
SR
11

-1
2 

Fe
br

ua
ry

 2
01

2
!"
#$
%&
'()

#"
*
)
+

!"#$%&'(
!"#$)*+(
,-./01(2341)*&'(
53#$43%3*#(2'&*(
61(&(7)83'(9)4(
23*1$)*(539)4%

:;<;(7=7&>)*





 

 
What you’ll learn from this report: 
 
 
 

! Defined-contribution plans are personal retirement accounts supported by  
employer and employee contributions. In contrast to traditional pensions, they 
can follow employees if they change jobs, and the pension account is usually not 
wiped out if an employee dies before retirement. 
 

! The State University of New York (SUNY) and City University of New York (CUNY) 
have offered a defined-contribution retirement option since the 1960s, and large 
majorities of professional employees in both systems have chosen it over the 
standard pension mandated for other public employees. 

 
! The SUNY and CUNY model, built on annuities designed to provide a stream of 

lifetime income, differs in key respects from a typical private sector 401(k)  
defined-contribution plan.  

 
! Defined-contribution plans are portable, allowing workers to take their benefits 

from one employer to another. 
 

! Governor Cuomo’s proposed Tier 6 pension reform would allow new state and  
local government employees, including teachers, to choose defined-contribution 
retirement plans or a traditional defined-benefit public pension. 

 
! The baseline funding level of 4 percent of annual salary for the proposed defined-

contribution plans is too low. 
 

! A new defined-contribution plan for state and local employees should require total 
contributions of at least 12 percent of salary, with employee shares matching the 
levels proposed under the governor’s proposed Tier 6 defined-benefit plan. 

 
! State officials need to give more careful consideration to defined-contribution 

plan design features to ensure that employees are provided with fairly priced  
investment and annuity choices tailored to their long-term goals. 

 
! The creation of a universal defined-contribution option for new state and local 

government employees in New York is a golden opportunity to create a national 
model for pension reform. 
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OVERVIEW 
 
Traditional public employee pension programs in New York State have become un-
affordable for taxpayers—while denying workers the ability to choose more flexible 
approaches to retirement planning.   
 
But two of New York’s largest government employers are a notable exception to the 
rule. The State University of New York (SUNY) and City University of New York 
(CUNY) have long given their employees the right to opt into personal defined-
contribution retirement plans. Large majorities of professors and professional staff in 
the two university systems have voluntarily embraced such plans since they were 
first offered almost 50 years ago. 
 
As part of his proposed Tier 6 pension reform, Governor Andrew M. Cuomo would 
offer all new state and local workers the same kind of defined-contribution option. 

 
Traditional pensions supply risk-free benefits 
under rigid formulas favoring long-term em-
ployees at the expense of those who prefer not to 
spend all or most of their careers with the same 
employer. The seemingly lower “normal” costs 
of public pension plans are misleading, made 
possible by government accounting standards 
that allow public pension systems to obscure 
their long-term liabilities. 
 

By contrast, defined-contribution plans are financially transparent and predictable 
for employers, creating no liability for future taxpayers. While workers assume the 
market risk associated with funding their own retirements, they also gain the bene-
fits of rapid vesting, portability to different employers and greater flexibility to 
shape financial plans in line with personal needs and preferences.  
 
Critics have attacked Cuomo’s proposal by generalizing about the shortcomings of 
defined-contribution plans in the private sector, especially 401(k) accounts.  Howev-
er, as this report explains, the SUNY and CUNY plans differ in crucial respects from 
a typical 401(k). They mimic a traditional pension by providing a stream of post-
retirement income through private insurance annuity contracts. Annuities protect 
against the risk that retirees will outlive their savings—a key shortcoming of tax-
deferred savings plans designed primarily to accumulate wealth. The Obama Ad-
ministration has been seeking to encourage use of annuities as a way to help middle-
class Americans save for retirement. 
 
Data presented in this report include the average account accumulations of SUNY 
and CUNY participants in defined-contribution plans offered by Teachers Insurance 
and Annuity Association and College Retirement Equities Fund (TIAA-CREF). Even 
assuming low salary growth and investment returns in the future, university em-
ployees approaching retirement age have saved enough through their TIAA-CREF 
annuity plans, in combination with Social Security benefits, to replace nearly 70 per-
cent of their final salaries in retirement. 
 

Governor Cuomo would 
offer all state and local 
government workers a  
retirement plan similar to 
those available to SUNY 
and CUNY employees for 
nearly 50 years.  
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In his 2012-13 budget presentation, Governor Cuomo said he was advocating “a vol-
untary option for a defined-contribution plan that follows the TIAA-CREF type 
model.”1 However, his bill language does not go far enough to achieve that objective.  
Recommendations for improving the governor’s proposal include the following: 
 

1. Raise the total funding level. The governor’s plan would require a minimum 
employer contribution of 4 percent, rising to 7 percent for employees who 
elect to contribute 3 percent of their own, bringing the total maximum sav-
ings to 10 percent. The minimum level will be tempting for many young and 
low-wage workers, but it would not provide the foundation for a secure re-
tirement. Even a 10 percent savings rate would fall below the levels recom-
mended by many retirement planning experts. The governor’s plan should 
be amended to raise the total contribution to a fixed 12 percent of salary, with 
mandatory employee shares of 4 to 6 percent depending on salary, as rec-
ommended on the defined-benefit side of Tier 6. The employer share would 
inversely range from 6 to 8 percent as necessary to bring the total to 12 per-
cent. A contribution of 8 percent would still fall below the theoretical long-
term expected cost of the current Tier 5 defined-benefit pension. 

 
2. Create incentives to save more. The main retirement account created by the 

governor’s legislation should be coupled with a separate tax-deferred savings 
vehicle that takes advantage of the “auto-save” provisions of the 2006 federal 
Pension Protection Act, especially those allowing automatic escalation of con-
tributions when pay increases. 

 
3. Pay closer attention to plan design details. The SUNY-CUNY plan is re-

quired by law to funnel deposits into annuity contracts. A strong preference 
for annuities— while still preserving individual flexibility to make lump sum 
conversions on retirement—should also be reflected in the legislative and 
regulatory framework for an expanded statewide defined-contribution plan. 
The state should also seek to bargain with financial institutions for low group 
fees on annuities and other products. During the savings accumulation 
phase, plan sponsors need to ensure that defined-contribution participants—
especially young workers—do not automatically “default” to low-return ve-
hicles such as money-market accounts, as is now the case in the SUNY plan.  
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1. THE UNSUSTAINABLE MODEL 
 
The vast majority of New York’s 1.3 million state and local government employees 
are automatically enrolled in defined-benefit (DB) pension plans, which guarantee a 
stream of post-retirement income based on peak average salaries and career dura-
tion. Pension (and disability) benefits are financed by large investment pools, which 
in turn are replenished by tax-funded employer contributions. Some public employ-
ees, depending on their hire date, also contribute a small share of their own salaries 
to pension funds.  
 
While employee contributions (where required) are fixed or capped, contributions 
by employers fluctuate, depending on the rate of return on pension fund assets. 
Since the mid-1980s, when pension funds began allocating more of their assets to eq-
uities, those rate of return assumptions have ranged from 7.5 percent to 8.75 percent; 
for most of the last 10 years, New York’s public pension plans have assumed their 
investments would produce a return of 8 percent annually. 
 
Stock returns went through the roof during the bull markets of the 1980s and 1990s, 
and by the end of the century employer pension contribution rates were barely 
above zero. This situation clearly could not last.  The 10 years starting in 2000 saw 
two sharp market contractions resulting in hardly any net gain for major indexes by 

the end of the decade. Interest rates have hov-
ered near record lows since the financial crisis in 
2008. Meanwhile, the number of retirees has con-
tinued rising, and retirement benefit payments 
have more than doubled during the same period. 
Taxpayers must make up for the shortfall, which 
has translated into a $12 billion increase in pen-
sion contributions since 2001. 
 

Article 5, Section 7 of New York’s Constitution guarantees that pension benefits shall 
not be “diminished or impaired”—which is widely assumed to mean that employees 
cannot be required to help pay for the rising costs for their future benefits, even ben-
efits they have not yet accrued. This has been interpreted to mean that benefits for all 
current workers can never be changed or interrupted. As a result, pension plans are 
organized into “tiers” based on hiring date, with each successive tier representing an 
attempt to curb benefits or reform the excesses of previous ones. 
 
Governor Cuomo’s proposed Tier 6 would raise employee contributions, reduce 
benefit multipliers, and increase the retirement age and vesting period for most de-
fined-benefit pensions. In a break with previous tier reform patterns, Cuomo also 
has proposed allowing state and local employees to opt into a defined-contribution 
plan. Instead of a single common retirement fund, a defined-contribution plan con-
sists of individual accounts supported by employer contributions, usually matched 
at least in part by the employees’ own savings. Defined-contribution retirement 
plans are not new to New York State. As detailed in the next section, SUNY and 
CUNY employees have had such an option for nearly 50 years. 
 
Table 1 on pages 4 and 5 compares proposed Tier 6 and existing Tier 5 pensions for 
state and local employees outside New York City and the SUNY and CUNY optional 
defined-contribution program. 

Employer costs in the  
traditional pension  
system have risen sharply 
to make up for  
investment losses in  
recent years.  
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 Table 1. Comparison of Current and Proposed Retirement Plans 
 

   

 

 New York State Employee Retirement System (ERS) and New York State  
Teachers Retirement System (TRS) Defined-Benefit Plans 

 Tier 5 Proposed Tier 6 
Plan Type Defined-benefit plans financed by multi-employer 

statewide systems based on assumed investment 
returns of 7.5% (ERS) and 8% (TRS), guaranteed 
by taxpayers 

Defined-benefit plans financed by multi-
employer statewide systems based on assumed 
investment returns of 7.5% (ERS) and 8% (TRS), 
guaranteed by taxpayers 

Vesting 10 years of full-time service credit 12 years of full-time service credit 

Employer contribution Annual required contribution based on actuarial 
needs; long-term normal rate estimated at 9.4% 
for ERS, 7.9% for TRS 

Annual required contribution based on actuarial 
needs; long-term normal rate estimated at 
4.7% for ERS, 3.4% for TRS 

Employee Contribution 3% of salary for ERS; 3.5% for TRS 1. Varies based on salary (ERS shown; TRS 
salary thresholds $35,000 and $69,000): 

 
  < $32,000 - 4% 

 
  $32,000 - $63,000 - 5% 

 

  > $63,000 - 6% 

  2. Employees pay one-half of any employer rate 
over 7%; in years when employer rate falls be-
low 4%, employee rate is reduced by one-half of 
amount below 4% 

Minimum Retirement age ERS: age 62 with 10 years of service, or 55 with 
the benefit reductions for each year under age 
62. TRS: age 57 with 30 years of service 

Age 65 for both 

Retirement Income  
Options 

Lifetime stream of payments, with optional survi-
vor benefit for beneficiaries 

Lifetime stream of payments, with optional 
survivor benefit for beneficiaries 

Earnings Basis Final average salary (FAS) = average of highest-
paid consecutive 36 months of service, including 
all overtime and payouts for unused sick leave 

Final average salary (FAS) = average of highest-
paid consecutive 5 years, with no year's salary 
exceeding 8% of average of the previous 4 
years; no overtime, unused sick leave or any 
form of termination pay included; salary based 
capped at governor's salary (currently 
$179,000) 

Benefit Calculation Multipliers (years service x FAS): Multipliers (years service x FAS): 

 
 0-25 years - 1.67% 0-30 years - 1.67% 

 
 25-30 years - 2% > 30 years - 1.5% 
 > 30 years - 1.5%  

Death Benefit Maximum of three times salary depending on 
length of service 

Maximum of three times salary depending on 
length of service 

Loans 75% of contributions plus interest 75% of contributions plus interest 

    Source: Office of State Comptroller, State University of New York; Division of the Budget 
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for General Employees and Teachers 
  

Defined-Contribution Options 

SUNY and CUNY Proposed Tier 6 
Qualified under Sections 401(a) and 414(h)(2) of the Inter-
nal Revenue Code 

None specified, but elective employee contribution 
would imply a Section 457 plan, or both 401(a) and 
Section 457 plans 

One year, or immediate if employee owns retirement con-
tracts with any of the four providers* through a previous 
employer 

One year 

8% of salary for the first seven years of service; 10% from 
eight to ten years; 13% thereafter 

4%, plus matching 3% for elective employee contribu-
tion of 3%; assuming all participants make elective 
contribution, state actuary estimates total employer 
cost of 7.7% including administrative expense. 

3% of salary for first 10 years of service; none thereafter None required; elective contribution of 3% qualifies for 
employer match 

  
  
  

  

No minimum retirement age None—federal law allows withdrawals without penalty 
from most plans at age 59.5 

Lifetime annuity (including options for beneficiaries) or a 
variety of cash withdrawals (subject to certain limitations) 

None specified 

Total career earnings Annual salary, subject to same limitations imposed on 
Tier 6 defined-benefit plans 

Contributions + investment performance Contributions + investment performance 
  
  
  

Value of contracts; minimums vary depending on bargaining 
unit 

One year's salary on completion of each year up to 3 
years, plus value of contributions 

IRS restricts loans to 50% of the accumulated value of an-
nuity contracts up to $50,000. Individual providers may 
have specific requirements resulting in a lower maximum 

Will depend on plan design and parameters 

  * CUNY providers are TIAA-CREF, Guardian Life and MetLife; current SUNY plan providers are ING, MetLife, TIAA-CREF, & VALIC 
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2. CHOICE FOR HIGHER EDUCATION EMPLOYEES 
 
 
Since 1964, the State University of New York has given faculty and other employees 
a choice between traditional public pension plans and personal investment accounts 
whose performance determines the amount of retirement income. The City Universi-
ty of New York began offering the same choice in 1968.  (See “Made-in-New York 
Pension” Reform on pages 8 and 9 for more historical background.) 
 
TIAA-CREF was the sole provider of SUNY retirement plans until 1994, when units 
of MetLife, ING Group and VALIC were added to the list of eligible vendors. At 
CUNY, the vendors are TIAA-CREF, Guardian Life and MetLife. TIAA-CREF has the 
largest share of accounts at both institutions. 
 
Total contribution rates for new employees joining the defined-contribution plans 
are 11 percent a year during the first seven years of service and 13 percent thereafter 
-- levels that were designed to roughly approximate the “normal” cost of defined-
benefit pensions under the Tier 4 plan. Employees contribute 3 percent of salary dur-
ing their first 10 years of service, but thereafter contribute nothing, so the employer 
share is 8 percent during the first seven years, 10 percent during years eight through 
ten, and 13 percent thereafter.2  
 
“401(k)-like” — not! 
 
Federal law over the past 40 years has given rise to a variety of tax-deferred, em-
ployer-sponsored retirement savings vehicles, of which the 401(k) is the best-known 
and most popular type in the private-sector. Indeed, “401(k)” has become a synonym 
for all defined-contribution plans, and the phrase “401(k)-like” has often been used 
to describe Governor Cuomo’s proposal to offer a defined-contribution option to 
New York’s state and local employees. 
 
However, the SUNY and CUNY retirement 
plans differ from 401(k) accounts in several im-
portant respects.  
 
To begin with, the 401(k) designation itself is 
limited to the private sector, except for a number 
of states (excluding New York) that had such 
plans “grandfathered” under the 1986 federal 
tax reform.  
 
The SUNY and CUNY plans are qualified under Section 401(a) of the Internal Reve-
nue Code, which authorizes tax-deferred employer-sponsored retirement plans in 
the government sector.3 While 401(k) contribution levels can fluctuate at the discre-
tion of both employers and employees, contributions to a 401(a) plan are fixed by the 
employer. The total contribution can vary based on factors such as career longevity, 
but 401(a) plan parameters do not allow for the voluntary “matching” incentives 
provided under many 401(k) plans. Employers and employees cannot choose to opt 
out of making their full required contributions.  
 

The SUNY and CUNY     
defined-contribution 
plans differ from a typical 
private 401(k) in some 
important respects.  
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The other big difference between a standard 401(k) plan and New York’s higher ed-
ucation 401(a) plans is the form of the investment vehicles they offer. First author-
ized in 1978, 401(k) accounts typically offer a range of professionally managed mu-
tual fund investments in stocks, bond or money market instruments. Employees can 
directly manage their own accounts through plan administrators, and can draw on 
the accumulated investments when they retire.  
 
Participants in the optional SUNY and CUNY plans must deposit their funds in an-
nuity contracts. These investment vehicles, managed by insurance companies, are 
designed to accumulate wealth and provide a stream of income in retirement.4 While 
401(k) plans tend to focus mainly on wealth accumulation alone, the focus of annui-
ty-based plans is more on retirement income.5 
 
About annuities 
 
Annuity contracts vary widely in their details and prices, but those offered at SUNY 
and CUNY all promise payments for the life of the retiree (the “annuitant,” or a ben-
eficiary he or she designates). Annuitants and beneficiaries give up their remaining 
investment value at death in exchange for protection against the risk of outliving 
their assets. The SUNY plan allows annuity contracts to be easily converted to life-
time annuities at retirement.   
 
Variable annuities are accounts similar to mutual funds, which can be invested in 
stocks, bonds, or a combination of the two, and can be converted at retirement from 
a savings accumulation mode to an income payout mode. TIAA-CREF’s variable an-
nuities for retirees currently pay a rate equal to 4 percent of the value of the invest-
ment fund—plus the annual return of principal, which varies according to the age of 
the annuitant when distributions begin after retirement. The dollar value of the 4 
percent distribution fluctuates with the value of the investments.   
 

The two university plans also offer annuities 
backed by insurance companies, which rely on 
their own investment portfolios (bonds, real 
estate and stocks) to make the promised pay-
ments. The companies annually determine 
how much they can afford to pay as dividends, 
above a minimum annuity guarantee for ac-
cumulations and payouts.  

 
Among SUNY and CUNY employees opting for the defined-contribution plan, the 
most popular insurance annuity is TIAA’s “Traditional” product. When illustrating 
the potential benefits the Traditional Annuity, TIAA-CREF uses an assumed rate of 6 
percent for payouts, plus the gradual return of principal.  While only a 2.5 percent 
return on the amount invested is guaranteed, the company has declared a higher 
dividend every year since 1948.6 Interest rates paid by the fund in the accumulation 
stage have gradually declined in recent decades, from 10.81 percent for contributions 
made in 1985 to 3 percent currently.7  
 
The chief disadvantage of an insurance annuity is that it does not offer the higher 
returns possible from stocks. By the same token, it can shield investors from the risk 
of sudden, sharp decreases in stock prices.  

 

Insurance annuities don’t 
offer the big paydays of 
stock funds, but can offer 
greater security to those 
who covet it.  
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 Made-in-New York Pension Reform 
 
Defined-contribution retirement plans based on annuities were invented in New York al-
most 100 years ago, and first were made available to a large segment of the public-
sector workforce by act of the New York State Legislature in the 1960s. 
 
The innovation can be traced to Andrew Carnegie, the 19th and early 20th century steel 
magnate who was one of the most prolific philanthropists in American history. Appalled 
by the low wages paid to college instructors, Carnegie decided to endow a pension plan 
for them through a gift of $10 million ($240 million in today’s terms) to his eponymous 
Foundation for the Advancement of Teaching.a The plan’s benefit—one-half of final pay 
plus $400 at retirement—equaled 72 percent of the average professor’s salary at the 
time. But this soon proved to be unsustainable. In a syndrome that would prefigure to-
day’s widespread overtime “spiking” of public pensions, Carnegie’s original pension fund 
was rapidly depleted as colleges began systematically jacking up the salaries (and pen-
sion base) of faculty members about to reach retirement age.b  
 
By 1917, the Carnegie Foundation had determined 
that “a contributory pension of annuities is the only 
one which society can permanently support and under 
which the teacher shall be sure of his protection.”c The 
following year, legislation was passed in Albany estab-
lishing the non-profit Teachers Insurance and Annuity 
Association (TIAA). 
 
While early private and public pension plans were 
funded mainly on a pay-as-you-go basis, TIAA took the 
then-novel approach of offering employer-sponsored, 
pre-funded annuity contracts—entitling employees to a 
stream of post-retirement income, in amounts depend-
ing on how much had been contributed to their indi-
vidual plans. (The TIAA Traditional Annuity remains the 
company’s most popular product, accounting for $190 
billion of the company’s $453 billion in assets.)   
  
TIAA created the College Retirement Equities Fund (CREF) in 1952 to issue a new prod-
uct, the variable annuity, to keep pace with inflation and diversify client assets by provid-
ing retirement benefits backed by investments in stocks. Variable annuity payouts fluctu-
ate with stock performance, shifting investment risk to retirees while reducing the insur-
ance company’s risk of insolvency or need to recapitalize when stock prices fall.   
 
Defined-benefit pensions, with lengthy vesting periods and benefits based on career lon-
gevity and final salary, were still the norm in state and local governments across the 
country when Governor Nelson Rockefeller proposed in 1964 that employees of the 
State University of New York (SUNY) be given the option of purchasing retirement benefit 
contracts from insurers designated by the university. With SUNY about to embark on a 
major expansion that would require the hiring of 10,000 to 15,000 faculty members, 
Rockefeller portrayed the new retirement option as a competitive imperative.  
 
Over 1,200 other colleges and universities already offered a portable retirement annuity 
plan, his memorandum in support of the bill noted, adding: “Lacking a comparable pro-
gram, State University is at a disadvantage in entering the academic marketplace, be-
cause new faculty members wish to preserve mobility and existing, experienced faculty 
members wish to retain their former retirement coverage started in other universities.”d 

 Andrew Carnegie 
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 The measure passed as part of the 1964-65 state budget,e and a similar system was au-
thorized for employees of the City University of New York in 1968. 
 
Others followed New York’s lead. By 1989, TIAA-CREF retirement annuity plans were of-
fered to college professors and administrators in 36 states, and the 600 public colleges 
or universities offering such plans accounted for about half the company’s customers.   
 

Critics of defined-contribution retirement accounts, 
such as state Comptroller Thomas DiNapoli, say they 
“were never intended to take the place of pensions.”f 
In fact, the annuity-based TIAA plan, pre-dating Social 
Security by 20 years and 401(k) plans by 60 years, 
was  intended to serve as a primary pension.  
 
In New York, defined-contribution plans have been 
accepted as a pension substitute by tens of thou-
sands of college professors and administrators over 
the past 48 years.g A sizeable majority of SUNY em-
ployees have opted into defined-contribution pension 
plans, as shown below. CUNY staff members are 
more evenly divided, but three-quarters of the in-
struction and executive staff choose the defined-
contribution plan, similar to the proportions at SUNY. 
 

 
Comparison of Pension Plan Choices by SUNY Employees* 

 
Defined Benefit Defined Contribution 

 
 

Number Percent Number Percent TOTAL 
Exec/Admin/Managerial 613 24% 1,912 76%  2,525  
Faculty Members 3,792 26% 11,070 74%  14,862  
Other Professional 3,949 33% 7,897 67%  11,846  
Technical/Paraprofessional 510 46% 592 54%  1,102  
Total 8,864 29% 21,471 71%  30,335  
* Excludes 4,970 adjuncts and other part-timers, who had not chosen or were not eligible for a pension plan. 
Source: State University of New York; data as of October 2010 

 
Comparison of Pension Plan Choices by CUNY Employees 

 
Defined Benefit Defined Contribution 

 
 

Number Percent Number Percent TOTAL 
Executive 86 19% 377 81% 463 
Instructional 3,127 28% 8,092 72% 11,219  
Other Technical-Professional 365 41% 525 59%  890  
Classified 5,792 97% 204 3% 5,996 
Total 9,370 50% 9,198 50%  18,568  

 Source: City University of New Yorkz 
      
 
a Autobiography of Andrew Carnegie, Chapter XX, locations 331-3349, Constable & Co.  London, 1920, page 268, Kindle 
Edition locations 3333-50 
b William C. Greenough, It’s My Money -Take Good Care of It: The TIAA-CREF Story. (Irwin:Boston,1990), 15 
c Ibid, 22 
d Governor’s Memorandum on A.5242 of 1964. 
e Chapter 337 Laws of 1964 
f “DiNapoli Speaks at National Public Pension Coalition,” press release from Office of State Comptroller, Jan. 19, 2012. 
g Greenough, op. cit, 222 
 

 Nelson Rockefeller 
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This was illustrated during the volatile past decade on Wall Street, which was the 
worst for the stock market since the 1930s. During the 10 years ending in December 
2011, funds deposited in a CREF variable annuity stock account yielded an average 
return of 3.49 percent, while a TIAA Traditional retirement annuity yielded 5.3 per-
cent, according to figures provided by the company. SUNY or CUNY employees di-
viding their investments evenly between TIAA and CREF funds would have thus 
realized an annualized gain of 4.4 percent a year during that period. The 20-year re-
turn from the same fund was 6.73 percent.8 
 
The income promised by an insurance annuity ultimately is no more or less secure 
than the company writing the contact. TIAA-CREF is the most highly rated of the 
four vendors in the SUNY plan, and the other vendors all have credit ratings in at 
least the mid to high range of investment grade. In case of insurance company insol-
vencies, the Life Insurance Company Guaranty Corp. of New York is required to 
make good on up to $500,000 of annuity benefits per individual per company.9 
 
All lifetime annuities in the SUNY plan pay benefits only for the life of the account 
holder, or for a surviving spouse or other beneficiary. When annuitants and their 
beneficiaries die, the insurance company keeps the remaining principal amount. The 
remaining principal from annuitants who died before collecting their principal is 
used for payments to those who live longer 
than expected. Long-lived annuitants continue 
to receive benefits even after collecting all of 
their principal. 
 
As of late 2011, neither SUNY nor CUNY was 
collecting data indicating the extent to which 
their employees were choosing to convert their accounts to lifetime annuities upon 
retirement. According to TIAA-CREF, about 70 percent of all annuity accounts are 
now converted to retirement annuities, down from 90 percent in the mid-1980s. Low 
interest rates and concern about rising health care costs and possible cuts to the Med-
icare program may be among factors influencing the reluctance of retirees to tie up 
more of their savings in annuity contracts. 10   
  
Charges, fees and investments 
 
The promise of lifetime income, like any financial benefit, comes at a cost. An annui-
ty typically comes with a fee known as the “mortality and expense” or M&E charge, 
which pays for the insurance guarantee, sales commissions and administrative costs. 
This charge is expressed as a percent of the fund balance and is deducted from what 
employees and annuitants earn. 
 
According to the Securities and Exchange Commission, the average M&E fee for a 
variable annuity is about 1.25 percent. TIAA-CREF comes in far below this bench-
mark, with M&E charges ranging from 0.005 percent or 0.05 percent depending on 
the fund.  MetLife charges an M&E of 0.75 percent, plus an administrative charge of 
0.20 percent.11 ING charges an administrative fee of 0.25 percent and an M&E of 0.75 
percent to 0.85 percent during the accumulation phase and 1.25 percent during dis-
tribution.12  VALIC says its annuity insurance charges range from 0.75 percent to 1.25 
percent, and may be reduced for specific programs.13   
 

The annuity fees charged 
by SUNY’s vendors range 
from just 0.005% to 
1.25% of fund balance.  
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Each of the four SUNY vendors offers about 30 funds, including stock and bond in-
dex funds (intended to track a market index such as the S&P 500), in some cases 
managed by an outside firm. The vendors also offer funds with ready-made mixes of 
stocks and bonds in proportions that don’t change much, designed to appeal to in-
vestors with different levels of risk aversion. The MetLife Aggressive Strategy Port-
folio, for example, aims to be 100 percent invested in stocks, which would offer the 
potential for greater appreciation and higher risk of loss than the MetLife Conserva-
tive Allocation portfolio, which aims for 80 percent bonds and 20 percent stocks.  
 
Other providers provide so-called “target funds” that automatically adjust a portfo-
lio as they near a specified target date, or as gains or losses push the fund away from 
its desired mix of securities. The ING Index Solution 2045 Portfolio, intended for 
those expecting to retire in the year 2045, was 95 percent invested in U.S. and foreign 

stocks with 5 percent of its assets in U.S bonds. It 
plans to stick to that approximate ratio until 2015 
when it begins gradually moving to a mix of 35 
percent stocks and 65 percent bonds in 2045.  
ING’s 2025 portfolio currently has a mix of 70 
percent equities and 30 percent bonds, and is 
supposed to adjust that mix by its target date.     

 
Although TIAA-CREF’s annuity charges are low by industry standards, the perfor-
mance of its variable annuities has not been immune from criticism. In 2007, a group 
of Claremont University professors published a comparison study concluding that, 
over a 20-year period, an employee with an expanded menu including standard in-
dex funds could gain 25 percent to 40 percent in standard wealth compared to a 
worker restricted to TIAA-CREF options.14 TIAA-CREF strongly contested this, cit-
ing what it called “serious omissions and flawed methodology.”15  
   
Advisory services 
 
Investor education in the SUNY and CUNY plans is left to the providers, paid for by 
the fees they on impose buyers of their funds. By having more providers, the univer-
sity has created an element of competition among them, at least in terms of provid-
ing education and service to SUNY workers. 16 
 
All four companies are required to have representatives available on all 64 campuses 
of the SUNY system. The for-profit investment providers, MetLife, VALIC, and ING, 
pay their representatives at least in part, with commissions on sales. However, 
TIAA-CREF financial advisors and consultants are not paid commissions. The com-
pany says they are paid a basic salary plus a bonus based mostly on quality of ser-
vice, as measured by questioning plan participants after meetings or transactions 
with TIAA-CREF. The advisors are also graded on how many people they meet, ed-
ucational sessions conducted and new accounts generated.17 
 
CUNY’s optional retirement plan18 is very similar to SUNY’s. All workers selecting 
the optional retirement plan are enrolled in TIAA-CREF, which offers the same array 
of investment options as in the SUNY plan. After one year, workers may transfer to 
either Guardian Life Insurance or MetLife, each of which offers a menu of variable 
annuities.  
 
 

Plan participants have a 
range of professionally 
managed investment  
options.  
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Supplemental retirement savings accounts 
 
SUNY and CUNY workers who want more savings than the retirement plan pro-
vides may join the university systems’ 403(b) plans or the New York State Deferred 
Compensation Plan, which is qualified under section 457 of the tax code.19 Section 
403(b) plans, also called tax-deferred annuities, are offered to workers at public 
schools and not-for-profit, tax-exempt groups. SUNY’s 403(b) plan allows invest-
ments in variable annuities from the same insurers who handle the 401(a) plan, and a 
menu of ordinary mutual funds offered by Fidelity Investments. CUNY workers can 
select variable annuities from either TIAA-CREF or Lincoln Life and Annuity Co. 
 
Each plan allows pre-tax contributions by the 
employee of up to $17,000, with an additional 
$5,500 catch-up allowed for those age 50 and 
older. Additional contributions of up to $3,000 
per year for a maximum of $15,000 are allowed 
in the 403(b) account for those with more than 15 
years service, in addition to the catch-up. Partic-
ipants in the 457 plan who are within three years 
of age 55 may increase their contributions up to 
twice the limit or the unmade allowable contri-
butions from previous years, whichever is less. 
 
Withdrawals from the 403(b) plan before age 59!, unless part of an annuity contract, 
incur a 10 percent federal tax, like Individual Retirement Accounts and 401(k) plans. 
The 10 percent penalty doesn’t apply to 457 plan balances, unless they have been 
transferred to or from an account covered by the penalty, such as an IRA.  
 
Distributions from the investment accounts are allowed anytime after SUNY em-
ployment ends, and can be done through periodic withdrawals, a lump-sum cash 
distribution or the purchase of a lifetime annuity. In any form, the distributions are 
subject to federal income tax, either in one payment for a large cash withdrawal, or 
gradually over time as with annuity payments. Federal tax law requires minimum 
distributions to begin after employees turn 70! or they terminate employment, 
whichever comes last.   
 
Distributions via an annuity can begin at any age after SUNY employment ends. 
Workers typically leave the account with the insurer, where investment gains remain 
tax-deferred, or they transfer the cash value of the accounts to another savings plan, 
such as an individual retirement account or a 401(k) plan. Accounts at outside plans 
cannot be transferred to the SUNY optional retirement program.  

 
 
 
 
 
 
 

SUNY and CUNY  
employees who want to 
supplement their pension 
savings can make  
deposits to Section 
403(b) or 457 deferred 
compensation accounts.  
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3. DEFINED-CONTRIBUTION ADVANTAGES 
 
 
For taxpayers, a defined contribution plan offers complete transparency and predict-
ability—attributes the defined-benefit pension system has long lacked.  
 
The current scale of employer contributions to SUNY and CUNY optional plans was 
designed to roughly equal the long-term expected “normal” contribution rates for 
Tier 4 of the state and local pension plans for general employees outside New York 
City. That rate, based on a hypothetical steady state of asset returns matching the 
pension fund’s ambitious 8 percent target, ranged from 11 to 12 percent, with a 3 
percent employee contribution ending after 10 years’ service. 
 
But the actual employer rate almost never aligns with the normal rate. Instead, it 
fluctuates with investment returns—from low single digits in the late 1990s to much 

higher levels today.   
 
New York City’s pension funds, historically have 
demanded higher employer rates than the state 
plan. For CUNY, in particular, the defined-
contribution plan represents a significant sav-
ings. As of 2011, the employer rate of contribu-
tion to the New York City Teachers’ Retirement 
System was over 30 percent of salary, compared 
to between 8 and 13 percent for members of the 
defined-contribution plan in both university sys-
tems.  

 
The New York State Employees Retirement System, the main pension alternative for 
SUNY employees, currently charges an employer contribution rate of 16.5 percent, 
which is expected to rise to 23.1 percent by 2015.20 The New York State Teachers’ Re-
tirement System is currently charging an average employer rate of 11 percent, but 
current trends point to a peak rate of 18 percent by 2015.21 
 
From an employee’s standpoint, the primary advantage of a defined-contribution is 
the same one Nelson Rockefeller cited when he proposed the SUNY option almost 50 
years ago: portability. It protects workers who leave the system for any reason—their 
own choice, for example, or simply to follow a spouse taking a new job out of state.  
 
Members of traditional defined-benefit pension systems are not entitled to any bene-
fit until they have “vested” in their plan. The vesting period for the current Tier 5 
pension plan is 10 years, and the proposed Tier 6 plan would extend that to 12 years. 
 
As Governor Cuomo put it: “Maybe some people don’t want to sign on as a lifetime 
employee. Ten years is a long time. They want to work a few years, get the benefits, 
and take a portable defined-contribution benefit to their new job.” 
 
There are potentially quite a few people in that category.   
 
 
 

Employer contribution 
rates to traditional pen-
sion plans are unpredict-
able in the long term and 
in recent years have risen 
well above those for the 
SUNY and CUNY optional 
plans.  
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The mobile many 
 
In the five years ended 2010, almost 110,000 state and local government workers out-
side New York City left their jobs before vesting in their retirement benefits. The 
number includes about 85,000 withdrawals from the New York State Employee Re-
tirement System (NYSERS)22 and about 24,000 from the New York State Teachers’ 
Retirement System (NYSTRS), which covers K-12 professional educators and some 
college instructors. 23  
 
Employees who leave a state or local payroll before vesting can withdraw their own 
pension contributions, which amounted to 3 percent of salary for ERS and 3.5 per-
cent for NYSTRS. The actuarial calculations for NYSERS assume the system will earn 
7.5 percent on its investments, while the NYSTRS assumes a return of 8 percent, but 
both systems will pay only 5 percent interest on pension fund contributions with-
drawn by non-vested employees. 
 
Those who leave government jobs before vesting effectively forfeit part of their com-
pensation by giving up all of the retirement benefits attributable to employer contri-
butions, which are retained by the system to help meet obligations to vested and ca-
reer workers.24 This subsidy of the long-term workers by the short-term workers, to-
gether with permissive accounting standards that understate long-term liabilities, is 
a reason why defenders of defined-benefit pension systems can claim they are “less 
expensive” than defined-contribution systems.25 In a defined-contribution system, by 
contrast, employees vest in their benefits after one year. Once vested, they can with-
draw all of the money contributed to their accounts, including the employers’ share. 
The difference this can make to an individual worker is illustrated in the table below. 
 

Table 2. The Portability Difference 
Present and Future Value of Retirement System Withdrawals by Hypothetical Employee 

  
 

 Available benefit at time of withdrawal: 
 

Compounded value after 30 years: 

Move year ERS TRS SUNY Optional 
 

ERS TRS SUNY Optional 
4  $5,558   $6,484   $20,378  

 
 $24,021   $28,023   $88,073  

6  $9,029   $10,534   $33,107  
 

 $39,023   $45,527   $143,087  

8  $13,041   $15,214   $48,827    $56,362   $65,754   $211,027  

Assumptions: State Salary of $40,000, Annual Pay Increases of 3%, Interest Paid on Contributions and 
Investment Return Rate of 5% 
Source: Authors' calculations based on contribution rates for each plan. 

 
A hypothetical employee with a starting salary of $40,000 who leaves the system af-
ter four years could take with her $20,378 in contributions from the SUNY optional 
defined-contribution plan, compared to just $5,558 for ERS or $6,484 from TRS. If re-
invested at an assumed average rate of return of 5 percent, her retirement benefit in 
30 years would have grown to $88,073 – roughly $60,000 more than the value of the 
TRS withdrawal and $64,000 more than the value of the ERS withdrawal.   
 
The differences for an unvested employee leaving a government job after eight years 
are even more striking. Thirty years later, the savings this employee transferred from 
the SUNY optional defined-contribution plan would have grown to more than 
$211,000, dwarfing the value of a TRS or ERS pension fund withdrawal by that time. 
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An added, often overlooked advantage of a defined-contribution system is the death 
benefit. A member of the defined-benefit system is eligible for a death benefit equal 
to a maximum of three times salary, depending on length of service. Designated 
beneficiaries of SUNY or CUNY defined-contribution plan members receive the full 
value of the employee’s annuity contract. After mid-career, this amount is likely to 
exceed three times salary.  
 

The choice between defined-benefit and defined-
contribution plans represents a significant trade-
off. Under the state Constitution, a defined-
benefit pension is absolutely guaranteed. Em-
ployees in the traditional pension system thus 
don’t need to worry (or even think) about market 
risk. As noted above, when pension funds lose 
money or fall short of their investment goals, 
added contributions from taxpayers must make 
up the difference.   
 

Those guaranteed benefits offer high levels of income replacement for career em-
ployees. Under Tier 5, a teacher or general employee can retire at age 65 after 40 
years of service with a pension equivalent to 77 percent of final average salary, calcu-
lated as three consecutive years of peak pay. When Social Security benefits are added 
to the mix, the longest serving general employees and teachers in the state and local 
system typically are replacing more than 100 percent of their peak annual earnings 
while working. The governor’s Tier 6 proposal would reduce the 40-year benefit to 
65 percent of final average salary, which would be calculated on the basis of five 
peak salary years (see Table 1). 
 
Under the right conditions, a lifetime annuity for a hypothetical TIAA-CREF plan 
participant at SUNY or CUNY could approach the defined-benefit pension available 
under a Tier 5 plan, according to TIAA-CREF calculations shown in Table 3, below.  
 
 

 

Table 3. Retirement Savings and Income 
Hypothetical TIAA-CREF Plan Members 

Entry Age Entry Salary Final Accumulation 
TIAA Yearly 

Income 
Final              

Salary 

Retirement  
income as % 

of salary 

25 45,000 1,304,985 103,761 142,516 73% 
30 45,000 905,249 71,978 122,936 59% 
35 45,000 616,148 48,991 106,045 46% 
40 45,000 408,401 32,472 91,476 36% 
45 45,000 260,307 20,697 78,908 26% 
50 45,000 155,808 12,389 68,067 18% 

      Assumptions: 
               1)  3% per year future salary increases 

             2)  Contribution rate: 12% of salary 
             3)  6% per year return on investments before and after retirement 

          4)  Retirement at age 65 
              5)  Single Life Annuity with 10 years guaranteed income option 

           6)  A-2000 (Merged Gender Mod 1) mortality table with ages set back 3.25 years 
Source: TIAA-CREF 

    

The defined-contribution 
plan preserves full  
retirement savings for 
heirs and beneficiaries if 
an employee dies before 
retiring. The traditional 
pension plan doesn’t. 
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The assumed average rate of return on investments is the most crucial variable in 
determining retirement income for participants in defined-contribution plans. As-
suming a 6 percent return rate through retirement, TIAA-CREF estimates an em-
ployee who starts working at age 25 could retire at 65 with an annual annuity equiv-
alent to 73 percent of his final salary—not as much as a Tier 5 benefit would have 
been, but better than the proposed Tier 6 benefit. 
 
Timing is everything 
 
Of course, markets in real life don’t produce smooth, unvarying returns—any more 
than defined-benefit pension plans in the public sector charge employers a steady 
and predictable contribution rate. Salary progressions over the course of an employ-
ee’s career are also bumpier than a smooth hypothetical assumption would suggest. 
The timing of market returns in relation to changes in salary can also make a signifi-
cant difference in retirement income. 
 
This can be illustrated using actual salary histories of two anonymous members of 
traditional pension systems—a state employee who belonged to NYSERS, and a 
Capital Region public school teacher covered by 
NYSTRS.  The two employees both retired as of 
July 1, 2010, at nearly identical salaries of 
$91,952 for the state employee (a Grade 25 pro-
fessional and technical employee) and $92,309 
for the teacher. The state employee joined the 
system in mid-1974, earning $10,532, while the 
teacher began working in September 1975 for a 
salary of $9,220. 
 
Retirement accumulations and annual annuity incomes for these employees were 
computed as if they had been enrolled in TIAA-CREF 50-50 plans at the time of their 
employment, assuming a total contribution rate of 12 percent of annual salary 
throughout the period. The result: the state employee would have accumulated sav-
ings of just over $800,000, which could be converted into an annuity of $55,080, or 60 
percent of final salary. The teacher would have accumulated $547,744, convertible to 
an annual annuity of $37,510, or 41 percent of income.  
 
Why the disparity for two employees who worked almost the exact same period, 
ending at similar salary levels?  
 
Answer: the state employee’s salary started higher and increased faster between the 
mid 1980s and mid 1990s, when investment returns were strong. The teacher’s salary 
peaked after 2000, just as investment returns had begun to fall.  These comparisons 
point up the importance of creating investment strategies to help employees mini-
mize the negative impact of market downturns late in their careers.  
 
How have actual participants in SUNY and CUNY plans fared?  The answer is illus-
trated in Table 4, on the following page. 
 
 
 
 
 

Investment returns and 
salary increases in real 
life are seldom as smooth 
as assumptions used in 
hypothetical examples.  
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Table 4. Retirement Savings Accumulations  
Average Salaries and Savings of SUNY and CUNY Employees in TIAA-CREF 

      
  

State University City University 

  
Average Average Average Average 

Age Service Years Salary Accumulation Salary Accumulation 
< 30 1 – 5 50,676 13,269 51,453 13,287 

 
6 – 10 51,286 28,342 53,079 19,477 

 
11 - 15 55,081 26,563 58,255 24,056 

30 - 34 1 - 5 59,661 18,928 69,915 21,518 

 
6 - 10 58,260 40,648 65,240 32,329 

 
11 - 15 63,051 59,983 63,370 35,699 

 
16 - 20 72,958 75,670 68,325 28,737 

35 - 39 1 - 5 69,376 27,904 73,927 24,669 

 
6 - 10 69,812 54,060 75,828 49,073 

 
11 - 15 69,385 80,545 72,214 54,330 

 
16 - 20 72,358 83,412 71,687 67,553 

40 - 44 1 - 5 69,285 28,353 78,829 28,495 

 
6 - 10 74,915 62,046 80,485 62,191 

 
11 - 15 77,188 99,130 80,022 78,523 

 
16 - 20 80,322 129,523 81,185 93,759 

 
21 - 25 87,204 155,491 82,229 100,467 

45 - 49 1 - 5 76,115 32,441 86,341 29,268 

 
6 - 10 79,294 72,276 84,371 66,161 

 
11 - 15 80,977 109,438 84,743 96,645 

 
16 - 20 87,953 160,520 86,141 117,594 

 
21 - 25 90,053 221,715 87,020 150,788 

 
26 - 30 84,418 253,564 94,270 197,609 

50 - 54 1 - 5 78,263 36,777 90,753 29,242 

 
6 - 10 81,582 78,628 87,223 70,270 

 
11 - 15 84,239 116,593 88,636 111,640 

 
16 - 20 92,747 185,616 89,159 143,147 

 
21 - 25 96,819 284,933 90,315 210,399 

 
26 - 30 94,706 366,281 92,245 291,212 

 
31 - 35 93,267 464,767 96,721 363,765 

55 - 59 1 - 5 92,994 54,859 99,718 34,946 

 
6 - 10 83,612 78,375 95,828 80,390 

 
11 - 15 85,026 119,766 92,841 118,263 

 
16 - 20 90,254 182,277 98,844 171,608 

 
21 - 25 100,128 328,563 99,884 271,924 

 
26 - 30 106,339 442,106 98,405 367,772 

 
31 - 35 105,237 566,852 100,227 543,508 

 
36 - 40 86,673 510,839 99,557 591,254 

60 - 64 1 - 5 102,416 66,845 109,041 38,368 

 
6 - 10 88,853 94,273 93,928 81,372 

 
11 - 15 82,369 126,944 93,298 127,010 

 
16 - 20 90,261 202,172 94,686 178,486 

 
21 - 25 102,263 347,505 100,182 318,883 

 
26 - 30 105,483 482,204 101,003 413,963 

 
31 - 35 112,466 699,368 108,804 605,820 

 
36 - 40 117,019 905,063 108,871 823,192 

 
> 40 105,211 840,852 103,785 985,447 

65 - 69 1 - 5 130,824 106,072 123,745 49,892 

 
6 - 10 95,737 95,369 100,647 107,165 

 
11 - 15 108,562 152,229 105,199 162,277 

 
16 - 20 104,344 242,825 90,558 188,314 

 
21 - 25 114,083 410,883 105,783 360,265 

 
26 - 30 114,879 571,662 108,072 449,716 

 
31 - 35 117,212 799,172 105,767 687,051 

 
36 - 40 121,628 1,026,023 117,032 1,049,074 

 
> 40 113,900 1,178,274 111,606 1,224,811 

70 - 74 1 - 5 117,826 122,489 113,722 39,527 

 
6 - 10 106,476 90,173 118,966 109,949 

 
11 - 15 154,853 300,140 101,393 147,508 

 
16 - 20 111,437 278,395 98,114 190,738 

 
21 - 25 104,666 411,133 113,541 349,727 

 
26 - 30 111,477 535,222 108,268 606,422 

 
31 - 35 133,115 975,880 107,274 730,046 

 
36 - 40 118,143 1,123,989 115,221 1,141,394 

 
> 40 123,622 1,439,833 109,145 1,318,163 

! 75 all 136,575 1,381,648 112,271 1,008,273 
Source: State University of New York, City University of New York, TIAA-CREF, based on records for 14,858 SUNY employees and 8,648 CUNY 
employees  
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At our request, TIAA-CREF calculated projected fund accumulations and annuity 
incomes for long-serving SUNY and CUNY employees now in the immediate pre-
retirement phase of their careers. The projections assume retirement at age 65 and 
salary growth of 2 percent a year before retirement. Total accumulations and annuity 
values were modeled based on two different scenarios—Low Growth (4 percent re-
turn on investments) and High Growth (6 percent before and after retirement). 
The results: 
 

• The oldest and longest-tenured members of the SUNY and CUNY plans—
employees in their late 60s and early 70s, with at least 36 years of service—on 
average have accumulated more than $1 million in their TIAA-CREF ac-
counts. If they retire immediately, their annual annuities would typically re-
place a minimum of 62 percent of income under the Low Growth scenario 
and 76 percent under the High Growth scenario. 

• Those in the immediate pre-retirement category — aged 60-64 with at least 36 
years of service—have accumulated an average of $905,000 at SUNY and 
$823,000 at CUNY. Under the Low Growth scenario, these amounts ultimate-
ly can be converted to annuities providing retirement income equivalent to 
58 percent and 56 percent of final salary. Under the High Growth scenario, 
the annuity income increases to 72 percent and 74 percent, respectively. 

• Employees aged 55 to 59 with 31 to 35 years of service currently have average 
fund accumulations of $566,852 at SUNY and $543,508 at CUNY. Under the 
Low Growth scenario, these accumulations will grow sufficiently to be con-
verted into annuities averaging 50 percent for each group. Under the High 
Growth scenario, the projected annuity income 69 percent of final salary for 
the SUNY employees and 70 percent for the CUNY employees.  

 
Social Security benefits26 will typically be equivalent to about 20 percent of late-
career annual earnings for these workers, bringing the lowest total income replace-
ment ratio to at least 70 percent (for the 55-59 cohort) under the Low Growth scenar-
io for future returns. Under the Higher Growth, the minimum income replacement 
value of the annuity and Social Security rises above 90 percent. 
 
SUNY and CUNY employees within 10 years of turning 65 saw their retirement sav-
ings were hit hard by financial crisis and stock market plunge of 2008. At least some 
have no doubt responded by working longer than they might have planned a few 
years ago. But as these figures show, even in an economic and market environment 
that has amounted to a worst-case investment scenario for late-career workers in de-
fined-contribution plans, SUNY and CUNY employees with TIAA-CREF contracts 
are positioned to replace a large share of their current salaries in retirement.  
 
It should be noted that SUNY and CUNY employees hired before July 1976 benefit-
ted for most of their careers from a contribution rate of 15 percent on the portion of 
their salaries above $16,500, compared to the maximum 13 percent rate available un-
der the current plan. For those hired between 1976 and 1992, the contribution rate 
rose to 15 percent of amounts above $16,500 after their first 10 years of service.  This 
higher rate helped ensure that employees in these age groups were able to end their 
careers with a substantial savings cushion. 
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4. THE OPTION EMPLOYEES DESERVE  
 
Counter to predictions of some who are opposed in principle to any defined-
contribution retirement plan, the participants in TIAA-CREF defined-contribution 
plans at SUNY and CUNY will not be impoverished or financially insecure when 
they can no longer work.  Far from it. While they cannot match the guaranteed bene-
fits of contemporaries who spent careers in traditional public pension plans, their 
total retirement incomes will average at least 70 percent of final salary. By converting 
to a lifetime annuity, they can be assured that they will not outlive their money. 
 
How much income replacement can be considered “adequate” in retirement?  The 
definition has shifted over the years and is open to dispute. While the standard 
benchmark for many years was 70 percent, a series of reports Georgia State Universi-
ty/Aon RETIRE Project has suggested a range of 78 to 94 percent depending on pre-
retirement income levels.27 This finding, in turn, has been the basis for subsequent 
research suggesting that Americans in general are grossly under-saving for retire-
ment, giving rise to a “retirement crisis.”  

 
But the use of a one-size-fits-all income replace-
ment benchmark has been disputed by other re-
searchers, who suggest the concept is flawed and 
misleading because it fails to take account of dif-
ferences in household consumption patterns and 
needs.28 In any case, as noted in this report, ca-
reer state and local employees in New York can 
now retire with a combination of pension and 
Social Security benefits exceeding 100 percent of 
their final average salaries —more than adequate 
by any standard. 

 
If an income replacement ratio is accepted as a desirable goal, even if not demon-
strably necessary in all cases, recent research offers a framework for considering the 
amount of money that should be put aside in a defined-contribution or other per-
sonal retirement savings plan. A 2007 study, taking account of variability investment 
returns, suggested that the savings rate of a 25-year-old aiming to replace 80 percent 
of a $60,000 income should be pegged at 12 percent.29 Approaching the question 
from a different perspective, a TIAA-CREF research paper in 2008 also recommend-
ed a “core” total contribution rate of 12 percent a year over a 35-year career to 
achieve benchmark income replacement ratios in retirement. 
 
Getting the rate right 
 
The average employee contribution to 401(k) plans was 6.8 percent in 2010, with 21 
percent of workers paying more than 10 percent, according to data compiled by the 
Vanguard investment management company. The most common employer contribu-
tion was a 50 percent match of employee contributions, up to 6 percent of income, or 
3 percent for an employee contributing 6 percent. Total contribution rates averaged 
9.7 percent, with a median of 8.8 percent.30 As previously noted, total annual contri-
butions to the SUNY and CUNY plan currently are 11 percent during the first seven 
years, and 13 percent thereafter. 
 

What is an “adequate”   
income in retirement? 
The answer is disputed—
but recent studies  
suggest the need for a 
higher contribution rate 
than the 9.7% average 
among 401(k) funds.    
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Governor Cuomo’s proposed defined-contribution plan would require a minimum 
employer contribution of 4 percent of salary, with no required contribution from 
employees. State and local employers would be required to match a voluntary em-
ployee contribution of 3 percent, which would bring the total funding level to 10 
percent per year. The defined-benefit option under his Tier 6 plan would require 
employee contributions ranging from 4 to 6 percent, depending on income (see Table 
1 on pages 4-5). 
 
Given a choice, many younger and lower-paid employees just starting a state or local 
government job may choose a plan requiring no contribution from them. But if the 
public policy objective is to offer an alternative 
plan that actually provides the foundation for an 
adequate income at retirement, even if retire-
ment is far in the future, a minimal total contri-
bution of 4 percent is not enough. Even the 10 
percent combined level under the elective fea-
ture of the governor’s proposal is lower than the 
lowest combined contribution rate under the 
SUNY and CUNY plans. 
 
To emulate the solidity and success of the SUNY and CUNY plans, the contribution 
rate should be at least 12 percent, if not higher. In line with the proposed Tier 6 de-
fined-benefit plan, employee contribution rates should range from 4 to 6 percent 
based on salary, complemented by an employer contribution ranging from 6 to 8 
percent, bringing the total to 12 percent. In addition, the contribution should be a 
percentage of all wages without limit, including overtime, differential and termina-
tion pay, since concerns about late-career pension “spiking” that prompted these 
limitations in the defined-benefit sections of the governor’s Tier 6 proposal are not 
relevant to a defined-contribution plan.  
 
In a low-interest rate, low-growth environment, however, many employees will 
want and need to save more. To encourage higher savings, the Section 457 Deferred 
Compensation Plan should be promoted as a complement to the core defined-
contribution account.  
 
The state should also explore the applicability of provisions in the 2006 federal Pen-
sion Protection Act that make it easier for an employee to automatically earmark a 
portion of future salary increases to retirement savings. This auto-save feature would 
need to apply to the 457 Deferred Compensation Plan or some other supplemental 
plan, since a core 401(a) plan modeled on the SUNY and CUNY option could not al-
low for voluntary additional employee contributions. 
 
A maximum employer contribution of 8 percent would still fall below the expected 
long-term normal rate of 11 percent for Tier 4 employees and 9.4 percent for Tier 5 
employees who belong to the New York State Employees’ Retirement System. The 
rate for Tier 6 defined-benefit pensions has been projected at just 4.7 percent for state 
and local employees outside New York City—but all such calculations for the de-
fined-benefit plan reflect actuarial assumptions that assume a long-term investment 
return of 7.5 percent (in the case of NYSERS) or 8 percent (in the case of the 
NYSTRS). Employers will remain unable to predict their actual contribution rate to 
the defined-pension plan more than a year or two ahead of time.  

Young workers would be 
attracted to a cheap plan 
requiring them to        
contribute nothing. But 
that’s no way to save for 
retirement.   
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By contrast, contributions to a defined-contribution plan will be level, predictable—
and free of accounting distortions that undermine the reliability of traditional pen-
sion financial projections. 
 
Plan design issues 
 
The annuity feature at the heart of the SUNY and CUNY defined-contribution plans 
is designed to ensure a steady stream of retirement income and to serve as a form of 
insurance against outliving assets. Annuity contracts (giving employees the flexibil-
ity for employers to choose mutual funds if they desire) should be a default invest-
ment under the new defined-contribution option. 
 
The benefits of annuities are increasingly being recognized as the retirement needs of 
baby-boomers become more pressing.  
 
“Promoting the availability of annuities and other forms of guaranteed lifetime in-
come, which transform savings into guaranteed future income, reducing the risks 
that retirees will outlive their savings or that their retirees’ living standards will be 
eroded by investment losses or inflation,” was among the 2010 recommendations of 
the White House Task Force on the Middle Class, chaired by Vice President Joe 
Biden.31 Consistent with this recommendation, the U.S. Treasury Department recent-
ly issued regulations designed to make it easier for middle-class retirees to transfer 
private 401(k) assets to guaranteed lifetime annuities.32 
 
In setting up a new defined-contribution option, the state’s plan sponsors—
designated in Cuomo’s bill as the retirement systems sponsoring traditional pen-
sions—should require that the default investment plan be life-cycle or target date 
accounts rather than money-market funds. They should seek to minimize adminis-
trative costs and investment fees and centralize record-keeping with a single vendor, 
while allowing more than one insurer or financial institution to offer plans. They 
should also find ways to package the plan with group disability and term life insur-
ance, on an optional basis for employees willing to pay extra for it.  And they should 
explore ways of using annuities during the savings accumulation phase to cushion 
themselves against the risk of late-career financial market downturns, as experienced 
by workers now approaching retirement at SUNY and CUNY. 
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CONCLUSION 
 
“Why wouldn’t you want to give the person the option?”  
 
That’s how Governor Cuomo summed up the argument for the voluntary defined-
contribution plan in presenting his 2012-13 budget.33 The governor is breaking new 
ground for New York by seeking to allow all public employees to select a personal 
and portable plan. 
 
But the governor and Legislature should not settle for a plan that emulates a 
stripped-down 401(k) while being “much cheaper for the state,” as Cuomo put it. 
While the traditional pension system has fundamental, structural problems that the 
Tier 6 legislation would not address, provisions creating a defined-contribution op-
tion should draw from the best features of the SUNY and CUNY plans and best 
practices in the retirement planning field.   
 
Almost a century ago, New York was the birthplace of the annuitized private pen-
sion for college professors. Almost 50-years ago, it was the first major state to spon-
sor an annuity-based defined-contribution option to a large group of its employees. 
The push for a universal defined-contribution option for all New York state and local 
workers is an opportunity to create a model for both public and private sector em-
ployers in the 21st century. 
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