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Speakers

* Ted Goldman (moderator)
— Senior Pension Fellow, American Academy of Actuaries
* Steve Goss
— Chief Actuary, Social Security Administration
* Megan Gerry
— Vice President, Compensation and Benefits, Smithfield Foods
* John Scott

— Director, Retirement Savings, The Pew Charitable Trusts



Retirement—Ready or Not?

* Interesting debate about the state of America’s
retirement readiness

— Various studies indicate results between 50% and
90% readiness

* Traditional three-legged stool
— Social Security
— Employer-provided retirement benefits
— Personal savings

* Speakers today are going to provide some insights as to
the current state and future state of the U.S. retirement
system




Possible Views




Social Security Actuarial Status
The Foundational Leg of the 3-Legged Stool

Reality and Perceptions About the Future

Steve Goss, Chief Actuary, Social Security Administration
American Academy of Actuaries Annual Meeting
November 3, 2016




What Is the Legislative Mandate for the Annual Report?

1) Trust Fund operations of the past year and the
next five years

2) Actuarial status of the trust funds

— This means the ability to meet the cost of scheduled
benefits with scheduled revenue and trust fund
reserves

— And the extent to which scheduled revenue will fall
short, forcing cuts or delays in benefits in the absence
of legislative change



SOLVENCY: OASDI Trust Fund Reserve Depletion 2034 (same as last year)
o Reserve depletion date varied from 2029 to 2042 in reports since 1995 (1995-2016)
o DI Trust Fund — reserve depletion in 2023, seven years later than last year
o Change in depletion date due largely to the tax-rate reallocation enacted in the Bipartisan Budget Act of 2015

Social Security Trust Fund Ratios
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DI Annual Cost and Non-Interest Income as Percent of Taxable Payroll
89% of scheduled benefits still payable at trust fund reserve depletion
Annual deficit in 2090: 0.39 percent of payroll — 0.02 percent lower than last year
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payable benefits Cost: Scheduled but not

y payable benefits
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OASDI Annual Cost and Non-Interest Income as Percent of Taxable Payroll
Persistent Negative Annual Cash-Flow Balance Starting in 2010
79% of scheduled benefits still payable at trust fund reserve depletion
Annual deficit in 2090: 4.35 percent of payroll — 0.35 percent lower than last year
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SUSTAINABILITY: Cost as Percent of GDP
Rises from a 4.2-percent average in 1990-2008, to about 6.0% by 2035,
then drops to 5.9% in 2050 and generally increases to 6.1% in 2090

Historical Estimated
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Following the Ratio of Beneficiaries per 100 Workers
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Aging (Change in Age Distribution)
Mainly due to drop in birth rates

Aged Dependency Ratio 2016 TR
Population 65+/(20-64)

e Actual and TR Intermediate

TFR remain at 3.0 after 1964

===TFR remain at 3.3 after 1964
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Slightly Fewer Disabled Worker Beneficiaries

Fewer now from recent experience, later based on effects of BBA of 2015

Disabled Worker Beneficiaries
In Current Payment Status at End of Year (in thousands)

2016 TR

2008 TR (no recession)

6,000
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
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Mortality Experience
Comparison of recent data and near-term projections

Age-Sex-Adjusted Death Rates
(Total, All Ages)
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Mortality Experience
See also Actuarial Note 158: https://lwww.ssa.gov/oact/NOTES/pdf notes/notel58.pdf

Age-Sex-Adjusted Death Rates
(Ages 65 and Older)
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https://www.ssa.gov/oact/NOTES/pdf_notes/note158.pdf

Replacement Rates Based on the 2016 TR

Scheduled Monthly Benefit Levels as Percent of Career-Average Earnings

by Year of Retirement at age 65

\/\ Low Earner ($22,105 for 2016; 25th percentile)
T~

\,\Medium Earner ($49,121 for 2016; 57th percentile)

High Earner ($78,594 for 2016; 82nd percentile
\g ($ p )

Max Earner ($118,500 for 2016; 100th percentile
\ (s P )

Source: Annual Recurring Actuarial Note #9 at www.ssa.gov/oact/NOTES/ran9/index.html
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How About at Age 62, Where Most Start Benefits?

Scheduled Monthly Benefit Levels as Percent of Career-Average Earnings

by Year of Retirement at age 62

Low Earner ($22,105 in 2016; 25th percentile)

Medium Earner ($49,121 in 2016; 57th percentile)

High Earner ($78,594 in 2016; 82nd percentile)

Max Earner ($118,500 in 2016; 100th percentile)

Source: Annual Recurring Actuarial Note #9 at www.ssa.gov/oact/NOTES/ran9/index.html
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Payable Benefits Under the Law, After Trust
Fund Reserves Are Depleted, Are Even Lower

PAYABLE Monthly Benefit Levels as Percent of Career-Average Earnings by Year
of Retirement at age 62

N—

\ Low Earner ($22,105 in 2016; 25th percentile)

Medium Earner ($49,121 in 2016; 57th percentile)
H|gh Earner ($78,594 in 2016; 82nd percentile)

Max Earner ($118,500 in 2016; 100th percentile)

Source: Annual Recurring Actuarial Note #9 at www.ssa.gov/oact/NOTES/ran9/index.html
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Reality Check: House Ways and Means Committee Hearing
Comparing projections of actuarial status of OASDI
Trustees Reports and Congressional Budget Office

OASDI 75-Year Actuarial Balance as Percent of Taxable Payroll:
Projections in 2002-2016 Trustees Reports and CBO Reports

4.0 -+ TR Actuarial Balance
) —=— CBO Actuarial Balance
-4.5

2002 2004 2006 2008 2010 2012 2014 2016
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Birth rates: For 2016, CBO assumes the total fertility
rate is permanently lower.

Total Fertility Rate
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But NCHS surveys of expected births for women in 2002 through
2013 are consistently above 2.0.

Birth Expectations Including Births to Date

Source: National Center for Health Statistics, National Survey of Family Grow th (NSFG)
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Labor force participation: CBO never recovers, and goes
much lower in the future.

Labor Force Participation Rates, Age-Sex-Adjusted to 2011 Population
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Earnings concentration at the top has decelerated since 2001. TR continues
deceleration. But CBO assumes acceleration to nearly double the pace seen
from 1983 to 2001.

Percentage of OASDI Reported Covered Earnings Below
the Taxable Maximum: 2016 Trustees Report and
2016 CBO Long-Term Budget Outlook

20

N \—1983

o6 \\y/‘/\(’\ 2001 o
. M AN
NN e

82
80 T CBO LT2016 — JAverage Annual Rate of Change 2027
in OASDI Taxable Ratio
—— TR 2016 TR 2016 CBO 2016 /
78 H —]1983-2001 -0.32% -0.32%
2001-2014 -0.12% -0.12%

TR 2016 Update * 2014-2027 -0.04% -0.53%

76 1 1 1 1 1 1 1 1 1 1 1 1 1 1 T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T
1983 1988 1993 1998 2003 2008 2013 2018 2023 2028

* Updated with data through July 2016. Also 2010, 2011, and 2016 values as if there had been COLAs for Dec 2009, 2010, and 2015

24




But, Wait—How About Budget Scoring?

Don’t entitlements just keep borrowing?
Debt Held by the Public, Total Spending, and Total Revenues
Percentoge of GDF

1 r Actual | Extended Boseline Projection

20k | 0 planj £ 2000 2025 2080 2035 200
Source: Congressional Budget Office, June 2015 25



Actually, NO. Budget Scoring Is Inconsistent
With the Law, and All Past Experience.

See actuarial opinion in the 2014-2016 TR:

1) After reserves deplete, $11.4 trillion unfunded obligation through
2090 cannot be paid under the law.

> Budget deems these “expenditures” creating publicly held debt

2) Reserve redemptions spend excess “earmarked” revenues invested
in an earlier year.

> Budget deems these “a draw on other Federal resources”

3) Trust Fund operations have NO direct effect on total Federal debt

subject to ceiling in any year—and no net effect on publicly held
debt.

» Budget says redemptions increase Federal debt held by the public
and often gives no credit for reserve accumulation
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So—What If We Project Federal Debt Consistent
With the Law?

Projected Federal Debt Held by the Public: CBO Baseline (Assuming OASDI
& Hl Unfunded Obligations Are Paid by Borrowing From the Public) vs.
Assuming Current Law

e CBO Baseline July 2015

Less OASDI Unfunded Obligations (CBO Dec 2015)

—o—Less OASDI (CBO Dec 2015) and HI (Trustees 2015)
Unfunded Obligations
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The Bottom Line

« Long-term projections provide information to
address solvency
« If trust fund reserves were to deplete:
— Full benefits cannot be paid timely
— NO pressure on the budget or federal debt
— So Congress must and WILL act, as always

« Straightforward solutions:

— Add revenue and/or lower cost for OASDI
« Comprehensive changes implemented by 2034
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How to Fix Social Security Long-Term

* First: Help DI by 2023—reallocate tax rate again?

« Second: make choices addressing OASDI deficits
2034-2090

— Raise scheduled revenue after 2033 by about 33%: increase
revenue from 4.6 to 6.1% of GDP

— Reduce scheduled benefits after 2033 by about 25%: lower
benefits from 6.1 to 4.6% of GDP

— Or some combination of the two

— Invest trust funds for higher return?
* Limited help—itis a PAYGO world
» So invest in coming generations of workers
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Ways to Lower Cost

* Lower benefits for retirees—not disabled?

— Increase normal retirement age (lowers OASDI cost, but
increases DI cost)

— Can exempt long-career low earners

* Lower benefits mainly for high earners?
— Reduce PIA above some level

— Often combined with increasing PIA below some level, subject to
work year requirements

« Lower benefits mainly for the oldest old?
— Reduce the COLA

— Some say increase it with the CPI-E (based on purchases of

consumers over age 62
30



Ways to Increase Revenue

* Raise tax on highest earners?
— Increase taxable maximum amount
— Some tax on all earnings above the maximum

« Tax employer group health insurance premiums?
— Affects only middle class if taxable maximum remains

« Maintain larger trust fund reserves?
— Added interest can lower needed taxes

31



For More Information Go To
http://www.ssa.gov/oact/

There you will find:
— The 2016 and all prior OASDI Trustees Reports
— Detailed single-year tables for recent reports
— Our estimates for comprehensive proposals
— Our estimates for the individual provisions
— Actuarial notes; including replacement rates
— Actuarial studies; including stochastic
— Extensive databases
— Congressional testimonies

32
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Fixing the Retirement Stool:
The Employer Perspective

Megan Gerry, Vice President of Compensation and Benefits
Smithfield Foods

Annual Meeting and Public Policy Forum




Smithfield Foods

* We are a leading consumer packaged meats company
with sales in excess of $14 billion

* We are the world’s largest pork processor and hog
producer committed to providing good food responsibly
through

— Robust animal care

— Community involvement
— Employee and food safety
— Quality programs



sm it hﬁ&ldm 60::;#. food. Responsibly”

50,000 3,800 $14.4 Billion

Employees across the company Customers around the world Companywide sales in 2015

N e

PASSION FOR PORK SINCE 1959

Smithfield
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14 North America Hog Production Operations
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Serious About
Benefits

our Health:
Medical
Dental

Vision

For Your
Financial Future:
Pension Plan

401(k) Plan

Deferred Compensation



A Paternalist Philosophy Toward Retirement

Preparing our employees for retirement through
valuable plans that complement one another for the
different needs of our employees

Value proposition of offering both pension and 401(k)
plans
Committed to our active pension plans

— S$200M in company contributions in 2015 and $225M in 2016

Actions have started shifting toward a focus of
retirement readiness



Industry Data

PLAN DESIGN SMALL PLAN MID PLAN LARGE PLAN MEGA PLAN ALL

AND FEATURES ($5M-550M) (>$50M-$200M) (=$200M -$1B) (>$1B) RESPONDENTS
401(k) plan 87 5% 80 4% 792% 84 3% 87.0%
NQDC plan 5.2% 14 9% 30.7% 39.0% 9.8%

DB plan (all types) 18.6% 334% 61.0% 89.8% 28.3%
Auto-enrollment 42 3% 55.4% 61.9% 65.2% 40.0%
Auto-escalation® 25.6% 35.9% 43.2% 52 1% 255%
Target date funds offered 71.3% 76.5% 81.7% 86.3% 69.8%
Managed Accounts offered* 32.71% 32.5% 39.3% 48.8% 35.6%
Roth offered* 56.6% 54 3% 54 7% 65.8% 54 6%

Overall expense ratio of investments

(0.25-0.50%) 12.7% 21.0% 32.3% 39.5% 16.7%
(0.51-0.75%) 14.6% 28.5% 29.5% 15.5% 15.7%
Average # investment options per part 53 50 46 40 51
® . . . -ﬁ_.
Plan design areas of opportunity for Smithfield o —

FOR PLAN SPONSOR AND INSTITUTIONAL USE ONLY. NOT FOR PUBLIC DISTRIBUTION.
Source: Al Research Plan Sponsor 2013 indusiry Report EHP?HEE



Domestic Retirement Plans

e 3 Qualified Active Defined Benefit plans

e 1 Qualified Frozen Defined Benefit plan

e 3 Qualified 401(k) plans

e 7 Multi-employer Plans

* 1 Non-Qualified deferred compensation plan

Pension and 401(k) 401(k) Only Totals

Salaried 5,313 0 5,313
Hourly Non-Bargained 10,089 3,945 14,034
Hourly Bargained 9,056 6,927 15,983
&otals 24,458 10,872 | 35,330

DEMY of ACTUARIES
Objective. Independent. Effective.”



2016 FUNDED STATUS

. Credit Balance .
Actuarial Asset R Funding Target
a at Beginning Met Assets T Funded
Plan Name Value (AVA) of Year Liability Ratio
Smithfield Foods Hourly 142 562,116 16,872,500 125,689,616 115,008,715 109.28%
Smithfield Foods Salaried BET,464 692 32,696,400 B34 768,292 454 939 501 117.54%
John Morrell & Co. Hourly 70,598,990 0 70,598,990 59 560,588 118.53%
Farmland Foods, Inc. 813,901,573 29,943 405 783,958,168 658,966,786 118.96%
TOTAL 1,594,527,371 79,512,305 1,515,015,066 1,288,475,590 117.58%
2016 PARTICIPANT COUNTS

FPlan Name Active Terminated Vested Retirees Total

Smithfield Foods Hourly 9.686 1,530 2,032 13,248

Smithfield Foods Salarned 7.350 2,305 3,214 12,869

John Mormrell & Co. Hourly 183 185 2,867 3,235

Farmland Foods, Inc. 4 930 3,267 5. 641 13,888

TOTAL 22,199 7,287 13,754 43,240

H *
Weekly update ending 10/7/2016
8% " BEY -
Bi% e B _____4—-85
T4 73% — T
— —

- N Assets (Millons)
el B Lizhiities (Milions)
== Funted Siatus (PEO)

130100 10 TG BONEAE BTG

- - ...::_ wha r d '_" - 4 34
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401(k) Statistical Summary and Benchmarking

Smithfield Foods

RETIREMENT FOOD
SAVING YOURPLANs INDUSTRY m INDUSTRY

60.9%

Overall participation rate 66.7%
Average participant balance $19,884
Average participant pretax deferral 4.8%

77.2%"

$84,166"

6.5%

75.3%

81,089

7.5%

© 2016 American

$29,326

7.6%

Academy of Actuaries. All rights reserved.



Smithfield Foods Initiatives

e Evaluated and revamped the 401(k) investment lineup
e Constructed a LDI strategy for the pension master trust
* Term Vested Cashout 2014

— Approximately 54% of the population elected lump sums of
$139 million out of the $257M lump sums offered

— S$34 million net balance sheet improvement as of 12/31/2014

e Participant re-enrollment into the 401(k) target date
funds



Target date fund re-enrollment results

45

2015 Assets by Fund Type

2. 3% o%
1.0%

4% 2 9% 3.1%

2.0%

0

Rationale for re-enrollment:
. Up to 80% of 401(k) participants self-identify as “Do it for me” investors — 87% of assets are currently in target date funds

. Participants were originally defaulted into non-diversified portfolios, such as stable value
. Target date funds represent more diversified portfolios, with more appropriate asset allocation based on age
. Re-enrollment is protected by safe-harbors in the QDIA regulations

= Wells Fargo Stable

Value
= PIMCO Total Return

= American funds

EuroPacific
BlackRock Equity Index

m JP Morgan Disciplined
Equity
= Russell Small Cap

= PIMCO Diversified Real
Asset

2013 Assets by Fund Type

= Target Date

= Stable Value

= Core Plus Fixed Income

= US Large Cap Equity

= US Small/Mid Cap Equity
International Equity

= Real Assets

= Other/Discontinued Offerings



Challenges facing Smithfield Foods

* Increased expenses and risk for administering
retirement plans
— Litigation exposure
— Increase fiduciary responsibility

e Succession planning
— Retirement ready
* Changing employee demographics

— What is important to employees

Objective. Independent. Effctive.



-ixing the Retirement Stool:
Reinforce or Reinvent?
Employees

John Scott
Director, Retirement Savings, The Pew Charitable Trusts

Annual Meeting and Public Policy Forum




Introduction

* DC system: savings not security
e Savings are low
 What are the barriers facing workers?

— Caveat: focus on coverage, not adequacy
* Policy responses
 Employee reactions



Data on Barriers

e Survey of Income and Program Participation,
Wave 11 topical module of 2008 Panel (2012)

e Nationally representative sample of workers (n
= 23,166)

* “Workers”
— 18 to 64-year-old
— Private sector
— Full-time and part-time employees

— Who were not self-employed, agricultural workers, or in
the armed forces



Access to Employer Sponsored Plans

1
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Benefit



Who Has Access?

[

8 Baby Boomers

< :

¢  Generation X

c

@ Millennials

Q Defined
% Male Benefit
& Female _
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> White Contribution
:g’ Black
< - No Plan
i Asian
§ Other
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dlicy Forum
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Reasons for Not Participating
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Need

Did Not
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Participation Increases with Employer Contributions

100%
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® Employer
contributes



Policy Responses

* Federal: myRA
* State:
— Multiple employer plan
— Marketplace
— Auto-IRA (aka Secure Choice)

— “How States Are Working to Address the Retirement
Savings Challenge: Three Approaches”



Employee Reactions to Auto-IRA

Pew Survey (n =2,918)

— Nationally representative online survey

— Conducted by GfK using their KnowledgePanel

— Results are preliminary — Do not quote or cite please!
 Auto IRA plans have broad support

 Many of the individual features are also viewed positively

* Higher default contribution rates (3% vs 6%) don’t drive opt
outs



Overall Employee Reactions to Auto-IRA

® Opt out of
program

Higher default

" Lower default

M Stay in the
program
A 13 ’ N | D » , : [“(./rl
g Results are preliminary — Do not quote or cite




Reactions to Pro-Savings Features

100% -
80% -
70% -
60% -
50% -
40% -
30% -
20% -
10% -
0% -

W Stongly oppose

w Somewhat oppose

m Somewhat support

Automatically enrolled Percent of pay m Strongly support
after enrollment period contributed to the plan
unless they opt out increases by 1 percent
annually until it reaches
10 percent

AMERICAN ACADEMY of ACTUARIES

b Results are preliminary — Do not quote or cite




State Sponsorship and Employee Responsibility

100% -
90% -
80% -
70% -
60% -
50% -
o M Stongly oppose
30% - W Somewhat oppose
igj m Somewhat support
0% - | M Strongly support
State sponsors the Only you make
plan while everything contributions to your
else about the plan plan
remains the same
A Annual Meeting and Public Policy Forum

AMERICAN ACADEMY of ACTUARIES
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Opt-out after All Details, Across Contribution

Rates
Stay in the program 73% 72% 72%
Lower default 3% 7% 5%
Higher default 7% 4% 6%
Opt out of the 18% 17% 17%
program
,,,,, - Fort
e Results are preliminary — Do not quote or cite



Conclusion

 Employers and policy are making strides to improve coverage
 Employees welcome opportunities and policies
* But, coverage # retirement security

Thank you!

John Scott — email: jscott@pewtrusts.org
www.pewtrusts.org/en/projects/retirement-savings

AMERICAN ACADEMY of ACTUARIES
Objective. Independent. Effective.»



Your employer would automatically deduct a contribution from each paycheck and
deposit the money into a retirement account in your name. Your savings will be invested
and provide you with income in retirement. This account will follow you job to job. Some
important features of this program:

« By default, 3 percent of your net pay, or $30 for each $1,000 of your take home pay,
will be deducted and deposited into your account. You can change how much you
contribute at least once a year and can stop contributions at any time by opting out
of the program.

« The money will be invested in a fund with a mix of assets (e.g., stocks and bonds)
appropriate for someone your age, managed by a private company that is regulated
by the state. These “target date” retirement funds account for the amount of time
until you retire and become more conservative as you approach retirement to lower
investment risk and protect against loss.

« Contributions are made post-tax; that is, you have already paid your taxes on your
contributions, so they grow tax free and will not be taxed when withdrawn.

* You can withdraw your contributions without penalty at any time.

>
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Plan Features

. H2a2. Your contributions can be accessed at any time without a tax penalty.

. H2b2. As a starting point, your contributions to the retirement plan would be a set at 3 percent of pay, but
you could change that amount at any time.

. H2c2. Imagine an additional plan feature where every year, the percent of pay that you would contribute
to the plan would automatically increase by 1 percent until it reaches 10 percent. For example, after one
year it would change from 6 percent to 7 percent. But again, you can adjust your contribution or stop this
increase at any time.

. H3a. Your contributions to the retirement plan would be invested in a target date retirement fund, which
accounts for the amount of time remaining until you retire. The fund becomes more conservative as the
“target date” (the date of expected retirement) approaches to lower investment risk and protect against
loss.

. H3b. You are automatically enrolled after an enrollment period and would have to opt out if you did not
want to participate. That is, contributions to the account would automatically come out of each paycheck
unless you told your employer that you did not want to participate. You could opt out at any time.

. H3c. Your contributions stay in the plan, and you will have access to your contributions even if you
change jobs.

. H3d. Suppose this plan is sponsored by your state government. Everything about the plan remains the
same: your contribution is still deducted from your paycheck by your employer who deposits it in your
personal individual retirement account, which is managed by a private investment company. The
investment company would be selected and monitored by the state. The funds in your account are legally
your money, and cannot be accessed by your employer or the state.

H3e. Only you make contributions|ta\your fund; neitheryour employerner the state 99vernment would
ake contributions. [
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Putting our Panel on the Spot

* What are your own views of the retirement readiness of
America today and in the future?

* How would you draw America’s future stool?
— Does it still have three legs?

— What’s the thickness and length of each leg?
— What will be the biggest changes we can expect in the future?



