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I am submitting these comments in my individual capacity as the Alfred P. Murrah
Professor at the University of Oklahoma College of Law. At the outset, I wholeheartedly agree
that the Department of Labor should issue regulations that would require a participant’s accrued
benefits to be expressed on her pension benefit statement as an estimated lifetime stream of
payments, in addition to being presented as an account balance. However, instead of using the
normal retirement age under the plan for lifetime income illustrations, I believe that these
illustrations should use the participant’s Social Security full retirement age. Moreover, in
addition to these standard lifetime income illustrations, pension benefit statements should also
illustrate the income streams that would result if the retiree instead purchased an inflation-
adjusted annuity.

I. Longevity Risk

Longevity risk—the risk of outliving one’s retirement savings—is probably the greatest
risk facing current and future retirees. As life expectancy increases, accumulated retirement
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savings in individual accounts will need to finance longer retirements. A 65-year-old woman
already has an even chance of living past age 86, while a 65-year-old man already has an even
chance of living past age 84.% The joint life expectancy of a 65-year-old couple is even more
remarkable. There is a 50-percent chance that at least one 65-year-old spouse will live to age 91,
and there is a 25-percent chance that at least one will live to 95.* That means married couples can
easily have 25 or 30 years in retirement.

These longer lives and longer retirements increase the risk that many retirees will outlive
their resources.” Accordingly, the government should encourage Americans to retire later and
take their benefits in the form of inflation-adjusted annuities.’ Pertinent here, pension benefit
statements should use the participant’s Social Security full retirement age and should provide
illustrations of inflation-adjusted annuities, in addition to standard lifetime income streams.

II.  Use the Participant’s Social Security Full Retirement Age

ERISA generally defines “normal retirement age” as the earlier of the time specified in
the plan or age 65.” Meanwhile, Social Security’s full retirement age has already increased to age
66 and is headed toward age 67.° As Americans are living longer, many will need to retire later,
and having pension benefit statements use the participant’s Social Security full retirement age
will help encourage Americans to increase their savings by working longer and retiring later.’

III. Provide Illustrations of Inflation-adjusted Annuities

Traditional lifetime annuities provide a powerful hedge against longevity risk. For
example, for a 65-year-old man who purchased a $100,000 immediate, level-payment annuity
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without inflation protection in December of 2012, the annual payout would be around $6,336 or
6.34% of the annuity’s purchase price.'® With inflation-adjusted annuities, annual payouts start
lower but can end up higher. For example, if our hypothetical 65-year-old man instead chose an
annuity stream with a three-percent escalator, the annual payout in the first year would be just
$4,548 in the first year, but it would increase in later years. 1

While Social Security benefits are adjusted for inflation, relatively few private pensions
or annuities have cost-of-living adjustments. But inflation-adjusted pensions and annuities are
exactly what American retirees will need to preserve the value of their benefits as the years go
by. Plan participants also need to understand how post-retirement inflation can diminish the real
value of their benefits, and they need to be educated about their life expectancies.

Accordingly, in addition to providing illustrations of the income streams that they can
expect to receive from standard lifetime annuities, pension benefit statements should also
provide illustrations of inflation-adjusted annuities (e.g., by showing the income streams that
would be result from purchasing annuities with a three-percent escalator).
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