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Attn: Benefits Statement Project
RE: RIN 1210-AB20
Dear Ladies and Gentlemen:

As the Director of the Pension Research Council and Boettner Center at the Wharton
School of the University of Pennsylvania, the oldest pension research group in the United
States, | am pleased to respond to your Request for Information regarding the Benefits
Statement Project. My responses are based on over 30 years of research and consulting in
the retirement security arena; my views are my own and draw on research cited at the end
of the attached memo.

The Administration is to be commended for working to help participants in defined
contribution plans estimate the income amounts they might be able to receive from their
pension plan accruals, taking into account the risk of longevity. My comments are intended
to be helpful in the further development of the retirement calculator tool.

Thank you for your kind consideration. If you need additional information, please contact
me at mitchelo@wharton.upenn.edu or at 215 898 0424.

Sincerely yours,

/Y4

Olivia S. Mitchell

Professor of Insurance/Risk Management & Business Economics/Public Policy
The Wharton School, University of Pennsylvania

3620 Locust Walk, 1409 Steinberg Hall-Dietrich Hall

Philadelphia, PA 19104

e-mail: mitchelo@wharton.upenn.edu
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Submitted August 7, 2013

Response to the US DOL’s Request for Public Comment on Proposed Rulemaking
Regarding Pension Benefit Statements for Defined Contribution Plans (RIN 1210-AB20)
Dr. Olivia S. Mitchell, The Wharton School, University of Pennsylvania

Plan participants in defined contribution plans could use help over their working lives and
at retirement, to help them minimize or eliminate the risk of outliving their assets. Well-
crafted retirement benefit calculators can be a useful and convenient tool for participants
seeking to determine roughly how much income they could generate from a given amount
of retirement savings. The calculator can help boost participant awareness of the chances of
living a very long time by illustrating how important it is to cover “tail” survival risk
instead of focusing on life expectancy during the retirement payout phase. Such a tool will
particularly benefit the financially less literate, who are least likely to understand the
implications of survival to very old ages.

The DOL’s calculator is a sensible first step on the path to building a more useful and more
complete tool that could actually be used by employees deciding how much to save and
what to draw down during retirement. The calculator could be maintained by DOL and
recommended by plan sponsors who would encourage workers to access it at various points
in their careers, so the employees could decide if they were more or less “on track”
building their retirement incomes. Of course a disclaimer would be needed by both the
government and plan sponsors, to the effect of “exact results may vary.”

What would be most helpful is to provide users a sense of the possible annual income
benefits from their current account balances, as well as projected to the Social Security
normal retirement age. | would also find it useful to have an option whereby the user of the
tool could enter in his/her spouse’s age (if any). The resulting computations would permit
participants to gain a clearer idea of the potential retirement income streams that could be
derived from their retirement accounts, taking into account longevity risk.

If the calculator could be made a bit more interactive, this would also help. Some possible
interactions might include:
- | do favor showing the user several amounts: the immediate payout amount given

current accruals, the projected benefit given current accruals, and the projected
benefit assuming contributions continue to a future date (e.g. the normal retirement
age under Social Security). Each estimate would of course need to be caveated with
a statement that contributions and benefits are not guaranteed.
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I also suggest that the calculator present all results in real terms, so that the
relationship between wage growth, investment returns, etc. is comparable in today’s
dollars. Most people won’t understand what future dollars can buy them, or the
complicated interrelationships between the many terms and assumptions (such as,
for instance, that an inflation rate of X implies a nominal return of Y).!

Related to this is that, after retirement, benefits are usually fixed in nominal terms
(so they decline in real terms). To get people to think about this, the tool could give
the user two choices for the payout illustrations: one would preserve purchasing
power of today’s dollars (i.e. a real annuity), and the other would decline at (say)
3% per year, equivalent to a fixed nominal annuity with 3% inflation.

It would be helpful if the calculator could be used to run experiments where the
participant boosted the amount of earnings saved, to see how this would alter the
payout amount.

I would give the user more choice over projected investment returns. The low could
be the return on TIPS, and the high maybe the 7% you propose now (though I am
uneasy about that in the context of life cycle funds).

You can readily permit the user to add a spouse/partner (and that person’s age) and
recomputed the benefit, if desired.

I would recommend you allow the user to specify an expected income tax rate post-
retirement, so the calculator will generate spendable (rather than gross) income
(give the user some low/middle choices).

Assuming zero loads is clearly too conservative; a better approach would be to
provide the user a choice of loads over a reasonable range of investment options
(industry bottom and top quartile). Otherwise people could be misled regarding
what they are likely to find in the market if they seek an annuity.

It should probably be disclosed that the payouts will be likely higher for men if they
buy an annuity outside the qualified plan as they will get the single sex mortality
table pricing; conversely for women.

It would also be useful to have a caveat to users, that if they do not annuitize the
lump sums but instead keep investing them, they could withdraw about a third less
per year in an effort to save enough to avoid running out of money.

Y In this context, | believe that assuming a 3% real earnings growth rate is high; one could
instead let the user select his own assumption (from a range of -5 to +5, say).
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