirement assets given retail economic
model
|
efr o Appendfor ol sk nfomaton. NAGDCA
-
|~ SRS s L
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Most attractive types of products....

Lifetime income (guaranteed minimum withdrawal

benefit) S EE

Fixed annuity 20 65%

Payment-stream product that pays out earnings
and/or principal (3 to 7 percent, without income or 11 35%
longevity insurance)

Longevity insurance 10 32%
Variable annuity 8 26%
Other (e.g., laddered TIPS, target date funds with
h " n " 3 10%
wrapper, variable
ﬂ Capital-market derivative or non-insured principal- 2 6%
protection strategy
n=31
N

2009
Guarantee adoption may be slowed by plan

SiOﬂSOI’ concerns about....

Insurance company default risk 27 84%
Cost 23 2%
Transparency 21 66%
Fiduciary oversight 19 59%

Insufficient government support (e.g., safe harbor,

regulatory clarity) B i
Lack of participant demand 9 28%
Monitoring/Benchmarking concerns 6 19%
Other (e.g., liquidity, portability, administrative issues, 5 16%

1 product immaturity, communication difficulties)
Selection criteria 3 9%
n=32 L ae iy
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Allow consolidation of assets...

* Enable retirees to roll in outside assets
into DC plan or deemed IRA

* Welcome spousal accounts to roll in as
well

« Consider brokerage window to increase
ability to hold funds and individual
securities (e.g., stocks, bonds and ETFs)




Retiree Remaining in Lower Cost DC Plan
Results in a Stretch of Retirement Assets

Lower Fees Extend Life of DC Retirement Assets by Three Years

2009

51000000
5900000
s sm0000
8 seonono
% sso000
£ sionon
.
5100000
’
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SOURCE: PIMCO
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™ 5% Ivesmentees )

Hypohetcalexample for llustative purposes onl
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* Mix of core

May also include:
* Absolute Return
= lliquid securities:
~ Private real estate
| — Private equity
~ Distressed debt

Guarantee Products
= Living benefit
= Annities
. Longevity
Retirement income TIPS ladder

Refer to Appendix for addtional risk information,

’. Custom Target Date Strategies:

Offer tiered DC plan design...

Tier I: Tier II: Tier II:
Target Date Default Core Investment Offerings Brokerage Window

projections

2009

Offer retirement income planning...

* Provide a retirement income model with
| realistic assumptions and “real” income

« Offer or educate on the value of
comprehensive financial planning

 Provide or suggest advisors who

understand your plans and who share your
objectives (e.g., stay in the plan)

1009
Capital Preservation
* Stable Value and Money Market Access to full brokerage:
* Mutual Fi
Global Fixed Income . mual nds
* US. and Non-UsS. Bond ErFs
+ Emerging Markets Debt o s
« High Yield
Inflation Protection
* TIPS
* Commodities
* Real Estate
Global Tactical
* Asset Allocation
* Risk Management
Global Equity
= U.S. Large, Mid, Small
= Non U.S. Developed
= Emerging Markets
L N = ]




1009

Appendix

the accuracy o ihe compieteness of such informaton

Past pertarmance is not a guarantee or a reliable indicator of future results.

Risk
loss.
” issuer,credit,and mflaion ik, Equies may
High-yeld, lower.rated,
greater
that o ot ical, eguiai REMTs
h income. nflation-
fnked bonds (ILBs) issued inflaton 1LBs
rotected 1L issued by the U S. Government. Deraties may involve

et <rec,
Investing in dervalives could ose more than the amount ivested.

This materal
secury, siategy or

form, o b ¥ paciic Lc.
Newpor Beach, CA 92660, 800-367-4626. £2009, PIMCO)

Index Descriptons

registered, axable, and dolar denominated. The inder covers he U.S. invesiment

major basis. Pror to November 1, 2008, s index was
publshed by Lehman Brothers.

arge-Cap.

segmentof the U.S. equites market.

It not possible 0 ves: drectl in an unmanaged index
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