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WELCOVE AND OPENI NG STATEMENTS

CHAl RVAN MOYNI HAN: | would like to welconme you to
this latest public hearing the comm ssion is hol ding.

As you observed at the |ast occasion, those of you
who were here, ny distinguished co-chairman and | passed the
gavel back and forth, and | have the high honor and distinct
privilege of passing the gavel to you, sir. Now, how is that
for formality?

CO- CHAI RVAN PARSONS: Thank you, M. Co-chair.

Let me add nmy own welcone to all of you who are here. W are
sorry to be alittle late in getting started, but we
appreciate your interest in this inportant subject matter and
your attendance here today.

Hopeful ly you all have an agenda. But for those
who don't, let ne tell you what we are going to be doing this
afternoon. W are still in our information gathering,
perspective shapi ng phase of the work of the comm ssion,
having put out the interimreport where we tal ked about the
nature of the problens that we see facing the Social Security
syst em

W are now trying to find out nore about what the
solutions mght | ook Iike, and we are going to hear from sone
experts today who have dealt with this issue in other
context. And I will introduce themshortly.

Then we will have a short discussion after they

have testified, and we will have sone Q%A with them about the



comm ssion’s upcom ng public hearing, where we will invite
menbers of the public and interested commentators to cone and
share their views with us.

But before we proceed any further, | would like to
introduce you all to Ms. Lea Abdnor. Lee is the newest
menber of the conmm ssion.

(Appl ause.)

CO CHAI RVAN PARSONS: W have been shorthanded, and
Lea is not sitting at the table today because we have got one
or two things that -- the counsel. You know, we made a
comment earlier about we are the nost over-| awered
comm ssion in the history of the world.

Counsel is still doing sone final dotting of i’s
and crossing of t’s. But we all look forward to your ful
participation, Lea, and we are grateful that you have agreed
to join us, notw thstandi ng what has been going on of |ate.

CHAl RVAN MOYNI HAN:  But don’t say a word. The
penalties are -- well,

CO CHAI RVAN PARSON:  The other thing I would |ike
to do, just followng up on the press conference that the
co-chair and | just had, is that there were sone questions
that came up that were nore appropriately referred to counsel
to the comm ssion for what | wll call FACA conpliance, the
Federal Advisory comm ssion Act conpliance.

W are way beyond ny depth of know edge, and we

suggested that we woul d have FACA counsel, a fellow naned



M ke Anzick, identify hinself at this public hearing. And,
menbers of the press who have further questions can take them
up with M ke, who has agreed to stay for as late as it takes
into the evening to deal with your questions fully,
conpletely and straightforwardly. M ke, could you wave.

(M. Anzick stands.)

CO- CHAI RVAN PARSONS: There is the man.

CHAI RVAN MOYNI HAN: At $500. 00 t he hour even

(Laughter.)

CO CHAI RVAN PARSONS: Okay. Wat we t hought woul d
be hel pful to the conm ssion, and maybe even enlightening for
t he audi ence, would be to hear from sone of the experience of
t hose who have been involved in adm nistering | arge pension
and retirenent plans that have the el enent of portability.
That is to say where you can -- both personal accounts and
accounts that are novable, regardl ess of where your
particul ar enploynent nmay be at a nonent in tine.

And we have asked two gentlenmen to conme and speak
to us and then take our questions, the first of whomis at
the table, the so-called witness table in front us. Roger
Mehl e.

Roger is the executive director of the Federal
Retirement Thrift Investnent Board, which oversees the Thrift
Savings Plan, which is a 401K style retirenment plan for
federal enployees. It is relatively new, but Roger is going

to come and share with us sone of his experience and, as |



say, enable us to pick his brain in a public setting a
little. And for that, we are enornously grateful. Roger.
H STORI CAL EXPERI ENCE | N ADM NI STERI NG
PORTABLE PERSONAL ACCOUNTS
By Roger Mehle

MR. MEHLE: Thank you, Co-chairman Parsons, Senator
Moyni han and nmenbers of the conm ssion. As you said, ny nane
is Roger Mehle. | amthe executive director of the Federal
Retirement Thrift Investnent Board, and as such, | amthe
managi ng fiduciary of the Thrift Savings Plan, or TSP, for
federal enpl oyees.

| welcone this opportunity to appear before the
comm ssion on behalf of the board. The comm ssion has
invited ny testinony as part of its review in historical
experience in adm nistering portable personal accounts.

Al t hough the board has no view regardi ng any
proposal s to change Social Security, our experience with the
TSP may provide sonme useful information for the conm ssion in
its deliberations.

My prepared statenment contains a rather extensive
di scussion of the relevant issues of TSP structure,
gover nance, record keeping, benefits, communications and
investnments. But | will limt ny oral remarks today to the
I ssues pertaining to governance and investnents.

And, of course, | will be happy to answer any

guestions you m ght have regarding ny entire testinony.



The TSP is a voluntary savings and investnent plan
that provides a nmechanismfor federal enployees to accumul ate
capital for their retirenment. It was enacted into law with
bi parti san, congressional cooperation and support as part of
t he Federal Enployees Retirenent System Act of 1986.

We often refer to this piece of |egislation, which
is the organic act for our agency, as FERSA, F-E-R- S A
FERSA created the Federal Enpl oyees Retirenent System
sonetinmes called FERS, F-E-R-S. FERSA created this systemto
replace the old Cvil Service Retirenent System or CSRS

The TSP offers enpl oyees of the federal governnent
the sanme types of savings and tax benefits that many private
corporations offer their enployees under Internal Revenue
Code Section 401K, retirenent plans. The TSP currently has
approximately two and one half mllion individual accounts,
and an additional 2.7 mllion nenbers of the Unifornmed
Services will be eligible to sign up beginning in Cctober of
this year.

TSP fund bal ances have grown to nearly $100
billion, and each nonth participants add nore than $700
mllion in new contributions, which portends substanti al
growh in the size of the Thrift Savings Plan in the
foreseeabl e future.

Participants may contribute to any or all of five
i nvestment funds, transfer their nonies anong the funds,

apply for loans fromtheir accounts and receive a



distribution of their accounts under several avail able
w t hdrawal options.

TSP adm ni strati ve expenses are borne not by the
t axpayer, but by the participants thenselves. The
governnment -wi de participant rate for enpl oyees covered by
FERS stands at 86.6 percent, with eight major federal
agenci es showi ng participation rates of 90 percent or
greater.

TSP participation by CSRS enpl oyees is currently
approxi mately 66 percent. The difference between the two may
be attributed largely to the fact that for FERS enpl oyees
there are matching contributions made by their enpl oying
agencies, where there is no such match for CSRS enpl oyees.

TSP benefits are in addition to the FERS and CSRS
defi ned benefit basic annuities; however, for FERS enpl oyees,
the TSP is an integral part of their retirenent package,
along with the FERS basic annuity and Soci al Security.

Wt hout participation in the TSP FERS enpl oyees usual ly woul d
have insufficient retirenment benefits in conparison to those
avai | abl e under CSRS, and this is because the fornula used to
conpute the FERS basic annuity is not as generous as the
formal used to conpute the CSRS benefit.

The TSP is adm nistered by the Federal Retirenent
Thrift Investnment board, which was established as i ndependent
federal agency under FERSA. (Governance of the board is

carried out by five part-tinme presidential appointees who



serve four-year termand by a full-tinme executive director
sel ected by those appoi ntees who serves an indefinite term

Wth input fromthe executive director and his
staff, the board nenbers collectively establish the policies
under which the TSP operates and furnish general oversight.
The executive director carries out the policies established
by the board, the board nenbers and ot herwi se acts as the
full-time chief executive of the agency.

FERSA provides that all nonies in the Thrift
Savings Plan are held in trust for the benefit of the
partici pants and beneficiaries. As fiduciaries, the
executive director and the board nenbers are required to act
prudently and solely in the interest of TSP participants and
beneficiaries. This fiduciary responsibility gives the board
a uni que status anong governnent agenci es.

Congress wisely, in ny opinion, established this
fiduciary structure because it recognized that all funds held
in trust by the plan belonged to the participants, not the
governnent, and thus nust be managed for them i ndependent of
political considerations. Congress also exenpted the board
fromthe normal budget appropriations process and the
| egi sl ati ve and budget cl earance process of the Ofice of
Managenment and Budget .

The plan’s independence is critical to insure the
fiduciary accountability envisioned by FERSA, so |long as the

pl an i s managed by the fiduciaries naned in FERSA. That is



t he executive director and the nmenbers of the board. |In
accordance with the statute’'s strict fiduciary standards,
federal enpl oyees can be confident that their retirenent
savings will not be subject to political or other priorities,
whi ch m ght be inposed by the usual budget appropriations and
policy clearance process or otherw se.

A word about our investnments. The TSP is a
participant directed plan. This nmeans that each partici pant
nmust deci de how the funds in his or her account are invested.

As initially prescribed by FERSA, participants could invest
indirectly in three types of securities: U S. treasury
obligations, commobn stocks and fixed i ncone securities.

In 1987 these options were inplenented by the board
in the formof a governnent securities fund, the G Fund, a
common stock fund, the C Fund, and a fixed inconme fund, the
F-Fund. In 1996, on the board’'s reconmendati on, Congress
aut horized two additional investnent funds, which allow
further diversification and potentially attractive |ong-term
yields. A small capitalization stock fund, or S-Fund, and an
i nternational stock fund, or I-Fund, were offered beginning
in Muy.

The fund assets held by the F, C, S and | funds are
all index funds. Indexing is a common formof portfolio
managenent in which securities are held in proportion to
their representation in the stock or bond markets.

The phil osophy of indexing is that over the
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long-termit is difficult to inprove upon the average return
of the market. The investnent nmanagenent fees and trading
costs incurred through indexing generally are substantially
| ower than those associated with active portfolio managenent.

The enpl oynent of index funds al so precludes the
possibility that political or other considerations m ght
i nfluence the selection of securities. In that regard, FERSA
explicitly provides that the voting rights associated with
the ownership of securities by the board’ s funds may not be
exerci sed by the board, the executive director, other
gover nnment agencies, a present or former federal enployee or
a present or former menber of congress.

| nstead, the manager of the C, S and | fund assets,
currently Barkley G obal Investors, has a fiduciary
responsibility to vote stock proxies solely in the interest
of TSP participants and beneficiaries.

A final comment, and that is about the returns of
the board’ s funds. Fromthe beginning of the G Fund’' s
exi stence in 1987 and the beginning of the F and C Fund’s
exi stence in 1988 through July of this year, the G F and C
funds have provi ded conpound annual returns of 7.2 percent,
8.1 percent and 14.8 percent respectively.

Because the S and | funds were introduced in My of
this year, the board has no significant history for themyet.
The i ndexes which they track, however, have produced

conmpound annual returns of 15.9 percent and 8.2 percent



prospectively for the 10-year period ended Decenber 2000.

The expenses of the TSP, which are netted out of
the returns | just gave you, are very lowin both relatives
and absolute terns. For exanple, in the year 2000 the
expense ratio for the C Fund was 6/100th of one percent.

That neans that the year 2000 net investnment return to
participants in the G Fund was reduced by approxinately 60
cents for each $1,000 bal ance invested in that fund.

These costs conpare very favorably with typica
private sector 401K service provider charges. | believe that
the Thrift Savings Plan has effective and efficiently
realized the numerous objectives congress thoughtfully
established for it 15 years ago.

To the extent that our experience is useful to the
conm ssion, the board wel cones the opportunity to provide any
additional information you may require, and | woul d be
pl eased to respond to any questions that you may have at this
tine.

CO- CHAI RVAN PARSONS? Thank you. Very i npressive,
particularly on the return side.

Are there any nenbers of the comm ssion who have
guestions for our guest?

CHAl RVAN MOYNI HAN: M. Chairman, may | sinply make
light that M. Mehle did not make -- appear before us as the
executive director of this board. 1In a real sense, he is the

creator of the board.



In the period when this whole matter was being
concei ved, you were a nenber of the board. He becane so
inpressed with the possibilities and the public service that
he could performthat he chose to becone an enpl oyee of the
board he had chaired, and he has done a superb job.

As a benefactor, | want to thank you and all 2.8.
The thought that Marine Gunnery Sergeants are going to have a
position in the GFund is a new idea, but there you are.
Congratul ations to you, sir.

CO CHAI RVAN PARSONS:  Questions?

DR. JAMES: First of all, I would like to thank you
for comng here to answer our questions. The TSP is really
an interesting nodel to explore. So you are not only
benefiting federal enployees, but you are giving us a | ot of
information and i deas.

| have two sets of questions. One concerns the
i nvest ment choi ces that people nake, and the other concerns
how you handl e the record keeping and col |l ections part of the
j ob.

Wth respect to investnent choices, could you just
provide us with information on the breakdowns of investnents
anong those funds and how t hey evol ve through tine, if they
have changed through tinme, as people have gained nore
experience? And also, any information you have on whet her
t hese investnment choices differ anong different income groups

and between the genders.

1:



So, that is just a strictly informational question
about investnent choi ces.

The second question concerns your record keeping
function. Could you give us -- because that is sonething we
really have to be concerned about if we set up an individual
account system

W w ||l have many individual accounts. O course,
it will be nmuch larger than the Thrift Savings Plan, but
still, your systemis a fairly |arge one, and so you have to
deal with setting up an information systemthat could keep
track of individual accounts for many people and over many
years.

So, | wonder if you could give us sonme insights on
your experience fromthat. For exanple, how nuch does it
cost? The capital costs and anortized over sone period of
time. | understand that recently you have changed your
information systemand, if I amnot m staken, that you have
acqui red new technol ogy for keeping track of individual
accounts.

So I would be interested in |earning why you did

this; what problens you ran into as you tried to develop a

new i nformation system How long did it take you to set this

up? Didit take |longer than you expected?
For exanple, in sone cases in Sweden it took them
| onger than expected; it cost nore. So any insights you

coul d provide about the information systens for record
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keepi ng woul d be useful, since that is sonmething we have to
be concerned about.

MR MEHLE: Al right. | wll start with your
first question. | amnot sure | amgoing to hit every point
that you nentioned. But if not, you can tell ne.

Ri ght now we have, as | said, about $100 billion in
total bal ances. W have five funds. As of the end of
July, and this will work out to be a percentage, as well as a
dol | ar nunber, because we are at 100, we had $37 billion in
our GFund. So that is 37 percent. W had $6.5 billion in
our F-Fund. That is the fixed income fund. And we had $54
billion in our G Fund, the common stock index fund that
emul ates the Standard and Poors 500 i ndex.

And in the two newest funds, the S-Fund, which is
the small capitalization stock fund, we had about $600
mllion. |In the international stock index fund, the I-Fund,
we had $250 million.

As to your question about how these distributions
may have changed over tinme, at the inception of the Thrift
Savi ngs Plan, FERSA, as originally enacted, restricted the
anounts of investnents that m ght be nmade into other than the
G Fund. So initially, the statute limted the anmounts of
contributions that could be made by plan participants into
the then two -- we call themrisk funds, the C and F funds.

That statutory limtation was lifted, as | recall

in 1990. So, sone four years, as | renmenber, after the



original enactnent of FERSA, the limts were done away with

Since that tinme we have seen a dramatic increase in
contributions to the risk funds fromthe G Fund, which is not
ri sky, such that, as of now we have, anong federal enpl oyees,
about 90 percent of those who are contributing. The nunber
i's somewhere between 80 and 90 percent of those who are
contributing; have balances in either the C or the F Fund.

So the orientation of federal enployees over tine
has been nore towards investing in the risk funds, as you can
tell.

DR. JAMES: More than 50 percent are in the fund
ri ght now.

MR. MEHLE: Well, the balance right nowis 53
percent. Now that is variable.

DR. JAMES: Right.

MR MEHLE: It is variable, in particular, because
of the market. These fund balances will go up and down not
only as a reflection of contributions, but also, as a
reflection of gains or losses in the underlying securities
that are held by the funds.

As far as the question of wonen’ s participation,
Wonmen versus nmen’s participation, what we have observed is it
is very much the sane. The participation rates are very mnuch
the sane. The deferral rates, as we call them which neans
an amount that the individual chooses to save fromhis or her

salary, are very nmuch the sanme when you adjust themfor



sal ary.

We note that participation rates and deferral rates
are very nmuch a function of salary, and they are also a
function of age. But those two are often correl ated.

DR. JAMES: And are the allocations also a function
of salary?

MR MEHLE: We find that the younger people have
all ocated nore to the risk funds than those who are ol der
and this seens appropriate, if an individual was expecting to
i qui date the bal ance and not wshing to take risks with it
further.

DR. JAMES: Right.

MR MEHLE: | mght tell you that we have an
abundance of statistics along the |ines of your question. W
woul d be happy to furnish them W have tinme series. W
have cuts of every conceivable kind. So we can give you,
t hrough your staff, nuch greater detail on this.

Shall | continue with your question? O is this --

DR. JAMES: Could you just coment on the

information systen? | understand you recently changed
your --
MR. MEHLE: Well, no.
DR. JAMES: No.
MR. MEHLE: Let ne tell you what has happened.
DR. JAMES: Yes.
MR. MEHLE: W have had a systemthat was built for

1¢



us under an intense schedul e pressure, starting in 1986, when
| was, as Chairman Moyni han nentioned, the then chairnman of
the Thrift Savings Plans. The Thrift I|nvestnent Board.

W were obliged, as of the time of my appoi nt nent
by President Reagan, to bring the plan up and operating and
avail able to federal enployees to contribute. It was a
matter of about four or five nonths, and there was absolutely
no ground work that had been |aid.

| becane the chairman in October, October 1st of
1986, and | was the only enployee. W did not have an
executive director, we did not have an office, we did not
have a hat rack. At the tine | accepted the appointnent, |
m ght add, with sone trepidation

| had many friends and col | eagues, however, still
in the adm nistration, because | had been an assi stant
secretary of the treasury from 1981 to 1983. Many of ny
col l eagues and friends were still in the admnistration. So
| elicited fromthem as a price for ny accepting this scary
appoi nt ment - -

DR. JAMES: A coat rack

MR. MEHLE: -- and given the tine table, the
cooperation to put it all together under the gun, and | got
that. It was really quite wonderful to see how everybody
could work together in such a productive way.

And we brought this systemup, and it began to take

contributions fromfederal enployees in April of 1987. Now,
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that was with a systemthat was only partially built at the
tine.

W had to build it a piece at a tinme. W knew that
the first thing we would have to do was to take
contributions. W were not worried about | oans. W were not
worried about wthdrawals, because it was all new

The systemwas built for us by the National Finance
Center of the Departnent of Agriculture. It is not an agency
with which | had been famliar at the tinme, but | have becone
very famliar wwth it, because the National Finance Center,
fromthat time when it volunteered to do this work for us,
has been our record keeper and the devel oper of our system
ever since.

The National Finance Center is in New Ol eans,

Loui siana. All of our conmputers, all of our software, all of
our call center representatives, all of our operations
activities are in New Ol eans, Louisiana. Because the system
had to be built under the gun with such an exigent tine
table, it was not done exactly the way we woul d have done it
if we had had nore tinme to study and refl ect and consider a
variety of alternatives, but it was done.

Pi eces were added to it over tine. The nodul es
that would permt |oans, the nodul es that would permt
wthdrawal s. Indeed, the ability to make inter fund
transfers. W started out with one fund only by statute, the

G- Fund.
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Al'l of those things were added, and they were done
by the National Finance Center with the board staff. W are
very, very pleased about what they have done and what they
continue to do.

However, in 1996 the board concluded that it would
be appropriate to adopt a new system and the board, after
much study and reflection, produced a request for proposals
for the building of a new by the private sector.

It distributed these requests for proposals, and it
had a nunber of responses. Utimtely the board sel ected one
of the responses, one of the conpanies, and after
consi derably nore di scussion and eval uati on adopted the -- or
rather, selected the particular conpany that presented its
proposal. This is a conpany called Anerican Managenent
Syst ens.

For the next four years, that is to say from 1997,
when t he proposal was accepted, until 2001 and this |ast
nmont h, Ameri can Managenent Systens has been working on the
devel opnent of this new system It has not been, in the
board’ s view, done well or properly, and this is a matter of
record.

On July the 17'" the board terninated Anerican
Managenent Systens and brought suit against it in Federal
District Court, in the District of Colunmbia. Because it
appeared that American Managenent Systens i ndeed was not

going to be able to fulfill the latest of its commtnents to



t he board.

I n Decenber of 2000 the board sel ected a standby or
alternate contractor, in the event that it would be necessary
to term nate Anerican Managenent Systens. That conpany the
name of which is Matcom Ma-t-c-o-m and Subcontractors,
have been engaged by the board, in fact, to pick up where
Ameri can Managenent Systens left off; to devel op a new system
for us, which wll be centered around a so-called commerci al
off the shelf, COIS, record keeping package for 401K pl ans.

This COTS package wll be custom zed. This is the
j ob of Anmerican Managenent Systens initially. It is nowthe
job of Matcom It wll be custom zed to accommodate the
board’ s particul ar needs.

The COTS package is called Omi Plus. It is in
w despread use in the private sector as a 401K plan record
keepi ng software package. W expect that the Omi Pl us
package will be nodified for the board s needs and w ||
i ndeed be delivered to us as of the end of July of next year,
and we will replace the system which while it has served us
well, it is outnoded in certain respects. Particularly in
the respect of quick adaptability to changes.

So, that is the full story.

DR. JAMES: Yes. | didn't realize it was such a
conplicated story. | wonder if you could reflect on | essons
that could be | earned fromyour experience? You see, | don’t

think it is really just unique to this particular conpany and



your particul ar organi zati on, because many countries have had
probl ens when they have tried to institute record keepi ng
systens for their individuals accounts.

Oten it has taken longer, it has cost nore and so
forth. So | amjust wondering what kinds of generalizable
| essons we can |l earn fromyour experience. Do you have any
coment s?

MR. MEHLE: Well, there are a lot of issues
i nvol vi ng devel opnent of sophisticated software packages. |
don’t think you are asking about that.

DR JAMES: No.

MR. MEHLE: There are all kinds of project
managenent questions, priority questions, team devel opnent
guestions, all of which, I mght add, we have been deeply
i mrersed in.

And | personally conme froma background in a forner
life of fairly heavy project managenent. | suppose what |
would tell you is that to develop a record keeping system for
the Thrift Savings Plan was the biggest central chall enge
that we had, and | was very, very personally involved with
t he National Finance Center, in 1986 and thereafter, as were
many of ny col |l eagues.

They, that is the National Finance Center, had the
advant age of doing payroll for hundreds of thousands of
federal enployees, and there is a large payroll el enent of

what we do, because there are payroll deductions. That is
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how participants nmake their contributions.

This was a critical capability on the part of the
Nat i onal Finance Center, to say nothing of the incredible
dedi cation that they turned to on our job.

CO- CHAI RVAN PARSONS: W have got a few ot her
conmi ssi oners who want to ask sone questions.

MR MEHLE: | will go on forever until you stop ne.

CO- CHAI RVAN PARSONS: | was getting that
I npr essi on.

(Laughter.)

CO- CHAI RVAN PARSONS: | was getting that
i npression. John and then Sam So, Gerry, John and Sam
Cerry.

MR. PARSKY: | will try to make it very brief. Two
guestions that | have. One has to do with perhaps giving us
sone insight in terns of the -- what we can expect by way of
participation in a personal account, voluntary personal
account system should we decide to recommend that and it be
set up.

My under standi ng, fromyour testinony and
materials, is that there is a very high percentage of those
potential participants that have chosen the option of
participating in your plan. |s that right?

MR. MEHLE: That is right.

MR, PARSKY: Wuld that |ead you to believe that

should we create a system that -- create such an option



under the appropriate guidelines, that we could expect a high
percentage to participate?

MR MEHLE: | really don’t know. | can tell you
what influences the participation in the Thrift Savings Pl an,

but | have got no idea what m ght be expected in sone other

pl ans.

MR. PARSKY: Wiy don’t you just give a couple of
comments on that so that it may -- what influences that under
yours?

MR. MEHLE: The match is a very inportant
i nfluence. W have a match of five percent effectively
agai nst contributions of five percent. There is a one
percent automatic contribution that is nmade to every FERS
enpl oyee’ s account by his or her enploying agency. So that
is regardl ess of any contribution.

MR. PARSKY: Ckay.

MR. MEHLE: That is an automatic paynent for any
FERS enpl oyee. As soon as a FERS enpl oyee begins to
contribute fromhis or her own salary, a match kicks in. A
dollar for dollar match on the first three percent and 50
cents on the dollar for the next two percent.

So effectively, the individual can fetch as much as
four percentage points into the TSP account fromthe
enpl oyi ng agency. That is for the FERS enpl oyees.

As | said, the CSRS enpl oyees have no match. Their

participation rate is lower. It is 66 percent. The
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denogr aphi cs, however, of federal enployees, and in
particul ar CSRS enpl oyees, is that they are relatively ol der
and relatively nore highly paid. So trying to extrapol ate
our experience beyond is a job | can't do.

MR. PARSKY: The second question has to do with
educating those that participate wwth risk respect to the
risk that may cone fromparticipating in one or nore of these
accounts. There is a lot of conmentary that has come out
about how we don’t want to nove to a risky stock market
programin creating personal accounts.

What has been your experience or how have you gone
about -- first, how have you gone about educating the
potential participants that what they are provided, by way of
choice, is not that risky? And then second, what has been
t he experience?

You gave your 10-year returns. That at |east would
suggest to ne that the way in which you have crafted the
options has not elimnated all risk, but over a 10-year
peri od has produced positive returns. So, just a little bit
on the education, and then second, on your experience in
terms of how risk oriented this program may be.

MR. MEHLE: As far as information, we have a
central docunent. You could alnost think of it as a
prospectus, for those who are famliar wth the securities
market, and it is called the Summary of the Thrift Savings

Plans. This is it. This is our bible.
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It contains, for federal enployees, everything the
enpl oyee needs to know to nmake an infornmed choi ce about which

funds to contribute to, or indeed, whether to contribute at

al | .

There is a conplinent toit. It is this. It is a
much bi gger book. It is available on request to anyone
really. But presumably to federal enployees. It is called a

GQuide to TSP | nvest nents.

It has got nore detail in it about the now five
funds and their performance over tine, the risks associated
with them and the |ike.

We have a distribution mechani smthrough the
federal enploying agencies that sees to it that these kinds
of docunments get given to federal enployees. W also have a
website on which every publication that we offer in print is
avai l abl e el ectronically for downl oadi ng.

The further nmethods that we have of informng
federal enpl oyees about their choices, the risk associated
with the choices, are all ancillary. W have panphlets that
we Wil give out fromtine to time rem ndi ng peopl e about the
options and the |ike.

It is the plan sunmary and the Guide to TSP
| nvest nents, as a conplinent, but not a necessary conpli nent
toit, that does the job. As far as we are concerned we have
everything in there that a participant needs to know to make

a correct choice or an inforned.
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Every partici pant who nakes an investnent, a
contribution, to any of the funds except the G Fund, which is
the Treasury securities funds, nust acknow edge that he or
she understands the risks associated with investnent in those
f unds.

MR. PARSKY: Nice point.

MR. MEHLE: So we have a record acknow edgnent from
every individual that that person knows what the risk in
those funds are. That is to the question of how we | et
peopl e know what they can invest. And your other?

MR. PARSKY: The ot her was based on your experience
now, in comenting to this group that is now charged with
maki ng sonme reconmendati ons, how woul d you characterize the
risk profile based on your experience of giving these
options?

MR. MEHLE: | amnot sure | understand that
question. Do you nean are these fundanentally --

MR. PARSKY: Well, let nme phrase it a little
differently. Sone people have commented that in the past
year there has been a decline in the value of the 401K
assets, for instance, and that that should be a signal to
this group not to nove in the direction of offering those
al ternatives, because an alternative |ike your plan could
result in, over the appropriate period of tinme, the |oss of
all your noney.

From what you cited in your testinony, based on the
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experience -- at least the returns that you have achi eved,
there hasn’t been a loss in noney. |In fact, there has been a
significant return on that noney.

MR. MEHLE: That is right.

MR. PARSKY: And in part, based on the careful way
in which you crafted the options. The indexed approach, for
i nstance, gives diversity and other forns of confort.

MR, MEHLE: Well, let ne tell you that the index
funds were the first choice of Congress when we had the
statute enacted to adm nister in >86. The index fund was
built into the statute, into what becanme the CFund. It was
up to us to pick the index, and we did pick the S&P 500.

Li kew se, the S and | funds, which are the other
two equity funds, are index funds by statute. W did suggest
to Congress that they be index funds.

As far as any returns are concerned over any given
period of tinme, this is a very deep subject, but | think
everybody appreciates that students of this area,
commentators in this area, will say, in pieces that are well
witten and thoroughly researched, that the equity markets
over time do produce a better real return than do fixed
i ncone markets.

Now, whether you hit it at the wong tine or not is

a different question. Quite plainly, if sonebody |ast year
had gone in and out of the Thrift Savings Plan in the C Fund,

j oi ned the Federal Governnent and gotten out of the Federal



Governnent, that person would have presunmably had an
unsati sfactory experience as far as he was concerned, because
| ast year the equity fund | ost nine percent.

But one can study slices of tine and cone to
concl usi ons about the likelihood of the future replicating
the past, in terns of equity returns, but there are a host of

studies on this that | wouldn't pretend to try to summari ze

or paraphrase. This is not ny particular -- our particular
expertise. |I'’maware of these, and I think they are of
record.

CO- CHAI RVAN PARSONS:  John.

DR. COGAN. Roger, thanks for comng. | appreciate
it. Let me comrend you on the job you are doing.

It is one thing for the governnent to wite down,
on a piece of paper, a plan as big as this. It is another
thing to bring it to fruition, and you have done a very, very
good job it seens from ny perspective here.

| have two questions. The first has to do with
choi ce of fund managers. You choose one fund manager per
fund type. Have you consi dered expandi ng the nunber of
managers for a given type of fund so that you get nore
conpetition anong nmanagers to provide better service?

MR. MEHLE: Well, every fund manager sel ection that
we have -- and over the course of the existence of the agency
| think we have had -- it is either four -- | think it is

four, because we have three-year contracts with limted
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renewal options on the board’s part. They have all been
procured in conpetition.

Because these are index funds, there is no
performance conpetition so to speak.

DR COGAN: R ght. On the returns.

MR. MEHLE: A party is expected to denonstrate that
it can enul ate the index of choice well and with a so-called
smal | tracking error. So we are not | ooking for perfornmance,
ot her than good enul ati on of the index's perfornmance.

But every tinme we have had a sel ection through a
conpetitive process, we have put out an RFP again, and the
mar ket pl ace has responded.

DR. COGAN: Right.

MR. MEHLE: we have picked Barkl ey s @G obal
I nvestors in the nost recent round and before then because
their proposals have al ways been the best.

DR. COGAN: And do you envision, as the nunber of
partici pants grows, that you m ght run into problens of
di scuss-econom es of scale and so you m ght expand?

MR. MEHLE: No. Not at all. | don't think so.

Not an index fund.

DR. COGAN. So you are conpletely confortable with
one fund manager ?

MR. MEHLE: This is not |like the active portfolio
managenent where you hope you will pick a fund manager who is

really good and will stay good and that his track record wll



turn out to be just as good in the future as it was in the
past. W are not betting on individual stock pictures.

DR. COGAN: R ght. The second question relates to
the adm ni strative expenses, which are very |low for the fund
managers.

When t hi nki ng about applying this nodel to personal
Soci al Security accounts, we worry about the costs that m ght
be i nposed on enpl oyers and having a governnent as a central
col l ector of funds m ght be a way, sone people think, of
avoi di ng a burden on enpl oyers.

My first question is do you know how rmuch the
adm nistrative costs for the agencies are that have to
make -- have to have payroll systens and so forth to make the
deposits for the individual s?

MR MEHLE: No. | don't.

DR. COGAN:  You don’t?

MR. MEHLE: No. W have cooperation fromall of
the federal agencies. There are people working in the
payrol|l offices and the personnel offices who are our front
end, so to speak, but their costs are all borne by their
i ndi vi dual enpl oyi ng agencies. So we don't see them

DR. COGAN: R ght. Right. It does seemto ne that
if we take this nodel and apply it to Social Security, right
now Soci al Security -- well, the Treasury collects payrol
tax revenue in a bulk and doesn’'t identify any contributions

that an individual mght make until W2 forns are submtted



at the end of the year and then there is a reconciliation
period that takes place after that.

And so, when we think about applying this nodel to
a personal Social Security account proposal, we have to think
alittle bit about the changes in the contribution system
t hat enpl oyers have, otherwise we are |left wth a systemthat
sinply effectively makes the deposits for individuals and
credits those deposits to individual accounts a year after
t hose deposits are nade.

MR. MEHLE: |Is there a question there?

DR. COGAN:  Yes. Just comment on it. | mean, it
does seemto ne that we have got this problem where we seem
to say -- well, we say that the adm nistrative cost of this
systemis |low, and therefore, we say that, gee, all we have
to do is apply the same systemto inporters at |arge and the
community for personal Social Security accounts.

And yet, what we mss is that this current
system-- we don’t know what the costs to the agencies are
associ ated wi th nmaki ng deposits once a nonth.

MR. MEHLE: That is true.

DR. COGAN: Right?

MR. MEHLE: That is true.

DR COGAN: And it seens to ne that we should know
that if we are going to use this nodel for a personal Soci al
Security account proposal, because if we don’t, we are going

to end up with a systemwhere, in effect, we nmake deposits



once a year, as we do now in the Social Security system

MR. MEHLE: Well, we have a very inportant
statutory front end systemobligations on the part of the
enpl oyi ng agency to work with their enpl oyees; so that they
may contribute to their retirenent fund.

As a matter of fact, FERSA requires that each
enpl oyi ng agency have a retirenment counselor programthat it
run. It is part of FERSA, but it is an obligation on the
agencies, not on the Thrift Investnent Board.

DR. COGAN: Right.

MR. MEHLE: So your observation; that you would
want to know if you could or it could be known, what it costs
separately for an agency to do the work that it nust do to
get the information to its enpl oyees, your observation al ong
those lines, yes. | think it would be good to know that.
Whether that is inmmediately transferable to the private
sector, of course, is another question.

We have very sophisticated agencies that are the
front end. They are staffed wth people whose only job, in
sone instances, is to deal with the Thrift Savings Plan. O
the major job, the Thrift Savings Plan coordi nator.

Whet her such a person could be replicated in the
private sector in every enployer organi zation is another
guestion. Wether that is advisable is another question.
mean, there are all kinds of questions obviously.

CO CHAI RVAN PARSONS: | amgoing to ask each
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comm ssioner to limt hinself or herself to one question,
since we have lots of interest in the TSP, Roger. W have
got Sam and then Tim Bob Pozen and Gaen.

DR. JAMES: | have got a quickie.

MR. BEARD: My question is sinple. It is obvious
that we are considering private accounts as part of saving
Social Security, and people who don’t like that idea talk

about risk and they say that people don't nothing about

i nvesti ng.

Just, please, cooment. | nean, if you were to
advise us -- all federal government enployees are not
financial geniuses. |s this a roadblock for Apeople who

don’t know anyt hi ng about investing?@

MR, MEHLE: Well, to get the information to the
individual is a statutory obligation on our part, and what |
told you we do we feel fulfills the statutory obligation and
is practically effective as well.

So, fromour point of view, we have done what needs
to be done, both in terns of satisfying the law and in terns
of the practical requirenents.

As you can tell, we have a very integrated
organi zation. W have the rest of the United States
Governnent to be the front end of our programfor us.

Wt hout the enploying agencies we clearly could not do this.

MR. BEARD: Do you get a lot of conplaints fromthe

enpl oyees? We don’t know how to invest. Please keep us out?
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MR. MEHLE: No. Very, very seldom Perhaps we
woul d have had a |l ot nore conplaints if the market had been
negative 14 percent for 10 years instead of positive 14
percent. W are, after all, operating in a virtually
unparal | el ed environnent for the Thrift Savings Plan, and so
that is the only experience that we have.

MR. PARSKY: Just to interrupt for one second.
What 10-year period, going back, has every been m nus?

MR, MEHLE: No. | didn't say that there was one.
| said that if there were one, |’mnot sure everybody woul d
be cheering us as loudly as they do. But that is human
nat ure.

We are happy to get accol ades that we are doing a
great job. | frequently get accol ades. AwWat a wonderful
job you are doing. @ And | say thanks. But fundanentally, |
have nothing to do wth it. It is the nmarket that has done
this because these are not choices that are being nade by us
to pick stocks. They are index funds.

CO CHAI RVAN PARSONS:  Tim

MR. PENNY: You will soon begin enrolling the
Depart ment of Defense enpl oyees, which will nore than double
-- or could nore than double the nunber of participants in
your program

Can you talk just a bit about the steps you are
taking and the chall enges that you have encountered in

expanding the programto that degree.
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MR. MEHLE: There are about 2.7 mllion potenti al
enrollees in the Unifornmed Services, and that includes, Arny,
Navy, Air Force, Marine Corps, Coast Guard, public health
service and the National Oceanic and At nospheric
Adm nistration. That is not only those who are on active
duty, but it is also those who are nenbers of the Ready
Reserve

Fundanental | y, what we have done is, in cooperation
wi th the Departnent of Defense and the other cognizant
cabi net agenci es, devel oped an informati on and conmuni cati ons
programfor them and in particular, a plan sunmary like this
one, but for the Uniforned Services.

Their programis very nuch like that available to
civilians, but there are sone significant differences, and
thus, it is necessary to devel op a separate docunent. That
docunment will be distributed, before the enroll nent period,
or it should be, to every one of the 2.7 mllion potenti al
enrol | ees.

No one expects that every one of those people or
even the majority of those people at the beginning is going
to enroll. But the way we get to themis the way we get to
everybody. Through this docunent, which is the mlitary
corollary, the Unifornmed Services corollary. And, of course,
as | say, all of this is on the website.

The Departnent of Defense and the ot her cabi net

agencies are naking their own efforts because they do have an
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obligation on their owm to advise their -- all of the
mlitary personnel and Uniforned Services personnel what it
is that they can expect to enroll.

This enrollnment period will run from Cctober,
Cctober the 9'", to January the 31%' of next year.

Thereafter, there will be the sem annual enroll nent options
that are available to civilians as well.

When we got started in 1986/87, the enroll nent
initially in the first enroll nent period, as you m ght
expect, was not | arge because nobody knew anything about it.

The word of nouth was powerful thereafter and, of course,
t he performance of the funds was a strong i nducenent as well.

And we kept seeing every successive so-called open
season the enroll ment going up and up and up, and | think we
will see that as well with the Unifornmed Services.

CO CHAI RVAN PARSONS:  Bob

MR. PQZEN. Thank you. | want to congratul ate you
on your very |low adm nistrative expenses. | see the
adm ni strative expenses here between five basis points and
seven basis points per fund, with seven basis points neani ng
seven 100'" of one percent.

| have a little experience wth 401K plans, and a
| ot of the expense in the admnistrative side is related to
pl an | oans for people, in-service wthdrawal s and ot her
things that you performfor your participants, and these are

perfectly appropriate in a 401K at nosphere where people are



3¢

taking | oans out and are taking in-service wthdrawals.

| was wondering whether you had any estimate of
what portion of these expenses could be -- how much your
expenses coul d be reduced if you did not have to do enpl oyee
| oans and in-service wthdraws.

MR, MEHLE: No. No. W have had these prograns
fromthe beginning. W have never made any effort to do
that, and I think it would probably be virtually inpossible,
knowi ng what | know about the cost accounting systens that we
have. | can't tell you that.

The anopunt of noney that we pay for record keeping
services to the National Finance Center is about $50 to $60
mllion per year. Those expenses are strict record keeping
expenses. W have sone further expenses, our own. That is,
to say the expenses of the board. But no effort is managed
totry fight off costs and attribute themto one function or
anot her function or a third function.

MR. PQZEN. Most processors charge per |oan or per
in-service wwthdraw. You have no adm ni strative cost that
way ?

MR. MEHLE: No. W aren’t fee based. W are cost
based. So all of our costs for operations are distributed
progressively by account bal ance.

MR. PQZEN. Thank you

CO CHAI RVAN PARSON:  Gwen.

M5. KING Thank you, M. Chairman, and thank you



M. Mehle, for comng. You nentioned that many people
participate in the program because of the performance of the
pr ogr am

| will tell you that prior to ny retirenment from
t he Federal Governnent | was a Thrift saver, and ny incentive
did not cone fromthe informational packet | was provided.
That was one nore piece of information | didn't read. M
incentive was the one percent that you kept putting into ny
account .

And so, as | think about sonme of the work that we
are trying to do right now, | have a couple of questions. |
have a couple of very quick questions.

CO- CHAI RVAN PARSONS: She has what is called a
conpound questi on.

(Laughter.)

M5. KING The first is how often do enpl oyees get
a record of what is in their savings account? Do they see it
on an ongoi ng basis? And by way of portability, are they
able to close that account whenever they |eave the Federal
Government? O are they obliged to | eave that account i ntact
until they reach a certain retirenent age?

MR. MEHLE: W issue sem annual statenments for
bal ances. W issue quarterly statenments for those who have
| oans. We will be, under our new system issuing quarterly
statenments for account bal ances, which will include the |oan

accounti ng.



As far as the portability is concerned, when an
i ndi vi dual separates fromthe Federal Governnent, the
i ndi vidual may | eave the balance in the Thrift Savings Pl ans
up until the time he or she beconmes 70 and a hal f when, as
with all 401K bal ances, there nust begin a distribution under
I nternal Revenue -- under the Internal Revenue Code.

I f the individual doesn’t want to | eave the bal ance
on account, he or she nmay take it out in a nunber of
w t hdrawal nethods. Lunp sumis one. Mnthly paynents is
another. The bal ance nay be used to purchase an annuity.
When we have our new system next year, these wll be
permtted in conbination. Presently they are permtted only
singly.

Al so, the individual who takes a | unp sum or, under
certain circunstances, nonthly paynents, may ask the Thrift
Savings Plan to transfer the bal ance to an individual
retirenment account.

M5. KING Thank you very nuch

CO CHAI RVAN PARSONS: W have two nore questions of
this witness. Estelle and Mario.

DR. JAMES: This is just a very quick follow up
question to what John asked. John asked about the investnent
managers, and you nentioned that Barkley’s d obal |nvestnent
is the current manager and al so was the previous nmanager.

| amcurious if they have been the manager of the

i ndex fund all the way through, or have you had period



changes? The reason | amcurious is if we were to adopt this
kind of system for exanple, if we were to have only one
manager for each index fund, one question that arises is do
you basically have conpetition up front when the contract is
originally awarded and then does that additional w nner have
an advantage thereafter in maintaining the position of
manager .

So | am curious how the conpetitive bidding process
has worked every three years. And have you had a turnover of
i nvest ment managers? O has Barkley sinply been there from
t he begi nni ng.

MR. MEHLE: Barkley’'s has won ever conpetition that
t here has been, and we have conpeted it every tine a contract
has run out. The conpetition is primarily in terns of

managenent fees, because we are --

DR. JAMES: And tracking errors. Yes. | know It
is an index fund. | understand.
MR. MEHLE: So they have won every tine. | m ght

add that all of our procurenents are audited by the
Depart ment of Labor, but they have won each tine.

DR. JAMES: They also won for the new funds?

MR. MEHLE: They did. They are reaching very hard,
which is delightful. W have very aggressive conpetition,
and this is good for plan participants.

DR. JAMES: Thank you.

CO CHAI RVAN PARSONS: Ckay. Mari o.



MR. RODRIGUEZ: | just want to nmake sure
understand. These are owned by the individual. So that
makes you accountable to the individuals. So by doing this,
this would conpletely free you up fromany politica
i nfl uence what soever?

MR. MEHLE: That is the way that FERSA was
structured; is structured. W are fiduciaries, the highest
| egal duty known. W act only and always in the interest of
partici pants and beneficiaries. Wre we to act otherw se, we
woul d be liable for breach of fiduciary duty. It is a very
sober obligation that we all feel that we have.

MR, RCODRI GUEZ: Ckay. Thank you.

CO CHAI RVAN PARSONS: M. Mehle, as you can see,
your testinony sparked a fair anmount of interest and
guestions on the part of the comm ssion. W appreciate very
much you willingness to cone and spend sone tine with us, and
t hank you for being here and | congratul ate you on what is
obvi ously a highly successful and beneficial programfor
t hose who participate and those who work for all of us in
this United States Governnent. Thank you agai n.

MR. MEHLE: Thank you.

CO CHAI RVAN PARSONS: We were going to take a short
break, but we are not because we are running a little behind
time, and | suspect that our next speaker w || probably
provoke as many questions as our previous speaker did.

He is Janes WIf. Jimis the executive vice



presi dent of TIAA-CREF, the Teachers I nsurance and Annuity
Associ ation and the Coll ege Retirenment Equity Fund. It is
the world s largest private retirement system and it is
probably one of the world s oldest, certainly fromthe point
of view of managing a systemthat involves or enbodies the
notion of portability of benefits.

So, Jim thank you for being with us, and we | ook
forward to not only hearing to what you have to say, but
havi ng an opportunity to dialogue with you and ask you sone
guesti ons.

H STORI CAL EXPERI ENCE | N ADM NI STERI NG
PORTABLE PERSONAL ACCOUNTS
By Janmes Wl f

MR. WOLF: Thank you and good afternoon, Chairman
Par sons, Senator Moyni han and ot her nenbers of the
conmi ssi on.

Il amJimWwlf, and | amthe president of TIAA-CREF
Retirement Services. TIAA-CREF covers alnost three mllion
educators and retirees of 11,000 organi zations in a defined
contribution pension systemthat has evolved over the |ast 80
years.

TI AA- CREF' s current asset base of $280 billion
enables us to deliver quality adm nistrative service and
financial education, as well as to offer flexible retirenent
pay outs at a | ow cost because of our econom es of scale.

My comrents focus on TI AA-CREF' s experience in
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provi ding a successful, portable system | hope the

comm ssion finds our experience helpful as it considers a
simlar programfor individual accounts in Social Security on
a nuch | arger scale.

As a point of introduction, let me also state that
my organi zati on does not have a position in favor of or in
opposition to creating individual accounts.

Tl AA- CREF operates a national portable retirenent
systemthat offers a bundled array of retirenent plan
services, including account adm nistration, professional
asset managenent, financial education and distribution of
retirement benefits. In order to provide an adequate
pensi on, our enployer plan contributions typically equal 10
percent or nore of a participant’s conpensati on.

I n 2000 our average annual prem um was $5, 600.
Thus, TI AA-CREF accounts, which had an average bal ance of
$90, 000 at year end 2000, reach a |l evel that supports our
overal | costs.

The work place offers a convenient conduit to build
the retirenent savings for all Anericans, but over the years
pensi on plans have grown nore conplex. Enployees today are
actively involved in setting the course of their retirenent
security and al so have greatly expanded range of investnent
choi ces to choose from

For exanple, within Tl AA-CREF, the one

straightforward choi ce between TIAA' s fixed i ncome and CREF s



equity investnments now i nvolves 10 funds covering a range of
asset classes and i nvestnent objective. Because of this

| evel of choice and conpl exity, conprehensive financial
education is a nust today.

In defining contribution plans, the |ong-term
investnment result directly inpact the |evel of retirenent
inconme that the pension plan will generate. Thus,

TI AA-CREF' s founding charter established financial education
as an inportant part of our m ssion.

Today we use a variety of tools, techniques and
media to carry out this role. Qur publications include
stuffers, panphlets, newsletters and a full financi al
education library series. They cover topics such as
i nvestnment options, retirenment income needs and tax issues.
The May 2001 Participant that we sent to you is just one
exanpl e of our education publications.

Sem nars and i ndividual counseling by registered
representatives support these witten materials. In
addi tion, TIAA-CREF uses Internet technol ogy to deliver an
interactive tool box for financial education. As a result of
our diversified education efforts, our participants allocate
their funds in an appropriate manner, according to a recent
econom ¢ anal ysi s.

We have noticed that as participants are nore
i nvol ved and know edgeabl e about retirenment issues, they

demand nore quality service, spanning 24 hours a day, seven

4¢



days a week. A significant investnent in technol ogy
underlies the services that TIAA-CREF provides our custoners
by phone, on the Internet and in person.

Qur total call volune in 2000 was 6.4 mllion phone
calls, and at the sane tine the use of our website has surged
to 13 mllion visits. During 2000 the website' s interact
facility automatically handl ed over nine mllion account
i nqui ries and over 400,000 financial transactions.

To keep our participants better informed, we have
al so regularly revised our conputerized reporting systens.
For exanple, we recently revanped the annual benefit report
and altered its mailing schedule to coordinate with the
Social Security Adm nistration’s benefit statenent.

Provi di ng these kinds of services at | ow expenses,
we think, is very inportant. Qur |ow expenses insure that
nore noney works in our participants’ accounts to inprove
retirement benefits.

The asset fees reflect a different investnent in
adm ni strative expenses incurred to nmanage the funds
according to the account’s investnment objective. For
exanpl e, the total annual asset charges for the CREF noney
mar ket account is .34 percent or 34 basis points, while the
CREF gl obal equities account has a 46 basis point charge.

Part of these charges include approxi mtely 25
basis points to cover the cost of our adm nistrative

servi ces.
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Turning briefly to the distribution of retirenment
benefits, nore choice and flexibility at retirement has al so
added conplexity for retirees. Prior to 1989 Tl AA- CREF
required annuitization fromthe retirenent accounts used to
fund enpl oyer sponsored pension plans.

Since then, enployers can choose to allow | unp sum
pay outs at retirenent or termnation. The majority of
participants still decide to start an ongoi ng i ncome stream
however .

A recent survey of TIAA-CREF participants reveal ed
that this greater choice has caused a greater need for
advice. In fact, 84 percent of participants age 50 and over
want ed advice on retirenment decisions.

TIAA-CREF firmy believes that a lifetinme annuity
based upon a participant’s needs is appropriate for nost
people. An annuity will provide the nmaxi mum anount of
monthly income and still assure retirees that they will not
outlive their benefits. This protection is key to Tl AA-CREF
retirees with limted resources to neet their inconme needs.

People tend to underestimate their |ongevity, not
expecting to live 25 years or nore after the age of 65.
Retirees focused on preserving their principal may take too
little income and not neet |iving expenses. Conversely,
wi t hdrawi ng too nuch can deplete retirenent funds too soon.

We counsel retirees to nmake their decision in

accord with a nunber of fundamental principles, and let ne
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expand on just one, the inpact of inflation.

I n TI AA- CREF i ndi vidual accounts nenbers use

vari ous asset conbinations to help protect purchasing power.
Treasury, inflation, index, securities and real estate can
be a good hedge against rising prices. Wile equity accounts
could al so prove to be an excellent inflation hedge, that, as

we know, is not always the case. As an alternative, TIAA' S
graded benefit paynent nethod offers a nore stable way to

i ncrease income over tine.

In conclusion, it is clear that our nation's
retirenment incone policy is a challenging and conpl ex topic,
and the details are a very inportant part of the solution.
TIAA-CREF is willing to serve as a resource for the
comm ssion as you proceed to develop and create a final
report.

Thank you, and | | ook forward to your questions at
this point.

CO CHAI RVAN PARSONS: Thank you, Jim
M. Chairman.

CHAl RMVAN MOYNI HAN:  Yes. \What an extraordi nary
achi evenent. One of the other things. |Is there any end to
what the United States owes Andrew Carnegi e? Wen you think
about it, he began this in 1918.

Sir, we associate TIAA-CREF with col |l ege and
university teachers and admnistrators and so forth, but |

believe that your nenbership, if that is the term is nuch



wi der than you m ght at first understand.

MR. WOLF: Yes. Qur primary market has been higher
education. In fact, within that existing market only about a
third of our participants are faculty. The remainders are
adm nistrators or clerical help on canpus.

In addition to that, we also provide retirenments
services to hospitals and other non-profit research
institutions. So nmenbers of the hospital areas traditionally
have al so -- teaching hospitals especially have been
avai |l abl e for our services.

Roughly a year ago we nodified our charter to now
make governnment enpl oyees, primarily | ooking for an
opportunity within the Kto 12 nmarketplace, to be also
eligible for our products, and we al so have nade ot her
not-for-profit institutions eligible as well. So we have
made sone changes in the nost recent past to broaden that
mar ket .

CHAI RMVAN MOYNI HAN:  Thank you.

CO CHAI RVAN PARSONS: Questions? Bob

MR. POZEN: | amjust trying to get a little nore
informati on on the expenses here. You have expenses for
annuities and then you have expenses for nutual funds. Your
mut ual fund business is a relatively new business for you,
and | see that in your equity index fund your expense charge
is 26 basis points, but your assets are |ess than 100

mllion.



Two questions. Do you have a sense of what your

expense charge would be if your equity index on your nutual

funds were to -- |ike your other accounts neant |ike the CREF
account -- were to be one billion, two billion, three
billion? Do you have a sense of how nuch you could bring

t hose down?

MR WOLF: Yes. | would assune that we woul d have
the sane scale issues that | think we are all going to
westle with this afternoon and as you go forward, because
the size of accounts that we have in nutual funds are
relatively small. That business is relatively new

| don’t have the nunber off of the top of ny head,
but I would say, as we gain scale and as they becone nore and
nor e popul ar, those expenses should go down, as we have seen
on the retirenent side over the years.

MR, PQZEN. | nmean, would you think they could go
down to 15 or 10 basis points? |Is that the range?

MR WOLF: | would hesitate to guess, not know ng
t hat much about the nutual fund side of the house.

MR. PQZEN. The other thing is, again, you allow
loans in a lot of these prograns, |oans and in-service
w thdraws. Do you have a sense of how nuch | ess expense you
woul d have if you didn’'t have these prograns of |oans and
in-service withdraws? Do you have a sense of what portion
t hey are?

MR WOLF: | listened to that earlier question, and



| was wondering, when you asked ne, what ny response woul d be
at that point in tine.

MR. POZEN. Well, at least | am consistent.

MR. WOLF: That is right, and it is a good
questi on.

In reality, because we are a bundl e provider, we
don’t fine cut it that nuch. | can give you sone
generalities on other aspects of our retirenent plan. Loans
frankly, although they have becone nore popul ar recently, are
not a major part of our service demand, and | am not so sure,
if we cut that out right now, there would be a dramatic
i npact on reduci ng our expenses. Only because it is not a
big part of what we do.

MR. PQZEN. Thank you

CO CHAI RVAN PARSONS: Estelle.

DR. JAMES: | have a follow up question to Bob’'s
guestion, and also, | would then like to ask you one of the
sanme questions that | asked the TSP about investnent options.

But ny question about adm nistrative costs pertains
tothe little detail of tel ephone calls, because that is
anot her inportant expense item And | noticed, from | ooking
at your nunbers, that you have an average of one persona
t el ephone call per participant to a person and two automated
t el ephone calls per participant per year, according to your
witten docunent.

MR WOLF: Yes.



DR. JAMES: | amcurious -- and personal tel ephone
calls can add a ot to expenses. | amcurious if you know
how much of that is attributable to the annuity phase, that
is, the wthdraw phase, and how nmuch of that is attributable
to the investnent phase.

| am also a TIAA participant, TlIAA-CREF, and | have
made sone tel ephone calls recently, and they are all in
connection wth a possible wthdrawal phase. So | am curious
how you have all ocated sone of these joint expenses between
those two parts.

And when you finish that question, ny other
guestion has to do with the investnent options people have
chosen and how that has changed through tinme and how t hat may
di ffer between nmen and wonen and hi gh and | ow earners.

MR. WOLF: Ckay. Let ne start with the
adm ni strative costs and tel ephones. | did a quick kind of
back of the envel ope calculation to try to bring that down to
a participant kind of a level, and frankly, we think a phone
call costs us in the neighborhood of $10.00 per call.

Now, the great mpjority of our calls are about the
pay-in side of your retirement plan. |If you | ook at the fact
that we have over two mllion participants in the pay-in
stage, if you will, versus 400,000 on the payout side, that
kind of a ratio, you can see that that is perfectly
reasonabl e and under st andabl e.

| f an average phone call costs us about $10.00, if



| was to say how about a di scussion about your retirenent
options, which is a much nore conplex conversation -- in
fact, we send out a lot of information about what the options
are. W send out a lot of panphlets. W send out a |ot of
illustrations, we have web facilities, et cetera.

So when we get a phone call about retirenent
options, it is usually a pretty |long phone calls. Were our
average call mght be an 11 mnute kind of tinme frane today,
a retirenent phone call is nore like 35 to 45 m nutes.

So, taking that $10.00 an average call, | would say
for a retirement call you are nore in the nei ghborhood of
$35.00 to $45.00, and | don't think that is too far out of
whack with what the industry would probably zero in on.

Al t hough we are a very | ow cost provider.

DR. JAMES: And many of your phone calls are about
retirement issues, rather than about investnent issues?

MR WOLF: Well, | would say a great majority or
nore about the options in their current allocation setting
versus in retirenent.

DR. JAMES: | see. (Kkay.

MR. WOLF: Although, if you | ook at the
denographics, clearly we are going to start to get nore of
those retirenments phone calls. And that is why we are
spending a lot of tinme and effort and resources on those
facilities being available through the web. To m nim ze

t hose phone calls. Nunber one.



But preferably, when the individual calls about
retirement, they are nmuch nore infornmed about their options
and we can have a nmuch nore intelligent conversation to
mnimze the anount of tine it takes to neet their
obj ecti ves.

DR. JAMES: Ckay. Now, could you just briefly
summari ze the stock versus bond investnent choices, the
br eakdowns t hat peopl e have nade and how that has evol ved
through tine? And are there differences between the gender
and i ncone groups?

MR WOLF: Okay. Let nme give you kind of the
35,000 point of view of that as well.

DR JAMES:. Yes.

MR. WOLF: If you think about our conpany starting
in 1918 and your only option was really on the retirenent
fixed incone side, you get a sense that if we | ook at even
sone of our -- a big percentage of our pay-in people, it is
very heavily weighted for the older folks, in sone cases,
toward the TIAA fixed incone side of the house.

Now, having said that, I wll say since 1952, when
we had the initial CREF variable accounts, now al nost 70
percent of our participants have greater than 50 percent of
their premuns going to the equity side of the house. So it
is a very big percentage.

Il will tell you, anecdotally, that has shrunken a

little bit over the last six to nine nonths where equities
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has fallen back just a little bit and people are starting to
invest in sonme of other options, including inflation |ink
bond account and our real estate account. But still, the
equity side of the house is, by far, the biggest percentage.

| f you |l ook at male versus female, | don't think it
will be a surprise to find out that males are a little bit
nore aggressive on the equities than fenal es are.

DR. JAMES: And by inconme group, have you noticed
any differences?

MR. WOLF: By incone group the |lower inconmes are a
l[ittle bit nore conservative. A little bit nore
conservative. Although we woul d counsel the younger people
and, alnost by definition, the | ower incone people that they
should take a little bit nore of an equity view because of
the tinme horizon that they have. So we would counsel themto
do nore.

But | think -- if we |ook at sone of the | ow incone
groups that you are referring to specifically, | think you
woul d see they are a little bit nore conservative.

DR. JAMES: I ncludi ng younger people?

MR WOLF:  Yes.

CO CHAI RVAN PARSONS: Yes. People tend not to be
stupi d, but

M5. KING Just a very quick question. Wat
percentage of your participants are wonen and what percent

men? |s there a disproportionate nmenbership?

St



MR. WOLF: | don’t know off the top of my head.
Fifty-three percent fenale.

M5. KING Fifty-three percent fenmale

CO CHAI RVAN PARSONS:  Bob

MR. PQZEN. | notice that you have, in your
partici pant book, different allocations between equities,
real estate bonds, et cetera, for conservative, progressive,
et cetera.

| f you have participants who cone to you and say,
we are not sure what to do, we would |ike you to put together
for us an allocation, will you give theman allocation? WII
you do a lifestyle for themso that you can sort of help them
if they really feel they are a little at sea?

MR. WOLF: What we have tried to do is have these
sanpl e nodel s avail abl e and panphl ets and brochures, |ike we
have here. Mre inportantly, we have web facilities that
wi Il enable an individual to go through and respond to a
certain nunber of questions and determ ne whether they are
conservative, noderately conservative, noderately aggressive
or aggressive.

And by doing that, the person can get a real sense
of playing wwth it; what does it do to the specific
al l ocations that we woul d recomrend.

You may know that we do not have lifestyle
i nvestment options avail able through TI AA-CREF. But, in

effect, sone of what we are tal king about is lifestyle
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oriented, where earlier in the ganme they should be a little
nore aggressive on equities and at the later stages they
should start to get a little bit nore conservative. W make
t hat apparent when | ooking at the web facilities that we
have.

CO CHAI RVAN PARSONS: Sam

MR. BEARD: | have two quick questions. One thing
is you recomrend that people, when they retire, consider an
annuity. People who are against the idea of private accounts
| ay out charges on the table; that when the private sector
annuitizes noney -- and they use wonderful words |ike they
rip off 20 percent. So | amwondering. Do you rip off 20
percent ?

(Laughter.)

MR WOLF: No. | think we have a reputation of
being a | ow cost provider because we are. In fact, if --

MR. BEARD: That is a question of advice to us. |If
one of our options is to set up private accounts and one of
our options is annuity, what m ght the eventual cost of
annuity -- let’s say soneone builds up and they have a
portfolio of $200,000 and now they choose an annuity. Wat
happens?

MR. WOLF: The ongoing payout is a very sinple,

i nexpensive, if you will, approach at paying an annuity over
the rest of their lifetinme. Those investnents are being

tracked. They still get ongoing, you know, interest building
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up. You can | ook at what the typical expenses are.

But paying out annuity is not a big part of the
equation. \What exactly that would be, conpared to several
ot her options, | don't have off of the top of ny head. But
it is not because that is what we are designed to do.

MR. BEARD: So it shouldn’t exorbitant fees?

MR WOLF: | would say it should not be exorbitant.

MR. BEARD: The next question is -- when | read
your stuff, it is wonderful. You have 500,000 retirees and
they are setting aside an average of $5,600 a year.

If I ama $30,000 worker, and | set aside 10
percent a year, that is $3,000 a year, and | start at the
wor kf orce at age 20 and | do that for 45 years, how much
money do | accumulate in an account that | would owmn? | know
there is no way absolutely of saying that.

MR WOLF: Yes.

MR. BEARD: But is there any rule of thunb or
nodel s that you have?

MR. WOLF: Yes. The nodels that we typically refer
to, if we were starting today and tal king with an individual,
we woul d say they woul d probably | ook at sonmething in the
nei ghbor hood of 40 to 45 percent of incone replacenent at
retirement time |ooking at annuity.

And that is with assunptions |ike you are starting
at about 30 years old, you are getting five percent salary

i ncreases and you are getting a return on your investnent.



Roughly in the seven percent range.

And we would say that by the tine you retire, you
are probably replacing sonething in the 40 to 45 percent of
your then sal ary.

MR. BEARD: So the day before | retire, about how
much nmoney am | to have in ny account? What could a $30, 000
-- assume an average.

MR WOLF: Well, | would have to do the
calculations starting fromthe start to go out there, and the
vari abl es you can change all along the way to cone up with a
totally different nunber based on salary increases and what
you use as your assunptions.

But right now, our average retiree has $90,000 in
their account. And, in fact, if we | ook backwards and find
out, over the last 30 years, that people have worked at age
65 our retirees now are replacing 80 percent of their current
salaries. And that is a dramatic change and it is a
function, as was heard earlier, of the stock market over the
past 20 years.

CO CHAI RVAN PARSONS: Let nme ask a question. It is
sort of crude and maybe even dunb, but it does strike ne that
Tl AA- CREF has been around, as you say, since 1918. You have,
that time, had mllion of participants cone through the
system You have been in existence through all the cycles,

t hrough the G eat Depression, through the recessions of the

>60s and >70s.



To your know edge, has any participant in Tl AA-CREF
ever lost all of his noney?

MR, WOLF: To ny know edge? No. One of the
reasons is we try to have a very bal anced, small nunber of
i nvestment choices on the equity side that, hopefully, limts
t hat exposure. And, of course, the TIAA side of the house is
a fixed return, and we have other fixed returns that people
al so invest in.

And to ny know edge, that is alnost inpossible to
have happen. Even in that tine frame that you are tal king
about .

| f you | ooked at CREF, and CREF has been around
since 1952, since inception that has returned over 11
percent. In the last 10 years it is over 12.4 percent. So,
even with all of the ups and downs, since 1952 CREF s classic
stock fund is returning over a 12-percent return, and that is
pretty good.

CO CHAI RVAN PARSONS: | understand that. | used to
be a trustee of TI AA- CREF.

MR. WOLF: | understand that. Yes.

CO CHAI RVAN PARSONS: But | amjust trying to, at
sone conceptual |evel, understand and get your sense of how
much ri sk do these kinds of prograns actually entail. And |
woul d agree with you. | don’t know how it woul d be possi bl e,
given the structure of TIAA-CREF, for sonebody to literally

| ose all of their noney.



Do you have any sense or can you give us any
approxi mati on of the percentage of those mllions of people
who have partici pated over those 80-plus years how many
peopl e woul d have actually | ost noney?

MR WOLF: Of the top of ny head I don’t know.

We coul d nmaybe do sone cal culations for you and get back to
you. But the market has cone up and down.

| would say, if you started today and put 100
percent in equities and that particular equity investnent
didn’t return anything positive for the next 30 years, yes,
you could be in trouble. But what is the |ikelihood? So..

CO- CHAI RVAN PARSONS: | realize one can only
t heori ze anything. But you have got, as | say, 80-plus years
of experience over mllions of participants. So | would have
sonme confidence in the sort of statistical validity of your
experi ence.

So if you mght -- and | realize this is putting a
l[ittle bit of a burden on your colleagues. But if you m ght,
just go back and see if over that span of history you can

gi ve us sone quantification of how many people actually | ost

money. | would think the percentage woul d be sonme fraction
of one percent, if at all. But | would be interested to
know.

MR WOLF: We will do the analysis and get back to
you.

CO- CHAI RMAN PARSONS: | would be interested to



know. Thank you.

MR. WOLF: But we are really talking a long-term
horizon. That is the positive things we have working for us.

CO- CHAI RVAN PARSONS: | under st and

MR. WOLF: | nean, any particular short period of
time you could have a harsh view of the world, but it is not
your --

CO- CHAI RVAN PARSONS: | am not tal ki ng about over
an artificial period. | amtalking about a real person with
a real account who had a real experience.

MR WOLF: We would be happy to do that.

CO CHAI RVAN PARSONS:  Gaen.

M5. KING Just one final quick question for ne.
You nentioned $10.00 a phone call, and that nunber intrigues
me. | don't really know how nuch or if we have costed it
out. Steve Gauss is going, please, don't let her finger ne
her e.

| don’t know if we have costed out what phone cal
costs at Social Security, but it would be interesting to do
the conparison there. But ny assunption is that you have
peopl e answering those phones who are very well inforned and
who have a breadth of know edge across the nunber of areas
just in case the question cones in and they have to handl e
it.

What about foreign | anguage operators? Do you do

that too with your telephones? Do you have peopl e who speak
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di fferent | anguages?

MR. WOLF: Because we are primarily donmestic, we do
have Spanish, but we don’t have a w de breadth of other
avai |l abl e | anguages currently on the phone right now. But we
can deal with Spanish requests and we will be, in fact,
bui l ding that capacity up even nore so over the near term
But we are basically donmestic. So we try to stay with
Engl i sh and Spanish at this point.

M5. KING | was just in Chicago | ast week, and the
Soci al Security Adm nistration people out there are dealing
W th donmestic issues as well. B ut in that one area of
Chi cago they have sonme 15 | anguages of people who are in the
country and working and that they are trying to handle.

| just wonder if that conplicates the anmount of
nmoney per tel ephone call that we would have to | ook at. But
so many of our Americans, as you know, are speaking a |ot of
different | anguages these days. So it is just a question
wanted to get checked with you.

CO CHAI RVAN PARSONS:  Bob.

MR. PQZEN. Just a point of clarification. | am
sure Tl AA-CREF has the sane position as nost financial
servi ces providers.

Wth the rise of the Internet and aut omated phone
calls, including Natural Voice, nore and nore of the
inquiries are handl ed extrenely cheaply, at the 50 cents

range, by these sorts of automated inquiry systens and the



web, which is very good.

That has led to the sonmewhat ironic and anonal ous
result; that when people actually call, they call because
they have a very conplicated question, because nost of their
guestions, account bal ances, you know, various rules, et
cetera, are taken care of; so that the $10. 00 per phone cal
has to be viewed in that context. You sort of say what is
your overall service cost.

Most of the service cost for custoners are very,
very | ow because nost of the inquiries can be handled in
t hese automated or net procedures. But then, if sonebody
can’t be satisfied with that, then they m ght have a very
conplicated retirement planning question or sonmething |ike
t hat .

MR WOLF: | think that is a valid point when it
cones to the retirenent questions. But we still have a big
cohort that likes to talk to a real person, and that
transition is going on.

But clearly, the web, clearly automated tel ephone
facilities and what you can do with a cell phone these days
can answer a | ot of those questions.

MR. PQZEN. And Natural Voice, which is com ng.

MR. WOLF: Natural Voice is also a valid one.

M5. KING So you are saying your average tel ephone
cost is $10.00?

MR WOLF: Yes.
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DR. JAMES: Wth a person, not because --

MR. WOLF: Wth a person.

DR. JAMES: Two out of three tel ephone calls are
automat ed, according to his docunent. One out of three is
with a person, and that is the $10.00 one. Right?

MR WOLF: And that basically is including the cost
of the person who is responding. You know, their salary,
their benefits, their training expenses. It is not including
the cost of the building and sonme of the infrastructure
behind it. It is really zeroed on the person, which is 60 to
70 percent of the expense anyway.

CO CHAI RVAN PARSONS:  John.

DR. COGAN. You nentioned that you don’t have a
lifestyle fund, which is, | take it, a fund that | invest
nore heavily in stocks at the early ages and then later on
nore heavily in fixed inconme securities. Had you considered
it and rejected it? |If so, why?

MR. WOLF: No. We have considered it. It is
sonething that we would like to do. What we have right now
enabl es you to do that yourself. It is just not one that you
point to and say that is the one | want. | amretiring in 20
or 30; give ne this particular fund.

We can do it now It is not that difficult to do.

It is very sinple. W have all of the investnent accounts
t hat woul d be necessary to do it. It is just we have been

spendi ng our resources on sone new and exciting different



t hi ngs than doing that automatically, to sone degree, for our
new or existing participants.

DR. COGAN: Do you inpose restrictions on shifting
nmoney between funds? Bond funds to stock funds?

MR, WOLF:  No.

DR. COGAN:  None?

MR, WOLF: No. Not between the equity funds.

DR. COGAN: Between TIAA and let’s say --

MR. WOLF: Right. But there is between the TIAA
and the equity funds. Yes. There are restrictions there
because what we try to do in TIAAis long-terminvesting. So
we give you the opportunity to earn nore in the TIAA
guar ant eed si de of the house.

But as a result of that, you have sone |imtations
that are there versus an equity side.

DR. JAMES: Wuld you describe the imtations just
so we all know what they are?

MR. WOLF: Yes. Because we are |looking to offer a
better return on TIAA we typically invest in long-termtype
investnments that are not particularly liquid. So, should you
want those long-termreturns, you have to give up sonme anount
of liquidity as well in order to get that higher return, and
that is not an unusual function in the financial services
mar ket pl ace.

What we enable you to do on the pay-in side,

however, is to transfer out of the TIAA side to our equity
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accounts over a 10-year period of tine.

DR. JAMES: So the balance gets transferred out
gradual ly over 10 years rather than i medi atel y?

MR, WOLF: That is correct. It is spread over a
10-year period of tine, and the objective is not penalize the
people that are still in TIAA that are | ooking for that
better return over the longer period of time. So it is to
bal ance the return versus the flexibility.

CO CHAI RVAN PARSONS: Okay. W have got tinme for
one nore question, if there is one.

(No response.)

CO CHAI RVAN PARSONS:  If not, --

CHAl RVAN MOYNI HAN: M. Chairman, can | just say
that if it wasn’t for TIAA-CREF, | mght just now be getting
out of jail. After the 1988 election | owed the Anmerican
Express Credit Card $23,000, and | didn’t have a dine.
Sonebody suggested why don’t you just call up --

CO CHAI RVAN PARSONS: Call Jim

CHAl RVAN MOYNI HAN: My God. They do things for ne.
| nean, | got the $23,000 the next day, and | was a free nman.

| could wal k around without fear. They erased this and they
erased that, and they couldn’t have been nore generous. And,
t hank you.
(Laughter.)
MR. WOLF: | amglad we could hel p, Senator.

CO CHAI RVAN PARSONS: Wl |, thank you very nuch. |
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do think it is an exenplar for all of us, in terms of -- we
haven't really tal ked about portability and the advantage
that comes from being able to nove from enpl oyer to enpl oyer

CHAI RVAN MOYNI HAN: It changed hi gher education in
the United States.

CO CHAI RVAN PARSONS: Right. Wthout having to
worry about whet her your pension gets term nated or truncated
or lost or stolen or spindled and nutilated. | nean, those
aspects of the program It has been a real |eader and a
beacon, and | think that you have nmuch to teach as we go down
t he road here.

And | would be very interested in |ooking at sone
of the results that we tal ked about before, in ternms of how
people, in fact, have fared, and therefore, what the risk is.

We thank you for comng. | appreciate your
testinony and your willingness to answer our questions.
Thanks a | ot.

MR. WOLF: Thank you.

DI SCUSSI ON OF PUBLI C HEARI NGS

CO CHAI RVAN PARSONS: COkay. W are going to, |
t hi nk, press on, as opposed to taking a little break, because
we don’t have all that nmuch to do. | amgoing to, in a
mnute, call on ny fellow conm ssioners to see if anybody has
any wrap up coments they want to share with their fell ow
commi ssioners or with this audi ence.

| would say this: W have tal ked about it before,



but just so that it is a matter of public record, the

conmi ssion’ s next phase would be to nove into public
hearings. W have scheduled all day hearings in San Di ego on
the 6'" of Septenber and another hearing on the 215 of
Septenber in Cncinnati, Ohio.

We asked last tinme for people to submt requests to
appear and sone synopsis of their testinony. W are working
with staff now to sort of go through that to sort of create
as broad a range and as bal anced a range of input as we can.

We are | ooking forward to hearing fromthe public and
various interest groups and constituencies on those dates and
in those hearings.

And the door hasn’t closed yet. So anyone who is
still out there who thinks they mght like to testify before
the comm ssion, if you would be in touch with us, we wll see
if we can’t squeeze you into one of those two hearings.

Having said that, M. Chairman, | have nothing
further to contribute. But | do think I will just sw ng
around the table and see if any of our fell ow comm ssioners
do.

CHAI RVAN MOYNI HAN:  Mario is down there. Cone on
down.

CO CHAI RVAN PARSONS:  Now, you shouldn't fee
conpelled to speak. But if you do, this is your nonent.

MR. RODRIGUEZ: This is ny nmonent. | just think

that we have listened to today was very interesting, and |
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was very inpressed to see all the nunbers that they showed us
on the return on the investnent. And | amreally | ooking
forward to the Septenber 6'" hearing in San Di ego, because |
think it is really inportant that we hear what the general
public has to say because it is very inportant to us.

CO CHAI RVAN PARSONS: Tom

DR. SAVING Well, | have a -- | think this has
been very interesting in giving us a feel for what two very
broadly based investnent funds are |ike and what the
adm ni strative costs are, and it is consistent with the other
materials that we have had that have conme to our attention
and hopefully, in the public hearing will cone further to our
attention.

That is, what the relatively | ow adm nistrative
costs that very broadly based, neaning very |arge
participation funds, can have, in contrast to the |evel of
adm ni strative costs that have been brought out by
i ndi vi dual s who appear not to be in favor of any kind of a
systemlike this.

CO- CHAI RVAN PARSONS: Roberto.

MR, POZEN. Well, | just want to nention that the
Congr essi onal Research Service has conme out with this report
over the last few days in which they eval uate various
approaches to Social Security, and | was concerned that this
has been reported by sonme people in the nedia as suggesting

t hat sonmehow reformis problematic
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But | think to the contrary, that this report show
that if we do nothing, that there will be a 32 percent
benefit cut, according to this report. And that shows that
if various other things are done, various reform neasures,
one of them being sone sort of personal account, that then
there is a possibility of a nodest benefit cut, such as five
or 10 percent.

But there is actually a possibility that overal
the total will be positive. So | think that | just wanted to
enphasi ze that people should take a |l ook at this report.

And instead of saying, well, even if various
reforns are done, there still mght be a little in the way of
benefit cut to realize that the do nothing plan involves a
benefit cut of 32 percent in the out years and that while
none of these approaches, including personal accounts, are
panacea or perfect, they do involve a nuch better deal for

peopl e, nmeani ng nuch | ower cuts and possi bly sonme positive

returns.

CO- CHAI RVAN PARSONS:  John.

DR. COGAN: Let ne just echo what Tomsaid. W
shoul d keep our eye on the ball it seens, and the ball is the

return val ue that personal accounts can provide. Yes,

adm ni strative cost are inportant, but from what we have
heard today there are ways of structuring the systemso the
adm ni strative costs are just very, very small fraction of

the returns that the system can generate.



CO CHAI RVAN PARSONS: Ms. Onen.

M5. KING | thought, M. Chairman, that today’s
session was very useful. As you know, | have been focused
quite a good deal on communicating with the public and maki ng
sure that we give participants sufficient information about
t hese plans so that they will know what it is that they are
doing with their noney, and | think the testinony today has
been very hel pful in pointing out that comrunication and
public information is a very inportant part of any plan.

And | woul d hope that going forward we woul d keep
that in mnd, because it is going to be very, very inportant
for people who are investing and who are putting these
accounts together to know exactly what the inpact is for them
in the future.

CO CHAI RVAN PARSONS: W are going to go, | guess,
down to the other end. Sam

MR. BEARD: One of the things | would like to cede
my tinme basically to Senator Mynihan. One of the issues
that has conme up is if you talk about trying to save Soci al
Security and one option is to add funded accounts, sone
peopl e characterize this as a brand new, shocking or even
radi cal idea.

And | know that from nmy perspective -- | have been
working in this now for 10 years. President dinton’s Social
Security Advisory Council, in 1994 and 1996, all nenbers, al

menbers of that said we need to x-ray the return fromthe
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private sector.

So the choice was not whether to invest in the
private sector or not. The choice was do we want the Federal
Government to invest many trillions of dollars, and one third
of the menmbers of that conm ssion favored that.

And the other two thirds said | don’t think the
i dea of the Federal Governnent investing many trillions of
dollars is good. Let’s have peopl e have individual accounts.

| am paying nmy noney to Social Security. Let a part of ny
nmoney go into an account which | own.

And, Senator, what | would refer back to you is you
had nmentioned to nme that President Roosevelt, going all the
way back to the 1930s, had tal ked about a systemof this
nature. Can you coment on that?

CO- CHAI RVAN PARSONS: Exactly how rmuch of your tine
did you cede?

(Laughter.)

MR. BEARD: My intentions were better than reality.

CHAl RVAN MOYNI HAN:  Wel |, actually it is in our
book, today’'s book, at tab three. It is the nessage to
Congress on Social Security, January 17, 1935, a few weeks
after the Commttee on Econom c Security, headed by Francis
Perkins, had reported to him

And President Roosevelt states, AAt this tinme |
recommend the follow ng types of legislation | ooking to

econom c security: @ One, unenpl oynent conpensation. And



that canme first in 1935 obviously.

Two, old age benefits, including conpulsory and
voluntary annuities. On the next page he says, and | am not
goi ng through the details of this, voluntary, contributory
annuities by which individual initiative can increase the
annual amounts received in old age. It is proposed that the
Federal Governnment assune one half of the cost of the old age
pension plan, which ought ultimately to be suppl anted by
sel f-supporting annuity plans.

| nmean, this is present at the creation. W have
not brought in sonme nonstrous proposal for letting \Wall
Street rip off the Anericans. For what it is worth, if |
could just use ny mnute that is left, --

CO- CHAI RVAN PARSONS: Now you are on your own tinmne.

CHAI RVAN MOYNITHAN: My own tine. To tell the other
panel that we had a good neeting this norning with the
Treasury Departnment officials. In the last adm nistration,
in 1997 and 1998, they did a very great deal of work at the
request of the Wiite House on how you m ght create personal
savi ngs accounts in the Social Security System

There were two options that they presented. They
are going to send themover to us, and then they are going to
do sone nore work for us. They couldn’t have been nore
cooperative, and we are very, very grateful to them

CO- CHAI RVAN PARSONS: Thank you. Estelle.

DR. JAMES: | would just like to conmment on a



couple of things that | took away fromthe session today.

| think it is interesting that the two
organi zati ons that were represented are serving groups that
are often thought to be quite risk averse and conservative in
their investnments. That is, governnent enpl oyees and col |l ege
pr of essors.

Yet these two groups took full advantage of the
opportunity to invest in individual accounts when they were
given that option, and in particular, the opportunity to
invest in equities. W see that nore than half of the noney
is going into equities and this has increased over tine.

These organi zati ons both have adopted neasures that
reduce the risk attached to equity investnment so people are
able to invest in equities and earn the higher return at a
contained sort of risk, and al so, they have undertaken
measures to keep adm nistrative costs | ow

| think there are three neasures that they have
undertaken that we should think about seriously. One is
[imted i nvestnent options. There are choices, but there are
not an infinite nunber of choices. There are five to 10
choi ces in each case.

Secondl y, each of these choices requires broad
diversification, because ultimtely broad diversification is
t he best protection against risk.

And third, there is a heavy enphasis on index funds

or quasi index funds, a |large enphasis on having all or a
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| arge proportion of the portfolio indexed, which keeps
adm ni strative costs | ow

So | think we should think about these three design
features, limted choice, |large diversification and use of
i ndex funds, as neasures that will enable the workers of a
country to invest in equities, earn the equity premum while
keepi ng costs and risks under control.

CO CHAI RVAN PARSONS:  Fi del .

MR, VARGAS. Well, first of all, I just want to say
that today was a feeling of work begi nning, because now I
think we are beginning to tal k about the specifics of what we
m ght consider in terns of meking any specific
reconmendat i ons.

And from ny personal perspective, | am beginning
now to really |look at the specifics of the proposals, and
nmore specifically for ne to look at. And we have tal ked
about this before: strengthening Social Security and having
t he recommendati ons that we nake really continuing the true
spirit of what Social Security was initially intending to do.

And | know there has been sone nention of the
progressivity of the system being threatened, and I, for one,
want to do everything that | can in terns of |ooking at those
proposal s to make sure that that is naintained.

So, | amthankful for today, and | think we had a
producti ve session.

CO- CHAI RVAN PARSONS:  Tim



MR. PENNY: | was going to highlight the same point
that M. Beard and Senator Myni han stressed. So | guess |
woul d ask the Chairman that | can put ny allotted tine in
sonme sort of trust fund and retrieve it with conpound
interest at a future comm ssion neeting.

CO CHAI RMAN PARSONS: That is right. | owe you

(Laughter.)

DR. COGAN: A penny for the | ock box.

CO CHAI RVAN PARSONS: Let ne just wite you an | QU

Thank you.

| will say two things, because we did have two
di fferent panels this norning, one of which Senator Myni han
| ed, which focused on | earning nore about the adm nistrative
side, and one which | chaired, which focused on sone of the
alternative to assure fiscal stability over tine. It was
i nformative.

We are trying to get our arns around what are the
various |l evers and knobs and dials that one can turn, pull
and push to hopefully do what Bob Pozen tal ked about;
strengthen the system and create sense of confidence in the
system by nmaking it -- by restructuring the way that it is
sust ai nabl e, which the current systemisn’t over tineg,

W t hout inpacting or reducing benefits and maybe creating an
opportunity for Americans to create wealth for thensel ves,
and it is on that last point that | think today’s session was

nost hel pful.

7



7!

It does strike ne that the TI AA-CREF nodel in
particul ar has sonme real |essons for us. | nean, the
comm ssion itself has been accused, even though we put out an
interimreport that had no reconmmendati ons, of trying to
scarenonger and alarmthe Anmerican peopl e.

One of the argunents that one hears all the tine is
we can’t trust people to manage private accounts. They w ||
sonehow fritter their noney away and the governnent wll have
to come in, at the end of the day, and step in to save them

And | think that the TIAA-CREF nodel suggests, quite
powerfully, the exact opposite; that mllions of people over
ei ght decades or nore -- and not just college professors,
Estelle, but clerks grounds keepers and all people,
adm nistrators at coll eges, have been exposed to the
opportunity to sort of manage funds in the marketpl ace for
t hensel ves, properly structured and carefully adm nistered in
a way that it appears that not one of them has | ost
ever yt hi ng.

And | amgoing to bet, when the results of that
study cones in, we are going to find that very few, if any of
them have | ost noney agai nst what they have put in.

| nmean, | think you will find that for those
mllions of people this was a way to create sonething of a
nest egg for thenselves and their heirs, and | think that is
part of what we are about. So | was very encouraged to hear

t hat .



| ook forward to our public hearings, and we w ||
soldier on. So, if there is nothing else, thank you all for
your attendance, and we | ook forward to seeing sonme of you in
San Di ego.

(Appl ause.)

CHAI RMAN MOYNI HAN: O Gincinnati .

(Whereupon, at 3:11 p.m, the hearing was

concl uded.)
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