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RESTRICTING ACCESS TO FINANCIAL ADVICE:
EVALUATING THE COSTS AND
CONSEQUENCES FOR
WORKING FAMILIES AND RETIREES

Wednesday, June 17, 2015
House of Representatives
Subcommittee on
Health, Employment, Labor, and Pensions,
Committee on Education and the Workforce
Washington, D.C.

The Subcommittee met, pursuant to call, at 10:03 a.m., in Room
2175, Rayburn House Office Building, Hon. David P. Roe [chairman
of the subcommittee] presiding.

Present: Representatives Roe, Wilson of South Carolina, Foxx,
Walberg, Salmon, Guthrie, Heck, Messer, Carter, Grothman, Allen,
Polis, Courtney, Pocan, Hinojosa, Sablan, Wilson of Florida,
Bonamici, Takano, and Jeffries.

Also present: Representatives Kline and Scott.

Staff present: Andrew Banducci, Professional Staff Member;
Janelle Belland, Coalitions and Members Services Coordinator;
Martha Davis, Staff Assistant; Ed Gilroy, Director of Workforce
Policy; Callie Harman, Staff Assistant; Tyler Hernandez, Press Sec-
retary; Marvin Kaplan, Workforce Policy Counsel; Nancy Locke,
Chief Clerk; Zachary McHenry, Legislative Assistant; Daniel
Murner, Deputy Press Secretary; Michelle Neblett, Professional
Staff Member; Brian Newell, Communications Director; Krisann
Pearce, General Counsel; Lauren Reddington, Deputy Press Sec-
retary; Alissa Strawcutter, Deputy Clerk; Alexa Turner, Legislative
Assistant; Joseph Wheeler, Professional Staff Member; Tylease Alli,
Minority Clerk/Intern and Fellow Coordinator; Denise Forte, Mi-
nority Staff Director; Christine Godinez, Minority Staff Assistant;
Carolyn Hughes, Minority Senior Labor Policy Advisor; Eunice
Tkene, Minority Labor Policy Associate; Kendra Isaacson, Minority
Labor Detailee; Brian Kennedy, Minority General Counsel; Kevin
McDermott, Minority Senior Labor Policy Advisor; Richard Miller,
Minority Senior Labor Policy Advisor; Amy Peake, Minority Labor
Policy Advisor; and Dillon Taylor, Minority Labor Policy Fellow.

Chairman ROE. A quorum being present, the Subcommittee on
Health, Employment, Labor, and Pensions will come to order.

Good morning. I would like to begin by extending a special wel-
come to Secretary Perez. And we appreciate your willingness to en-
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gage in open and frank conversations about important issues facing
working families and job creators.

I know there are areas where we will disagree, but we will al-
ways welcome the opportunity to raise our concerns and lay out
what we believe are more positive alternatives.

I wish we were here to discuss a proposal that enjoyed broad bi-
partisan support, one that would help strengthen our economy and
improve the lives of hardworking men and women. Unfortunately,
that is not the case.

Instead, we are here to address a regulatory scheme that will
hurt a lot of families, retirees, and small-business owners. And it
could not come at a worse-possible time.

One of the most difficult challenges we face as a country is a lack
of real retirement security for America’s families. The defined ben-
efit pension system continues to experience a decades-long decline
while many workers are still rebuilding the savings they lost in the
recent recession.

Due to these and other challenges, including a persistently weak
economy, too many workers are retiring without the means nec-
essary to ensure their financial security.

And just a moment. I found some information about retirement
security by a GAO report, Mr. Secretary, that shows that 29 per-
cent of households 55 and older have no retirement savings and 23
percent have a defined benefit plan, but no retirement savings. So
it is a real issue.

And I would like, without objection, to have this report submitted
for the record; and also another report submitted for the record, the
U.S. Chamber finds that the DOL-proposed fiduciary rule could im-
pact 9 million small-business households. And I would like to have
that introduced for the record also.

[The information follows:]
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RETIREMENT SECURITY

Most Households Approaching Retirement Have Low
Savings

What GAQ Found

Many retirees and workers approaching retirement have limited financial
resources. About half of households age 55 and older have no retirement
savings (such as in a 401(k) plan or an IRA). According to GAQ's analysis of
the 2013 Survey of Consumer Finances, many older households without
retirement savings have few other resources, such as a defined benefit (DB)
plan or nonretirement savings, to draw on in retirement {see figure below).
For exampie, among households age 55 and older, about 29 percent have
neither retirement savings nor a DB plan, which typically provides a monthly
payment for life. Households that have retirement savings generally have
other resources to draw on, such as non-retirement savings and DB plans.
Among those with some retirement savings, the median amount of those
savings is about $104,000 for households age 55-64 and $148,000 for
households age 65-74, equivalent to an inflation-protected annuity of $310
and $649 per month, respectively. Social Security provides most of the
income for about haif of househoids age 65 and oider.

Select Resources for All Households Age 55 and Older

ﬁmu"% " Financial assets  Annual income  Net worth
otiseholds $1,000 18,932 534,780
age 56 A > Y
and aider
o 10,000 20,000 30008 46,000

JR— ) 0
OF those >, Median value {in dollars)
>

"y

e

with  home with v
nodebt  some debt home

Bouree: GAD analysis of 201 oy of Consumer Finanzes (SCF) data. | GAO-15.415

Studies and surveys GAQ reviewed provide mixed evidence about the
adequacy of retirement savings. Studies range widely in their conclusions
about the degree to which Americans are likely to maintain their pre-
retirement standard of living in retirement, fargely because of different
assumptions about how much income this goai requires. The studies
generally found about one-third to two-thirds of workers are at risk of failing
short of this target. In surveys, compared to current retirees, workers age 55
and older expect fo retire fater and a higher percentage plan to work during
retirement. However, one survey found that about half of retirees said they
retired earlier than planned due to health problems, changes at their
workplace, or other factors, suggesting that many workers may be
overestimating their future retirement income and savings. Surveys have also
found that people age 55-64 are less confident about their finances in
retirement than those who are age 65 or oider.

o Jeszecke

United States Government Accountabifity Office
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Gﬁ@ U.S. GOVERNMENT ACCOUNTABILITY OFFICE

441G 5t NW.
Washington, DC 20548

May 12, 2015

The Honorable Bernard Sanders
Ranking Member
Subcommittee on Primary Heaith
and Retirement Security
Committee on Health, Education, Labor, and Pensions
United States Senate

Dear Senator Sanders:

Baby boomers, the youngest of whom are now in their 50s, are
approaching and reaching retirement in waves.* According to the Census
Bureau, the age 65-and-over population in 2030 is projected to be about
74 million — more than 50 percent larger than in 2015, and representing
more than 20 percent of the projected total U.S. population.? Several
issues call attention to the retirement security of this sizeable First, the
decades-long shift in the private sector away from defined benefit (DB)
pians (which typically pay lifetime annuity benefits in retirement) to
defined contribution (DC) plans {which require workers to accumulate
savings over their careers and manage withdrawals in retirement) means
that many workers and retirees need more savings to provide a secure
retirement. In 1991, private-sector DB plans had more participants than
DC plans. Since then, the number of private-sector DB plans has shrunk
considerably and the number of participants has remained flat, while the
number of participants in DC plans has expanded considerably.® Longer
life expectancy means that many baby boomers will spend more years in
retirement than earlier cohorts and need their savings to last longer. In
addition, concerns about the long-term financial condition of Social
Security, which provides the base of financial support for retirees,
highiight the growing importance of Americans accumulating savings for
their retirement.

! Baby boomers include the 78 million Americans bom from 1946 through 1964.

2U.S. Census Bureau, "Projections of the Population by Sex and Selected Age Groups for
the United States: 2015 to 2060." (NP2014-T3), December 2014,

3us. Department of Labor, Employee Benefits Security Administration, “Private Pension
Pian Butletin Historicai Tables and Graphs.” December 2014,

Page 1 GAD-15-419 Retirement Savings



in light of these developments, you asked us to review the financial status
of workers approaching retirement and current retirees. We examined the
following questions: 1) What financial resources do workers approaching
retirement and current retirees have? and 2) What evidence do studies
and surveys provide about retirement security for workers and retirees?

To describe the financial resources of current and future retirees, we
examined financial information from the 2013 Survey of Consumer
Finances (SCF). Conducted by the Board of Governors of the Federal
Reserve System (Federail Reserve), the SCF is a triennial national survey
of assets and income. Throughout the report, we use the term “retirement
savings” to mean money accrued in account-based DC plans, such as
401(k) plans, and individual retirement accounts (IRAs). We do not
estimate the vaiue of DB plans or include such an estimate in retirement
savings.* Savings held outside of retirement accounts are included in
financial assets as non-retirement savings.

To analyze other evidence of retirement security, we reviewed several
studies of retirement adequacy and compared and contrasted their
methodologies and findings. These included academic studies based on
formal modeis of optimal saving behavior and consumption patierns,
studies that projected savings levels in retirement based on recent
savings data, and other reports examining the levels, adequacy, and
sources of retirement wealth. In addition, we interviewed authors of
studies and other retirement experts about retirement readiness. We aiso
reviewed relevant questions from surveys of retirees and workers
approaching retirement age to infer information about their experiences of
saving for and living in retirement. These questions included those
regarding financial well-being, confidence in being able to afford a
comfortable retirement, and expectations of when and how people pian to
retire. The surveys included the University of Michigan's Heaith and
Retirement Study (HRS), the Federal Reserve’s Survey of Household
Economics and Decisionmaking, the Employee Benefit Research
Institute’s Retirement Confidence Survey, and other surveys.

For SCF, HRS, and other survey data used in this report, we reviewed
methodological documentation and, when appropriate, interviewed

# While we do include DB plan benefits in retirement income, we include them in
retirement savings only if a household has taken the benefit as a fump sum and rolled it
into an {RA or other account balance.

Page 2 GAO-15-419 Retirement Savings



individuals knowledgeable about the data and conducted electronic
testing. Based on this, we found the data to be reliable for the purposes
used in this report.

For the purpose of this report, we discuss households and workers
nearing retirement age, from age 55-64, to isolate near retirees and
determine retirement readiness, though some of this group may in fact be
retired. We discuss the age group 65-74 to examine retirees in the first
stage of retirement, although some members of this group may not be
retired. Finally, we discuss the age group 75 and oider, most of whom we
expect to be retired. (A more detailed description of our scope and
methodology is provided in appendix 1.}

We conducted this performance audit from April, 2014 to May, 2015 in
accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that
the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.

A
Background

Income in retirement may come from several sources, including (1) Social
Security, (2) payments from employment-based DB plans, {3) savings in
retirement plans, such as in a 401(k) plan or iRA, including the return on
these savings;® and (4) other sources, including non-retirement savings,
home equity, and wages.

(1) Sacial Security: Social Security pays benefits to retirees, their
spouses, and their survivors, as well as to some disabled workers,
According to the Social Security Administration (SSA), as of 2012, 86
percent of househoids age 65 and older received Social Security benefits.
Benefits are paid to workers who meet requirements for the time they
have worked in “covered employment” — jobs through which workers pay
Social Security taxes, which cover about 96 percent of U.S. workers,

s Iv_wcome in retirement may also come from earnings or retums on assets from non-
retirement accounts, but for the purposes of this report we focus on retirement savings.

Page 3 GAO-15-418 Retirement Savings
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according to SSA.® Workers can claim benefits starting at age 62 (or
when they become disabled), but for retiring workers the monthly benefit
they receive increases the longer they delay receiving them, up until age
70.7 Monthly Social Security benefits are based on a worker's earnings
history and are progressive, meaning that Social Security replaces a
higher percentage of earnings for lower-income workers and their
dependents than for higher-income workers.

Social Security benefits offer two main advantages: they are a monthly
stream of payments that continue untii death and they adjust annually for
cost-of-living increases. According to the 2014 report from the Social
Security Board of Trustees, the Oid-Age and Survivors insurance (OASI)
trust fund from which Social Security benefits are paid is projected to
become depleted in 2034, at which point continuing income is projected
to be sufficient to cover just 75 percent of scheduled benefits.? This
projection raises the possibility of changes to Sociat Security benefits,
taxation, or both before the depletion date.

(2) Defined Benefit Plans: these plans are “traditional” employment-based
pension plans that offer benefits typically determined by a formula based
on factors specified by the plan, such as salary and years of service. DB
plans typically offer pension benefits in the form of an annuity that
provides a monthly payment for life, aithough some plans aiso offer a
lump-sum distribution option. An annuity can help to protect a retiree
against risks, including the risk of outliving one’s assets (longevity risk),
and may also offer survivor benefits. However, DB plans carry the risk
that a plan sponsor may freeze or terminate the plan. If a private-sector
plan terminates with insufficient assets to pay promised benefits, the
Pension Benefit Guaranty Corporation (PBGC), a federal government
corporation, provides plan insurance and pays promised benefits subject

8 About one-fourth of public empioyees do not pay Social Security taxes en the earnings
from their government jobs and receive no service credit. Starting in 1984, individuais who
began working for the federal government pay Social Security taxes and receive service
credit.

7 Individuals with disabilities who qualify for Social Security Disability Insurance receive
unreduced benefits even if they claim prior to their full retirement age.

8 The 2014 Annual Report of the Board of Trustees of the Federal Old-Age and Survivors
Insurance and Federal Disability Insurance Trust Funds (Washington D.C.: Jul. 2014)

Page 4 GAO-15-419 Retirement Savings
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to certain statutory limits, which may result in some beneficiaries getting
reduced benefits.

(3) Retirement Savings: introduced over 30 years ago, two primary types
of retirement savings vehicles currently exist. employment-sponsored DC
pians (such as 401(k) plans) and IRAs. For both types, benefits accrue in
the form of account balances, which grow from contributions made by
workers (and sometimes by their employers) and investment returns.
Examples of employer-sponsored DC plans inciude 401(k) plans, 403(b)
plans, and similar plans for which employers can offer payroil deductions,
empioyer contributions to employee accounts, or both. Individuals can
also save for retirement through IRAs, which allow individuals to make
contributions for retirement without participating in an employment-
sponsored plan.® DC plans and IRAs provide tax advantages, portabiity
of savings, and transparency of known account balances. However, they
also place the primary responsibility on individuals to participate in,
contribute to, and manage their accounts throughout their working
careers, and to manage their savings throughout retirement in order to
keep from running out of money.

Workers and employers who contribute to retirement savings accounts
generally receive favorable federal tax treatment, such as tax deductions
for contributions and tax-deferred or even tax-free returns on
investment.'® These tax preferences are one of the largest tax
expenditures in the federal government, in fiscal year 2012, the estimated

® While the vast majority of IRAs are individual accounts, the Internal Revenue Code also
prcvides for “individual retirement annuities,” which are annuity or endowment contracts
issued by insurance companies and meeting certain requirements. 26 U.S.C. § 408(b).

"% For 2015, individuals can contribute up to $5,500 in IRAs ($6,500 for those age 50 or
older), while the contribution limit for 401(k) plans is $18,000 ($24,000 for those age 50 or
older). Contributions to 401(k) plans and {raditional IRAs are not subject to tax when made
(26 U.8.C. §§ 402(e)(3) and 219(a) and (e}, respectively); distributions or withdrawais of
principal or earnings from them are subject to tax {26 U.S.C. §§ 402(a) and 408(c){1),
respectively). Cortributions to Roth IRAs are not tax-deductible, but after one has been
established for 5 years, upon reaching age 59%, an individuat may make withdrawals of
principal or earrings not subject to tax. 26 U.S.C. § 40BA(c) and (d).

Page 5 GAO-15-419 Retirement Savings
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revenue loss associated with these accounts included $51.8 billion for DC
plans and $16.2 billion for IRAs.™

Employment-based retirement plan coverage, especially in the private
sector, has shifted from DB to DC plans. According to the Department of
Labor, as of 2012 private-sector DB plans had aimost 40 mitlion
participants, while DC plans had about 91 miliion. {n contrast, in 1975,
about three-quarters of private-sector pension participants had DB plans,
and half of all participants in 1990 had DB plans.? According to Federal
Reserve data, as of the third quarter of 2014, U.S. DB plans heid about
$11.2 friflion in assets, IRA assets totaied about $7.3 trillion and DC
assets accounted for about $6.2 triflion.** Rollovers from 401(k} plans and
other employment-sponsored plans are the predominant source of
contributions to IRAs. "

(4) Other Sources: In addition to the three sources listed above, retirees
may also have other sources of income, such as earnings or income from
assets. Retirees may also choose to draw from home equity, for example,
by selfing their home or obtaining a reverse mortgage. Another form of
income that economists also usually consider is “imputed rent’-the
market rent households living in owner-occupied housing could charge,
but forego, if they rented their house. ™ Earnings from work can also be

1 Office of Management and Budget, Fisca! Year 2014 Analytical Perspectives: Budget of
the U.S. Government (Washington, D.C.: April 10, 2013). The tax expenditure is
measured as the tax revenue that the government does not currently collect on
contributions and earnings amounts, offset by the taxes paid on plan distributions to those
who are currently receiving retirement benefits.

2 These figures may double-count individuals who have both a DB and DC pian. U.S.
Department of Labor, Empioyes Benefits Security Administration, “Private Pension Plan
Builetin Historical Tables and Graphs.” December 2014,

¥ These figures include assets in private-sector and public-sector pension plans. Board of
Governors of the Federal Reserve System, “Financial Accounts of the United States: Flow
of Funds, Bafance Sheets, and integrated Macroeconomic Accounts, Fourth Quarter
2014.” (Washington, D.C.: March 12, 2015.).

14 GAQ, 401 (K} Plans. Labor and IRS Could Improve the Rollover Process for
Participants, GAO-13-30 {(Washington, D.C.: March 7, 2013).

15 Considering imputed rent income treats owner-occupied housing neutrally compared to
renter-occupied housing. For exampie, consider two homeowners who aach live in their
homes and pay a $1,000 mortgage. if they moved into each other's home and received
$1,000 per month rent, that $1,000 woutd be considered income, aven though nothing has
changed about either household's batance sheet or net expenses.

Page 6 GAO-15-419 Retirement Savings
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an important source of income for some households with a member age
65 or older, especially for those with a spouse younger than 62 who is not
yet eligible o receive Social Security benefits.

About Half of Older
Households Have No
Retirement Savings,
and Many Rely on
Social Security

According to our analysis of data from the 2013 SCF, 52 percent of
households age 55 and older have no retirement savings in a DC plan or
IRA, and Social Security provides most of the retirement income for about
half of households age 65 and older.' Among the 48 percent of
households age 55 and older with some retirement savings, the median
amount is approximately $109,000"—commensurate to an inflation-
protected annuity of $405 per month at current rates for a 65-year-old.™
Households that have sizeable retirement savings are more likely than
households with fower saving to have other resources, including a higher
likelihood of expecting retirement income from a DB plan. Nearly 30
percent of households age 55 and older have neither retirement savings
nor a DB plan (see fig. 1). Sacial Security remains the largest component
of household income in retirement, making up an average of 52 percent
of household income for those age 65 and older.

78 For the SCF estimates in this report, we define household age as the age of the
household head. For purposes of data organization, the Federal Reserve considers the
household head to be the male within a mixed-sex coupie and the older individual within a
single-sex couple. All percentage estimates based on the SCF have 95 percent
confidence intervals of within 3 percentage points of the estimate, and all doltar estimates
have confidence intervals within 5 percent of the estimate itself.

7 We are 95 percent confident that the median retirement savings amount among those
with savings is between $96,889 and $121,911,

8 We calculated an inflation-protected single-life annuity equivalent for a 65-year-old

commencing payments immediately using the Retirement income Galculator from the

Federal Thrift Savings Plan website (www.tsp.gov), which assumed an interest rate of 2

percent as of the calculation date. In 2011, we found that few retiring workers with DC

plans chose or purchased an annuity. See GAO, Retirement Income: Ensuring Income

t7hroughou1 Retirement Requires Difficult Choices, GAO-11-400 (Washington, D.C.: June
,2011).
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Figure 1: Select Resources for All Households Age 55 and Older

Amang househacids age 58 and oider
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Source: CAQ analysis of 2013 Survey of Consumes Finances (SCF) data. | GAG-15419
Note: For households with no DB pian or retirement savings, we are 95 percent confident that the
median financial asset value was between $763 and $1,237, the median annual income was between
$17,808 and $20,055. and the median net worth was between 325,227 and $44,293. Alf other
estimates in this figure have canfidence intervals within +/- 3 percentage paints.

Over Half of Househoids About 55 percent of households age 55-64 have less than $25,000 in

Age 55 to 64 Have Little or retirement savings, inciuding 41 percent who have zero (see fig. 2 for

No Retirement Savings additional detail). Most of the households in this age group have some
’ other resources or benefits from a DB plan, but 27 percent of this age

and Many of These Have group have neither retirement savings nor a DB plan.

Few Other Financial

Resources

Page 8 GAO-15-419 Retirement Savings



15

Four in Ten Households Age
55-64 Have No Retirement
Savings and Few Other
Rescurces

Source: 2013 Survey of Consumar Finanges (S0

Figure 2: Distribution of Retirement Savings Amounts among Households Age 55~
64

Percentage of households age 55-64

50
41 ~ §40,000 to $49,989
a0 — $30,000 10 839,999
820,000 to 826,989
»— 310,000 10 §79,999

30
—— Less than §10,000

20

40

Retirement savings (in doffars)

Soures: GAO analysis of 2013 Survey of Consumer Finanices (SCF) date. | GAO-T5419

Note: Savings amounts are expressed in 2013 doilars. The sum of the percentages of households
with more than zero but less than $50,000 may not add up to 20 percent because of rounding. Al
estimates in this figure have 95 percent confidence intervals within +/- 3 percentage points.

Among households age 55-84, the 41 percent with no retirement savings
have few other financial resources but they are less likely to have debt
than those with retirement savings. ™ For example, around 85 percent
have less than $25,000 in total financial assets, such as in savings
accounts or non-retirement investments. Compared to those with
retirement savings, these households have about a third of the median
income, about one-fifteenth of the median net worth, and are less likely to
be covered by a DB plan (see table 1). Regarding debt, households
without retirement savings are less likely to have debt than households
with savings (about 70 percent compared to 84 percent). Their debt levels
are comparable, though, as about 20 percent of households from each

9 Debt includes housing debt (such as mortgages or home equity lines of credit), credit
card balances, instaliment foans, and other lines of credit,
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About a Quarter of Households
Age 55-64 Have No

Retirement Savings and No DB
Pian

Sowrce: 2013 Survey of Cansumer Finances (SCF) data,

category have debt amounts that are more than twice their annual
income.

Table 1: Select Resources for Households Age 55-64 by Ownership of Retirement
Savings

Doliar figures rounded to nearest $1,000

Households age 55-64 with Households age §5-64
no retirement savings with retirement savings

Percent of households age 55+

64 4% 59%
Median net worth $21,000 $337,000
Median non-retirement

financial resources $1,000 $25,000
Median income $26,000 $86,000
Home ownership rates 56% 87%
Percent who own a home that

is paid off 22% 27%
Percent with a defined benefit

plan 32% 45%

Sowrse; GAQ analysis of 2013 Survey of Consumer Financas gata. | GAO-15-415
Note: We are 95 percent canfident that median net warth for households with no retirement savings is
between $13,668 and $28,536, that median non-retirement financial resources is between $795 and
$1,205, and that median income is between $23,422 and $27,646. For househoids with some
retirement savings, the median net worth is between $284,813 and $389,599, the median non-
retirement financial resources is between $19,672 and $29,928, and the median income is betwesn
581,646 and $91,230. All other estimates in this table have 95 percent confidence intervals within +/-
3 percentage points. The percent of househoids with DB plan includes those where the respondent
and/or the respondent’s spouse/partner has a DB pian from a current or past job.

Perhaps of greatest concern are the 27 percent of all households age 55-
64 that have neither retirement savings nor a DB plan, Their median net
worth is about $9,000,° and 91 percent have less than $25,000 in
financial assets. These households’ median home equity is about
$53,000,%" which is less than haif of what households with retirerent
savings or a DB plan have.

2 \We are 95 percent confident that the median net worth is between $6,469 and $12,169.

2 We are 95 percent confident that the median home equity is between $42,174 and
$63,026.
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Six In Ten Households Age 55-
64 Have Some Retirement
Savings

Sourse: 2015 Survay of Cansumer Finances (SCF) data,

Not surprisingly, they have approximate median income of $21,000.22
About half of these households had wage or salary income,® compared
to 82 percent of households age 55-64 with some retirement savings or a
DB plan. This indicates that a smaller portion of these households are
likely working, which may limit their ability to accumulate retirement
savings. About 46 percent had Social Security income, indicating that
they may have claimed hefore the full retirement age and would receive
reduced monthly benefits. 2

For the 59 percent of households age 55-64 with some retirement
savings, we estimate that the median amount saved is about $104,000,%
which is equivalent to an insured, inflation-protected annuity of $310 per
month for a 60-year-old.2® While about 15 percent of these households
have retirement savings amounts over $500,000, 11 percent have
retirement savings below $10,000 and 24 percent have savings of less
than $25,000 (see table 2 for additional detail). A savings amount of
$25,000 is equivalent to an insured, inflation-protected annuity of $74 per
month for a 60-year-oid, 27

2 We are 95 percent confident that the median income is between $19,146 and $22,484.
2 we are 95 percent canfident that between 49 and 57 percent had wage income.

A We are 95 percent confident that betwaen 41 and 51 percent had Social Security
income, which could include retirement, disability, survivors, or dependent’s benefits.
Eligible workers can claim Sacial Security retirement benefits as early as age 62, but the
monthly benefit is lower for the rest of a retiree's life than if they delayed claiming. Ful
retirement age ranges from 65 to 67, depending on birth year, 42 U.S.C, § 415(1). As we
reported in 2014, early Social Security claimers have less income and wealth in retirement
and receive a larger share of their income from Social Security than those who delay
claiming untit their full retirement age. GAO, Retirement Security: Challenges for Those
Claiming Social Security Benefits Eanly and New Health Coverage Opfions. GAO-14-311
(Washington, D.C.: Aprit 23, 2014),

25 We are 95 percent confident that the median retirement savings amount is between
$88,483 and $120,197.

28 We calculated an inflation-protected singte-life annuity equivalent for a 60-year-old
commencing payments immediately using the Retirement Income Calculator from the
Federal Thrift Savings Plan website (www.tsp.gov), which assumed an interest rate of 2
percent as of the calculation date.

T ibid.
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Table 2: Distribution of Reti t Savings Al ts among H holds with
Some Retirement Savings, Age 55-64
10th 25th 50th 75th 90th
percentile  percentile  percentile percentile  percentile
Retirement
Savings $8,760 $25,978 $104,340 $300,200 $718,200

Sourca: GAO analysis of 2013 Survey of Consimer Finances data. | GAQ-15-419

Note: We are 95 percent confident that the 10th percentile amount is between $6,495 and $11,025,
the 25th percentile amount is between $19,268 and $32,688, the 50th percentile amount is between
$88,483 and $120,197, the 75th percentile amount is between $244,073 and $356,327, and the 80th
percentile amount is befween $586,956 and $849,444.

Both retirement savings and DB plan coverage rises with income levels
for age 55-64 households {(see table 3).® Across income quintiles, a
similar percentage of households have a paid-off mortgage and debt
levels above twice their income, whereas retirement savings and DB plan
coverage generally increase with income.

Table 3; Select Retirement Resources for Households Age 55-64 by Income Quintile

Dolfar figures rounded fo nearest $1,000

1 {bottom) 2 3 4 5 {top}
Percent with retirement
savings® 9% 42% 68% 84% 94%
Among those who have,
median retirement savings® — $19,000 $68,000 $97,000 $371,000
Percent with a defined benefit
plan® 18% 35% 43% 53% 50%
Percent who own a home that
is paid off 21% 28% 24% 25% 29%
Percent with debt greater than
twice annual income 17% 26% 24% 21% 14%

Source: GAO analysis of 2013 Survey of Consumer Finances data. 1GAD-15-419

Note: For ail percentage estimates in this table, the 95 percent confidence intervals are within +/- 6
percentage points.

“Because of sample size, we coutld not produce a reliable estimate for the bottom quintile. We are 95
percent confident that the median retirement savings for the 2nd quintile is between $10,334 and
$27,666, the 3rd quintile is between $49,909 and $86,171, the 4th quintile is between $73,479 and
$119,921, and the 5th quintile is between $281,513 and $460,087.

"The parcent of households with a DB plan includes those where the respondent and/or the
respondent’s spouse/partner has a DB pfan from a current or past job.

2 We found SCF estimates of future income from DB plans to be unreliable for our
purposes.
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Half of Households Age Turning to older households, retirement savings among those age 65-74
65-74 Have No Retirement shows a distribution similar to those age 55-64, though a larger proportion
Savings, and Social has no retirement savings (52 percent).® Similar fo the younger group,
Security,is the Largest about 10 percent have more than $500,000 in savings.

Source of Retirement
Income for This Age Group

About Half of Households Age
65-74 Have No Retirement

Savings Another simifarity is that many households age 65-74 with no retirement

savings have few other resources to draw upon in retirement as
measured by our indicators (see table 4). Compared to those in the same
age group with retirement savings, households without retirement savings
have about one-seventh the net worth, and fewer have a DB plan. Unlike
households age 55-64, the debt profile for households without retirement
savings is not substantially better than for households with some
retirement savings.

savings

Souros: 2013 Survay of Consumar Firances (SCF) data,

2 We would expect most households in this age group who have retirement savings o
have begun drawing these down, although batances can stilt grow from contributions and
investment returns.
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A Quarter of Households Age
65-74 Have No Retirement
Savings and No DB Income

. Househ‘o(dé; o
ge bard

i hedefined

Table 4: Select Resources for Households Age §5-74 by Ownership of Retirement
Savings

Dollar figures rounded to nearest $1,000

Househoids age 65-74 with  Households age 65-74
no retirement savings with retirement savings

Percent of households age

65-74 52% 48%
Median net worth $86,000 $597,000
Median non-retiremant

financial resources $4,000 $79,000
Home ownership rates 7% 95%
Percent who own a hame

that is paid off 36% 51%
Percent with a defined

benefit plan 49% 58%

Boures: GAQ analysis of 2013 Survey of Consurer Finances data | GACH15418

Note: Percentage estimates in this tabie have 95 percent confidence intervals that are within +/. 5
percentage peints. For households with no retirement savings, we are 95 percent confident that the
median net worth is between $70,841 and $100,675, the median non-retirement financial resources is
between $2,538 and $5,385. For households with some retirement savings, we are 95 percent
confident that the median net worth is betwean $483,261 and $711,607, median non-retirsment
financiat resources is between $61,878 and $95,922. The percent of households with a DR plan
includes those where the respondent and/or the respondent’s spouse/partner has a DB pian from a
current or past jab.

Simifar to households age 55-64, a closer look at the 27 percent of
households age 65-74 with no retirement savings and no DB plan reveals
that they have very low levels of resources to draw upon for retirement
income. This group has a median net worth of about $57,000,% which is
around one-sixth the net worth of other households of this age. Compared
to househoids with some retirement savings or a DB plan, households in
this age group generally have lower home ownership rates (about 67
percent compared to 93 percent) and less home equity when they do own
homes (median home equity is about $100,000, compared to
$148,000).*

3¢ we are 95 percent confident that the median net worth is between $30.821 and
$83,789.

*" For households with neither retirement savings nor DB plans, we are 95 percent
confident that between 62 and 73 percent own a home and their median hame squity is
between $81,551 and $118,449. For other households, we are 95 percent confident the
median is between $139,628 and $158,772.
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Households Age 65-74 with
Some Retirement Savings

Source: 2013 Survey of Consumes Finances (§CF) deta.

About Forty Percent of
Households Age 65-74 Get
Most of their Income from
Social Security

For the 48 percent of households age 65-74 that have some retirement
savings, we estimate that the median amount is $148,000,% comparable
to an insured, inflation-protected annuity of $649 per month for a 70-year-
oid at current rates.* About one in five of these households has
retirement savings amounts over $500,000, while 16 percent have
savings less than $25,000 (see table 5 for additional detaif).>*

Table §: Distribution of Retirement Savings Amounts among Households with
Some Retirement Savings, Age 65-74

10th 25th 50th 75th 90th
percentile  percentile  percentile percentile percentife

Retirement
savings $16,800 $48,800 $148,000 $394,200  $1,112,400

Sourea: GAQ anslysis of 2013 Survey of Consumer Finances data, | GAD-15-419

Note: We are 95 percent confident that the 10th percentile amount is between $9,644 and $23,956,
the 25th percentile amount is between $36,299 and $60,601, the 50th percentile amount is betwaen
$123,799 and $172,201, the 75th percentile amount is between $308,006 and $482 304, and the 90th
percentiie amount is between $885,356 and $1,339,444.

For all households age 65-74, median annual income is about $47,000%
and Social Security makes up on average 44 percent of income for
households in this age group, larger than any other income source, About
90 percent of all households in this age range receive some Social
Security income, and the median amount they receive is approximately
$19,000.% About 41 percent of households in this age range rely on
Social Security for over haif of their income, while 14 percent rely on
Social Security for more than 90 percent of their income. While Social
Security is, on average, the largest component of household income in
retirement, other sources also play a role in funding retirement for

32 \We are 95 percent confident that the retirement savings amount is betwaen $123,799
and $172,201,

3 We calculated an inflation-protected single-life annuity equivalent for a 70-year-old
commencing payments immediately using the Retirement Income Calculator from the
Federat Thiift Savings Plan website (www.tsp.gov), which assumed an interest rate of 2
percent as of the calculation date.

* We are 95 percent confident that between 13 and 20 percent of households age 65-74
with some retirement savings have less than $25,000.

35 \We are 95 percent confident that median income is hetween $44,244 and $50,708.

% We are 95 percent confident that the median Social Security income is between
$18,071 and 520,041,
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househoids age 65-74. income from work and pension-based annuities,
such as DB plans, contribute about a fifth of household income each, on
average. Distributions from retirement savings make up a relatively small
portion of average household income at 4 percent. Because Social
Security and DB plans represent a relatively large portion of retiree
income, it follows that much of the household income for this age group
has some assurance that it will last a lifetime.

Among households age 65-74, the prevalence of both retirement savings
and DB plans generally increases with income (see table 6). As with the
younger age group, not only do a larger proportion of higher-income
households have some retirement savings, but the amount they have
saved is aiso larger. Similarly, the annual amount they receive from their
DB plan increases with income.

Table 6: Select Retirement Resources for Househoids Age 65 to 74 by Income
Quintile

Dollar figures rounded ta nearest $1,000
First (bottom) Second Third  Fourth Fifth (top)

Percent with retirement
savings 9% 33% 48% 85% 84%

Among those who have,
median retirement

savings® - ~-~ $104,000 $144,000 $468,000
Percent with a defined
benefit (DB) plan® 19% 46% 67% 68% 65%

Among those with DB
income, median annuat

amount® $4,000 $11,000 $17,000 $24,000 $37,000
Percent who own a home
that is paid off 44% 50% 40% 44% 39%
Percent with debt greater
than twice annual income 17% 7% 27% 14% 10%

Source: GAQ analysis of 2013 Survey of Consumer Finances data. | GAO-15-419
Note: For alf percentage estimates in this table, the 95 percent confidence intervals are within +/- 8
percentage points,

*Because of sample size, we could not produce a reliable estimate for the bottom two quintiles. We
are 95 percent confident that the median retirement savings for the 3rd quintile is between §66,041
and $142,359, the 4th quintile is between $114,070 and $172,730, and the 5th quintile is between
$345,986 and $590,414.

*The percent of househelds with a DB plan includes those whare the respondent and/or the
respondent's spouse/partner has a DB ptan from a current or past job.

“We are 95 percent confident that the median DB income for the 1st quintile is between $2,242 and
$6,446, for the 2nd quintile is between $8,484 and $12,875, for the 3rd quintile is between $13,910
and $19,210, the 4th quintile is between $17,902 and $30,146, and the 5th quintile is between
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$25,560 and $47,840. DB income includes income from DB plans and any annuitized DC plans.

Social Security makes up a larger share of househoid income for
househoids with no retirement savings, which is not surprising as these
households have lower incomes. The 52 percent of households age 65-
74 with no retirement savings rely primarily on Social Security for income
in retirement, as it makes up 57 percent of their household income on
average (see figure 3). These households have median income of
approximately $29,000, and 25 percent of them rely on Social Security for
more than 90 percent of their income.¥ Those in the same age range
who have some retirement savings have a median income of $76,000.%
Social Security makes up on average 31 percent of income for those with
savings, about the same percentage that wage or salary income
contributes.®® Reflecting Social Security’s progressive benefit structure,
86 percent of those in the lowest income quintile receive more than haif of
their household income from Social Security, while 66 and 44 percent of
those in the second and third quintiles do, respectively.*?

7 We are 95 percent confident that the median income is between $26,132 and $32,654
and that between 21 and 28 percent relied on Social Security for more than 90 percent of
their income. The 2012 poverty threshold for a two-aduft household age 65 and oider was
$13,878.

3% We are 95 percent confident that the median income is between $64,594 and $87,150.

®while wage or salary income makes up, on average, 30 percent of household income
among this population, we are 95 percent confident that between 52 and 59 percent of
these households had wage or salary income. For comparison, we are 95 percent
confident that between 27 and 35 percent of househoids with no retirement savings had
wage or salary income.

“® We are 95 percent confident that the figures are between 81 and 91 percent, 57 and 74
percent, and 37 and 51 percent, respectively.
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Figure 3: Average Composition of income for Households Age 65-74 by Retirement Savings Status

Among households age 85-74
with no retirement savings

Among households age 65-74
with some refirement savings

Retirement savings

income

Saurcs: GAQ analysis of 2013 Survey of Consumar Financss {

Public assistance e
plan distributions

!
!
!

Defined benefit
ata. | GAO-15.416 pian income

Note: Other includes income from non-retirement investments, such as interest, dividends, mutuat
funds, stocks, and bends. 1t also includes rental income, real estate, chiid support, atimony, and
business/farm income. Public assistance includes income from unemployment or worker's
compensation, and pragrams such as Temporary Assistance for Needy Families or Supptemental
Security income. Retirement savings distributions do not include annuity equivalents from assets
remaining in the plan. Sums may not add up to 100 because of rounding, Alf estimates in this figure
have 95 percent confidence intervals within +/- 3 percentage points.

Households age 65-74 with no retirement savings or DB plan have about
one-third the income of other households in the same age group and are
even more likely to rely on Social Security. Specifically, their median
income is about $19,000 compared to $60,000 for the other group.*' Only
about a quarter of these households have wage income, compared to 49
percent of other households in this age range, while 45 percent of them
refied on Social Security for over 90 percent of their income, compared to

“! We are 95 percent confident that income for houssholds with neither retirement savings
nor DB plan is between $16,728 and $20,684. For other househelds it is between $55,092
and $63,852.
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3 percent for households with either some retirement savings or a DB
plan.*

Most Households Age 75
and Older Have No
Retirement Savings and
Social Security Provides
Most Household
Retirement Income on
Average

Households age 75 and older have even fewer retirement assets than
younger households, and only 29 percent have retirement savings. About
35 percent have neither retirement savings nor a DB plan, though a larger
percentage of households in this age group have a DB plan than those
nearing retirement (55 percent compared to 40 percent for households
age 55-64). Of those households that have savings, the median savings
is approximately $69,000,* which is commensurate to an insured,
inflation-protected annuity of $467 per month at current rates for an 80-
year-old.*

Social Security provides the bulk {on average 61 percent) of household
income for those 75 and older (see fig. 4). The median income for
households age 75 and older is about $27,000, and the median Social
Security income is approximately $17,000.%° When compared to younger
households age 65-74, Social Security makes up a larger share of
household income for retirees age 75 and oider, with 62 percent of these
households relying on Social Security for more than 50 percent of their
income, and 22 percent relying on Social Security for more than 90
percent of their income.*® Moreover, according to Census data, about 43

42 Among households with neither retirement savings nor a DB plan, we are 95 percent
confident that between 20 and 30 percent had wage income and that Social Security
made up more than 90 percent of income for between 39 and 50 percent of them.

3 \We are 95 percent confident that the retirement savings amount is between $49,199
and $88,801.

4% e calculated an inflation-protected single-life annuity equivalent for an 80-year-old
commencing payments immediatety using the Retirement Income Caiculator from the
Federal Thrift Savings Pian website (www.tsp.gov), which assumed an interest rate of two
percent as of the caiculation date.

*Syye are 95 percent confident that median income is between $25,626 and $29,184
while Social Security income is between $15,617 and $17,983. About 98 percent of
households age 75 and oider had income from Social Security.

* We are 95 percent confident that between 58 and 65 percent rely on Socia! Security for
more than 50 percent of their income.
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percent of people 65 years and older would have incames below the
poverty level if they did not receive Social Security.*

Figure 4: Average Gomposition of Income for Househoids Age 75 and Older

Among hauseholds age 76 and oider

Retirement savings plan distributions
————— 2% Public assistance

%
|

Wage or salary income

Source: GAD analysis of 2033 Survey of Consumer Finances (SCF) data. | GAG-15418

Note: Other includes income from non-retirement investments, such as interest, dividends, mutual
funds, stocks, and bends. If also includes rentat income, real estate, child support, alimony, and
business/farm income. Public assistance includes income from unempioyment or worker's
compensation, and programs such as Temporary Assistance for Needy Families or Supplermental
Security Income. Retirement savings plan distributions do not include annuity equivalents from assets
remaining in the ptan. Sumns may not add up to 100 because of rounding. Al estimates in this figure
have 95 percent confidence intervals within +/- 3 percentage points.

As with the younger age groups, households age 75 and alder with no
retirement savings have fewer resaurces based on our indicators than
those with some retirement savings, as one might expect. For example,
their median net worth is about $127,000, compared to $435,000 for
same-aged households with some retirement savings.*® Additionally,

97\J.8. Bureau of the Census. Current Papulation Survey, Annual Social and Economic
Supplements, “impact on Poverty of Alternative Resource Measures by Age: 1981 to
2013, accessed March 27, 2015 from

hitp: /v census gavihhes/www/poverty/dataiinepovhith/201 3/impact_Poverty.xls.

% We are 95 percent confident that the median net worth for households with no

retirement savings is between $107,366 and $147,194, while for other households it is
between $354,804 and $515,952.
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households with no retirement savings have jower homeownership rates
than other households in the same age range (75 percent compared to 93
percent) and a smaller proportion own their homes outright (55 percent
compared to 74 percent).* A larger share of households in this age range
have paid off their mortgages than have younger groups.

Similarly, households age 75 and older with no retirement savings have
lower median incomes than those with some retirement savings.
Specifically, they have about half the median income as households with
some retirement savings (about $24,000, compared to $47,000).%
Retirement savings distributions contribute, on average, about 17 percent
of household income among those with some retirement savings, adding
a median amount of $4,000 to these households’ income.** Households
with retirement savings in this age group obtain just under half their
income from Social Security on average (46 percent).*

42 we are 95 percent confident that between 51 and 58 percent of households with no
retirement savings own their home with no debt, while between 70 and 79 percent of other
households do.

50\we are 95 percent confident that the median income for households with no retirement
savings is between $22,041 and $25,015, while it is between $39,833 and $53,729 for
other households.

51 This amount represents the median amount of retirement savings plan distributions
among households that had some retirement savings, regardless of whether they
withdrew from these savings accounts. We are 95 percent confident that retirement
savings distributions contribute between 13 and 21 percent of these households’ income
while the median amount is between $2,434 and $6,494.

2\We are 95 percent confident that Social Security contributes between 42 and 50
percent of these househoids’ income on average.
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Studies and Surveys
Provide Mixed
Evidence on the
Adequacy of
Retirement Savings
among Workers and
Retirees

Studies of Retirement
Savings and Income
Adequacy Conclude
Different Things about
U.S. Retirement Security,
Largely Because of
Different Savings Targets

Economists broadly agree that a conceptual benchmark measure for
adequate retirement saving is an amount that will, along with other
sources of retirement income, allow a household to maintain its pre-
retirement standard of living into retirement. However, there is no
consensus about how much income this standard requires. Economists
and financial planners generally agree that many retirees do not need to
replace 100 percent of working income in order to maintain their standard
of living because most retirees probably have reduced expenses—for
example, no fonger needing to provide for payrolt taxes, retirement
saving, and commuting expenses—relative to when they were working.
Other big expenses that many households may face while working but not
while retired include the cost of raising children {who are likely grown and
financially independent by the parents' retirement age) and of housing if
homeowners pay off their mortgage by retirement. Conversely, heaith
costs may represent a greater expense for a household in retirement than
while working.

Setting a specific target for, and even calculating, the “replacement rate"—
a household's post-retirement income as a percentage of pre-retirement
income-required to maintain a household’s standard of living requires
many complicated assumptions.* There is broad agreement over some
aspects of replacement rates, at least in concept if not necessarily in
practical application to calcuiations. Because higher-income households
tend to pay a higher percentage of their income in taxes and save more

% For a study of the complexity and limitations of figuring replacement rates, see
MacDonald, B-J. and K. D. Moors. 2011, “Moving Beyond the Limitations of Traditional
Replacement Rates.” Society of Actuaries. http:/iwww.soa.org/research/research-
projects/pension/default.aspx.
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for retirement while working, they generally require a lower replacement
rate in retirement when these expenses decline; for the opposite reasons,
lower-income households generally require higher replacement rates. For
these reasons, there is no single replacement rate that represents a
"success” for retirement income.

Several studies have attempted to evaluate the adequacy of retirement
income or project the likelihood of current workers having sufficient
retirement income.>* Some of these studies aitempt to judge the
retirement readiness of workers by using data on consumption, income,
and wealth for working-age households and projecting a replacement rate
at retirement; they then compare this projection to a target replacement
rate that they estimate to be enough to maintain a standard of living in
retirement. As Table 7 shows, different studies use different replacement
rate or other benchmarks for retirement income adequacy. The Center for
Retirement Research at Boston College produces a National Retirement
Risk index (NRRI) based on data from the 2013 SCF and concluded that
52 percent of households faced risk of having insufficient retirement
income to maintain their standard of living. This percentage is almost the
same as the one calculated from the 2010 SCF and is up from 44 percent
in 2007 % However, at-risk percentages vary considerably by sub-group
in the NRRI. For example, Boston College calculates that 60 percent of
households with income in the lowest third of the income distribution are
at risk, and 43 percent of households in the highest-third are at risk of
having insufficient retirement income to maintain their pre-retirement
standard of living. The NRRI also finds a greater percentage of
households age 30-39 at risk than age 50-58.

The Employee Benefit Research Institute (EBR!) uses its Retirement
Security Projection Model to project the percentage of workers at risk of
having retirement income that is inadequate to cover minimum retirement

54 Some studies focus on retirement savings amounts while others speak more in terms of
retirement income. Throughout this section we assume that all forms of usable retirement
wealth can be used to finance consumption in retirement, without necessarily making
assumptions about the decision to annuitize lump-sum assets or to convert home equity to
liquid financial assets. For citations for all the studies in this section, please see app. il

% Boston College defines a household at risk i their projected replacsment rate falls at
least 10 percent below their target replacement rate for their income group.
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expenditures.® EBRI's projections show about 44 percent of their sample
falling short of target retirement income. However, EBRI's projections
show a much higher percentage of lower-income households at risk of
falling short on retirement income: 12.5 percent of those born 1948-1954
in the highest-income quartile compared to 86.8 percent of the same
cohort in the lowest-income quartile. In a 2012 study, Aon Hewitt projects
savings of its sample against a target 85 percent replacement rate and
estimates that 85 percent of workers will fait to hit this target by age 65.
Even when focusing on “full career” workers who have the potential to
contribute to a retirement account for at least 30 years, 71 percent of
these workers stili are projected to fall short of the benchmark.

The 2015 National Institute on Retirement Security (NIRS), instead of
using a projection modei, uses the 2013 SCF to compare net worth
among workers to financial industry-suggested savings benchmarks at
different ages. NIRS finds that approximately two-thirds of workers have
savings below the suggested benchmark, enough for an 85 percent
replacement rate target at age 67. A 2012 Urban Institute study focuses
on Baby Boom workers and retirees and sets a 75 percent replacement
rate target, but measures retirement income at age 70. Depending on
alternative assumptions they made about whether retirees annuitized
retirement assets and how they calculated pre-retirement income, they
find about 30 to 40 percent of their sample fell short of their replacement
rate target.%

% EBRI defines this measure as a set of expenses, varying by income, from the
Consumer Expenditure Survey, in addition to some health insurance and out-of-pocket
health expenses, plus stochastic expenses from nursing home and home health care.

57 The Urban Institute’s first method for calculating future retirement income counts
income from assets, money withdrawn from retirement accounts, and income from Social
Security, pensions, and eamings. The second assumes retirees annuitize 80 percent of all
financial assets in addition to income from Social Security, pensions, and eamings. The
tsecortmcl method yields results in which more retirees meet the 75 percent replacement rate
arget.
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Table 7: Selected Studies of

Income Ad

Organization {year of
study)

i d “ ¥
{replacement rate unfess
otherwise specified}

Percentage of sample projected
to be below benchmark

Other notes and statistics

Aon Hewitt (2012)

85%, or 11 times pay at age 65.

85% of sample, including 71% of
employees with potential to
participate in empioyer plan for 30
years.

Estimates that savings shortfaff
retative to target for full-career
confributing employee is 2.2
times pay.

Biggs-Schieber (2014)

Able to maintain standard of living
in retirement, but no specific target
stated

N/A

For those who work to full
retirement age, Social Security
typicaily replaces 62 percent of
final-average earnings; income
from 401(k)'s and iRA's
underreported by SSA.

Center for Retirement
Research at Boston
College {2014)

69% for highest-third income, 72%
for middie, 79%, for jowest.

52% overall; 0% of low-income
and 43% of high-income
households.

Projects retirement income at
age 65. Assumes annuitization
of wealith, including housing
equity.

Employee Benefit
Research Institute (2012)

Sufficient to meet basic expenses,
including health expenses,
throughout retirement.

44% of 1948-1954 birth cohorts;
87% of lowest income quartile,
13% of highest income

Assumes age-65 retirement,
Assumes housing equity
converted to savings only when
other resources are exhausted.

Hurd-Rohwedder (2012}

Enough resources to maintain pre-
retirement consumption and die
with bequeathable assets

30% of age 66-69-year-olds; 23% of
married households, 51% of single
persons

Estimate consumption
trajectories based on pre-
retirement consumption,
Assumes housing wealth not
depleted until other forms of
wealth are. Lowest rates of
preparedness for people with
shortest financial planning
horizons and with least
education.

Natienat Institute on
Retirement Security

85%, or 8 times income at age 67

66% of working households age
25-84; 70% of age 55-64

Estimates that 62.4% of
households age 55-64 fall short

{2015) households. of target using a 25% lower
savings goal.
investment Company Abte to maintain standard of tiving  N/A Declining poverty rates of 65-

institute (2012)

in retirement, but no specific target
stated.

and-older population, and
smailer percentage of 65-and-~
older in poverty than 18-64;
Social Security and housing
equity comprise key
components for iower-wealth
workers; most 55-64 year oids
covered by some pension
wealth
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Retirement adequacy benchmark

Organization (year of {replacement rate unless P tage of sample proj d

study} otherwise specified) to be befow benchmark Other notes and statistics

Scholz-Seshadri- Wealth consistent with predictions  16% of households overall; 30%  Sample from 1992 wave of the

Khitatrakun (2006) of lifecycle model. of iowest-income decile, 5% of Health and Retirement Study.
highest-income decile Progressive Social Security

benefits, other transfers, and
children feaving household
account for much of lower-
income savings adequacy.
Urban Institute (2012) 75% replacement rate at age 70. 30-40% of 1956-65 birth cohorts  Calculates working-years
income using age 50-54 income
and 35 years highest earnings.

Source: GAQ analysis of studies tisted. See app. I for bibliographic information on studies. | GAC-15-418

Other sfudies have somewhat more optimistic conclusions about whether
American workers are likely to have enough income in retirement to
maintain their standard of living. A 2008 study by Scholz, Seshadri, and
Khitatrakun uses the Health and Retirement Study to compare individuals'
earnings and savings history against wealth predictions of a lifecycle
model over a household’s lifetime, with different targets for different
household characteristics.® They find that only 16 percent of households
have savings below the predictions of their model. Their findings
emphasize the impact of chiidren and the progressive benefit structure of
Social Security, which replaces a higher percentage of income for lower-
income earners than higher-income earners, as key factors explaining
how such a high percentage of households can reach retirement income

S p lifecycle model of saving in economics tries to explain patterns of consumption and
saving over an individual or househoid’s lifetime. The model generally predicts that
individuals seek to smooth consumption over their fives, leading to a prediction of
borrowing during younger years, saving during middle-age years, and fiving off
accumulated savings in retirement.
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adequacy.® However, even with these factors, Scholz, Seshadri, and
Khitatrakun find that the percentage of households with adequate
retirement income declines with earnings: about 30 percent of lowest-
decile earners undersave in their estimation, compared to 5 percent of the
highest decile. A 2012 study by Hurd and Rohwedder similarly uses a
lifecycle framework that estimates consumption paths of Health and
Retirement Study households, based on consumption in the years prior to
retirement, and projects which households have enough financiat
resources to maintain this consumption path untit death. The studies by
Hurd and Rohwedder and Scholz, Seshadri, and Khitatrakun assume that
households value consumption later in retirement less than earfier, in part
reflecting the declining probability of being alive later in life;, This
assumption lowers consumption targets later in retirement than they
would under an assumption that households smooth their consumption
throughout retirement. Hurd and Rohwedder found that 23 percent of
married couples and 51 percent of single persons fall short of these
targets. However, they find that single househoids and those with less
education are more likely to be unprepared for retirement by the study's
targets.

A 2012 study from the Investment Company Institute (ICI) and a 2014
study by Andrew Biggs and Sylvester Schieber also express doubt that
Americans are not saving adequately for retirement, although they do not
set an adequacy benchmark based on replacement rate or standard of
living targets against which to measure househoid savings. ICI argues
that a *five-tiered pyramid” of retirement assets, made up of Social
Security, employment-based DB and DC pensions, IRAs, housing equity,

5%4n 2014, SSA published estimated replacement rates for retired worker beneficiaries
who were newly entitied in 2013, At age 65, these measured 34.6 percent for those with
indexed career-average earnings of 160 percent of the average wage index, 41.7 percent
for those with indexed career-average earnings equa! to the average wage index, 56.3
percent for those with indexed career-average earnings of 45 percent of the average, and
77.4 percent for those with indexed career-average eamings of 25 percent of the average.
There has been recent debate regarding the methodology of published Social Security
replacement rate estimates, with some commentators saying the published rates
understate the replacement rate and others countering this critique. For discussion of
different measures of Social Security replacement rates, see Andrew G. Biggs and Glenn
R. Springstead, "Alternate Measures of Replacement Rates for Sacial Security Benefits
and Retirement Income,” Social Security Builetin, vo, 88, no. 2, 2008, and Stephen Goss,
Michael Cfingman, Alice Wade, and Karen Gienn, “Replacement Rates for Retirees: What
Makes Sense for Planning and Evaluation?” SSA, Office of the Chief Actuary, Actuariaf
Note Number 155, July 2014.
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and other financial assets, has successfully provided for retirees.
However, while they find that, based on 2010 data, most near-retiree
househoids across income groups have some assets in an employment-
sponsored plan or an {RA, they aiso find that the percentage of such
households rises with income: about half of households with income less
than $30,000 to about 95 percent of households with income of at least
$80,000. iCl aiso cites a lower percentage of 65-and-older Americans
living in poverty than the overall population as evidence of success with
the retirement system. They conclude that “on average” households are
abie to maintain their standard of living in retirement.

The Biggs and Schieber study argues that reported replacement rates
published in prior Social Security Trustees reports understated the extent
to which Social Security benefits repiace earnings because Social
Security uses lifetime earnings (instead of final-year earnings) and
indexes earnings to average wages instead of average prices. These
assumptions, they argue, overstate income during working years, and
thus, published estimates understate how much Social Security benefits
replace as a percentage of working income. Biggs and Schieber, like
Scholz, Seshadri, and Khitatrakun, also argue that some studies set too-
high replacement rate targets because they ignore the favorable
economic impact of children leaving the househoid.

Assumptions about income targets and methodology help drive the
conclusions of these different studies. Some considerations in evaluating
all of these studies include:

How income and expenses may change during retirement. One limitation
of replacement rate caiculations is that they suggest a fixed amount of
retirement income and expenses. in reality, retirement income may vary
throughout retirement, depending in part on the degree to which a
househoid’s income is annuitized. To the extent that retirees have to
manage savings in lump-sum form, such as in an IRA or DC plan, they
face risk from investment returns and outliving their resources, among
other factors. Even annuitized income, if not adjusted for inflation, may
lose purchasing power, especially over longer retirement periods. To the
extent that Social Security makes up a significant portion of retirement
income, as we find earlier in this report, the amount and purchasing
power of income throughout retirement may be more predictable, as
wouid annuitized income from a DB plan or any other annuitized wealth (if
inflation adjusted). Similarly, expenses, especially health care, may be
neither steady nor predictable in retirement. Finally, for women
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approaching or in retirement, becoming divorced, widowed or
unemployed can have detrimental effects on their income security.%

How the impact of children on target income may be complicated. To the
extent that children become independent iong before parents retire,
households approaching retirement may already have adjusted to higher
levels of consumption, possibly raising their standard of living and
required replacement rates. In retirement, the extent to which grown
children may remain partially dependent on retired parents also would
lessen the extent to which the cost of raising chiidren is a foregone
expense in retirement.

How income from Social Security may change. The 2014 Social Security
Trustees; Report projects the Old-Age and Survivors Insurance Trust
Fund, which pays Social Security retirement benefits, to become insolvent
in 2034, at which point revenues are projected to be enough to cover 75
percent of scheduled benefits.®* Should benefits fall, either because of
insolvency or because of reforms to extend the soivency of the trust fund,
this couid represent a major challenge to households who rely heavily on
Social Security for retirement income. Simitarly, if reforms raised payrolf
taxes on workers, this could affect their ability to save for retirement.
Further, as the normal retirement age continues to rise for receiving full
benefits (gradually from 65 for beneficiaries born in 1937 or earlier to 67
for those born in 1960 or later), future Social Security replacement rates
will fall uniess workers delay claiming until they are older.

S GAO, Retirement Security: Women Still Face Chailenges, GAO-12-699 (Washington,
D.C.: July 19, 2012).

51 Under the Trustees’ intermediate assumptions. The 2014 Annual Report of the Board of

Trustees of the Federal Old-Age and Survivors Insurance and Federal Disability Insurance
Trust Funds (Washington, D.C.: July 28, 2014),
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Surveys Show That
Workers Age 55 and Older
Approaching Retirement
May Overestimate Their
Ability to Earn Future
Income

Surveys indicate that workers age 55 and older generally pian to retire at
an older age and work more in retirement than current retirees actually
did.®2 These plans may indicate that the current cohort of workers nearing
retirement will in fact work longer than current retirees did. However, if
these expectations for retiring later prove unrealistic or do not come to
fruition, workers’ retirement security may be at risk, since workers may
have fewer years to work and save for retirement than they are pianning.

According to the 2015 Employee Benefit Research Institute’s (EBRI)
Retirement Confidence Survey, among workers 55 and older, nearly half
say they plan to retire at 66 or older, while 14 percent of current retirees
report having done so {see fig. 5). Gallup polling indicates that plans to
retire fater may be associated with low confidence in retirement savings.
In a 2013 Gallup survey, baby boomers who strongly disagree with the
statement “you have enough money to do everything you want to do” plan
1o retire at 73, while those who strongly agree with the statement pian to
retire at 66.° According to a 2013 Society of Actuaries survey, retirement
expectations also vary by household income, with workers from lower-
income households more fikely to pian to retire at older ages than workers
from higher-income households. Furthermore, among pre-retirees age 45
and oider, 31 percent of those making less than $50,000 a year, 14
percent of those making between $50,000 and $99,000 a year, and 7
percent of those making $100,000 or more a year do not plan to retire.
Among those who said they do not plan to retire, the dominant reason
was the expectation of never having enough money to retire (55 percent).

©2 n this section, retirees refers to people who self-identify as retired, and the term is not
dependent on age, unless stated otherwise in this report.

& Gallup defines baby boomers as people bom between 1946 and 1964,
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Figure 5: When Older Workers Plan to Retire Versus When Retirees Actuaily Retiredgg

Workers 55 and oider < > Retirees

Retire hefore 60

Retire between 60 ta 64
Retire at 85

Retire at 86 or older
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50 40 30 20 40 a 10 20 30 40

Percentage of people
Souree: Empioyee Renafit Research Institate, 2015 Retrament Canfidence Survey, | GAC-15.419

The EBRI study found that those who retired earlier than expected are
more likely than other retirees to say they are not confident about having
enough money for a comfortable retirement or paying for basic expenses,
medical expenses, and long-term care expenses. Similarly, a 2008 study
by Michael Hurd and Susan Rohwedder of RAND found that those who
said that health was an important reason for retirement were
disproportionally from the lowest wealth quartile, tended to retire earfier
than pianned, and reduced consumption more than others in retirement,
indicating their standard of living may have dropped in retirement,®

Many people retire for reasons they did not anticipate or that are out of
their control, further indicating that workers’ financial plans for retirement
may not hold and that workers may need to plan for uncertainty.
According to the 2012 Health and Retirement Study (HRS), 43 percent of
retirees report having felt forced into retirement, white the EBR} study
reported that 50 percent of retirees left the work force earlier than
planned.®® Moreover, younger retirees are more likely to feel forced into
retirement; according to the HRS, 51 percent of retirees age 55-64 felt
forced into retirement, while 34 percent of retirees age 65-74 said the

4 Numbers do not add up to 100 because the remainder of the respondents either did not
to answer or said they did not know.

55 Michael D. Hurd and Susan Rohwedder, The Retirement Consumption Puzzle: Actual
Spending Change in Pane Data. {Cambridge, MA: National Bureau of Economic
Research, April 2008.)

 GAO's analysis is based on data from the 2012 Health and Retirement Study.
Confidence intervals are between 40.4 percent and 48 percent with 95 percent certainty.
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same.® in the EBRI study, where respondents could report muitiple
reasons for retiring earlier than planned, some said they did so because
they could afford to or wanted to do something else, but more cited
reasons such as health problems or disability (60 percent}, changes at
their workplace (27 percent), and having to care for a spouse or another
family member (22 percent).

Other events outside a worker’s conirol, such as the 2007-9 recession,
may have caused workers to change their retirement plans. The
recession had disparate effects on people approaching retirement,
causing some to retire earfier than expected, likely when they could not
find employment, and others to retire later, likely because their retirement
savings balances had dropped. According to a 2013 Federal Reserve
study, 38 percent of people age 55-64 and 47 percent of people age 65~
74 who had not yet retired reported that they delayed retirement since the
recession, and 21 percent of people age 55-64 and 13 percent of people
65-74 who had retired reported retiring earfier than planned.®®

The 2013 survey sponsored by the Society of Actuaries found that current
workers age 45 and older expect simifar sources of income in retirement
as current retirees are receiving, with a few key exceptions. Specifically,
in one exception, 59 percent of pre-retirees expect to receive income from
a DB plan while 73 percent of retirees receive income from a DB plan; in
another, 81 percent of pre-retirees expect income from an employment-
sponsored retirement savings plan, while 53 percent of retirees receive
this. Most notably, 57 percent of pre-retirees expect employment,
including seif-employment, to constitute a source of income in retirement,
while 28 percent of retirees report having this.

The Federal Reserve survey also suggests that many workers may
unrealistically expect to continue working as iong as possible or transition
to new work when they “retire”. Only 18 percent of workers approaching
retirement who have done some planning for retirement expect to stop

57 GAO's analysis is based on data from the 2012 Meaith and Retirement Study.
Confidence intervals for 55-84-year-olds are between 46.8 percent and 54.8 percent with
95 percent certainty. Confidence intervals for 65-74-year-olds are between 29.5 percent
and 38.1 percent with 95 percent certainty.

% GAO's analysis is based on data from the Federal Reserve's 2013 Survey of Household

Economics and Decisionmaking. As with all survey data, there is an assaciated sampling
error,
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work completely at retirement, while 59 percent of workers plan to work
as long as possible, or plan to shift jobs in retirement by finding a different
job or working for themselves. This contrasts with the experiences of
retirees, among whom 29 percent shifted jobs in retirement (see fig. 6).%°

Figure 6: Comparison of Retirement Plans of Older Workers and How Retirees Left Their Jobs !
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People Age 55-64 Are
Less Confident about
Their Financial Well-Being
in Retirement Than Those
over 65

As compared to people age §5-64, many people over 65 report being
able to manage financially. According to a Federal Reserve survey, 72
percent of peopie age 65-74 and 84 percent of people 75 and older say
they are managing okay or better financially, while only 59 percent of
people age 55-64 report they are managing okay or better financially. 7*

5% This inciudes those who retired from their previous career and then found a different
full-time or part-time job or started working for themselves.

0 Asked among workers who have done some planning for retirement. Retirees were able
1o report multiple responses for this question.

n Age groups refer to everyone in that age group, refired and working, unless stated
otherwise,
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While most people 65 and over have confidence in their retirement
security, levels of confidence among people approaching retirement age
are lower. According to an older EBRI survey, conducted in 2014, 69
percent of retirees say that their experience in retirement with respect to
their finances has been about the same or better than they expected i to
be. According to the 2013 Survey of Consumer Finances, two-thirds of
households age 65-74 say their received or expected retirement income
is at least enough to maintain living standards (66 percent}. On the other
hand, just over half (52 percent) of people age 55-64 say retirement
income they expect or receive will be enough to maintain living
standards.”

However, confidence in affording certain types of expenses in retirement
varies, suggesting that expenses such as for long-term care may be a
cause of concern for retiree financial security. According to the EBR!
study, 82 percent of retirees are very or somewhat confident they will
have enough money to take care of basic expenses in retirement, 78
percent are very or somewhat confident they wiil have enough to take
care of medical expenses during retirement, and 59 percent are very or
somewhat confident they will have enough money to pay for fong-term
care should they need it during retirement.

Moreover, poverty rates are higher for people approaching retirement and
people who are 75 and older. According to the Current Population
Survey, about 8 percent of people age 65-74 and 11 percent of those age
75-84 are in poverty, which is aiso the poverty rate for people age 55-64.
Twelve percent of people 85 and older are in poverty.” The
Supplemental Poverty Measure, an alternate poverty measure, found that
14 percent of people age 55-64 are in poverty according to this

2 GAD analysis based on data from the 2013 Survey of Consumer Finances. The margin
of error for 65-74 year olds is 3.2 percent with 55 percent certainty and for 55-64 year
olds, 2.2 percent with 95 percent certainty.

73 Considerable variation exists across demographic subgroups. A greater proportion of

blacks, Hispanics, and women over the age of 65 are in poverty as compared to other
groups.
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definition.™ For people 65-74, this number decreases 1o 12 percent, and
then increases for the oldest Americans: 17 percent for people between
75-84, and 20 percent for people 85 and older. Lastly, according to the
HRS, many retirees say that "not having enough income to get by” is a
concern, with 41 percent of retirees saying that this “bothers or worries”
them a lot.”®

While 23 percent of retirees report working for pay since they retired,
according to the 2015 EBRI study, the reasons people work in retirement
vary, including that they enjoy working (83 percent) and want to stay
active and involved (79 percent). Some other reasons inciude wanting
money to buy extras (54 percent), needing money to make ends meet (52
percent}, a decrease in the value of their savings or investments (38
percent), or keeping health insurance or other benefits (34 percent).’®

74 The official poverty measure from the Current Population Survey is sometimes used to
determine etigibility for government programs and funding distributions. The Supplementa!
Poverty Measure (SPM) is considered an experimental measure. The SPM serves as an
additional indicator of economic well-being and provides a deeper understanding of
economic conditions and policy effects. First published in 2011, it calculates poverty
thresholds using recent expenditures by families, including food, shelter, clothing, and
utifities, and is adjusted for differences in family size, geographic variation in living costs,
and homeownership, Unlike the official poverty measure, the SPM considers a family's
resources after taxes and transfer programs. Medical out-of-pocket expenses are aiso
considered in the SPM, by being subtracted from a family’s resources. This means that
SPM values health insurance in how it reduces out-of-pocket medical costs, but it does
not aceount for the benefits of health insurance, such as access to medicat providers or
reduced stress from having insurance.

75 GAD's analysis is based on data from the 2012 Health and Retirement Study.
Confidence intervals are between 32.8 percent and 48.9 percent with 95 percent certainty.

78 The reasons retirees report working for pay is from the 2014 EBRI Retirement
Confidence Survey, where 27 percent of retirees reported warking for pay.
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Agency Comments

We provided a draft of this report to the Department of Labor, the
Department of the Treasury, and the Social Security Administration for
review and comment. The Department of Labor provided technical
comments, which we incorporated as appropriate. The Department of the
Treasury and the Social Security Administration did not have comments.

As agreed with your office, uniess you pubiicly announce the contents of
this report earlier, we plan no further distribution until 30 days from the
report date. At that time, we will send copies of this report to the
Secretary of Labor, the Secretary of the Treasury, and the Commissioner
of Social Security, and other interested parties. in addition, the report wili
be available at no charge on the GAO website at http://Awww.gao.gov.

If you or your staff have any questions about this report, please contact
me at (202) 512-7215 or jeszeckc@gao.gov. Contact points for our
Offices of Congressional Relations and Public Affairs may be found on
the last page of this report. GAO staff who made contributions to this
report are listed in appendix i

Sincerely yours,

Charles A. Jeszeck
Director, Education, Workforce, and Income Security
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Appendix |: Objectives, Scope, and
Methodology

To analyze retirement savings and income for workers approaching
retirement and for those of retirement age, we answered the following
questions:

1. What financial resources do workers approaching retirement and
current retirees have?

2. What evidence do studies and surveys provide about retirement
security for workers and retirees?

Retirement Financial To describe the financial resources of near and current retirees, we

Resources examined financial information from the 2013 Survey of Consumer
Finances (SCF). The SCF is a triennial survey of household assets and
income from the Board of Governors of the Federal Reserve System
(Federal Reserve). The 2013 SCF surveyed 6,026 U.S. households about
their pensions, incomes, asset holdings and debts, and demographic
information. The SCF is conducted using a dual-frame sample design.
One part of the design is a standard, multistage area-probability design,
while the second part is a special over-sample of relatively weaithy
households. This is done in order to accurately capture financial
information about the population at large as wefl as characteristics
specific to the relatively wealthy. The two parts of the sample are adjusted
for sample nonresponse and combined using weights to make estimates
from the survey data representative of households overall. In addition, the
SCF excludes people included in the Forbes magazine list of the 400
wealthiest people in the United States. Furthermore, the 2013 SCF
dropped 11 observations from the public data set that had net worth at
least equal to the minimum level needed to qualify for the Forbes list.

We found the 2013 SCF to be reliable for the purposes of our report.
While the SCF is a widely used federal data source, we conducted an
assessment to ensure its reliability. Specifically, we reviewed related
documentation and internal controls, spoke with agency officials, and
conducted electronic testing. When we learned that particular estimates
were not reliable for our purposes~such as estimates of future DB
income~or had sample sizes too smali to produce reiiable estimates, we
did not use them.

Nonetheless, the SCF and other surveys that are based on self-reported
data are subject to nonsampling error, including the inability to get
information about all sample cases; difficulties of definition; differences in
the interpretation of questions; respondents' inability or unwillingness to
provide correct information; and errors made in collecting, recording,

Page 37 GAO-15-419 Retirement Savings



44

Appendix §: Objectives, Scope, and
Mothodology

coding, and processing data. These nonsampling errors can influence the
accuracy of information presented in the report, although the magnitude
of their effect is not known.

Estimates from the SCF are also subject to some sampling error since the
2013 SCF sample is one of a large number of random samples that might
have been drawn. Since each possible sample could have provided
different estimates, we express our confidence in the precision of the
sample results as 95 percent confidence intervais. These intervats would
contain the actual popuiation values for 95 percent of the samples that
couid have been drawn. in this report, we report percentage or other
numerical estimates along with their 95 percent confidence intervals.
Unless otherwise noted, all percentage estimates based on the SCF have
95 percent confidence intervals that are within 3 percentage points, and
all numerical estimates other than percentages have 95 percent
confidence intervals that are within 5 percent of the estimate itself. All
financial figures reported using SCF data are in 2013 doflars and most
are rounded to the nearest thousand doliars.

Where possible, we relied on variable definitions used for Federal
Reserve publications using the SCF." For example, we used the Federal
Reserve's variable for age, which is the age of the household head.? We
also used the Federal Reserve’s variable for retirement savings, which
included assets accrued in defined contribution (DC) plans such as 401(k)
plans as well as individual retirement accounts {IRA).> We do not include
the value of defined benefit (DB) plans, “traditional” pension plans that
provide benefits based on a formula and typically pay fifetime benefits as
an annuity unless a household has taken the benefit as a lump sum and
converted it into an {RA or other account balance. Retirement savings
also does not include savings held outside of a retirement account, which
is included in financial assets as non-retirement savings. Simitarly, we

' See Jesse Bricker, et al, “Changes in U.S. Family Finances from 2010 to 2013;
Evidence from the Survey of Consumer Finances,” Federal Reserve Bulletin, vol. 100, na.
4 (September 2014).

2For purposes of data organization, the Federal Reserve considers the household head
to be the male within a mixed-sex couple and the older individual within a single-sex
couple.

3 This inciudes IRAs that have been rofied aver, for example, from retirement savings
plans.
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used other Federal Reserve variables to describe additional resources
asked about in the SCF, such as home ownership, financial assets
(including savings in and outside of a retirement account), debt, and net
worth. This measure of net worth does not include the total value of
anticipated DB plan or Social Security benefits, in part because it is
difficult to determine the present value of these benefits ¢

An important exception to our use of Federal Reserve variables is our
estimation of household income: in order to separately estimate key
components of retirement income, such as Social Security and DB plans,’
we developed our own variable for income while attempting to mirror the
Federal Reserve’s income variable as closely as possible. We consulted
with Federal Reserve staff to inform our calculations of Social Security
and DB plan income. One limitation to these income calculations is that
Social Security and DB plan income are for the respondent and his or her
spouse/partner for 2013, whereas other income is reported for the entire
family for 2012. However, we believe the estimates are reliable for our
purposes. For example, 88 percent of households age 65 and older
consist only of the respondent and his or her spouse/partner. Further, we
conducted electronic testing and found no statistically significant
difference between estimates of income using our variables and the
Federal Reserve’s variables, either in aggregate or by various age
groups. When describing the average share of household income from a
particular source, we divided for each household the amount from that
source by the household's total income, and reported the average across
all households.®

To provide context to retirement savings amounts, we calculated annuity
equivalents using the Thrift Savings Plan retirement caiculator. This
provides information on the approximate amount of monthly lifetime
income participants in the Thrift Savings Plan could receive if they used
their retirement savings to purchase an inflation-protected annuity through

4 While we do include D8 plan and Social Security benefits in retirement income, we
inciude DB plan benefits in retirement savings only if a household has taken the benefit as
a lump surn and rofled it into an IRA or other account batance.

% income from DB plans includes traditional pensions with lifetime benefits and annuitized
DC plans. in 2011, we found that few retirees with DC plans chose or purchased an
annuity (GAO-11-400),

S We conducted this calculation for households with positive, non-zero income.
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the plan.” The Thrift Savings Plan offers an annuity with monthly
payments that increase each year up to 3 percent, based on inflation.
Annuities purchased through other channels may provide different levels
of lifetime income. if a household purchased an annuity without inflation
protection, the initial amount of income would be higher. Similarly,
different assumptions about the interest rate would change the annuity
amount. For example, the calculator currently uses an interest rate of two
percent as of the calculation date, though a higher interest rate would
increase the annuity amount.

Defining retirement for Americans is not without difficulty, as retirement is
a nebulous concept and different people may define retirement for
themselves differently. Self-defined retirees may work or not claim Social
Security benefits, while peopie who do not identify as retired may claim
Social Security benefits or not work. For the purpose of this report, we
discuss households and workers nearing retirement age as 55-64 to
isolate near retirees and determine retirement readiness, though some of
this group may in fact be retired, We discuss the age group 65-74 to
examine retirees in the first stage of retirement, although some members
of this group may not be retired. Finally, we discuss the age group 75 and
older, most of whom we expect to be retired.

Studies and Surveys on
Retirement Security

To analyze other evidence of retirement security, we reviewed several
studies of retirement adequacy and compared and contrasted their
methodologies and findings. These inciuded academic studies based on
formal models of optimal saving behavior and consumption patterns,
those that projected savings levels in retirement based on recent savings
data, and other reports examining the levels, adequacy, and sources of
retirement wealth. We selected savings projections models that we had
familiarity with from past GAQ reports, and chose other studies and
reports based on recommendations from internal and outside
stakeholders. We also interviewed authors of studies and other retirement
experts about retirement readiness.

We also reviewed survey questions of retirees and workers approaching
retirement age to infer information about their experiences of saving for

7 While we reported rounded savings amounts, we based the annuity equivatent estimates
off of non-rounded amounts.
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and living in retirement. These surveys asked questions regarding
financial well-being, confidence in being abie to afford a comfortable
retirement, and expectations of when and how people plan to retire
contrasted with the actual experiences of current retirees. We analyzed
the most recent avaitable data from all of the surveys used as of April
2015.

The University of Michigan’s Health and Retirement Study (HRS) is a
{ongitudinal panel study that surveys a representative sample of
approximately 26,000 Americans over the age of 50 every 2 years, with
new cohorts being added to the sample every 6 years. The HRS also
includes off-year studies to cover specific topics, like consumption, in
depth. GAO used data from the 2012 core survey. As with all survey data,
some statistical imprecision exists in the data that are presented in this
report.

The Federal Reserve's 2013 Survey of Household Economics and
Decisionmaking is a first-time survey conducted by the Federal Reserve
to better understand the financial state of U.S. households. The survey
was conducted by the Board’s Division of Consumer and Community
Affairs in September 2013 using a nationally representative online survey
panel. The survey was administered by GfK, an online consumer
research company. It created a nationally representative probability-
based sample by selecting respondents, aduits 18 years and older, based
on both random digit diafing and address-based sampling. A totai of 4,134
surveys were fully completed. The data are weighted using the variables
of gender, age, race/ethnicity, education, census region, residence in a
metropolitan area, and access to the internet. Demographic weighting
targets are based on the Current Population Survey. As with aif survey
data, some statistical imprecision exists in the data that are presented in
this report.

Gallup conducts daily tracking of public opinion through the Gallup U.S.
Daily. For the Gallup U.S. Daily, Gallup samples 3,500 respondents a
week, 15,000 a month, and 175,000 a year. Surveys are conducted
among U.S. adults ages 18 and older, using both fandline and celf phone
numbers. Each sample of national adults includes a minimum quota of 50
percent cell phone respondents and 50 percent andline respondents. The
data are weighted by gender, age, race, Hispanic ethnicity, education,
region, population density, and phone status. Demographic weighting
targets are based on the Current Population Survey. Gallup samples
tandline and cell phone numbers using random-digit-dial methods. The
results we reported on are based on the sub-sample of baby boomers, or
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1,929 aduits born from 1946 through 1964. The margin of sampling error
is plus or minus 4 percentage points at the 95 percent confidence level.

The 2015 Retirement Confidence Survey, conducted by the Employee
Benefit Research institute (EBR!) and Greenwaid & Associates, is an
annual survey on the views and attitudes of working-age and retired
Americans regarding retirement, their preparations for retirement, their
confidence with regard to various aspects of retirement, and related
issues. The survey was conducted in January and February 2015 through
20-minute telephone interviews with 2,004 individuals (1,003 workers and
1,001 retirees) age 25 and older in the United States. Random-digit
dialing was used to obtain a representative sampie, as well as a cell
phone supplement. All data are weighted by age, sex, and education to
reflect the actual proportions in the adult popuiation, The weighted
samples of workers and retirees yield a statistical precision of pius or
minus 3.5 percentage points, with 95 percent certainty, of what the results
would be if all Americans age 25 and oider were surveyed with complete
accuracy.

The 2013 Risks and Process of Retirement Survey, sponsored by the
Society of Actuaries and prepared by Greenwald & Associates, is a
survey intended to provide insights into how Americans decide to retire,
how they perceive post-retirement risks, and how they manage financial
resources in retirement. The survey was conducted online among
Americans age 45-80 and included both pre-retirees and retirees at alf
income levels. A total of 2,000 interviews, half among pre-retirees and
half among retirees, lasting an average of 20 minutes, were conducted
using Research Now's online consumer pane! from August 19-28, 2013.
The sample data are weighted by age, sex, and census region to the
2012 population estimates released by the Census Bureau. As with all
survey data, some statistical imprecision exists in the data that are
presented in this report.

The official poverty rates and Supplemental Poverty Measures that we
report come from the Census Bureau. The official poverty rate is
sometimes used to determine eligibility for government programs and
funding distributions. The Supplemental Poverty Measure is considered
an experimental measure and serves as an additional indicator of
economic wetll-being and provides a deeper understanding of economic
conditions and policy effects. We reported on the poverty rates for older
Americans, to indicate financial weli-being.
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For all survey data used in this report, we reviewed methodological
documentation and, when appropriate, interviewed individuals
knowiedgeable about the data and conducted electronic testing. Based
on this, we found the data to be reliable for the purposes used in this
report.
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SUMMARY

Small business owners, through SEP and SIMPLE-type IRA plans,
provide roughly $472 billion in retirement savings for over 9 million-
U:S. households.

Ninety-nine percent of U.S. employers are small businesses, and they
produce 63% of new private-sector jobs. These small business owners
and employees need retirement plans at work.

The DOL is proposing broad new regulations that would impose
signiticant new compliance costs and legal liabilities on advisors to SEP
and SIMPLE TRAs, costs that will be passcd on to these small busmess
pldns and employ ees: :

Many small businesses cannot offer 401 (k) or similar *traditional”
retirement plans because of administrative. complexity, costs; or
eligibility requirements, and mstedd offer simplified, basic retirement
plans built around TRAs:

SEP IRAs and SIMPLE IRAs are popular choices that are €asy and
inexpensive to set up and operate. Studies estimate that more than 9
million households own IRAs as a result of these Small employer-
provided retirement plans. -

2
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Executive Summary

Stretching its current regulatory authority over employer-provided retirement plans, the U.S.
Department of Labor (DOL) proposed in April a new regulatory package that would put DOL in
charge of financial advice provided to all Individual Retirement Accounts (IRAs) as well as to all
private-sector, employer-provided retirement plans. This regulatory expansion would change the
rules governing how financial advice is provided to roughly $15 trillion in retirement savings,
putting DOL in charge. Unsurprisingly, this kind of sweeping change would result in a lot of
unintended consequences.

The DOL is expanding the definition of fiduciary investment advice under a federal law known
as the Employee Retirement Income Security Act (ERISA). The result would be that many
traditional forms of compensation, such as commissions that vary from one investment to
another, for financial advisors could become illegal under special provisions in that law called
“prohibited transactions.” A number of aspects of the proposal appear unworkable in actual
practice, and would negatively impact how advisors assist small businesses in providing
retirement benefits for their employees. In particular, the change would impact two of the most
popular retirement savings vehicles for small businesses: Simplified Employee Pension IRAs
(SEP IRAs) and Savings Incentive Match Plan for Employees IRAs (SIMPLE IRAs).

The proposal would adopt a broad definition of fiduciary “investment advice” encompassing
“sales” communications, certain educational materials, and other situations where no intention to
provide individualized fiduciary advice traditionally has been expected. Under the DOL’s new
proposal, even providing a small business with marketing materials containing sample
investment lineups for SEP IRAs or SIMPLE IRAs could constitute investment advice, as could
providing an individual account holder with certain educational materials that reference the
specific investment funds that are available to him or her. Consequently, small businesses may
find it even harder to offer retirement plans than they do today.

Small businesses make up 99% of all U.S. employers, and account for 63% of new private-sector
jobs, as well as almost half of all private-sector employment and output.’ Like their large
employer counterparts, small business entrepreneurs and the millions of workers they employ
need retirement savings opportunities. But unlike large employers, many small businesses may
not be able to offer a 401 (k) or similar “traditional” retirement plan due to cost, administrative
complexity, or eligibility rules, Instead, many of these small businesses rely on simplified
retirement plans to cover their owners and employees.

Two of the most attractive and popular retirement savings solutions used by small businesses are
SEP IRAs and SIMPLE IRAs. SEP IRAs and SIMPLE IRAs are easy and inexpensive to set up,
and do not impose ongoing administrative or reporting requirements on employers, allowing

! See U.S. Small Business Administration, Office of Advocacy, “Frequently Asked Questions,” March 2014,

available at hitps://www.sba.gov/sites/default/files/FAQ_March_2014_0.pdf
3
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their focus to remain on growing their businesses. These special IRAs have been very successful
in helping small business workers save for retirement—nearly 10% of all current IRAs come
from SEP/SIMPLE-type plans.” As of the end of 2014, there were approximately $472 billion of
retirement savings in these types of IRA plans.® Another study of IRA data concluded that more
than 9 million U.S. households owned employer-sponsored IRAs like SEP and SIMPLE IRAs.*

More complex regulations mean more hurdies and compliance costs, and a greater likelihood of
lawsuits. Main Street advisors will have to review how they do business, and likely will decrease
services, increase costs, or both. Small business SEP IRA and SIMPLE IRA arrangements that
currently depend on these advisors for affordable assistance are likely to disproportionately bear
the costs of excessive regulation—their small scale means they are more expensive to serve. The
U.S. Chamber believes that DOL’s proposed regulations risk hurting the very small businesses
and workers they are intended to protect.

? “Individual Retirement Account Balances, Contributions, and Rotlovers, 2013; With Longitudinal Results 2010
2013: The EBRI IRA Database,” Craig Copeland, EBRI Issue Brief #414, May 2015.

? See Investment Company Institute, “The U.S. Retirement Market, Fourth Quarter 2014,” March 2015, available at
www.ict.org/info/ret_14_q4 data.xis.

* See Investment Company Institute, “How Many Households Own IRAs,” based on year-end 2012 data, available
at hitp://www.ici.org/faqs/fag/faqs_iras.
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Introduction

This DOL regulatory expansion would change the rules governing how financial advice is
provided to roughly $13 trillion in retirement savings. Unsurprisingly, this kind of sweeping
change would result in significant unintended consequences. One such unintended consequence
is that small businesses may find it even harder to offer retirement plans than they do today, and
some may stop offering employer-sponsored IRA plans to employees. SEP and SIMPLE IRAs
are basic retirement plans that allow small businesses to offer retirement savings opportunities to
their employees, and are set up with the help of financial professionals that they trust. DOL,
however, thinks these Main Street financial advisors need a new set of complex rules and
regulations to prevent potential conflicts of interest.

The DOL proposal would adopt a broad definition of fiduciary “investment advice”
encompassing “sales” communications, certain educational materials, and other situations where
no intention to provide individualized fiduciary advice traditionally has been expected. Under the
DOL’s new proposal, even providing a small business with marketing materials containing
sample investment lineups for SEP IRAs or SIMPLE IRAs could constitute investment advice,
as could providing an individual account holder with certain educational materials that reference
the specific investment funds that are available to him or her.

The proposed standards for defining what would or would not be fiduciary investment advice are
highly subjective and would be difficult to observe in practice. Even well-meaning advisors who
do not intend to provide specific, individualized investment advice may inadvertently “step in” to
fiduciary status, triggering potential prohibited transactions and greater legal liability. To
compensate for the significant liability they could face, these advisors, and the financial
institutions they work for, would likely have to include an additional risk premium in the fees
they charge to clients.

This expanded fiduciary definition can also make it hard for advisors to recommend SEP and
SIMPLE IRA investments that use certain proprietary investment products. For example, an
insurance agent advising a SEP or SIMPLE might not be able to discuss some of the investments
offered by the insurance company for which the agent works, regardless of their performance or
suitability for the individual.

In order to comply with the proposed regulatory package, many advisors and their related
financial institutions would have to change how their products and services are structured, and
how the retirement plans and TRA accounts are charged fees. If finalized in its current form, the
proposed rule would wery likely increase the costs associated with SEP IRAs and SIMPLE IRAs,
and would make it more difficult for retirement savers to receive meaningful assistance, such as
choosing appropriate asset allocations, within their accounts, Some Main Street advisors may
choose to exit the SEP and SIMPLE IRA marketplace in light of the costs and risks of
compliance with the new rule.
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Benefits of SEP and SIMPLE IRAs

SEP and SIMPLE IRAs provide benefits for more than 9 million households because they are
simpler for employers to offer than 401(k)s, but give employees more generous benefits than
traditional IRAs not offered through employers. Though SEP and SIMPLE IRAs are built around
IRAs, they are plans provided by the employer, and the tax laws permit more tax-preferred
contributions than are allowed in a non-employer provided IRA, which limits contributions to
$5,500 in 2015 ($6,500 for individuals 50 and older). SEP and SIMPLE IRAs are different from
one another, however, and one may be better for a particular small business over another.

SEPs and SIMPLE IRAs are simplified plans presenting less administrative burden than 401(k)
and other plans. For example, unlike many other plans, the assets and investments in SEP and
SIMPLE IRAs are held within each participating employee’s IRA account rather than in a
common trust account. This reduces the record keeping at the plan level. Likewise, unlike other
plans, there is no annual Form 5500 filing requirement for a SEP IRA or SIMPLE IRA, a
significant cost savings in and of itself. Perhaps the most significant differences relate to
investments. Under a traditional 401(k) or other defined contribution plan, the employer (or its
plan committee, etc.) must evaluate, select, and monitor each of the core investment options
offered to participants. There has been a significant uptick in lawsuits against 401(k) plan
sponsors in recent years, often alleging excessive fees and expenses associated with selected
investments.

For a SEP IRA or SIMPLE IRA, the investment funds offered are not individually selected by
the employer—rather, they generally constitute a broad range of alternatives offered by the
vendor through its IRA piatform. The employer does not generally have involvement with
monitoring the options or instructing the IRA vendor to add, replace, or discontinue the
alternatives made available. Employers considering a SEP IRA or SIMPLE IRA that select the
IRA vendor should review potential providers and make a prudent determination that the vendor
selected offers a suitable product at a commercially reasonable price. Likewise, DOL guidance
indicates that employers should periodically monitor the vendors (that is, the IRA trustees) to
ensure they are doing their jobs and not charging unreasonable fees.® But, in comparison with a
traditional qualified plan, the employer’s fiduciary obligations as to a SEP IRA or SIMPLE IRA
are very limited in scope. Not only does this limit the fiduciary liability of small business
owners, but it also allows them to focus more of their time in managing and growing their
business while increasing jobs.

Of course, the significant reductions in cost and administrative burdens also mean that SEP IRAs
and SIMPLE IRAs are less flexible than traditional retirement plans. Employers have less ability
to limit eligibility for participation, to vary contribution amounts for different employee groups,

* See DOL, SEP Retirement Plan for Small Businesses, “Monitoring the Trustee,” available at
http://www.dol.gov/ebsa/publications/SEPPlans html; and SIMPLE IRA Plans for Small Businesses, “Monitoring
the Trustee,” available at http://www.dol.gov/ebsa/publications/simple.html.

6



62

' Locked Out of Retirement

The Threat to Small Business Retirement Savings 0.5, CHAMBER OF COMMERCE

and to offer certain other features than they would under a traditional qualified plan. However,
this loss of flexibility is often a blessing in disguise for small businesses—with the flexibility of
a traditional qualified plan comes complex nondiscrimination testing, numerous participant
disclosures, government reporting, vendor oversight, and day-to-day administrative tasks.

SEP IRAs

SEP IRAs provide benefits similar to qualified profit sharing plans, in that contributions are
funded by the employer. Contributions are limited to 25% of each eligible employee’s
compensation, and the same percentage must be applied for each eligible employee. Annual
contributions are also capped at $53,000 (for 2015) and cannot be based on compensation
exceeding $265,000 (also for 2015), which are the same limits that apply to qualified defined
contribution plans. Employees are not allowed to contribute to a SEP IRA, but they benefit from
the employer contributions, which are not taxed to the employee until the funds are withdrawn at
retirement. As such, SEP 1RAs are mostly utilized by sole practitioners or employers with a very
small number of employees.

A SEP IRA can be established by executing Form 5305-SEP, issued by the Internal Revenue
Service (IRS), or another prototype or individually designed pian document. All contributions
are immediately 100% vested, and can generally be withdrawn or rolled over according to the
same rules governing traditional IRAs.

Once a SEP IRA is established, the employer may, but is not required to, make contributions
each year. Each eligible employee must be provided with certain information about the SEP IRA,
and must have an IRA account established for his or her benefit. Eligible employees, subject to a
few exceptions, generally include all employees who (i) receive $600 or more in compensation
during the year (for 2015), (ii) are at least 21 years of age, and (iii) have worked for the employer
during three of the previous five years. The employer can always be more generous in terms of
eligibility, but cannot exclude employees who meet these eligibility criteria.

SIMPLE IRAs

SIMPLE IRAs are an option for employers that do not maintain other retirement plans, and have
100 or fewer employees. If the business grows, a two-year grace period is allowed in most cases
after the 100-employee threshold is exceeded to transition to a 401(k) plan or some other
retirement plan. SIMPLE IRAs are more similar to 401(k)s—eligible employees can make
elective deferral contributions from their own pay, subject to a $12,500 annual Iimit (for 2015,
plus up to $3,000 in catch-up deferrals for employees aged 50 and over), and employers make
either (i) a dollar-for-dollar matching contribution on elective deferrals up to 3%, or (i) a flat
(nonmatching) contribution for all eligible employees equal to 2% of compensation. Again,
contributions cannot be based on compensation exceeding $265,000.
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A SIMPLE IRA can be established by executing IRS Form 5304-SIMPLE or 5305-SIMPLE
{(depending on whether each employee can select his or her own IRA institution, or if there is a
designated financial institution for the entire arrangement), or another prototype or individually
designed plan document. Again, all contributions are immediately 100% vested, and can
generally be withdrawn or rolled over according to the same rules governing traditional IRAs.
Once a SIMPLE IRA is established, each eligible employee must be provided with certain
information about the SIMPLE IRA, and must have an IRA account established for his or her
benefit. Eligible employees, subject to a few exceptions, generally include all employees who are
expected o earn at least $5,000 in compensation during the year, and have earned $5,000 or
more during any previous two vears. Again, the employer can always be more generous in terms
of eligibility, but cannot exclude employees who meet these eligibility criteria,

Small Businesses Are Most Harmed by the DOL Proposal

The DOL proposal expands the

universe of financial advisors Realizing the Impact
considered to be fiduciaries. The effect : ST s

of being a fiduciary is that many Consider Kathleen’s Wedding Kakes; a
traditional compensation arrangements, hypothetical small business in Tucson, Arizona,
such as commissions that vary from thatemploys about eight people in its shop,
investment to investment, utilized by bakery, and delivery service. Like most smal}
advisors (o SEP and SIMPLE IRAs business owners, the founder; Kathleen Carver;
would no longer be permitted. wanted-to help her employees save for their
Unfortunately, the proposal puts small rétirements, but because her business was so
business retirement p}ans at a turther small; she could not afford to offer a traditional

disadvantage relative to large employer 401 (k).
plans because they are not treated the

same. ~Instead, she established SEP IRAs for each of
her'employees, and contributes matching funds
Small Business Advisors Unfairly each month. When these riew rules go-into

Excluded From the Seller’s Carve Out etfect; the cost of offering these plans could
significantly increase. Her financial advisor says

The DOL proposal “carves out” large - he may have to change his whole businiess
plan advisors from fiduciary status. If a model, and that he may not be able to afford to
plan has 100 or more par[icipants, or i speqd the time it takes to help her.and her
$100 million or more in plan assets, the | employees with their small account balances
advisor to that farge plan does not have unless he charges higher, up-front fees. If this
to be a fiduciary, while an advisor to a “happens, Kathleen will have to réassess her
small plan does. Because an advisor to ability:to-offer this important benefit to her

a smali plan is not carved out of the emp!oyees. ‘

rule, the advisor who is trying to
market retirement saving vehicles to a
small plan is considered to be providing investment advice and must determine how to comply
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with the rule. This advisor must either now provide advice for a level fee or, if the advisor has
variable compensation, he or she must comply with the many conditions of an applicable
prohibited transaction exemption (an exemption that may still limit fee variation). Advisors to
large plans are not burdened with these additional hurdles under the carve out. Due to these
additional burdens, advisors to small plans are likely to incur additional costs, which will be
passed on to the plan. Further, some advisors to small plans may determine that the small-scale
of such plans means the expense and risk of changing business models and fee structures is not
justified, and may no longer offer their services to small plans.

It does not make sense that small business plans should have to absorb costs that large plans do
not simply because of regulatory fiat. While DOL may intend this as “extra protection” for small
plans, it really represents “extra cost.” SEP IRAs and SIMPLE IRAs are popular among small
businesses because they are cheaper and easier to offer and operate than 401(k) plans; therefore,
imposing additional costs would make SEP and SIMPLE IRAs less attractive to small business
owners, making it harder to offer plans to their employees.

The Proposal Will Increase the Cost of Providing Services to Small Businesses

Because advisors to small businesses are not carved out of the fiduciary definition, they must
change their fee arrangements, or qualify for a special rule called an “exemption” in order to
provide services on the same terms as before. However, the new exemption proposed by the
DOL may not apply to small business plans. It does apply to individual owners of IRAs, but it is
not clear whether this exemption is available for SEP and SIMPLE IRAs while they are being
offered by the employer. Further, even if it does apply, the new exemption—called the “Best
Interest Contract Exemption”—would itseif substantially increase costs for advisors due to its
many conditions and requirements.

The reason the DOL regulatory package causes such significant change is that a fiduciary
investment advisor under ERISA generally has engaged in a prohibited transaction if the advisor
recommends investments that either pay the advisor a different amount than other investments,
or that are offered by affiliates (for example, the advisor is connected with the insurance
company that offers the investment). There are certain exceptions to these rules, called
“prohibited transaction exemptions,” but as the DOL has proposed the new rules, the exemptions
generally won’t help Main Street financial advisors who are working with small businesses to set
up plans. Therefore, it may be illegal for those advisors to get commissions or to recommend
certain investments.

For example, it may not be possible for a bank official to recommend that an IRA invest in the
bank’s own certificates of deposit under some circumstances. Or if a financial institution
provided SEP IRA or SIMPLE IRA marketing materials to a prospective small business client,
and those materials described a sample allocation that included some of the institution’s own
investment products, the marketing materials could be viewed as prohibited advice.
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One way advisors might try to comply is by charging a flat fee for their SEP or SIMPLE IRA
services. However, many IRA vendors prefer not to charge a direct fee to account holders, and
many account holders prefer not to pay flat fees, especially in small accounts where a flat fee
may be a significant portion of the assets. Logically, a vendor must generate a certain amount of
revenue from servicing a SEP IRA or SIMPLE IRA account to generate some profit from it, or it
will not provide the service. If advisors and vendors change to a flat fee model, they may
actually charge more than before to account for the risk and expense associated with changing
their method of doing business. This potential loss of low-cost investment assistance was one of
the reasons why the DOL’s previous proposal to redefine fiduciary investment advice several
years ago—a proposal that was ultimately withdrawn—raised objections from many within
Congress.® It is important to note, however, that some advisors may already be compensated in a
manner consistent with the proposed DOL requirements, though this is less common in IRAs and
small 401(k) plans.

How to Make a Difference

The public comment period for this proposal is open until July 20, 2015. After the comment
period, there will also be public hearings at DOL. After all of the comments and hearings are
concluded, DOL will have to review the comments and take them into account in writing a final
rule. In all likelihood, this process will not be complete until sometime in 2016, and DOL
proposed an eight-month transition period before the final rule would take effect.

To be most effective, the DOL proposal needs to strike a proper balance between protecting the
interests of retirement investors and ensuring they have access to reasonably priced investment
services. To accomplish this, advisors and financial institutions need to be provided with
practical and clearly defined boundaries as to what is or is not fiduciary investment advice, as
well as with commercially realistic and reliable standards.

Under the current proposal, Main Street advisors are very concerned that there may be no
reasonable avenue to communicate meaningfully with individual and small plan investors
(including SEP IRAs and SIMPLE IRAs) about matters related to investments without incurring
potentially significant new costs and legal risks.

© See, e.g. Letter from members of the Congressional Black Caucus serving on the House Financial Services
Committee to then-Acting Labor Secretary Seth Harris dated March 15, 2013, warning that the “if the re-proposal
reflects the Department’s initial fiduciary proposal it could disparately impact retirement savers and investment
representatives in the African American community... We are particularly eoncerned about the effccts these
regulations will have on savers in {IRAs]. Ifbrokers who serve these accounts are subject to ERISA’s strict
prohibitions on third-party compensation, they may choose to exit the market. ..[i]f that occurs, it could cause IRA
services to be unattainable by many retirement savers in the African American community.”
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Chairman RoOE. Our goal as policymakers should be to advance
bold bipartisan solutions that will help more Americans plan, in-
vest, and save for retirement. Regrettably, the Department’s fidu-
ciary regulation would move our country in the opposite direction.
It would cut off a vital source of support too that many low- and
middle-income families and small-business owners rely on, and
that is the help of a trusted financial adviser.

Four years ago, the Subcommittee examined a similar proposal
that was later withdrawn under intense bipartisan opposition. I
said at the time that anyone who provides investment assistance
should be well-trained, committed to high ethical and professional
standards, and devoted to the best interests of those they are serv-
ing.
That is why financial advisers have long been subject to a host
of securities, tax, and disclosure requirements. It is a complex sys-
tem of rules and regulations, but it is an important one that has
worked well for decades.

That doesn’t mean we shouldn’t look for opportunities to improve
current standards, but we cannot in any way make it harder for
workers, retirees, and small-business owners to receive the finan-
cial advice they need.

Yet that is precisely what this regulatory proposal would do. Of-
fering some of the most basic assistance would be prohibited, such
as advice on rolling over funds from a 401(k) to an IRA. Financial
advisers would no longer be able to assist individuals on how to
manage their funds on retirement. And small-business owners
would be denied help in selecting the right investment options for
their workforce, which would lead to fewer employees enrolled in
a retirement plan.

It has been suggested on numerous occasions that this proposal
will simply apply to financial advisers the same standard recog-
nized in the medical profession.

Mr. Secretary, I believe you have drawn that comparison from
time to time and it is a clever talking point, but one that couldn’t
be more flawed.

As a physician with more than 30 years of experience in treating
patients, let me just say that the approach reflected in this pro-
posal would destroy what is left of our health care system. Imagine
what would happen if doctors were prohibited from receiving com-
pensation or were required to sign a contract with each patient be-
fore delivering services or were forced to publish online each and
every treatment that had been prescribed the following year.

No doctor could run a successful practice under this type of regu-
latory regime and no responsible financial adviser will be able to,
either.

Make no mistake. If this rule goes into effect, a lot of people will
quickly learn that their financial adviser, someone they have
knl(l)wn and trusted for years, will no longer be able to take their
call.

And it is important to note that low- and middle-income families
are the ones who will bear the brunt of this misguided proposal.
They will lose access to their personal service that they have relied
on and be forced to find suitable advice online or simply fend for
themselves.
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As is often the case with big-government schemes, the wealthiest
Americans will do just fine. And those we really want to help we
will hurt the most.

Mr. Secretary, this latest fiduciary proposal will lead to the same
harmful consequences as the first and should suffer the same fate.
Please withdraw this proposal and work with this committee on a
responsible, bipartisan approach that will strengthen protections
for investors and preserve robust access to financial advice. Our
nation’s workers and retirees deserve nothing less.

With that, I will now recognize the ranking member of the sub-
committee, Congressman Polis, for his opening remarks.

[The statement of Chairman Roe follows:]

Prepared Statement of Hon. David P. Roe, Chairman, Subcommittee on
Health, Employment, Labor, and Pensions

Good morning. I’d like to begin by extending a special welcome to Secretary Perez.
We appreciate your willingness to engage in open and frank conversations about im-
portant issues facing working families and job creators. I know there are areas
where we disagree, but we always welcome the opportunity to raise our concerns
and lay out what we believe are more positive alternatives.

I wish we were here to discuss a proposal that enjoyed broad bipartisan support,
one that would help strengthen our economy and improve the lives of hardworking
men and women. Unfortunately, that’s not the case. Instead, we are here to address
a regulatory scheme that will hurt a lot of families, retirees, and small business
owners, and it could not come at a worse possible time.

One of the most difficult challenges we face as a country is a lack of real retire-
ment security for America’s families. The defined benefit pension system continues
to experience a decades-long decline, while many workers are still rebuilding the
savings they lost in the recent recession. Due to these and other challenges — includ-
ing a persistently weak economy — too many workers are retiring without the means
necessary to ensure their financial security.

Our goal as policymakers should be to advance bold, bipartisan solutions that will
help more Americans plan, invest, and save for retirement. Regrettably, the depart-
ment’s fiduciary regulation would move our country in the opposite direction. It
would cut off a vital source of support many low- and middle-income families and
small business owners rely on, and that is the help of a trusted financial advisor.

Four years ago, the subcommittee examined a similar proposal that was later
withdrawn under intense bipartisan opposition. I said at the time that anyone who
provides investment assistance should be well trained, committed to high ethical
and professional standards, and devoted to the best interests of those they are serv-
ing.

That is why financial advisors have long been subject to a host of securities, tax,
and disclosure requirements. It is a complex system of rules and regulations, but
it is an important one that has worked well for decades. That does not mean we
shouldn’t look for opportunities to improve current standards. But we cannot — in
any way — make it harder for workers, retirees, and small business owners to re-
ceive the financial advice they may need.

Yet that is precisely what this regulatory proposal would do. Offering some of the
most basic assistance would be prohibited, such as advice on rolling over funds from
a 401(k) to an IRA. Financial advisors would no longer be able to assist individuals
in how to manage their funds upon retirement. And small business owners would
be denied help in selecting the right

investment options for their workforce, which will lead to fewer employees en-
rolled in a retirement plan.

It has been suggested on numerous occasions that this proposal will simply apply
to financial advisors the same standard recognized in the medical profession. Mr.
Secretary, I believe you have drawn that comparison from time to time. It is a clever
talking point, but one that couldn’t be more flawed.

As a physician with more than 30 years of experience treating patients, let me
just say that the approach reflected in this proposal would destroy what’s left of our
health care system. Imagine what would happen if doctors were prohibited from re-
ceiving compensation, or were required to sign a contract with each patient before
delivering services, or were forced to publish online each and every treatment that
had been prescribed the following year. No doctor could run a successful practice
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under this type of regulatory regime, and no responsible financial advisor will be
able to either.

Make no mistake, if this rule goes into effect, a lot of people will quickly learn
that their financial adviser — someone they may have known and trusted for years
— will no longer be able to take their call. And it is important to note that low- and
middle-income families are the ones who will bear the brunt of this misguided pro-
posal. They will lose access to the personal service they rely on and be forced to
find suitable advice online or simply fend for themselves.

As is often the case with big government schemes, the wealthiest Americans will
do just fine and those we want to help will be hurt the most. Mr. Secretary, this
latest fiduciary proposal will lead to the same harmful consequences as the first and
should suffer the same fate: Please withdraw this proposal and work with this com-
mittee on a responsible, bipartisan approach that will strengthen protections for in-
vestors and preserve robust access to financial advice. Our nation’s workers and re-
tirees deserve nothing less.

With that, I will now recognize the Ranking Member of the subcommittee, Con-
gressman Polis, for his opening remarks.

Mr. Pouris. Thank you, Mr. Chairman.

Today we will be discussing an important issue that has been
simmering for several years now after the Department of Labor
chose to modify the first version of this rule several years ago, they
have been working to listen to a broad spectrum of stakeholders on
how best to proceed.

And I think that everybody in the room on all sides of this issue
believes in a best-interest or fiduciary standard because I think we
are all here out of concern that the clients’ interests should be
paramount.

But what this comes down to is how to make that happen and
how to implement the rule in a way that makes sense and benefits
consumers.

I truly believe today that most advisers do what is in the best
interest of their clients, and hopefully the final rule won’t be an
overwhelming burden on those good actors.

However, providing a standard that those few bad actors need to
abide by is absolutely essential, as well as to improve transparency
in the industry.

As we all know, most Americans are not saving enough for re-
tirement. It is essential that what little is being invested should
not be biased by conflicted advice. Investors should be able to trust
the person advising them about the money they need to live after
retirement without having to worry about that adviser’s self-inter-
est.

On the other side of the coin, we need to protect individuals and
small businesses to make sure that they have access to quality ad-
vice, because mistakes in investments cost billions of dollars, and
good advice is well worth the price.

I am thankful to all of our witnesses for coming today to share
their experience, and I am particularly glad that we are beginning
with the Secretary of Labor. And I am glad to hear that he is inter-
ested in hearing our feedback about the rule. And I am thrilled
tha(ti he has decided to extend the comment period by an additional
15 days.

I know that he has been working diligently on an overall goal of
expansion of retirement savings as a way to address the retirement
crisis. They have been doing a great deal of work in the Depart-
ment of Labor on financial literacy, increasing effective enforce-



70

ment by the Employee Benefits Security Administration, providing
technical assistance to employers and workers and retirees about
saving for retirement.

A good, workable rule regarding a best-interest standard can
help increase trust between a client and their adviser, and that is
an important part of expanding retirement savings.

I don’t think anybody thinks that the current rule is perfect, and
that is why I am thrilled we are having this conversation and that
the Secretary has extended the comment period for 15 more days.

I will be asking some in-depth questions, both at this hearing as
well as for the record, because although I believe that this process
should continue forward to close a loophole and establish a fidu-
ciary standard that reflects today’s retirement landscape, we also
need to understand and fix any unintended consequences, espe-
cially for low- and middle-income investors and small businesses.

Ensuring that people are receiving good, affordable, conflict-free
advice should be our end goal here. And I look forward to hearing
in-depth answers from the knowledgeable questions from the mem-
bers of this committee so that we can help the Secretary reach an
end result that helps those most in need and improves trust in the
client-adviser relationship and leads to greater retirement savings
for Americans.

Thank you, and I yield back the balance of my time.

[The statement of Mr. Polis follows:]

Prepared Statement of Hon. Jared Polis, Ranking Member, Subc