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TIAA-CREF Overview: For the Greater Good

Over 90 years of helping plan sponsors in the government, academic, medical,
cultural and research fields provide their employees with adequate and secure
income during in retirement. Formed in 1918 by the Carnegie Foundation
$402.4 billion in total retirement assets under management*

More than 3 million participants in more than 23,000 plans at more than 15,000
public and private not-for-profit clients

500,000 participants received lifetime annuity income in 2008

Our Insurance Company Affiliate TIAA has the highest possible ratings from all
leading insurance company ratings agencies: A.M. Best Co., Fitch, Moody’s
Investors Service, and Standard & Poor’s **

* As of 9/30/2009
** Aaa by Moody's (as of 10/09); AAA by Fitch Ratings (as of 6/09); AAA by Standard & Poor's (as of 6/09); and A++ by A.M. Best Company (as
0f12/09). These ratings are for TIAA as an insurance company and do not apply to variable annuities, mutual funds or any other product or

service not fully backed by the claims-paying ability of TIAA. Ratings are subject to change. There is no guarantee that current ratings will be
@aintained
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= Overview of national landscape for state and local
government public pension benefits

» What states are doing

= Our point of view
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National Perspective:
States’ Finances in Crisis

» Devastating recession
» Decreasing revenue
* [ncreasing costs

= Education
= Health and Welfare
= Pensions

= | everaged finances

* Source: CBPP: RECESSION CONTINUES TO BATTER STATE BUDGETS; STATE RESPONSES COULD SLOW RECOVERY
- Elizabeth McNichol and Nicholas Johnson, October 20, 2009
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National Perspective:
Public Finances Will Drive the Discussion

» Revenues for governments are in poor shape with
no immediate light at the end of the tunnel

= Center on Budget Policy and Priorities reports*:

= 48 State Budgets have a combined gaps of $350 billion for 2010
and 2011

» Federal assistance will likely end before budget gap problems
abate

= Only two states — Montana and North Dakota - are not reporting
budget gaps for 2010

* Source: CBPP: RECESSION CONTINUES TO BATTER STATE BUDGETS; STATE RESPONSES COULD SLOW RECOVERY
- Elizabeth McNichol and Nicholas Johnson, October 20, 2009
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National Perspective:
And It Won't Get Better Soon

How Bad Will It Get?

Total state budget shortfall in each fiscal year, in billions

I Last recession |

2002 2003 2004 2005 // 2009 2010 2011

* Source: CBPP: RECESSION CONTINUES TO BATTER STATE BUDGETS; STATE RESPONSES COULD SLOW RECOVERY
- Elizabeth McNichol and Nicholas Johnson, October 20, 2009
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National Perspective:
Why Public Pensions Costs Are Increasing

= Market losses
= 2001-2002 Post 9-11 recession
= 2008- 2009 Great Recession

* Traditional long-term pension investment risk controls were
overwhelmed by non-diversifiable risks
» Financial systemic risk (e.g., subprime crisis)
= Political instability
= Global security/terrorism

» Most asset categories Global stocks, real estate, private equity
and commodities did not hold value during the market downturn

» Finding non-correlated assets was hard - exceptions were cash,
government bonds and precious metals
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National Perspective:
Why Public Pensions Costs Are Increasing
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National Perspective:
Why Public Pensions Costs Are Increasing

» Delayed funding
» Cost volatility magnified by size of pension liabilities

» Even moderate market losses are large compared to tax base
» Unfunded benefit improvements

= Excessive and pension benefit manipulations are not significant
components of the problem
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National Perspective:
The Result

= “Soft” pension debt is starting to act and feel like
“hard” debt obligations
= Can’t push the pain into the future anymore

* Pension contribution requirements are rising and

competing with increasing and pent-up demand for:
— Wages and health benefits
— Medicaid
— Infrastructure and transportation

— Public education
— Public safety and corrections
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National Perspective:
DB Pension Finances — By the Numbers

= Before the late 2008 market downturn, the Public
Fund Survey reported:

Survey  Actuarial Actuarial Actuarial Unfunded
Date Funding  Value of Liabilities Liability
(125 Plans)  Ratio Assets

FY 2008 85.3% $2.58 $3.02 $.44
trillion trillion trillion
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National Perspective:

Another View - After the Downturn
Novy-Marx, Rauh 2009 Study*

= Examined the funding levels of 116 state pension plans at the
end of 2008 and reported:
= Accumulated Benefit Obligation = $2.87 trillion
= Market Value of Assets = $1.94 trillion

= Unfunded Liability = $.93 trillion

* This “pension debt” is almost equal to state publicly traded debt
of $.94 trillion

= $46,500 per public plan participant

*The Liabilities and Risks of State-Sponsored Pension Plans, 2009 - Robert Novy-Marx is Assistant Professor of
Finance, Booth School of Business, University of Chicago, Chicago, lllinois. Joshua D. Rauh is Associate Professor
of Finance, Kellogg School of Management, Northwestern University, Evanston, Illinois. Novy-Marx and Rauh are
also Faculty Research Fellows, National Bureau of Economic Research, Cambridge, Massachusetts.

Note: Liability and asset levels reported in the study may vary from those reported by the plans themselves because
of report timing and projection methodologies
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National Perspective:

What Does the Future Look Like?
Novy-Marx, Rauh 2009 Study*

= Unfunded pension shortfall = $.93 trillion
» 15-Year Projection of Pension Shortfalls under various market
conditions:
= 10" percentile outcome = $3.8 trillion

= 25t percentile outcome = $3.4 trillion
= 50 percentile outcome = $2.8 trillion

= A “new normal” economy makes even the median (50" percentile)
projection look optimistic

*The Liabilities and Risks of State-Sponsored Pension Plans, 2009 - Robert Novy-Marx is Assistant Professor of
Finance, Booth School of Business, University of Chicago, Chicago, lllinois. Joshua D. Rauh is Associate Professor
of Finance, Kellogg School of Management, Northwestern University, Evanston, Illinois. Novy-Marx and Rauh are
also Faculty Research Fellows, National Bureau of Economic Research, Cambridge, Massachusetts.

Note: Liability and asset levels reported in the study may vary from those reported by the plans themselves because
of report timing and projection methodologies
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National Perspective:

Sustainability of Public Pensions

= Can public pension plans in their current form
survive?

= How long will it take to fix?
= At what cost?
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National Perspective:

Barriers to Solutions

» Super ERISA vesting rights

» Unlike private sector plans, most public employers can only change
benefits for new hires

= Stakeholder resistance
= | imited financial resources

» Pension liabilities are large relative to tax revenue base
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What States Are Doing

Reducing benefits for new hires

= Georgia, Louisiana, Nevada, New Mexico, Rhode Island, Texas
Contribution increases

= Colorado, Nebraska, New Mexico, New Hampshire, Nevada, Oklahoma, Texas
Delayed funding

= Colorado, California, Kansas, Kentucky, Louisiana, New Jersey, Vermont,
Washington

Pension obligation bonds
= |llinois
Legislative Studies

= Arkansas, lllinois, Indiana, Louisiana, Maine, Montana, New Mexico, Vermont
= Defined contribution plans are being considered

Source: State Pensions and Retirement Legislation 2009, August 17, 2009, Ronald Snell — National Conference of State
(T::&-‘:_ Legislatures

FINANCIAL SERVICES FOR THE GREATER GOOD"
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Our Point of View
Rethinking Public Pensions

* Develop a plan for funding past-service liabilities
= Credit rating agencies want to see a plan - even if it isn’t perfect

= |If possible, liabilities should be funded in no more than 30 years

* Reduce pension funding risks

= Derisking and deleveraging will only be realized over the long-run

= 10-20 years in some cases

= Act sooner than later
» Delay compounds the problem

= Don’t throw out the baby with the bath water!
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Options for Reducing Pension Funding Risks

» Reduce DB promises for new hires
= Helps control growth of future liabilities
* Refinance pension liabilities - Pension obligation bonds

= Be careful, reinvesting the proceeds into the pension plan will have its
own risks — it is like doubling down on a bet

» Explore immunizing current liabilities and new accruals
= Shift funding risk to third party risk takers/insurers
» Consider a Risk-Managed Defined Contribution Pension Plan

» For new hires; Option for current employees

= Fills DB gap without placing unreasonable risks on employees
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Our Point of View
Traditional 401(k) Style DC Plans Do Not Work
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Employers Still Need Retirement
Objectives to be Met

Workforce
Objectives



Presenter
Presentation Notes
Now, with these principles in mind lets turn to the needs of employers:
Despite this pretty tough retirement security environment, we know  that some things are not changing:

First, Retirement benefit programs play a pretty important role in meeting the workforce objectives of employers.  Well designed retirement programs assist with allowing:
The orderly and timely separation of older employees.
Such programs help with recruitment and retention goals
And such programs can serve as effective means for managing overall finances of the employer, including compensation costs


Employees also need retirement
objectives to be met

Employee

Objectives
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Likewise, the environmental factors have not changed the fact that employees need their retirement financial objectives to be met.

Employees need:
Adequate retirement benefits to be able to retire when they need and want to at the standard of living they wish to maintain.
Employees want those benefits to be secure and available throughout their retirement years.
Employees need retirement programs to be delivered at reasonable cost.


MANAGING RISKS IN DC PLANS

Step 2

Step 1 Risk Risk Managed

Retirement |
Asseﬁsme DC Pension Plan
N
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The question then becomes what do to about these risks.  How can DC plans be designed to manage and mitigate these various risks?

Let’s answer that question by starting over by:

First, trying to develop a formal retirement benefits policy for your DC plans.
Second, identifying the risks that surround achieving that benefits policy
The result might be something we call a “Risk Managed Defined Contribution Plan”  or in the vernacular of this panel a “DB-Ized DC Plan”.



MANAGING RISKS IN DC PLANS

1st Question: What is the purpose of the Plan?

* Retirement Income?

Step 1 *\What is retirement income replacement objective?

Retirement (Taking into account Core DB and Social Security)

¢ \Wealth Accumulation?

e Combination?
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The first step is to formally adopt a retirement benefits policy. 
The most important questions that need to be addressed in your benefits policy include:
What is the purpose of the Plan?
Is it to provide safe and secure retirement income?
If so, what is your benefit target?
Taking into account any Core DB and SS benefits
Is it wealth accumulation?
Or a combination of both.
How you answer these questions will lead you in certain plan design directions. If retirement income is a dominant objective it will increase the chance you will adopt plan designs features that manage participant risks more effectively.


MANAGING RISKS IN DC PLANS

Step 2 : :
Risk 2nd Question: What risks need to
Asseﬁsmen be managed under the Plan?
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This brings us to the Second step is the Risk Assessment Process. 

What risks need to be managed under the DC Plan?



Standard DC Pension Risks

= Failure to participate
» Failure to vest
» [Inadequate funding
» [nadequate investment return
» [Inappropriate asset allocation
= Qutliving retirement assets
= Inflation
» Retirement asset leakage
» Other Risks:
Death and disability

Excessive administration costs and fees

TIAA
CREF
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This slide lists the major risk areas that can and do threaten the ability of individuals to achieve an adequate and secure retirement. 

Finally, I am going to discuss with some of what we consider to be best practices for how to manage these risks for DC pension plans.



DC Pension Risk Management:
Best Practice Design

Plan Design Feature Risk Management Best Risk Benefit
Practices

Eligibility and Mandatory Lowers risk of non-

enrollment/participation

Participation participation

» No age restrictions

= No more than 1-year waiting
period

Vesting of Employer 100% after 1-year Lowers risk of

Contributions forfeiture

Total Contributions At least 12% of pay if covered Lowers risk of
(Employer and by Social Security; underfunding
Employee)

TIAA
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  Here are some of our thoughts of best practices to do just that.

Review table


With regard to the 12% total contribution rate, that is a number based on historical rates of return for a full 30-35 year career employee.  We as a company are rethinking this # in light of what we think future capital markets will look like. And we are likely to be revising this number upward to closer to 15% of compensation.  How many of you  have been hearing about what some are calling the “new normal” economy?   In a nutshell, the new normal concept means that we should not expect a return to the robust growth in the economies of the United States or globally for the next 5, some are saying the next 10-15 years and we need to be revising our return expectations accordingly.  What that really means is that we are going to have to save more to make up the difference.  We will be coming out with some studies on this in the future, but expect the 12%best practice savings rate shown on this slide to be going up.


DC Pension Risk Management
Best Practice Design

Plan Design Risk Management Best Risk Benefit
Feature Practices

Investments Mandatory or default into Lowers risk of poor
lifecycle/target date or qualified
managed account (QMA)

Investment decision
- __ making by participants
Limited array of 15-20 participant

directed investments covering the

major asset classes

Individual investment advice for
participant directed investments

Broad-based employee
iInvestment education

TIAA
CREF
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Review slide


DC Pension Risk Management:
Best Practice Design

Plan Design Feature Risk Management Best Risk Benefit
Practices

Investments = Collective investment = Can help optimize
(Continued) trusts (CITs) selection of higher
= Separate Accounts performing managers

= Can lower investment
management fees

= Allows exposure to important
asset classes to provide
opportunities to improve
risk/return (e.g., real estate,
private equity, other alternative
investments)

TIAA
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DC Pension Risk Management:
Best Practice Design

Plan Design Risk Management Best Practices
Feature

Distributions » Limited or no hardship or loan
features

» Distributions limited to plan’s
retirement age

- Except small benefit accumulations

» Some level of mandatory guaranteed
life income annuity

» Limited lump-sum distributions

» Provide inflation protected options
and features

TIAA
CREF
FINANCIAL SERVICES FOR THE GREATER GOOD"

Risk Benefit

Reduces risk of “retirement
asset leakage” before retirement

Reduces risk of the participant
outliving their accrued DC
benefit

Helps maintain the participant’s
standard of living during
retirement
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Managing Non-Diversifiable Risk in DC Plans

Shift the risk to a third party pooled risk taker

— An insurance company
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I would be remiss if I didn’t address the question of what is the proper role of annuities in the realm of best practices. 

The role annuities can play applies in two important places: In the accumulation stage and in the payout phase
In both stages, annuities act as a mechanism for shifting risk.
In a DB plan context the risk is shifted to the employer. 
In a DC plan context the risk is shifted to an insurance company 

Review slide


The Role of Lifetime Income Protection Products

During accumulation stage — multiple roles
» Fixed income asset class
* DB type component of an overall retirement strategy
Guaranteed retirement income stream*
Can act to reduce annuitization rate risk
Can provide inflation protection — varies by type of product

Shifts investment risk to issuer

* Pre-retirement survivor benefit — J&S features

* Guarantees are based on the claims-paying ability of the issuer.

TIAA
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We’ve already talked about how annuities can deal with longevity risk – the risk of outliving one’s DC assets after retirement. Let’s look at another benefit of using  annuity products, particularly in the accumulation stage:
 - In the accumulation stage an annuity product, in particular  fixed products, can play the role of providing a guaranteed benefit. 
	It in effect acts like a DB component of a DC plan where the guarantee feature protects the principle of the investment against regular investment risk. But it also protects participants against those other systemic and non-diversifiable risks  that we talked about earlier. It is this feature that, if I may be so bold to say, that allowed participant in TIAA-CREF plans to experience less than half the losses of the average DC plan in this country. 

Depending on the product, an annuity  can also act as staged accumulation of future guaranteed income stream thereby reducing annuitization rate risk. It can provide inflation protection and some level of survivor benefits.




MANAGING RISKS IN DC PLANS

Step 2

Step 1 Risk Risk Managed

Retirement

Asserﬁsme DC Pension Plan
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I’m going to start wrapping up here. The major messages I want to leave you with are:
Its really important to have an explicit benefits policy that identifies what the primary purpose of your plan is.  Knowing what the plan is for, then leads you to plan designs and investment structures that are more likely to generate the outcomes you need and expect.
‘Know your risks and design the plan accordingly.  It may be heresy, but its OK to be more paternalistic in your plan design to create higher probabilities and certainties of outcomes.
3.   If you do these two things, you might just end up with what  so many of TIAA-CREF clients already enjoy – a Risk Managed DC Pension plan that actually delivers adequate and secure lifetime retirement income.



A Final Word:

There is no such thing as a riskless retirement plan; it’s all about how
you manage those risks

HARDIN

"We've consulered eveqy pofenhial nsk. evcept
The tisks of auording all rises,!
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I’m going to end with this:  It may be hard to read, but the caption says: 

“ We’ve considered every potential risk except the risks of avoiding all risks.”

There is no such thing as a riskless retirement plan.  I don’t care if you are talking about DB plans or DC plans.  The real important question for us all is how well do we manage those risks as try to figure out a retirement plan design that works in this 21st Century?

Thank you


QUESTIONS?




TIAA-CREF Individual & Institutional Services, LLC and Teachers Personal Investors Services, Inc.,
members FINRA, distribute securities products. Annuity contracts and certificates are issued by Teachers
Insurance and Annuity Association (TIAA) and College Retirement Equities Fund (CREF), New York, NY

© 2010 Teachers Insurance and Annuity Association-College Retirement Equities Fund (TIAA-CREF),
New York, NY 10017

C46785
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