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S U B J E C T :  L o n g e v i t y  b o n u s  b i l l s  -- s e c t i o n a l  a n a l y s i s
(HB 210 a n d  HB  222))

TO: R e p r e s e n t a t i v e  K a t i e  H u r l e y
Chair, H o u s e  S t a t e  A f f a i r s  C o m m i t t e e

FROM: K e i t h  B. L e v y
L e g i s l a t i v e  C o u n s e l

Y o u  h a v e  r e q u e s t e d  a s e c t i o n a l  a n a l y s i s  o f  H B  210 and 
H B  222, b o t h  o f  w h i c h  a m e n d  the l o n g e v i t y  b o n u s  p r o g r a m  and 
e s t a b l i s h  a n  a n n u i t y  p r o g r a m  u s i n g  p e r m a n e n t  f u n d  dividends. 
H B  222 is b a s e d  o n  H B  210, w h i c h  is i d e n t i c a l  to C S S B  56 
(State A f f a i r s ) .  H o w e v e r ,  t h e r e  are a n u m b e r  o f  s u b s t a n t i v e  
d i f f e r e n c e s  b e t w e e n  the two H o u s e  b i l l s .  T h e r e f o r e ,  the 
f o l l o w i n g  is a s e c t i o n a l  a n a l y s i s  o f  H B  210, w i t h  a s u m m a r y  
o f  the d i f f e r e n c e s  b e t w e e n  H B  210 a n d  H B  222 at t h e  end.
F o r  y o u r  c o n v e n i e n c e ,  the d i s c u s s i o n  o f  e a c h  s e c t i o n  of 
H B  210 c o n t a i n s  a r e f e r e n c e  to the c o m p a r a b l e  p r o v i s i o n  of 
H B  222 a n d  i n d i c a t e s  w h i c h  s e c t i o n s  a r e  i d e n t i c a l .

A N A L Y S I S  O F  H B  210

S e c t i o n  1. T h i s  s e c t i o n  sets out l e g i s l a t i v e  f i n d i n g s  and 
s t a t e s  the p u r p o s e s  of the l o n g e v i t y  b o n u s  p r o g r a m  and the 
a n n u i t y  p r o g r a m .  (See sec. 1 of H B  222.)

S e c t i o n s  2, 4, 5, 6 , 7, 9, a n d  14. T h e s e  are " c l e a n u p "  
s e c t i o n s  t h a t  a m e n d  e x i s t i n g  p r o v i s i o n s  in the p e r m a n e n t  
f u n d  d i v i d e n d  c h a p t e r  (AS 43.23) to r e f e r  to e i t h e r  c a s h  
p a y m e n t s  or a n n u i t y  c r e d i t s  or both, as a p p r o p r i a t e .  T h e s e  
c h a n g e s  a r e  n e c e s s a r y  b e c a u s e  the b i l l  c r e a t e s  t h e  o p t i o n  of 
t a k i n g  the p e r m a n e n t  f u n d  d i v i d e n d  in t h e  f o r m  o f  ca s h  or an 
a n n u i t y  c r e d i t  (see s e c t i o n s  3 a n d  16). ( S e c t i o n s  6 a n d  7 
of H B  210 a r e  n o t  c o n t a i n e d  in H B  222. S e c t i o n s  2, 4, a n d  5
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o f  HB  210 a r e  i d e n t i c a l  to secs. 2, 4, a n d  5 of  HB  222. 
S e c t i o n s  9 and 14 o f  H B  210 a r e  i d e n t i c a l  to secs. 6 a n d  10, 
r e s p e c t i v e l y ,  o f  H B  222.)

S e c t i o n  3. Th i s  s e c t i o n  p r o v i d e s  t h a t  a p e r s o n  w h o  is 
e l i g i b l e  to r e c e i v e  a p e r m a n e n t  f u n d  d i v i d e n d  or to c l a i m  
the d i v i d e n d  on b e h a l f  of  a n o t h e r  w i l l  r e c e i v e  a n  a n n u i t y  
c r e d i t  u n l e s s  th a t  p e r s o n  e l e c t s  to t a k e  the d i v i d e n d  in 
cash. It a l s o  p r o v i d e s  the o p t i o n  to t a k e  a m i n i m u m  o f  25 
p e r c e n t  o f  the d i v i d e n d  in c a s h  a n d  the b a l a n c e  as a n  a n ­
n u i t y  creoit. H o w e v e r ,  a p e r s o n  w h o  is 65 y e a r s  o f  a g e  b e ­
for e  J a n u a r y  1, 1986, has n o  c h o i c e  a n d  m u s t  ta k e  the 
d i v i d e n d  as c a s h  (AS 4 3 . 2 3 . 0 0 5 ( d ) ) .  (See sec. 3 o f  HB  2 2 2 . )

S e c t i o n  8 . T h i s  s e c t i o n  p r o v i d e s  that the p e r m a n e n t  f u n d  
d i v i d e n d  a p p l i c a t i o n  m u s t  b e  p r e p a r e d  to a l l o w  a n  i n d i v i d u a l  
to e l e c t  to r e c e i v e  c a s h  in l i e u  of a n  a n n u i t y  c r e d i t  
(AS 4 3 . 2 3 . 0 1 5 ( i )). ( S e c t i o n  8 of  H B  210 is n o t  c o n t a i n e d  in 
H B  222.)

S e c t i o n  10. T h i s  s e c t i o n  a l l o w s  the c o m m i j s i o n e r  of r e v e n u e  
to d i r e c t  the c o m m i s s i o n e r  o f  a d m i n i s t r a t i o n  to d e b i t  a p e r­
son's a n n u i t y  a c c o u n t ,  a f t e r  n o t i c e  a n d  a n  o p p o r t u n i t y  for 
h e a r i n g ,  if the a c c o u n t  w a s  w r o n g l y  c r e d i t e d .  T h e  d e b i t  
m u s t  b e  m a d e  w i t h i n  t e n  y e a r s  if the c r e d i t  is t h e  f a u l t  of
the i n d i v i d u a l  a n d  w i t h i n  t h r e e  y e a r s  i f  it is t h e  f a u l t  of
the s t a t e  (AS 4 3 . 2 3 . 0 3 5 ( c ) ) .  ( S e c t i o n  10 o f  HB  210 is 
i d e n t i c a l  to sec. 7 o f  H B  222.)

S e c t i o n  11. Th i s  s e c t i o n  a m e n d s  t he d u t i e s  of the D e p a r t -
m e n t  of R e v e n u e  w i t h  r e s p e c t  to p e r m a n e n t  f u n d  d i v i d e n d s  to 
m a k e  it c l e a r  that c a s h  d i v i d e n d s  a r e  to b e  p a i d  o n l y  to 
i n d i v i d u a l s  w h o  e l e c t  c a s h  or are 65 y e a r s  o f  a g e  b e f o r e  
J a n u a r y  1, 1986. It a l s o  r e q u i r e s  the D e p a r t m e n t  of R e v e n u e  
to p r o v i d e  t h e  c o m m i s s i o n e r  o f  a d m i n i s t r a t i o n  w i t h  i n f o r m a­
ti o n  n e c e s s a r y  to a d m i n i s t e r  the a n n u i t y  p r o g r a m  
(AS 4 3 . 2 3 . 0 5 5 ) .  (See sec. 8 o f  H B  222.)

S e c t i o n  12. A S  4 3 . 2 3 . 0 6 5  c u r r e n t l y  m a k e s  50 p e r c e n t  o f  the 
c a s h  p e r m a n e n t  f u n d  d i v i d e n d  e x e m p t  f r o m  a t t a c h m e n t  to 
s a t i s f y  a de b t  a n d  p r o v i d e s  c e r t a i n  e x c e p t i o n s  to the e x­
empti o n .  T h i s  s e c t i o n  of  the b i l l  a m e n d s  A S  4 3 . 2 3 . 0 6 5  to 
p r o v i d e  a n o t h e r  e x c e p t i o n  to the e x e m p t i o n .  No p a r t  of the 
c a s h  d i v i d e n d  is e x e m p t  f r o m  a t t a c h m e n t  to s a t i s f y  c o u r t  
o r d e r e d  r e s t i t u t i o n  u n d e r  AS 1 2 . 5 5 . 0 4 5  - 1 2 . 5 5 . 0 5 1  or
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A S  1 2 . 55.100. ( S e c t i o n  12 of H B  210 is i d e n t i c a l  to sec. 9 
of  H B  222.)

S e c t i o n  13. T h i s  s e c t i o n  a m e n d s  AS  4 3 . 2 3 . 0 6 5  to a l l o w  the 
D e p a r t m e n t  of  R e v e n u e  to f o r c e  a n  i n d i v i d u a l  w h o  has a p a s t  
due c h i l d  s u p p o r t  o b l i g a t i o n  to ta k e  t h e  p e r m a n e n t  f u n d  
d i v i d e n d  in cash. It a l s o  a l l o w s  s t a t e  c o u r t s  to e x e r c i s e  
the s a m e  p o w e r  as a c o n d i t i o n  o f  a n y  c i v i l  j u d g e m e n t  or 
o r d e r  o f  r e s t i t u t i o n .  ( S e c t i o n  13 o f  H B  210 is n o t  c o n­
ta i n e d  in H B  222.)

S e c t i o n  15. T h i s  s e c t i o n  r e d e f i n e s  t h e  t e r m  " p e r m a n e n t  f u n d  
d i v i d e n d "  to m e a n  a c r e d i t  to a n  a n n u i t y  acc o u n t ,  e x c e p t  
w i t h  r e s p e c t  to i n d i v i d u a l s  w h o  r e c e i v e  cash, in w h i c h  c a s e  
it m e a n s  the c a s h  p a y m e n t  (AS 4 3 . 2 3 . 0 9 5 ( 6 ) ) .  (See sec. 11 
o f  HB 222.)

S e c t i o n  16. T h i s  s e c t i o n  sets up  the a n n u i t y  p r o g r a m  b y  
a d d i n g  a n e w  a r t i c l e  to A S  43.23. A n  a n n u i t y  i n v e s t m e n t  
f u n d  is e s t a b l i s h e d  c o n s i s t i n g  o f  an a m o u n t  e q u a l  to the 
p e r m a n e n t  f u n d  d i v i d e n d s  t a k e n  as a n n u i t y  credits. T h e  
m o n e y  is t r a n s f e r r e d  f r o m  the d i v i d e n d  f u n d  to the a n n u i t y  
i n v e s t m e n t  f u n d  a n n u a l l y  (AS 4 3 . 2 3 . 1 1 0 ( a ) ) .  T h e  l e g i s l a t u r e  
is a l s o  a u t h o r i z e d  to a p p r o p r i a t e  m o n e y  to the a n n u i t y  i n­
v e s t m e n t  f u n d  f r o m  t h e  g e n e r a l  f u n d  or the u n d i s t r i b u t e d  
i n c o m e  account. T h e s e  e x t r a  f u n d s  are to b e  a l l o c a t e d  to 
i n d i v i d u a l  a n n u i t y  a c c o u n t s  a c c o r d i n g  to a " f r o n t - l o a d i n g "  
f o r m u l a  that i n c r e a s e s  the a n n u i t y  a c c o u n t  b a l a n c e  a c c o r d i n g  
to age. U n d e r  the f o rmula, t h e r e  is a b a s e  credit, d e p e n d­
ing  o n  the size of t h e  a p p r o p r i a t i o n ,  th a t  a p p l i e s  to i n­
d i v i d u a l s  18 t h r o u g h  35 y e a r s  old. F o r  e a c h  y e a r  of  age 
o v e r  35 up to 65 y e a r s  o f  age, t h e r e  is an i n c r e m e n t a l  
c r e d i t  increase, b a s e d  on " h i s t o r i c a l  a n d  p r o j e c t e d  p e r m­
an e n t  f u n d  r e t u r n s  o n  i n v e s t m e n t "  (AS 4 3 . 2 3 . 1 1 0 ( b ) ) .

T h e  a n n u i t y  i n v e s t m e n t  f u n d  is to b e  i n v e s t e d  in the sa m e  
k i n d s  o f  i n v e s t m e n t s  a u t h o r i z e d  for the P u b l i c  E m p l o y e e s  
R e t i r e m e n t  S y s t e m  (AS 3 9 . 3 5 . 1 1 0 ) ,  e x c e p t  th a t  it m a y  b e  i n­
v e s t e d  in c o m m e r c i a l  i n s u r a n c e  c o n t r a c t s  (AS 4 3 . 2 3 . 1 1 0 ( f ) ) ,  
a n d  i n d i v i d u a l  a n n u i t y  a c c o u n t s  are to b e  c r e d i t e d  w i t h  the 
s a m e  i n t e r e s t  r a t e  th a t  the a n n u i t y  i n v e s t m e n t  f u n d  e a r n s  
(AS 4 3 . 2 3 . 1 1 0 ( c ) ) .  T h e  l e g i s l a t u r e  m a y  a p p r o p r i a t e  m o n e y  
f r o m  the a n n u i t y  i n v e s t m e n t  f u n d  to the D e p a r t m e n t  o f  A d m i n­
i s t r a t i o n  to p a y  a n n u i t i e s  (AS 4 3 . 2 3 . 1 1 0 ( d ) )  a n d  m a y  al s o  
p a y  a d m i n i s t r a t i v e  c o sts of  the a n n u i t y  p r o g r a m  o u t’ o f  the 
a n n u i t y  i n v e s t m e n t  fund, a l l o c a t i n g  the c osts e q u i t a b l y  
a m o n g  the i n d i v i d u a l  a n n u i t y  a c c o u n t s  (AS 4 3 . 2 3 . 1 1 0 ( f ) ) .
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T h e  a n n u i t y  p r o g r a m  is to be a d m i n i s t e r e d  b y  the c o m m i s s i o n­
er o f  a d m i n i s t r a t i o n  w h o  m u s t  m a i n t a i n  r e c o r d s  of  i n d i v i d u a l  
a n n u i t y  a c c o u n t s ,  m a k e  a n n u i t y  p a y m e n t s ,  a n d  m a y  a d o p t  r e g­
u l a t i o n s  to i m p l e m e n t  the p r o g r a m  (AS 4 3 . 2 3 . 1 2 0 ) .

A n  i n d i v i d u a l  b e c o m e s  e l i g i b l e  for an a n n u i t y  p a y m e n t  at age 
65 i f  the i n d i v i d u a l  has r e c e i v e d  one or m o r e  a n n u i t y  
c r e d i t s  (AS 4 3 . 2 3 . 1 3 0 ( a ) ) .  T h e  p a y m e n t  is b a s e d  on  the 
p r i n c i p a l  a n d  i n t e r e s t  a c c r u e d  to the i n d i v i d u a l ' s  a n n u i t y  
a c c o u n t ,  m a y  n o t  v a r y  o n  a c c o u n t  of  the i n d i v i d u a l ' s  sex, 
and is p a i d  for the life o f  the a n n u i t a n t  (AS 4 3 . 2 3 . 1 3 0 ( b ) ) .  
A n  i n d i v i d u a l  does n o t  h a v e  to be a r e s i d e n t  of the s t a t e  at 
the t i m e  o f  p a y m e n t  to be e l i g i b l e  for a n  a n n u i t y  p a y m e n t  
(AS 4 3 . 2 3 . 1 3 0 ( c ) ) .

A n  a n n u i t y  a c c o u n t  m a y  n o t  be t r a n s f e r r e d  to a n o t h e r  i n­
d i v i d u a l  or  to the i n d i v i d u a l ' s  e s t a t e  and the r i g h t  to r e ­
cei v e  an  a n n u i t y  t e r m i n a t e s  w h e n  the i n d i v i d u a l  dies, u n l e s s  
the i n d i v i d u a l  dies b e f o r e  age 65 (AS 4 3 . 2 3 . 1 1 0 ( d ) ) .  If a 
p e r s o n  dies b e f o r e  a g e  65, a lump s u m  p a y m e n t , s u b j e c t  to 
a p p r o p r i a t i o n ,  is to be m a d e  to the s u r v i v i n g  s p o u s e  or 
o t h e r  d e s i g n a t e d  b e n e f i c i a r y .  T h e  lump s u m  p a y m e n t  i n c l u d e s  
p e r m a n e n t  f u n d  d i v i d e n d  c o n t r i b u t i o n s  b y  the i n d i v i d u a l  a n d  
i n t e r e s t  o n  t h o s e  c o n t r i b u t i o n s ,  b u t  does n o t  i n c l u d e  funds 
c r e d i t e d  to the a c c o u n t  f r o m  l e g i s l a t i v e  a p p r o p r i a t i o n s  a n d  
i n t e r e s t  on t h o s e  f u n d s  (AS 4 3 . 2 3 . 1 3 0 ( e ) ) .

A n  i n d i v i d u a l  does n o t  r e c e i v e  a v e s t e d  p r o p e r t y  r i g h t  in an 
a n n u i t y  p a y m e n t  u n t i l  that p a y m e n t  is m a d e ;  the s t a t e  is n o t  
o b l i g a t e d  to p r o v i d e  a n n u i t y  p a y m e n t s  f o r  a n n u i t y  c r e d i t s  
g r a n t e d  (AS 4 3 . 2 3 . 1 3 0 ( f ) ) .  T h i s  m e a n s  t h a t  the a n n u i t y  p r o ­
g r a m  is n o t  a n  e n t i t l e m e n t .  A n  i n d i v i d u a l  w o u l d  h a v e  no  
l e g a l  r e c o u r s e  if the s t a t e  d e c i d e d  n o t  to m a k e  a n n u i t y  p a y ­
m e n t s  e v e n  a f t e r  the i n d i v i d u a l  c r e d i t e d  h i s  or h e r  a n n u i t y
a c c o u n t  for m a n y  years. (See sec. 12 o f  H B  222.)

S e c t i o n  17. T h i s  s e c t i o n  a m e n d s  e x i s t i n g  l a w  to r e m o v e  the 
l a n g u a g e  th a t  m a k e s  t h e  l o n g e v i t y  b o n u s  p a y m e n t  $250 a 
m o n t h .  ( S e c t i o n  17 o f  H B  210 is i d e n t i c a l  to sec. 13 of 
H B  222.)

S e c t i o n  18. Th i s  s e c t i o n  p r o v i d e s  that, e x c e p t  for p e o p l e
w h o  a r e  bb y e a r s  o f  a g e  b e f o r e  J a n u a r y  1, 1986, the m o n t h l y
l o n g e v i t y  b o n u s  p a y m e n t  e q u a l s  $250 a m o n t h ,  i n c r e a s e d  by 
t h r e e  p e r c e n t  a y e a r  b e g i n n i n g  in f i s c a l  y e a r  1987, m i n u s  
the m a x i m u m  p o s s i b l e  a n n u i t y  p a y m e n t  a p e r s o n  w o u l d  r e c e i v e  
if t h e y  e l e c t e d  a n  a n n u i t y  c r e d i t  e a c h  y e a r  f r o m  the
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b e g i n n i n g  of the a n n u i t y  p r o g r a m  (AS 4 7 . 4 5 . 0 1 5 ( a ) ) .  F o r  
t h o s e  p e o p l e  w h o  are 65 y e a r s  o f  age b e f o r e  J a n u a r y  1, 1986, 
the l o n g e v i t y  b o n u s  is $250 a m o n t h ,  i n c r e a s e d  by  t h r e e  
p e r c e n t  a year, b u t  w i t h o u t  t h e  r e d u c t i o n  for the m a x i m u m  
p o s s i b l e  a n n u i t y  p a y m e n t s  (AS 4 7 . 4 5 . 0 1 5 ( b ) ) .  Th i s  m e a n s  
that, e x c e p t  for t h o s e  w h o  t u r n  65 b e f o r e  J a n u a r y  1, 1986, 
as the m a x i m u m  p o s s i b l e  m o n t h l y  a n n u i t y  p a y m e n t  inc r e a s e s ,  
the l o n g e v i t y  b o n u s  p a y m e n t s  w i l l  d e c r e a s e ,  r e g a r d l e s s  of 
w h e t h e r  the p a r t i c u l a r  i n d i v i d u a l  e l e c t e d  to r e c e i v e  a n n u i t y  
c redits. T h i s  w i l l  h a v e  the e f f e c t  of p h a s i n g  out the 
l o n g e v i t y  b o n u s  o v e r  time, s i n c e  the a n n u i t y  p a y m e n t  w i l l  
e v e n t u a l l y  e x c e e d  the l o n g e v i t y  b o n u s  p a y m e n t .  T h o s e  w h o  
t u r n  65 b e f o r e  J a n u a r y  1, 1986, w i l l  c o n t i n u e  to r e c e i v e  the 
f u l l  l o n g e v i t y  bonus, i n c r e a s e d  b y  t h r e e  p e r c e n t  a n n u a l l y ,  
s i n c e  they w i l l  b e  i n e l i g i b l e  to r e c e i v e  a n n u i t y  c r e d i t s  
(see sec. 3 o f  the bi l l ) .  (See sec. 15 o f  K B  222.)

S e c t i o n  19. Th i s  s e c t i o n  attends e x i s t i n g  l a w  to p r o v i d e  
that a p e r s o n  r e s i d i n g  in a n u r s i n g  h o m e  is i n e l i g i b l e  to 
r e c e i v e  a l o n g e v i t y  bonus, u n l e s s  the p e r s o n  p r o v i d e d  the 
p r i n c i p a l  s u p p o r t  o f  a s p o u s e  w h e n  the p e r s o n  e n t e r e d  the 
n u r s i n g  h o m e  (AS 4 7 . 4 5 . 0 7 0 ) .  I n  that case, the p e r s o n  m a y  
c o n t i n u e  to r e c e i v e  the l o n g e v i t y  b o n u s  u n t i l  the s p o u s e  
q u a l i f i e s  to r e c e i v e  a bonus. ( S e c t i o n  19 o f  H B  210 is 
i d e n t i c a l  to sec. 16 o f  H B  222.)

S e c t i o n  20. T h i s  s e c t i o n  a m e n d s  the p r o v i s i o n  of c h a p t e r  
38, S L A  1984, that w o u l d  h a v e  r e p e a l e d  the e x i s t i n g  
l o n g e v i t y  b o n u s  p r o g r a m  on J u n e  30, 1985, t o  p r o v i d e  that 
the p r o g r a m  is n o t  r e p e a l e d .  ( S e c t i o n  20 o f  H B  210 is 
i d e n t i c a l  to sec. 18 of  HB  222.)

S e c t i o n  21. T h i s  s e c t i o n  r e p e a l s  the p r o v i s i o n  of e x i s t i n g  
l a w  (AS 4 3 . 2 3 . 0 4 5 ( c ) )  that a l l o w e d  the D e p a r t m e n t  o f  R e v e n u e  
to a d o p t  a p l a n  to p e r m i t  a n  i n d i v i d u a l  to e l e c t  a p a y m e n t  
p l a n  u n d e r  the p e r m a n e n t  f u n d  d i v i d e n d  p r o g r a m  that w o u l d  
m i n i m i z e  the f e d e r a l  t a x  c o n s e q u e n c e s  o f  t h e  pro g r a m .  
( S e c t i o n  21 o f  H B  210 is i d e n t i c a l  to sec. 19 o f  HB  222.)

S e c t i o n  22. T h i s  s e c t i o n  p r o v i d e s  that, e v e n  if the b i l l  is 
e n a c t e d  in 1985, it a p p l i e s  o n l y  to p e r m a n e n t  fu n d  d i v i d e n d s  
b e g i n n i n g  in 1986 and the d i v i d e n d  for 1985 w o u l d  b e  p a i d  
u n d e r  the l a w  as it e x i s t e d  b e f o r e  the b i l l  w a s  e n acted. 
( S e c t i o n  22 o f  H B  210 is i d e n t i c a l  to sec. 20 of HB  222.)
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S e c t i o n  23. T h i s  s e c t i o n  p r o v i d e s  for a n  i m m e d i a t e  e f f e c­
tiv e  date. ( S e c t i o n  23 of H B  210 is i d e n t i c a l  to sec. 21
o f  H B  222.)

S U B S T A N T I V E  D I F F E R E N C E S  B E T W E E N  H B  210 and H B  222

S e c t i o n  1 o f  H B  222, the p u r p o s e  and f i n d i n g s  clau s e ,  has 
b e e n  c h a n g e d  f r o m  sec. 1 of HB  210 to r e f l e c t  the s u b s t a n­
tive  d i f f e r e n c e s  in the bill. It a l s o  c o n t a i n s  a p a r a g r a p h  
n o t  f o u n d  in H B  210 t h a t  i n d i c a t e s  l e g i s l a t i v e  i n t e n t  to 
m a i n t a i n  the a n n u i t y  p r o g r a m  e v e n  if the P F D  p r o g r a m  is 
e v e n t u a l l y  r e p e a l e d .

S e c t i o n  3 of  H B  222 p r o v i d e s  t h a t  the P F D  m u s t  b e  t a k e n  h a l f  
in the f o r m  o f  c a s h  and h a l f  as a n  a n n u i t y  credit. Th i s  
d i f f e r s  f r o m  sec. 3 of H B  210 w h i c h  a l l o w s  a n  i n d i v i d u a l  to 
e l e c t  to t a k e  b e t w e e n  25 and 100 p e r c e n t  o f  the P F D  in cash. 
T h i s  d i f f e r e n c e  is a l s o  r e f l e c t e d  in o t h e r  s e c t i o n s  of  
H B  222 that m a k e  t e c h n i c a l  a m e n d m e n t s  to e x i s t i n g  p r o v i s i o n s  
o f  law. S e c t i o n s  6 , 7, 8 , and 13 of H B  210, w h i c h  r e f l e c t  
the a b i l i t y  to m a k e  the e l e c t i o n  b e t w e e n  c a s h  a n d  an  a n n u i t y  
credit, are n o t  c o n t a i n e d  in H B  222. B o t h  b i l l s  p r o v i d e  
that a p e r s o n . w h o  is 65 o r  o l d e r  b e f o r e  a c e r t a i n  d a t e  m u s t  
ta k e  all of the d i v i d e n d  in cash, b u t  H B  222 m a k e s  t h a t  da t e  
J u l y  1, 1986 w h e r e a s  H B  210 m a k e s  the d a t e  J a n u a r y  1, 1986. 
T h i s  d i f f e r e n c e  is r e f l e c t e d  t h r o u g h o u t  the bill.

S e c t i o n  3 o f  H B  2.22 a l s o  p r o v i d e s  that a p e r s o n  w i t h  a g r o s s  
i n c o m e  o v e r  $ 2 5 , 0 0 0  in a s i n g l e  y e a r  w h o  is e l i g i b l e  for the 
P F D  a n d  l o n g e v i t y  b o n u s  p r o g r a m s  m u s t  c h o o s e  b e t w e e n  the two 
a n d  m a y  n o t  r e c e i v e  b o t h  for th a t  year. S e c t i o n  14 of 
HB  222 c o n t a i n s  the s a m e  clause. T h i s  p r o v i s i o n  is n o t  c o n­
t a i n e d  in H B  210.

A S  4 3 . 2 3 . 1 3 0 ( e ) ,  a d d e d  b y  sec. 12 of H B  222, p r o v i d e s  that 
if a p e r s o n  l e a v e s  the s t a t e  p e r m a n e n t l y  b e f o r e  the age of  
65, that p e r s o n  m a y  e l e c t  to ta k e  the m o n e y  c o n t r i b u t e d  to 
the a n n u i t y  a c c o u n t  p l u s  i n t e r e s t  in the f o r m  of a l u m p  s u m  
p a y m e n t .  S e c t i o n  16 of  H B  210 o n l y  a l l o w s  lump s u m  payment: 
if the a n n u i t a n t  dies b e f o r e  r e a c h i n g  age 65.

S e c t i o n  18 o f  H B  210 p r o v i d e s  for the $250 m o n t h l y  l o n g e v i t y  
b o n u s  p a y m e n t  to be i n c r e a s e d  b y  t h r e e  p e r c e n t  a y e a r  b e g i n­
n i n g  in f i s c a l  y e a r  1987. HE 222 does n o t  i n c l u d e  this p r o­
vis i o n .
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F i n a l l y ,  s e c t i o n  17 o f  H B  222 p r o v i d e s  that the l o n g e v i t y  
b o n u s  p r o g r a m  is to be f u n d e d  o n l y  t h r o u g h  a u t o m a t i c  a n n u a l  
t r a n s f e r s  f r o m  the u n d i s t r i b u t e d  i n c o m e  a c c o u n t  in the 
A l a s k a  p e r m a n e n t  fund, a n d  no  o t h e r  source. In c o n t r a s t ,
H B  210 leaves the l o n g e v i t y  b o n u s  f u n d e d  in the c u r r e n t  
m a n n e r ,  t h r o u g h  g e n e r a l  f u n d  a p p r o p r i a t i o n s .

If  I m a y  b e  of  f u r t h e r  a s s i s t a n c e ,  p l e a s e  f e e l  f r e e  to c o n­
tac t  me.

K B L :ojb 
J 1 2/024



m i

M  ((r JM , V i V /  h \
i M  ''V'Vi ;-'1 
L b m d ^ L - W m i

D EPARTMENT OF ADMINISTRATION
D IV IS IO N  O F P IONEERS' BENEF ITS  

PIONEERS' HOME—LONGEV ITY  BONUS
S T A T E  S P E C I A L  C O M M I T T E E  O N  THE 
A L A S K A  L O N G E V I T Y  B O N U S  P R O G R A M

Bill Sheffield, Governor

POUCH CL IM S 0 2 1 1) 
JU N E A U . A L A S K A  99811  
PHONE: (9071 465-4416

F e b r u a r y  13, 1985
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D e a r  R e p r e s e n t a t i v e s :

C O M M E N T S  O N  S E N A T E  S T A T E  A F F A I R S  C O M M I T T E E  
C O N S I D E R A T I O N  O F  A N N U I T Y  B I L L

T h e  S t a t e  S p e c i a l  C o m m i t t e e  o n  t h e  A l a s k a  L o n g e v i t y  B o n u s  
P r o g r a m  is a w a r e  th a t  s e v e r a l  c h a n g e s  w e r e  c o n s i d e r e d  or m a d e  in 
t h e  b i l l  r e c o m m e n d e d  b y  o u r  c o m m i t t e e  w h e n  t h a t  b i l l  (SB 56) w a s  
in  the S e n a t e  S t a t e  A f f a i r s  C o m m i t t e e .  W e  t h e r e f o r e  p a s s  o n  to 
y o u  o u r  c o m m e n t s  o n  t h e s e  a s p e c t s  of the bill.

1. T h e  t h r e e  p e r c e n t  e s c a l a t o r .

A  m o t i o n  w a s  m a d e  a n d  d e f e a t e d  in the S e n a t e  S t a t e  
A f f a i r s  C o m m i t t e e  to d e l e t e  the p r o v i s i o n  of  the b i l l  w h i c h  
p r o v i d e s  that t h e  L o n g e v i t y  B o n u s  be  i n c r e a s e d  b y  3% a n n u a l l y .  
O u r  c o m m i t t e e  r e c o g n i z e s  t h a t  the 3% e s c a l a t o r  is o n e  of t h e  m o s t  
e x p e n s i v e  f e a t u r e s  o f  the bill. T h e  c o m p a r a t i v e  c o s t s  e s t i m a t e d  
t h r o u g h  the y e a r  2034 are: 1/

1/ C o s t  e s t i m a t e s  p r e p a r e d  b y  the D i v i s i o n  o f  S t r a t e g i c  
P l a n n i n g ,  0MB, 2/7/85.

- j P/ywh
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C o m m i t t e e  b i l l  (wi t h o u t  f r o n t  l o ading) 2/

W i t h  3% e s c a l a t o r  W i t h o u t  e s c a l a t o r  
N o m i n a l  d o l l a r s  $ 1 , 4 0 2  $9 1 6
C o n s t a n t  1985 d o l l a r s  784 566
P r e s e n t  v a l u e  in 1 9 8 5  617 464

O u r  c o m m i t t e e  i n c l u d e d  t h e  e s c a l a t o r  i n  r e c o g n i t i o n  of 
the f a c t  t h a t  the o r i g i n a l  l o n g e v i t y  b o n u s  w a s  i n c r e a s e d  r a p i d l y  
o v e r  t i m e  f r o m  $100 to $250. T h e  e s c a l a t o r  is not, h o w e v e r ,  an 
i n t e g r a l  p a r t  o f  t h e  o v e r a l l  s t r u c t u r e  o f  the b i ll. W h i l e  w e  
f e l t  t h a t  p r e s s u r e  to i n c r e a s e  the a m o u n t  of the b o n u s  is 
i n e v i t a b l e ,  w e  h o p e d  t h a t  a m o d e s t  s t a t u t o r y  i n c r e a s e  w o u l d  
d e f l e c t  this p r e s s u r e  o n  the l e g i s l a t u r e ,  a n d  t h a t  in the lo n g  
r u n  the p r o v i s i o n  w o u l d  p r o v e  to b e  f i s c a l l y  c o n s e r v a t i v e .  W h i l e  
the c o m m i t t e e  w o u l d  p r e f e r  th a t  t h e  p r o v i s i o n  r e m a i n  in t h e  bill, 
w e  r e c o g n i z e  t h e  f i s c a l  r e a l i t i e s  w h i c h  the l e g i s l a t u r e  n o w  
faces.

2. D e a t h  b e n e f i t s  for t h o s e  w h o  die p r i o r  to a g e  6 5 .

O u r  c o m m i t t e e  d i d  n o t  i n c l u d e  d e a t h  b e n e f i t s  a n d  m a d e  
r e c e i p t  o f  a n n u i t y  p a y m e n t s  d e p e n d a n t  u p o n  s u r v i v a l  in  p a r t  for 
s i m p l i c i t y  a n d  in p a r t  b e c a u s e  the l o n g e v i t y  b o n u s  is a v a i l a b l e  
o n l y  to t h o s e  w h o  s u r v i v e .  W i t h o u t  d e a t h  b e n e f i t s ,  t h o s e  w h o  
s u r v i v e  w o u l d  r e c e i v e  a h i g h e r  a n n u i t y  b e c a u s e  the c o n t r i b u t i o n s  
o f  t h o s e  w h o  d i e  w o u l d  b e  s p r e a d  a m o n g  s u r v i v o r s .  W e  u n d e r s t a n d  
t h a t  d u r i n g  t e l e c o n f e r e n c e  h e a r i n g s  t h e r e  w a s  c o n s i d e r a b l e  p u b l i c  
t e s t i m o n y  t h a t  y o u n g e r  i n d i v i d u a l s  w o u l d  b e  r e l u c t a n t  to 
p a r t i c i p a t e  in the p r o g r a m  if t h e y  t h o u g h t  t h e i r  c o n t r i b u t i o n s  
w o u l d  b e  lo s t  u p o n  death. C e r t a i n l y ,  p a r t i c i p a t i o n  is a v e r y  
i m p o r t a n t  c o n s i d e r a t i o n .

O u r  c o m m i t t e e ' s  p r o j e c t i o n s  as to the p h a s e  o u t  of  the 
l o n g e v i t y  b o n u s  p a y m e n t s  w e r e  m a d e  b y  i n c l u d i n g  t h e  " a c t u a r i a l  
g a i n "  to a n n u i t y  a c c o u n t s  f r o m  t h o s e  w h o  d i e d  p r i o r  to r e a c h i n g  
age 65. W i t h o u t  this gain, a n n u i t y  p a y m e n t s  w i l l  be  s m a l l e r  a n d  
t h e r e f o r e  the l o n g e v i t y  b o n u s  m u s t  b e  l a r g e r  to r e a c h  the t a r g e t  
amou n t .  A s  a r e s u l t ,  it t a k e s  l o n g e r  for t h e  l o n g e v i t y  b o n u s  to 
p h a s e  out a l t o g e t h e r .  T h e  f o l l o w i n g  c h a r t  c o m p a r e s  a n n u i t y  
p a y m e n t s  i n c l u d i n g  the a c t u a r i a l  g a i n  w i t h  p a y m e n t s  e x c l u d i n g

2/ F o r  an  e x a m p l e  of  the e f f e c t  o f  the 3% e s c a l a t o r  o n  the c o s t  
of the b i l l  w i t h  t h r e e  y e a r s  o f  f r o n t  lo a d i n g ,  see E x h i b i t  A, 
a t t a c h e d .
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that gain. T h e  e x a m p l e  i n c l u d e s  t h r e e  years' f r o n t  loa d i n g ,  
s i n c e  the e f f e c t  is m o r e  a p p a r e n t  w h e n  a n n u i t i e s  are larger.

(E x a m p l e  i n c l u d e s  t h r e e  y e a r s  f r o n t  l o a d i n g ) 
W i t h o u t  D e a t h  B e n e f i t s  W i t h  D e a t h  B e n e f i t s
A n n u i t y A L B A n n u i t y A L B

1987 $ 1 1 . 9 2 $2 4 5 . 5 8 $ 1 1 . 9 2 $ 2 4 5 . 5 8
1990 $ 4 6 . 9 4 $2 3 4 . 4 4 $4 5 . 5 5 $ 2 3 5 . 8 3
1995 $ 1 1 1 . 7 3 $ 2 1 4 . 4 6 $ 1 0 3 . 7 2 $ 2 2 2 . 4 7
2 0 0 0 $ 2 4 3 . 5 2 $ 1 3 4 . 6 3 $ 2 1 9 . 9 7 $ 1 5 8 . 1 8
2004 $ 4 2 y .25 $ . 0 0 $ 3 8 0 . 6 4 $4 4 . 9 7
2006 $ 5 6 0 . 1 8 $ . 0 0 $ 4 5 1 . 5 3 $ . 0 0

3. H o l d h a r m l e s s  for n o n - n u r s i n g  h o m e  m e d i c a i d  b e n e f i t s

W e  u n d e r s t a n d t h a t  t h e  S e n a t e  S t a t e  A f f a i r s C o m m i t t e e
h e a r d  t e s t i m o n y  c o n c e r n i n g  the loss o f  m e d i c a i d  b e n e f i t s  w h i c h  
m a y  o c c u r  if r e c e i p t  of the l o n g e v i t y  b o n u s  (which m u s t  n o w  b e  
c o u n t e d  as i n c o m e  for A l a s k a n s  w i t h  less t h a n  25 y e a r s  r e s i d e n c y )  
r e s u l t s  in an i n d i v i d u a l  n o  l o n g e r  q u a l i f y i n g  f o r  a d u l t  p u b l i c  
a s s i s t a n c e .  As  y o u  k n ow, o u r  c o m m i t t e e  i n c l u d e d  a p r o v i s i o n  
m a k i n g  the l o n g e v i t y  b o n u s  u n a v a i l a b l e  to n u r s i n g  h o m e  r e s i d e n t s ;  
thus, the S e n a t e  S t a t e  A f f a i r s  C o m m i t t e e  w a s  c o n c e r n e d  o n l y  w i t h  
the loss of m e d i c a l  b e n e f i t s  to n o n - n u r s i n g  h o m e  i n d i v i d u a l s .  
C o m m i s s i o n e r  P u g h  t e s t i f i e d  t h a t  h i s  d e p a r t m e n t  c o u l d  r e p l a c e  
lost b e n e f i t s  if m o n e y  w e r e  a p p r o p r i a t e d  a n d  if it w e r e  the 
i n t e n t  of  the l e g i s l a t u r e  t h a t  h i s  d e p a r t m e n t  t a k e  t h a t  a c t ion. 
Thus, t h a t  c o m m i t t e e  p a s s e d  o u t  t h e  b i l l  w i t h  the l e t t e r  o f  
i n t e n t .

O u r  c o m m i t t e e  o f  c o u r s e  s u p p o r t s  a n y  a c t i o n  w h i c h  w i l l  
p r o t e c t  t h e s e  i n d i v i d u a l s .  W e  w o u l d  o n l y  p o i n t  out t h a t  the 
g r o u p  o f  i n d i v i d u a l s  w h o s e  l o n g e v i t y  b o n u s  is n o t  c o u n t e d  w i l l  
g r o w  s m a l l e r  a n d  t h e  g r o u p  w h o  n e e d  this a d d e d  p r o t e c t i o n  w i l l  
i n c r e a s e  e a c h  year. T h u s  the a p p r o p r i a t i o n  w h i c h  w o u l d  b e  
n e c e s s a r y  for th i s  p r o t e c t i o n  w i l l  i n c r e a s e  o v e r  time.

S i n c e r e l y ,

S t a t e  S p e c i a l  C o m m i t t e e  on  the
A l a s k a  L o n g e v i t y  B o n u s  P r o g r a m

By: S e n a t o r  B i l l  R a y  
V i c e  C h a i r m a n
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Y o u  h a v e  a s k e d  the f o l l o w i n g  q u e s t i o n s  r e l a t i n g  to CS S B  56 
(SA), the l o n g e v i t y  b o n u s / a n n u i t y  p r o g r a m  bill:

1. A r e  the a n n u i t y  p r o v i s i o n s  o f  the b i l l  p r o h i b i t e d  
b y  E R I S A  or o t h e r  f e d e r a l  o r  s t a t e  s t a t u t e s ?

2. W h a t  are the i m p l i c a t i o n s  of A.S 4 3 . 2 3 . 1 3 0 ( f ) ,  added 
b y  sec. 16 of the bill, w h i c h  p r o v i d e s  th a t  a n  i n­
d i v i d u a l  has n o  v e s t e d  p r o p e r t y  r i g h t  in an  a n n u i t y  
p a y m e n t  u n t i l  t h a t  p a y m e n t  is m a d e ?

1. I m p l i c a t i o n s  of  f e d e r a l / s t a t e  statutes.

Th e  E m p l o y e e  R e t i r e m e n t  I n c o m e  S e c u r i t y  A c t  of 1974, P.L. 
93-406, (ERISA), w a s  e n a c t e d  b y  C o n g r e s s  in 1974 to p r o t e c t  
c e r t a i n  e m p l o y e e s '  r i g h t s  u n d e r  e m p l o y e e  b e n e f i t  p l a n s  m a i n­
ta i n e d  for t h e m  b y  t h e i r  e m p l o y e r s  or e m p l o y e e  o r g a n i z a t i o n s  
i f  the e m p l o y e r  is e n g a g e d  in i n t e r s t a t e  c o m m e r c e  or a c t­
iv i t i e s  a f f e c t i n g  i n t e r s t a t e  c o m m e r c e .  S e c t i o n  4(a) of  the 
act s p e c i f i c a l l y  s t a t e s  the c o v e r a g e s  o f  the act, a n d  re f e r s  
o n l y  to e m p l o y e e s  and e m p l oyers. Thus, the act w a s  c l e a r l y  
n o t  i n t e n d e d  to a p p l y  to the t y p e  of a n n u i t y  p l a n  c r e a t e d  b y  
C S S B  56(SA), s i n c e  t h e r e  is n o  e m p l o y e e / e m p l o y e r  r e l a t i o n­
ship b e t w e e n  the a n n u i t a n t s  a n d  the state.
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M o r e o v e r ,  e v e n  if the a n n u i t y  p l a n  c o u l d  be c o n s t r u e d  as an 
e m p l o y e e  b e n e f i t  plan, it w o u l d  s t i l l  n o t  be  c o v e r e d  b y  
ERISA. S e c t i o n  4(b) o f  the act s p e c i f i c a l l y  e x c l u d e s  f r o m  
its c o v e r a g e  g o v e r n m e n t a l  e m p l o y e e  b e n e f i t  pl a n s .  T h e  t e r m  
" g o v e r n m e n t a l  p l a n "  is d e f i n e d  i n  sec. 3(32) of  the act as

. . .  a p l a n  e s t a b l i s h e d  or  m a i n t a i n e d  for its e m p l o y­
ees b y  t h e  G o v e r n m e n t  o f  the U n i t e d  States, b y  the g o v­
er n m e n t  of a n y  S t a t e  o r  p o l i t i c a l  s u b d i v i s i o n  thereof, 
or by  a n  a g e n c y  o r  i n s t r u m e n t a l i t y  of  a n y  of  the f o r e­
going. ( E m p h a s i s  added.)

A c c o r d i n g l y ,  it is c l e a r  that: E R I S A  c o u l d  n o t  b e  a p p l i e d  to 
the a n n u i t y  p l a n  e s t a b l i s h e d  in C S S B  56(SA).

I a m  u n a w a r e  o f  a n y  o t h e r  p r o v i s i o n s  of f e d e r a l  l a w  that 
c o u l d  h a v e  an  i m p a c t  o n  the a n n u i t y  p r o v i s i o n s  of 
C S S B  56(SA) o t h e r  t h a n  the p r o v i s i o n s  i f  the I n t e r n a l  
R e v e n u e  Code. It is m y  u n d e r s t a n d i n g  th a t  tax c o u n s e l  w a s  
h i r e d  b y  the L o n g e v i t y  B o n u s  C o m m i t t e e  so that the b i l l  
c o u l d  b e  p r e p a r e d  to h a v e  the l e a s t  tax i m p a c t  on 
a n n u i t a n t s .  I w o u l d  d e f e r  to the e x p e r t i s e  o f  tax c o u n s e l  
on  m a t t e r s  r e l a t e d  to the i n t e r p r e t a t i o n  of the I n t e r n a l  
R e v e n u e  Code.

T h e r e  are a n u m b e r  of p r o v i s i o n s  o f  s t a t e  l a w  r e l a t e d  to the 
e s t a b l i s h m e n t  of  a n n u i t y  p l a n s  i n  the s t a t e  (see, e.g.,
A S  2 1 .45 a n d  21.48). H o w e v e r ,  to the e x t e n t  th a t  t h e s e  p r o­
v i s i o n s  c o n f l i c t  w i t h  C S S B  5 6 ( S A ) , the b i l l  w o u l d  p r e v a i l  if 
e n a c t e d  s i n c e  it is t h e  l a t e r  e n a c t m e n t .  In a n y  case, n o t h­
ing  in e x i s t i n g  l a w  (other t h a n  c o n s t i t u t i o n a l  p r o v i s i o n s )  
c o u l d  p r e v e n t  the s t a t e  f r o m  s e t t i n g  up  the a n n u i t y  p r o g r a m  
the w a y  it w a n t s ,  s i n c e  the e x i s t i n g  p r o v i s i o n s  c o u l d  s i m p l y  
be a m e n d e d  b y  the l e g i s l a t u r e .  Thus, s t a t e  l a w  is n o t  an 
i m p e d i m e n t  to the p r o v i s i o n s  of C S S B  56(.CIA).

2. V e s t e d  p r o p e r t y  r i g h t s  in the a nnuity.

A S  4 3 . 2 3 . 1 3 0 ( f ) ,  a d d e d  b y  sec. 16 of the b i l l  p r o v i d e s :

A n  i n d i v i d u a l  does n o t  r e c e i v e  a v e s t e d  p r o p e r t y  r i g h t  
in an a n n u i t y  p a y m e n t  u n t i l  that p a y m e n t  is made. N o t­
w i t h s t a n d i n g  this section, the s t a t e  is n o t  o b l i g a t e d
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to p r o v i d e  a n n u i t y  p a y m e n t s  for a n n u i t y  c r e d i t s  g r a n t e d  
u n d e r  A S  4 3 . 2 3 . 0 0 5 .

The s i g n i f i c a n c e  o f  this s e c t i o n  is that, a p e r s o n  c o u l d
e l e c t  to t a k e  t h e  p e r m a n e n t  f u n d  d i v i d e n d  in the f o r m  o f  an
a n n u i t y  c r e d i t  f o r  t h e i r  e n t i r e  l i v e s  a n d  lose the e n t i r e  
b e n e f i t  if a f u t u r e  l e g i s l a t u r e  c h o s e  to r e p e a l  the p r o g r a m  
or s p e n d  the m o n e y  e l s e w h e r e .  If the b i l l  is e n acted, the 
s t a t e  w o u l d  n o t  b e  o b l i g a t e d  to m a k e  a n n u i t y  p a y m e n t s  a n d  a 
p e r s o n  w o u l d  h a v e  n o  l e g a l  r i g h t s  to t h e m  e x c e p t  for p a y­
m e n t s  a l r e a d y  r e c e i v e d .

It is c l e a r  t h a t  a n  i n d i v i d u a l  h a s  n o  i r o p e r t y  i n t e r e s t  in a 
p e r m a n e n t  f u n d  d i v i d e n d  p a y m e n t  o t h e r  t h a n  t h a t  c r e a t e d  b y  
st atute. A c c o r d i n g l y ,  the l e g i s l a t u r e  can set up the s t a t­
u t o r y  s c h e m e  so t h a t  a p e r s o n  has no  v e s t e d  i n t e r e s t  in r e­
c e i v i n g  a n  a n n u i t y  p a y m e n t  if th a t  p e r s o n  e l e c t s  to t a k e  an 
a n n u i t y  c r e d i t  i n s t e a d  o f  a c a s h  p e r m a n e n t  f u n d  d i v i d e n d .
In d i s c u s s i n g  the n a t u r e  o f  t h e s e  k i n d s  o f  p r o p e r t y  r i g h t s ,  
the U n i t e d  S t a t e s  S u p r e m e  C o u r t  has said:

To  h a v e  a p r o p e r t y  i n t e r e s t  in a b e n e f i t ,  a p e r s o n
c l e a r l y  m u s t  h a v e  m o r e  t h a n  an a b s t r a c t  n e e d  or d e s i r e
for it. H e  m u s t  h a v e  m o r e  t h a n  a u n i l a t e r a l  e x p e c t a­
ti o n  of it. H e  m u s t ,  in s t e a d ,  h a v e  a l e g i t i m a t e  c l a i m  
o f  e n t i t l e m e n t  to it.

*  *  i t

P r o p e r t y  i n t e r e s t s ,  of  course, a r e  n o t  c r e a t e d  b y  the 
C o n s t i t u t i o n .  R a t h e r ,  t h e y  a r e  c r e a t e d  a n d  t h e i r  
d i m e n s i o n s  are d e f i n e d  b y  e x i s t i n g  r u l e s  or u n d e r s t a n d­
ings t h a t  s t e m  f r o m  an i n d e p e n d e n t  s o u r c e  s u c h  as s t a t e  
l a w  -- r u l e s  or u n d e r s t a n d i n g s  t h a t  s e c u r e  c e r t a i n  b e n­
ef i t s  a n d  th a t  s u p p o r t  c l a i m s  o f  e n t i t l e m e n t  to t h o s e  
b e n e f i t s .  ( E m p h a s i s  added).

B o a r d  o f  R e g e n t s  v. R o t h , 408 U.S. 564, 33 L . E d  2 d  548, 561, 
92 S.Ct. 270"I (197 I) ( n o n t e n u r e d  e m p l o y e e  of  s t a t e  u n i v e r s i t y  
h a s  n o  p r o p e r t y  i n t e r e s t  in j o b  that w o u l d  r e q u i r e  h e a r i n g  
b e f o r e  d i s m i s s a l  w i t h o u t  cause). In o t h e r  w o r d s ,  an  i n d i­
v i d u a l  has n o  v e s t e d  r i g h t  to b e n e f i t s  f r o m  the s t a t e  u n l e s s  
the s t a t u t e s  c r e a t i n g  t h o s e  b e n e f i t s  c r e a t e  s u c h  an e n t i t l e­
ment. A S  4 3 . 2 3 . 1 3 0 ( f )  m a k e s  it c l e a r  that the a n n u i t y  p r o­
g r a m  is n o t  an  e n t i t l e m e n t .  Thus, if a p e r s o n  w e r e  to 
s e l e c t  a n  a n n u i t y  c r e d i t  u n d e r  the bill, t h e y  w o u l d  do so 
k n o w i n g  that, u n d e r  the p r o v i s i o n s  o f  the bill, t h e y  h a v e  n o
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right to sue the state if they never r e ceive an annuity p a y­
ment .

If I m a y  be of further ass istance p le ase feel free to c o n­
tact me.

K B L :o i b 
J H / 0 6 7



A N N U I T Y  P R O P O S A L

P a r t i c i p a t i o n

P a r t i c i p a t i o n  is the m o s t  i m p o r t a n t  c o n s i d e r a t i o n  
s u r r o u n d i n g  a b o u t  the a n n u i t y  p r o p o s a l .  If p e o p l e  c h o o s e  
n o t  to p a r t i c i p a t e  in s i g n i f i c a n t  n u m b e r s ,  t h e n  the p l a n  
w i l l  n o t  b e  a s u c c e s s  f r o m  a s o c i a l  p o l i c y  p e r s p e c t i v e .

T h e  f o l l o w i n g  f a c t o r s  m a y  d e t e r  p a r t i c i p a t i o n :

*  I n c o m e  l evel A c c o r d i n g  to IRS s t a t i s t i c s ,  o n l y  2% of 
p e r s o n s  w i t h  i n c o m e s  o f  less t h a n  $ 1 0 , 0 0 0  p u r c h a s e  IRA's. 
P e o p l e  w i t h  m i n i m a l  a m o u n t s  of d i s p o s a b l e  i n c o m e  are 
c e r t a i n l y  n o t  g o i n g  to c h o o s e  to f o r e g o  P e r m a n e n t  F u n d  
D i v i d e n d  c a s h - i n - h a n d  b e n e f i t s  for a n  i n v e s t m e n t  for w h i c h  
t h e y  h a v e  to p a y  c a s h - o u t - o f - h a n d  p a y m e n t s  ( t a x e s ) .

* T a x  s t a t u s  of p r o p o s e d  a n n u i t y  W i t h o u t  f r o n t l o a d i n g , 
the a n n u i t y  w i l l  n o t  b i  t a x - d e d u c t i b l e . I n v e s t m e n t  
a d v i s o r s  in the p r i v a t e  s e c t o r  e n c o u r a g e  i n d i v i d u a l s  to 
i n v e s t  f i r s t  in a n  I R A  b e f o r e  c o n s i d e r i n g  an a n n u i t y  
b e c a u s e  an IRA. c o n t r i b u t i o n  is t a x  d e d u c t i b l e  a n d  an 
a n n u i t y  c o n t r i b u t i o n  is not. (The i n t e r e s t  e a r n i n g s  for 
b o t h  a r e  t a x  d e f e r r e d ) .

T h e  a m o u n t  t h e  l e g i s l a t u r e  f r o n t l o a d s  m u s t  b e  a h i g h  
e n o u g h  p e r c e n t a g e  to w a r r a n t  a f a v o r a b l e  tax r u l i n g  f r o m  
the IRS. F i n a l l y ,  t h e r e  is a l w a y s  the p o s s i b i l i t y  that 
the l e g i s l a t u r e  w i l l  st o p  f r o n t l o a d i n g  the f u n d  at w h i c h  
ti m e  the c o n t r i b u t i o n  w i l l  be  t a x - d e d u c t i b l e  as w e l l  as 
the a n n u a l  e a r n i n g s .

*  P r o p e r t y  r i g h t  A  p e r s o n  w h o  i n v e s t s  in the p r o g r a m  w i l l  
n o t  be a b l e  to w i t h d r a w  his or  h e r  c o n t r i b u t i o n .  O t h e r  
a n n u i t i e s  a l l o w  e a r l y  w i t h d r a w a l .  (IRA p l a n s  a l l o w  p e o p l e  
to w i t h d r a w  t h e i r  m o n e y  - A  p e n a l t y  t a x  is i m p o s e d  for 
e a r l y  w i t h d r a w a l ) .

* N e g a t i v e  B o x  c h e c k  The a n n u i t y  p r o p o s a l  r e q u i r e s  a 
p e r s o n  to c h e c k  a b o x  s e l e c t i n g  t h e i r  f u l l  d i v i d e n d  
p a y m e n t .  If this is n o t  done, a p e r s o n  w i l l  a u t o m a t i c a l l y  
r e c e i v e  an  a n n u i t y  credit. L o w - i n c o m e ,  r u r a l  A l a s k a n  
N a t i v e s  w i l l  b e  n e g a t i v e l y  i m p a c t e d  b y  this a r r a n g e m e n t  
s i n c e  it has b e e n  d o c u m e n t e d  th a t  the}/ u s e  t h e i r  d i v i d e n d  
c h e c k  to p a y  for d a y  to d a y  e x p e n s e s  w h i l e  h i g h e r  i n c o m e  
A l a s k a n s  u s e  the m o n e y  for t a x e s  a n d  savings. (A s t u d y  b y  
the A l a s k a  P e r m a n e n t  F u n d  f o u n d  that the c o n t r i b u t i o n  of 
d i v i d e n d s  to f a m i l y  i n c o m e  w a s  r e l a t i v e l y  g r e a t e r  in r u r a l  
A l a s k a ,  a n d  e s p e c i a l l y  so for r u r a l  A l a s k a  N a t i v e s . )

*  L a c k  o f  a s s u r a n c e  t h a t  the p r o g r a m  w i l l  e x i s t  in the 
f u t u r e  W h y  w o u l d  a n  i n d i v i d u a l  i n v e s t o r  a s s u m e  this risk?
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Income Level Participation Rate*

under $10,000 •2.0%
6 .0
10.9
17.6
28.9 
42.1
63.7
78.7 
72.3

$10,000 - $15,000 
$15,000 - $20,000 
$20,000 - $30,000 
$30,000 - $40,000 
$40,000 - $50,000 
$50,000 - $100,000 
$100,000 - $200,000 
over $200,000

all income levels 14.5%

Participation as a percent of federal tax returns that reported income 
from wages.

Source: Internal Revenue Service

The State's deferred compensation plan offers another example of the 
participation rates one might expect for the annuity program. Under 
that plan, State employees can place a portion of their earnings in a 
special account. Tax liability on the deferred amount and on earnings 
on investments held by the account is deferred until the cash is re­
ceived. Despite the following factors, only 1,600 to 1,700 (about ten 
percent) of State employees participate in the deferred compensation 
pi an.

• The deferred compensation plan offers the same tax advantages as 
the annuity program.

• The amount that is deferred can be controlled by the employee.

• The employee knows how much he will get out of the plan and has
several options for obtaining his funds.

• The wealth is not lost if the employee dies; all funds can be 
passed on to a beneficiary.

• Funds can be removed before the age of 65.

• The solvency of the plan is assured; each account is subject to
separate accounting.



THE HARTFORD
The Hartford Insurance Group
(203) 547-5000
P. 0. Box 568 
#1 Waterside Crossing 
Windsor, Ct. 06095 
March 7, 1985

Mrs. Lois Lind 
1705 Willow Drive 
Juneau, Alaska 99801

RE: Pending Alaska Legislation

Dear Mrs. Lind:

Donna Brady has asked us to comment on several House bills con­
cerning annuity options attached to the Dividend Program.

It would not appear that much participation could be expected 
in the Annuity Option. Assuming the annual dividends are taxable income, 
the dividend would continue to be considered taxable income by the Internal 
Revenue Service. As long as a resident has the choice between cash or an 
annuity, the resident would be held to be in constructive receipt of the 
dividend even if he chose the Annuity Option. Accordingly, current taxes 
would be due o'.i the dividend regardless of the option chosen.

It’s difficult to imagine substantial participation in the 
program under such circumstances. While it’s important to encourage 
savings for retirement, most such encouragements revolve around tax 
advantages. The Hartford's experience with savings programs that are not 
tax sheltered has been dismal.

There would seem to be two possible alternatives to provide a 
successful annuity option. One would be to make the annuity option manda­
tory and restrict access to the funds once invested in the annuity contract. 
This would avoid constructive receipt and current taxation as well as pro­
vide for forced savings for retirement. Unfortunately, it also removes a 
cash distribution as an alternative.

Harlford Fire Insurance Company and Its Affiliates 
Hartford Plaza, Hartford, Connecticut 06115
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Another option worth considering would be to provide for a larger 
distribution if the Annuity Option were chosen. This would certainly make 
this option more attractive and perhaps make up for the negative implications 
regarding the taxes due on funds invested in the Annuity Option.

I hope you'll find some of my comments useful. Please feel free to 
call me at (203) 683-8037 if you wish to discuss the situation in further 
detail.

Very^truly yours,

Leslie D. Gubkin, Director 
Sales Administration and Support

LDG:tr

cc: Donna Brady, Hartford Variable Annuity, 3828 Carleton St., Anchorage, Alaska
99503



A S S U M E D  P A R T I C I P A T I O N  R A T E  B Y  A G E  G R O U P

AGE RATE AGE RATE

18 . 2% 41 43.5%
19 . 4% 42 47.5%
20 .7% 43 51.5%
21 1.0% 44 55.4%
22 1.5% 45 59.3%
23 2.0% 46 63.2%
24 2.7% 47 66.8%
25 3.5% 48 70.4%
26 4 .4% 49 73.7%
27 5.5% 50 76.8%
28 6.8% 51 79.7%
29 8.3% 52 82.4%
30 10.0% 53 84.8%
31 12.0% 54 87.0%
32 14 .1% 55 88.9%
33 16.6% 56 90.6%
34 19.2% 57 92.1%
35 22.1% 58 93.4%
36 25.2% 59 94.5%
37 28 .6% 60 95.5%
38 32.1% 61 96.3%
39 35.8% 62 96.9%
40 39.6% 63 97.4%

64 97.9%

Prepared by the Division of Strategic Planning. 
3/17/85



I N D I V I D U A L  F R O N T - L O A D I N G  P A Y M E N T S  B Y  A G E

A S S U M P T I O N S :
(Base amount = $50.00; Tilt = 10 percent per year)

t. >jE AMOUNT AGE AMOUNT

1 $.00 34 $50.00
2 $.00 35 $50.00
3 $.00 36 $55.00
4 $.00 37 $60.50
5 $.00 38 $66.55
6 $.00 39 $73.21
7 $.00 40 $80.53
8 $.00 41 $88.58
9 $.00 42 $97.44

10 $.00 43 $107.18
11 $.00 44 $117.90
12 $.00 45 $129.69
13 $.00 46 $142.66
14 $.00 47 $156.92
15 $.00 48 $172.61
16 $.00 49 $189.87
17 $.00 50 $208.86
18 $50.00 51 $229.75
19 $50.00 52 $252.72
20 $50.00 53 $278.00
21 $50.00 54 $305.80
22 ' $50.00 55 $336.37
23 $50.00 56 $370.01
24 $50.00 57 $407.01
25 $50.00 58 $447.72
26 $50.00 59 $492.49
27 $50.00 60 $541.74
28 $50.00 61 $595.91
29 $50.00 62 $655.50
30 $50.00 63 $721.05
31 $50.00 64 $793.15
32 $50.00 65 $872.47*
33 $50.00 66 & OVER $.00

* CSSB56 (Jud) provides for payments to persons 
age 65 (p. 9, line 15). Accompanying calculations 
assume that payments stop at age 64.

Prepared by the Division of Strategic Planning. 

3/17/85
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M e m o r a n d u m  tot S t ate S p e c i a l  C o m m i t t e e  o n  the
A l a s k a  L o n g e v i t y  3 o n u s  P r o g r a m

S U M M A R Y

J o h n s o n  & H i g g i n s  w a s  r e t a i n e d  to r e v i e w ,  as a c t u a r i e s ,  t e c h n i c a l  
m a t e r i a l s  p r e s e n t e d  to the C o m m i t t e e .

O u r  r e v i e w  of m a t e r i a l s  p r e p a r e d  by the D i v i s i o n  of S t r a t e g i c  
P l a n n i n g  s h e w e d  t h e i r  w o r k  to be c o m p l e t e  a n d  a c c u r a t e .  Our o n l y  
s u g g a s t i o n  is r e g a r d i n g  the a n t i c i p a t e d  l e v e l  of p a r t i c i p a t i o n .  We  
feel t h a t  lower and h i g h e r  levels of p a r t i c i p a t i o n  s h o u l d  be e x a m i n­
ed, s i n c e  tjifl-X a a u l t s w i l l  p r o b a b l y  v a r y  a n d  are m o r e  l i k e l y  to 
jiygrage w e l l  b e l o w  a 50% p a r t i c i p a t i o n .

W e  h a v e  e x p r e s s e d  some c o n c e r n  ov e r  t h e  p r o p o s a l s  o f f e r e d  by  B e n e f i t  
C o n c e p t s ,  T h e  i n v e s t m e n t  p a c k a g e  t h e y  a r e  r e c o m m e n d i n g  is v e r y  
a t t r a c t i v e ,  b u t  w e  h a v e  e x p r e s s e d  s e r i o u s  d o u b t  t h a t  it c a n  a c t u a l l y  
b e  d e l i v e r e d .  F u r t h e r  a n a l y s i s  by  B e n e f i t  C o n c e p t s  is n e e d e d  a n d  
3h o u l d  b e  i n v e s t i g a t e d  c a r e f u l l y .  O u r  c a l c u l a t i o n s  h a v e  s h o w n  t h a t  
th e  p r o p o s a l s  o f f e r e d  to d a t e  w i l l  n o t  be n e a r l y  as a t t r a c t i v e  as 
s u g g e s t e d  b y  B e n e f i t  C o n c a p t s ,



iff.
a n n u i t y  w o u k

)ill’ wouid replac
"  -  1

seniors
'|/° u w '" c°Hect monthly Longevity 
Bonus of $250 + 3% COLA  

$,T#. You w il l receive no annuity,’

You w il l keep 
Permanent Fund 
Dividend Check.

65 years old 
by Januaryl 
1986,

w

After you turn 65, you w il l collect 
monthly Longevity Bonus 
(declining amount)
AND
collect monthly annuity 
(increasing amount)
+ 3% COLA on both.

You may invest 
Permanent Fund 
Dividend Check 
annually (keep no 
cash).

65 years old
after January 1, ion 
1986, M

iyV'/A

kv-rJ

WV!> After you turn 65, you w ill collect 
monthly Longevity Bonus (de­
clining amount)
+ 3% COLA.
You will receive no,annuity.

You may keep 
Permanent Fund 
Dividend Check 
annually.

>. . i ’» ; . r  •. <r •• , * r « •

Senior Employment

J  •;Ji.

f l Legislature takes up bonus .
!/ •! Continued from page 1 nen t F und  checks to d ay  in re- less b o n u s  and  anw uity  plans are

i #these individuals w ould  r e - Iktu rn  fo r re tirem en t p ay m en ts -  based o n  need , s ta te  officials
‘ ■ •••■' say th e y  have been to ld , a b o u t

S enate  i s . 800  sen iors on  pub lic  assist-
m easure ance w ill be fo rced  over, th e

. . .  U l i k e l y i n c o m e  lim its fo r cash a n d /o r  
r- .u .» s i„  ri-inn in nirno\intV, ! face rougher going in  th e  H ouse."!' m edical benefits .



A n n u i t y  b i l l  n e e d s
 *   --

LETTERS r > W » v ,r-vV .<i4^ K ^ r

c o m p l e t e  a i r i n g  Waste led Voice to Jin cup ?
Our minds arc far from sctllrd on SB 56.

• 1 That's the b ill that would set up an annu ity , or
retirement plan as a replacement for the current 
Longevity Bonus Program for Alaska's seniors 
65 and over,

1 A lot o f work has gone in to this b ill . The Lon­
gevity Bonus Task Force has met m onth ly since 

' t ' " ; ’ last August. SB 56 is .the result o f intensive effort 
£ • - jj by the nine member task force, its staff and a 

bevy o f experts 'including government officials,
-’'■S-j. ' private insurance consultants, lawyers and tax •
^ f . i  a n a ly s ts^  V- ' • / ’ V .

- Most "seniors who* participated in teleconfer- ---̂;
J ence hearings on' the b ill in  late January voiced 

t£5i . overwhelm ing support for the b ill, saying they:  u v c iw n c im m g  b u p |> u u  i u i  m e  u i i i , o a /m g  u i v /  ^ .
much preferred }t to needs-based proposals. '■ .

v ^V o ,k ( '  J Nonetheless, these seniors had concents about 
- I the ’annuity proposal. We share their concerns.

L ■ Under the proposal, many hcre-and-now seniors 
^  ^ osc ^5 and over-would be "grandfathered"

VvV’ -1 V * i n f o '  n i l m l n t  K n n n r  n r n n  r-n m  n n r l  i t i n n l i l  n o n .

Uo
■v!*. -

in to 'the  current bonus program and would con- 
- tinue to receive the current S250 per month for 

the rest o f  their
  COMMENTS  ---

For these peo- ------------------------
pie, the annuity program would have no effect.
They would continue to receive S250 a month; 
they would continue to receive a yearly Permanent 

", Fund D ividend check.. - <. .
_ But what about the seniors o f today who are.' 

not yet 65? And the seniors o f tomorrow?
• , W ill the program offer a s'-cure investment to

younger citizens?
^ ; v  W ill estate-conscious Alaskans who want to 

leave their assets to their children choose this 
p lan, in  which benefits end with the death o f u 

t . the recipient? Or, w ill they choose another more i 
’ flexible plan for investing their available funds?

W ill enough younger citizens o f any age jo in  
the plan - and give up their Permanent Fund 
D ividend - to make the annuity fiscally sound?

W ill the legislature in future years continue to 
appropriate money to the plan, as it would have 

f ' to do annually?
W ill the plan provide any benefits to the state's 

poor who cannot afford to "buy in" at the cost o f 
f= t^'e‘r annual Permanent Fund Dividend?\ - I  the plan offer any benefits to 800 current

l -Ss$i§*U- £ bonus recipients who w ill lose medical and/or cash
■ - public, assistance if  the program continues to be
SJj ' • non-needs based? _

r f  You don't'set up a retirement program for ha lf
L a m illion  pcoplc-potentially the entire state pop-,, ^  „  
f ulation-without look ing at the plan from every-*'-'’***-

...

Dear editor, ' ■ '- -  .
I must say I'm quite disap­

pointed with January's issue 
report. “ An urgent appeal to 
Senior Voice readers." and/or 
“who pays for Senior Voice?"

For the past tw o years that 
I have handled our subscription 
(m y late husband subscribed 
for the previous two years) I 
have purchased three subscrip­
tions (two extra) in 1983 and 
two subscriptions (one extra) 
last year so I'm  certainly among 
the "Anchorage 99503's paid!”

I do volunteer work at the 
(Anchorage) Senior Center and 
I've observed a number o f  left-' 

c  \  over m onthly copies on occas- 
.. ion. This is wasteful and un-
' y r ‘  called f . . a n d ' could be one

' ^ L / . o f  the reasons you again have 
the “ tin  cup in hand." 1 cer­
tainly can understand why you 
must cut back, why haven’t
you done it before this? Did it., 
take the 518,000 loss In state
and city funding for you to
come to this conclusion? It's 

., not hard to figure out why we 
"paids" couldn’t possibly make 
up for the 1,500 people who re­
ceive It "free" o r "2,100 to 
2 ,900." This doesn't seem fair 
to people like me, or to  the 
other paying subscribers es­
pecially when a lot m ore o f  
these freeloaders could have 
paid, I imagine.

Needless to say, I only wislt 
to  renew my single subscription 
this year with no extra contri­
bution for the “24 or fewer 
pages per Issue" in 1985.

• • I've decided to  add this
postscript as a suggestion: If
you asked the recipients o f  gift 
subscriptions to write a thank- 
you note to the contributor it 
would help to  convince people 
like me that my gift copies ac- 
tually went to  someone and 
were not among the wasted 
copies 1 saw at the Senior Cen­
ter..' 1 know I w ouldn't mind

to show my appreciation. '
The cost n f  a card doesn't 

am ount to $10 a year! I'm a 
widow on a fixed income and 
I gave gladly but I do expect 
some proof that my money went 
for what it was intended.

. 1 . . . .  Nancy O. Austin 
'- ’.Anchorage
. . .  * '  t - .  1 3 - J U . i > -

We agree that there is no ex­
cuse for existing copies o f  Senior 
Voice. We appreciate your past 
and continuing support fo r Sen­
ior Voice and truly regret that

when we .lave extra copies to 
giro. Usually, these d r iven ,, 
are made in  response In calh 
from center employees askuv 
fo r more papers.

At other sites in Anchorage, 
and at other senior centers 
around the state, our dclncne, 
are based on past usage. In An­
chorage, i f  our delivery man 
delivered 20 copies to a site in 
September, then noticed IS re 
maned when he delivered the 
October issue, he would leave 
fewer October copies. Similarly.

-?~8L 'Needless to say I  only 
want to renew my single 
subscription. .. with no 
extra contribution■ j, =• V -  •;; -V

“ "“ ‘W blc d irection, 1 know 1 wouldn’1 11,6
; In addition to t’.e hard- work o f the special taski*aa3K'*«s?ndin8 a card or note If I
-• Jiiks£3tewr. i; force comm ittee, the legislature must be urged to **»d been on the receiving end

r ^ f- s t u d y  the plan long and hard. ’f " " V —■
j V - | .  Hopefu lly leg is lators,- .in^both houses.- w iU ^ jt^r- - . 

give not on ly  the annuity proposal; but also" these'"’;:VS?5 
kjirX*::'--1. concerns, the fu ll a iring they deserve, -i • .*(tt ::

those extra copies at the An­
chorage Senior Center have 
made you feel Senior Voice is a 
sloppily-run ship.

Having said as much, let me 
try to explain some possible 
reasons for those extra copies, 
which turned out to be leftover, 
unwanted and wasted.

First o f  all, no newspaper 
worth Its typesetter prints ex­
actly as mrny copies as It w ill 
send out to subscribers or place 
on news stands. When we onler 
a press run o f  7J00, there's 
no practical way to go back and 
get more. In  the past five yean, 
we have run out -of papen at 
least five times because we have 
underestimated the demand. (We 
are currently "hoarding" our 
three remaining' copies o f  tost 
January's issue.)..........

We almost always print 200 
extra papen to prevent running 
out o f  Senior Voice when a 
particular story or report proves 
popular. Often, these are not 
"extra" at a ll and come very 
dose to just -meeting the' de­
mand.

The situation .at, I 
age Scnior-'CcimStfci

we have In the past responded 
to project dire d o n ’ requests 
that we send fewer (or more) 
papen to meet the demand.

With our current funding sit­
uation so tight, we are cutting 
our "extra" copies to 100, 
which likely w ill barely cover 
the demand in  the Senior Voice 
office during the month ■ be­
tween Issues. ,. ■. ,

We can appreciate your skep­
ticism regarding gift subscrip­
tions. Your suggestion that those 
who "receive" acknowledge 
their thanks to those who "give" 
has merit. _ ,,  ,

However, one o f  the basic 
tenets o f  the Older Americans 
Act (and the Older Alaskans 
Commission which partially 
funds Senior Voice) is that the 
confidentiality -  and conse­
quently the dignity — o f  those , 
seniors we serve be safeguarded. 
We currently have oa Jde the 
cards o f  more than 80 seniors 
who have to ld us they cmnot 
afford, to pay, and we suspect 
that at least double this mmoami 
ere actually on our msSSng iff 
beet-hesvCaot- i



STATE OF ALASKA 1985 LEGISLATIVE SESSION

FISCAL NOTE

REQUEST
Bill/Resolution No.: HB 210
Title: Longevity Bonus/Annuity

Program

Sponsor: lay'
Requestor:

Revision Date:__________________
Page 1 of

FISCAL DETAIL
Agency Affected: Administration

Program Category Affected: social and 

Economic Assistance for the Aged

BRU, Program or Subprogram(s) Affected:
Longevity Bonus Program

Date of Request:_

EXPENDITURES/REVENUES: (Thousands of Dollars)

OPERATING
FY 85 FY 86 FY 87 FY 88 FY 89 FY 90

lOU HtKbl'flAL StKVICtS 

200 TRAVEL 

300 CONTRACTUAL 

A00 SUPPLIES 

500 EQUIPMENT 

600 LAND 4 STRUCTURES 

700 GRANTS, CLAIMS 

800 MISCELLANEOUS

0 U 0 0 0 0

0 10'.O 0 0 0 0
— j T ” .

0 0 0 0 0
0 0 0 0 0 0

TOTAL OPERATING O' 10.0 0 0 0 0

CAPITAL

REVENUE

FUNDING: (Thousands of Pol ars)
OENEr a L fund 0 10.0 0 0 0 0
FEDERAL FUNDS

OTHER

TOTAL 0 10.0 0 0 0 0

POSITIONS: 0 0 0 0 0 0
FULL-1IMt 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

ANALYSIS: (Attach a separate page if necessary)

Prepared B y ___
Division: PfoTeer?

Approved by Commissioner: Lisa Rudd

Phone: 465-woo
Date: February 21, 1985

Agency: Department of Administration _____

Distribution (by Agency preparing fiscal note): 
Legislative Finance 
Legislative Sponsor 
Requestor
0iTice of Management and Budget
Impacted Agency(ies) 1/7 D1/0 2 1 9-07 /2

Date:

Rev. 7/1/84



P a g e  2  o f  2

HB 210 
Fiscal Note Analysis 

Prepared by Division of Pioneers' Benefits 
Department of Administration 

February 21, 1985

ASSUMPTIONS

This fiscal note addresses administrative costs only for the Longevity Bonus 
Program.

Two payment systems will be run in the Division of Pioneers' Benefits. The 
first would pay a monthly target amount for those eligibles age 65 before 
January 1, 1986. The second would pay monthly payments, varying each year, 
for those age 65 after January 1, 1986. The second system would be impacted 
by information from the Annuity program.

The Longevity Bonus program would need additional resources for modifications 
to data processing files.

FY 86 Administrative Costs (Start-up)

Contractual Services $10,000
Computer System Modification by Contractor

Printing Costs already in 86 Budget

FY 87 Administrative Costs (Operations)

No Additional Cost

1/7D1/0219-07/3



STATE OF ALASKA 1935 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date:

REQUEST
Bi11/Resolution No.: HB 210

FISCAL DETAIL
Page 1 or

Agency Artecred: Depar t m e n t  of A d m i n i s t r a t i o n

Title: An act a m e nding the l o n g e v i tffroqram Category Mffectea:_
bonus p r o g r a m ________________________  C e n t r a l i z e d  A d m i n i s t r a t i v e  Services
Sponsor: T a y l o r _________________

Requestor:______
Date of Request:

BRU, Program or Subprogram^ ) Affectea:
Da t a  P r o c e s s i n g  S e r v i c e s / A n n u i t v  M a n a g e men t

EXPENDITURES/REVENUES: (Thousands of Dollars)
ODerati na FY 85 i FY 86 FY 87 1 FY 88 FY 89 I FY 90
100 Personal Svcs 1 60.0 63.0 66.2 69.5 1 72.9
100 Ptmnt & Bnfts 1 1 I 1
200 Travel 1 1 1 1
300 Contractual 1 20.0 21.0 1 22.0 23.2 1 24.3
400 Sudo i i es 1 .5 .5 .6 .6 .6
500 Eauicnent 4.0 4.2 1 4.4 U . 6 1 4.9
600 Lana A Struct 1 1 1
700 Grants, Claims 1 1 1
700 TRS Maten 1 1
TOTAL OPERATING -0- 1 84.5 88. 7 1 93.2 97.9 * 102.7

CAPITAL" I 750.0

REVENUE I

FUNDING: (Thousands of Dollars)

CENERAL FUND 1 | - 1

FEDERAL FUNDS 1 1 1
OTHER 1 834.5 1 88.7 93.2 1 97.9 I 102.7
TOTAL -0- 834.5 1 88.7 93.2 1 97.9 1 102.7

POSITIONS: -0-
FULL-TIME 1 1  1 1 1 1 1  1 1
PART-TIME 1 1 1 1
TEMPORARY 1 1 1 1

ANALYSIS: (Attach a separate page if necessary)

, / . ■ r/
Prepared By: J.K. Humnh-i-evs. D i r e c t o r /

D i v i s i o n : Retirement & Benefits

Phone: 665-4470

Approved by Commissioner: Lisa Rudd
Aqency: Department of Administration

Distribution (by Agency preparing fiscal note): 
Legislative Finance 
Legislative Sponsor 
Requestor
Office of Management and Budget 
Impacted Agency(ies)

/ _  Date: 9/?i/8s 

Date: "2- - &  Y

Rev. 7/1/84
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Page 2 of 2
House Bill 210 

Fiscal Note Analysis 
Prepared by Division of Retirement & Benefits 

Department of Administration

February 21, 1985

IV Analysis: This Fiscal Note addresses costs in the Data Processing
Services BRU. We estimate that the annuity program 
will be fully automated to reduce the need for staff. 
We estimate that system analysis, development and 
construction costs would be $750,000 and would be a 
capital appropriation from "other funds".

We anticipate the need for one full-time
programmer/analyst IV to provide guidance in the 
development of the annuity systems with the contractors 
and, after implementation, to provide ongoing
maintenance. We also estimate a cost of $20.0 for 
computer records storage.

We estimated an inflation rate of 5%. Further, we 
assumed that "other funds" would be available for FY 85 
costs.



STATE OF ALASKA 1935 LEGISLATIVE SESSION

  FISCAL NOTE

Revision Date:

REQUEST
Bi11/Resolution No.; hb 210 
Ti tle: An act amending the 
longevity bonus program
Sponsor: Taylor_____________
Requestor:

Page i or
FISCAL DETAIL 
Agency Affected: Department of Administration
Program Category Affectea:________________

Labor services___________________________
BRU, Program or Subprogram^ ) Affectea:

Date of Request:

EXPENDITURES/REVENUES: (Thousands of Dollars)
Ooeranna FY 85 FY 86 FY 87 I FY 83 1 FY 89 i FY 90
100 Personal Svcs 124.5 164.7 I 173.0 1 181.6 1 190.7
100 Ptmnt A Bnr'ts 1 1 1
200 Travel 1 1 1 1
300 Contractual 61.0 67. 1 1 73.8 1 81.2 1 89.3
400 Sudd i ies ■ 10.6 12.7 1 15.3 1 18.3 1 22.0
500 Ecuicment 1 16.0 1 I | . |
600 Lana A Struct 1 | 1 ( 1
700 Grants, Claims 1 1 1 1 1
700 TRS Maten 1 1 1 l
TOTAL OPERATING -0- 212. 1 244.5 1 262.1 1 281.1 l 302.0

CnPIiML

REVENUE

FUNDING: (Thousands of Dollars)
GENERAL FUND 1 1 1 1 1

FEDERAL FUNDS 1 i i 1 1

OTHER -0- 1 212.1 1 24 4. 5 1 262. 1 1 281. 1 1 302.0

TOTAL -0- 1 212.1 1 24 4. 5 1 262.1 1 281. 1 1 302.0

POSITIONS: ~ -0-

FULL-TIME 1 4 1 4 1 4 1 4 1 4

PART-TIME 1 1 1 1 !
TEMPORARY I I  i i i :

ANALYSIS: (Attach a separate page if necessary)

Prepared By: J.K. ijaTnoli 
Division: Retirement & Benefits

Phone: 465-4470
Date: 2/21/85

Approved by Commissioner _
Agency: Department of Admi

: Lisa Rudd Date: 3/t j
rimimstration^/^

Distribution (by Agency preparing fiscal note): 
Legislative Finance 
Legislative Sponsor 
Requestor
Office of Management and Budget 
Impacted Agenc (ies) Rev. 7/1/84



Page 2 of 2
House Bill 210 

Fiscal Note Analysis 
Prepared by Division of Retirement & Benefits 

Department of Administration

February 21, 1985

IV: Analysis: This Fiscal Note addresses costs in the Labor Services
Program Category. The cost of the annuity program is 
anticipated to be borne entirely by the participants. 
We estimate that approximately four full-time employees 
will be needed to administer this program on a 
continuing b'.sis. We estimate that the program 
supervisor and chief accountant will be needed for the 
entire first year to assist in the development and 
analysis of the computer system needs with the other 
two staff members being needed for only half of FY 86 
to assist with the implementation and testing.

We are basing this Fiscal Note on the assumption that 
the Department of Revenue will verify ages of those who 
elect to participate in the annuity program. This is 
critical.

We estimated an inflation rate of 51 in all categories. 
Further, we assumed that "other funds" would be 
available for FY 86 costs.

We estimate that four positions are needed to 
administer this program.

Supervisor: Retirement & Benefits Specialist III
Accountant: Accountant II
Technician: Retirement & Benefits Technician I/II

(6 months FY86, full-time thereafter) 
Clerk: Accounting Clerk III

(6 months FY86, full-time thereafter)

We propose that a notification will be sent to all 
Alaska boxholders to inform them of the provisions of 
the bill and to advise them of the contact persons or 
agencies. We estimate an annual cost of S20.0 for 
independent audits. We also propose that there will be 
annual statements of account that will be sent to 
approximately 150,000 participants. This cost is 

^  estimated to be $41.0 for FY 86.



STATE OF ALASKA 1S85 LEGISLATIVE SESSION

FISCAL NOTE

Revision Date

REQUEST
Bill/Resolution No: HB 210

FISCAL DETAIL
Agency Affected: Revenue

Title:An act amending the Longevity 
Bonus and PFD programs

Program Category Affected: General Govt.

Sponsor: Taylor and Jenkins BRU, Program of Subprogram!s) Affected:
Requestor: House State Affairs PFD BRU - Administrative Services,
Date of Request: 2/25/85 Enforcement, Public Services

EXPENDITURES/REVENUES: (Thousands of Do! ars)
1 I FY 85 r FY 66 ' FY 87 | FY 88 | FY 89 | FY SO
I OPERATING 1 1 1 1
I 100 PERSONAL SERVICES i - 229.2 - 1 - 1 - 1
1 200 TRAVEL | - 2.5 - 1 - 1 - 1
I 300 CONTRACTUAL | - 73.5 - 1 - 1 - 1
1 400 SUPPLIES | 1.0 - 1 - 1 - 1
I 500 EQUIPMENT j - - - I - | | -
I 600 LANDS & STRUCTURES 1 - - - 1 - 1 - 1
1 700 GRANTS, CLAIMS | - - - 1 - 1 - 1 -
1 800 MISCELLANEOUS | - - - 1 - 1 - 1 -
I TOTAL OPERATING | - 306.2 - 1 - 1 - 1 -

1 CAPITAL | - - 1 - 1 - 1 - 1

1 REVENUE | - - - 1 - 1 - 1

FUNDING: (Thousands of Dollars)
1 GENERAL FUND | - - i - 1 - 1 - 1
I FEDERAL FUNDS I - - - 1 - 1 - 1
1 OTHER , i - 306.2 ! - 1 - 1 - 1 -
1 TOTAL | - 306.2 - I - I - I -

POSITIONS:
1 FULL-TIME I - 4 1 - 1 - 1 - 1 -
1 PART-TIME I - 3 - 1 - 1 - 1
1 TEMPORARY | - - 1 - 1 - 1 - 1

ANALYSIS; Attach a separate page for analysis.

Phone: 465-2313
Date: 2/25/85

"7 j  <■
Date:

Distribution (by Agency preparing fiscal note): 
Legislative Finance 
Legislative Sponsor 
Requestor____
Office of Management and Budget 
Impacted Agency(ies)

(See attached)

Prepared By: Ervifrffi^Jones, Director
Division: Administrative Services

Approved by Commissioner:
Agency: i.*e / uu.-_____________________________



HB 210 
Fiscal Note Analysis 
Department of Revenue 

PFD BRU - Administrative Services Component 
February 25, 1985

As can be seen from the attached analysis of the bill, section by section, the
primary Imp :i on the Administrative Services component of the Permanent Fund
Dividend BRll 1s going to be 1n Data processing. This Impact can be summarized
1n three areas:

1) The need to completely re-program the 1985 PFD system, with Its 
approximately one hundred OP programs, both batch and on-Hne. These 
programs are for both the IBM mainframe and for the WANG VS system
that 1s used 1n Anchorage and 1n Juneau.

2) The dramatic changes wrought by this bill will push the Department to
combine all years 1n some fashion. Carrying multiple, separate 
systems on-Hne, and maintaining these separate systems has become
very costly 1n terms of data processing resources. Revenue has been
looking at a modified system that allows both look-up and Interaction 
with prior year accounts, but the addition of the annuity based 1986 
system will severely complicate that system design.

3) The addition of the annuity choice and its related edit requirements
will Impact the data entry section.

The Incremental costs of performing these functions between the
assumed effective date of approximately July 1, 1985 and the end of 
FY86 1s estimated as follows:

Personal Services

1) Reprogram for 1986 PFD system

1 Analyst/Programmer R21, @ $4,653.05/Mo 
Including salary and benefits for 12 months $55,836

1 Analyst/Programmer IV, R19, @ $4100.75/Mo
Including salary and benefits for 12 months $49,209

2) Project to consolidate 1986 system with 
prior four years (online, same as above)

1 Analyst/Programmer V, R21, @ $4,653.05/Mo 
Including salary and benefits for 12 months $55,836

1 Analyst/Programmer IV,- R19, @ $4100.75/Mo
Including sa'lary and benefits for 12 months $49,209

3) Data capture of addltlona data required 
on PFD applications.

3 Data Entry Clerk I's, R8, @ $2,120.77/Mo 
including salary and benefits, for 3 Mos each

$ 1 9 , 0 8 7

P a g e  1 o f  7:



HB 210 
Fiscal Note Analysis 
Department of Revenue 

PFD BRU - Administrative Services Component 
February 25, 1985

TOTAL Personal Services

Travel (all 3 projects) $2,500

To pay travel/per diem costs of system analyses 
attending meetings 1n Anchorage and Juneau to 
map out the needed changes to the current 
PFD system.

TOTAL Travel

Contractual

1) To contract with Wang Labs, Inc to 
modify the existing garnishment system 
for PFD's. The Analyst/Programmer who 
built the original garnishment system 
currently works for Wang Labs, Inc as 
a systems consultant. Assuming he was 
available, he could redesign the 
system much faster than any other 
programmer available. This amount 1s 
calculated at $80/hour X 8 hour days X 
5 day weeks X 16 weeks

2) 4 Wang 4250 workstations rented for 12
Mos, @ $398/Mo Including emulator 
boards @ $805 each, so they may be 
used as IBM terminals or Wang 
terminals =

TOTAL Contractual

Supplies

TOTAL Administrative Services Cost

$51,200

$22,300

$ 2 2 9 , 2 0 0

$2,500

$73,500

1 , 0 0 0

$306,200

P a g e  2 o f  2



DEPARTMENT OF REVENUE 
Analysis of 

HB 210 
2/25/85

The proposed legislation directly Impacts four divisions within 
DOR:

- Division of Administrative Services
- Division of Enforcement
- Division of Treasury
- Division of Public Services

For purposes of convenience, we have consolidated our responses 
Into categories Instead of along division lines:

I. Introduction - The Annuity Program

II. Sect1on-by-Sect1on Analysis of Amendments to AS 43

III. Proposed Amendments

IV. D1v1sion(s) Fiscal Notes

I
Introduction 

The Annuity Program

Annuity Program

Under the annuity program established by HB 210, an eligible Alaska 
resident under the age of 65 as of January 1, 1986 may forego all or a 
portion, but not less than 25%, of their permanent fund dividend in 
exchange for a credit to an Individual annuity account. Upon reaching 
the age of 65, that person will receive a monthly annuity for the 
remainder of their life that 1s based on the accumulated value of their 
annuity account, Including Interest, at age 65.

As 1t does currently, the Enforcement Division of the Department of 
Revenue will determine eligibility for a dividend. Under HB 210 the 
division of Administrative Services will provide to the Department of 
Administration, the amount, 1f any, each resident's annuity account would 
be credited as a result of electing such credit rather than a cash 
dividend. The total of such credits will be transferred to the annuity 
Investment fund from the dividend fund.

The Treasury Division of the Department of Revenue will Invest the 
annuity Investment fund. Investments permitted are the same as those of 
the Public Employees Retirement Fund except that the fund may also be 
Invested 1n commercial Insurance contracts. *Period1cally, the Treasury 
Division will notify the Department of Administration of the Income 
realized by the fund. The Department of Administration will allocate 
this as a pro-rata credit to each person's annuity account based on the 
balance 1n their account.

P a g e  1 o f  9
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At age 65, a monthly annuity payment will be established for each 
Individual. It will be determined by either the annuity available on the 
market which can be purchased with the amount 1n the annuitant's account 
or an amount determined by the Department of Administration based on then 
current interest rates, mortality tables, and amounts on the account 1f 
an "1n-house" option 1s chosen to meet the liability for annuity 
payments. Under the "1n-house" option the State would continue to manage 
the Investment of the funds in annuitants' accounts at age 65 and 
thereafter.

Each year, the legislature may appropriate from the annuity 
Investment account the amount required to make the monthly payments to 
annuitants who are 65 or older. The amounts required will be transferred 
to the Department of Administration which will make the payments.

The appropriation could be of "the amount required by AS 43.23.130" 
or the Department of Administration could provide an estimate each year 
which would be Inexact due to deaths during the year of annuitants or 
those who would become annuitants 1n that year.
Comments

The private Insurance option transfers from the fund the risk of 
Inadequate earnings on post-65 annuitants' accounts to cover liabilities 
for payments. Of course the risk 1s not totally avoided since there 1s 
always some credit risk that the insurer will fail.

However, by Incorporating the private Insurance option into the 
investment fund as an Investment, a conflict can arise with AS 
43.23.110(c) which required crediting annuity accounts with investment 
fund earnings. If average fund rate-of-return 1s less than that on the 
Insurance contracts, full payment of monthly annuities to those over 65 
cannot be made while also crediting under-65 accounts at the average rate 
of return. This 1s because in this case the average rate of return on 
under-65 accounts would be higher than the actual returns. Of course, 
the credits can be made since they don't require cash payment and over 
time the problem may be eliminated by years on which average fund 
earnings exceed Insurance contract rates of return.

A more definitive solution might be to credit under-65 accounts only 
with earnings net of annuity payments, to establish separate funds for 
those over and under 65, or to make the insurance contracts simply 
contracts of the Department of Administration and not Investments of the 
annuity Investment funds. In the case of "1n-house" management, similar 
conflict would exist AS 43.23.110(c) when assumed rates of return and 
mortality differ from that realized.

The other major aspect of the annuity program which may present 
technical problems 1s the allocation from "front-loading" 1n AS 
43.23.110(b)(2) and (3). If the base amount 1n (b)(2) 1s a separate
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appropriation or allocation 1n the legislation appropriating the 
"front-loading", then that base amount can be determined. In any event,
(b)(3)'s derivation remains ambiguous.

Section 1:

Section 2:

Section 3:

Section 4:

Section 5:

II
Alaska Department of Revenue 

Section by Section Analysis of HB 210 
February 25, 1985

Intent section, no effect on Department of Revenue except 
that paragraph (4), lines 3-5 sets up the relationship of 
two choices: annuity 1s the default unless applicant
chooses cash. This affects form design and programming.

Amends AS 43.23.005(c). Replaces the word "payment" with 
"dividend," for consistency reasons. There 1s no direct 
effect on the Department of Revenue.

Amends AS 43.23.005 by establishing alternatives for PFD 
applicants:
a) If person 1s 65 or older on December 31, 1985, there

1s only one choice - 100% cash dividend.
b) If person 1s under 65 on December 31, 1985, there are

two basic choices:
1) 100% cash.
2) At least 25% cash, and

between 1 and 75% annuity.

Amends AS 43.23.015(a). This change would appear to have 
no effect on the Department of Revenue unless the intent 1s 
to limit the Department of Revenue's ability to adopt 
regulations defining residency, etc., as opposed to just 
establishing the process.

Amends AS 43.23.015(b) by changing the affidavit printed on 
the application, so that the applicant signs a statement 
that he or she understands that they will lose all 
dividends and Interest credited to his/her annuity 
account. It should be amended to say the person also loses 
all the legislative appropriations credited under AS 
43.23.110 (Section 16 of this bill). This represents a 
major forms change, and more Importantly, creates 
substantial collection problems leaving many questions 
unanswered. For example, 1t 1s clear that the Department 
of Revenue can use collection procedures to collect money 
paid to applicants as cash dividends and within the limits 
of Section 10, as well as collect funds transferred to the 
Department of Administration based on an option for 
annuity, however what about:
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Section 6:

Section 7:

Section 8:

Section 9:

1) Collecting annuities already paid to a person over 
65? Who collects it and how?

2) If Revenue attempts to retrieve money from the 
Department of Administration after conviction or 
discovery of errcr, which agency goes after money from 
the annuitant? Under what provision of law? What 1f 
there aren't enough funds 1n the dividends account?

Amends AS 43.23.015(.:) 1n an attempt at consistency. But 
given the extreme difficulties that exist 1n administering 
a trust for persons 1n custody of a public agency 
(typically children 1n
custody of the Department of Health & Social Services) and the 
animosity that 1s generated 1n the parents, giving a state 
agency the option of Irrevocably placing a custodial person's 
dividend 1n an annuity account seems certain to generate extreme 
animosity from those parents and potential law suits for the 
recovery of the funds.

Amends AS 43.23.015(f) for consistency with the new concept of 
the PFD annuity. It 1s Important to note that this does nothing 
to correct the potential problem mentioned 1n the analysis of 
Section 6. Otherwise there 1s no effect on the Department of 
Revenue.

Amends AS 43.23.015 by adding a paragraph directing the 
Department of Revenue to provide an option on the PFD 
application. For consistency's sake, the wording on line 16-17 
should be changed to reflect the wording of the option as given 
1n Section 3. Section 8 Implies only .two choices: 100% cash or
100% annuity. This doesn't square with Section 3, which 
provides that every applicant receives at least 25% of the 
dividend value 1n cash. It should also be noted that the use of 
the term "permanent fund dividend" on line 17 in juxtaposition 
to the term "cash" Implies that the term "permanent fund 
Dividend" 1s defined as meaning annuity credit. This 1s not the 
definition provided 1n Section 15. The only effect on the 
Department of Revenue of this section is to modify the form and 
explain the choices to the public.

Amends AS 43.23.035 to reflect the new concept of the PFD 
annuity option. It 1s unclear as to whether "additional 
credits" on line 24 means an allocation of future legislated 
appropriations and/or Interest accrued to original annuity 
credits. The language here should be coordinated with the 
language 1n Section 5. Again, there are enforcement/collection 
problems. What if annuity payments have already started and 
there 1s not enough left to pay back all the erroneously 
credited dividends? How 1s the balance collected, and by whom? 
To what fund(s) are collections credited?
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Section 11:

Sections 12

Amends AS 43.23.035 to provide a mechanism for the Department of 
Revenue to collect dividends erroneously credited to the annuity 
Investment account. This section also distinguishes between the 
remedy available to the Department of Revenue when the error Is 
the fault of the state and when the error 1s the fault of the 
Individual. It 1s difficult to evaluate which date starts the 
clock - date credited, or date discovered.

Amends AS 43.23.055 to redefine the duties of the Department of 
Revenue to reflect the new concept of a PFD annuity option.
Lines 19-20 again Implies two choices - 100% cash or 100% 
annuity. Under the provisions of Section 3, everyone receives 
at least 25% cash. Lines 11-13 on page 6 requires the 
Department of Revenue to provide Information to the Department 
of Administration necessary to maintain the Individual annuity 
account records and administer the annuity program. It would 
appear that this Information exchange would consist of the 
following:

1) Each week, starting with the first PFD payment run in 
October, the Department of Revenue would notify the 
Department of Administration (via a computer tape) of those 
applicants who came up for payment and who chose that a 
percentage of their dividend be credited to their annuity 
account. This will allow the Department of Administration 
to credit the account with the proper amount and as of the 
date on which the applicant would have otherwise been paid 
cash. This reporting will go on weekly as long as the 
Department of Revenue is making payments from that 
particular year's file.

2) On a regular basis, the Department of Revenue would have to 
provide the Department of Administration with the Interest 
rate that reflects the earnings of the annuity Investment 
fund.

3) On a case by case basis over a 10-year period the 
Department of Revenue - Enforcement would notify the 
Department of Administration of erroneous payments and seek 
reimbursement from the annuity Investment fund.

& 13: Amend AS 43.23.065 to reflect the new concept of a PFD
annuity option. The general effect of Sections 12 and 13, 
taken together, seems to be that the portion of a dividend 
which 1s taken as a credit to an annuity 1s not subject to 
levy, execution, garnishment, attachment, or other remedies 
for the collection of debt. As a statute change unrelated 
to the annuity concept, Section 12 provides for 100% 
attachment of a cash dividend to satisfy a court-ordered 
restitution under AS 12.55.045 - 12.55.051 or 12.55.100.
It 1s Important that the court order will serve to attach
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the dividend only 1f served on the Department of Revenue 
timely, as 1n the case of any other attachment order (CSED, 
IRS, etc.). Section 13 goes further by providing that 1n 
the case of a CSF.D arrearage or 1n the case of a dull 
judgement or order of restitution, the Department of 
Revenue or the Alaska courts, respectively, may require the 
defendant to take his/her entire PFD 1n cash. First of 
all, 1t 1s Important to note that neither the Department of 
Revenue nor the court can force a person to apply for a 
dividend, but can force a selection of cash once the 
applicant has filed. There are two potential problems with 
Section 13:

1) The Department of Revenue cannot determine that an 
applicant meets the criteria of Section 13 until 
either CSED or a court agency serves an attachment 
order on the Department of Revenue - Enforcement, and 
1n the case of CSED, indicating a past-due debt, and

2) Given that the overall thrust of Sections 12 and 13 1s 
to exempt dividends selected as annuity credits from 
attachment, 1n the case of a person who owes (under 
Section 13) less than the amount of the total 
dividend, and originally chose the annuity option, it 
would seem that only an amount necessary to satisfy 
the debts under both the proposed AS 43.23.065(b) and
(c) could be converted to the cash option, with the 
residual amount still protected from general 
attachment. This needs to be clarified.

Section 14: Amends AS 43.23.075 to reflect the new concept of a PFD annuity
option. There 1s no effect on the Department of Revenue.

Section 15: Amends AS 43.23.095(b) to change the definition of "permanent
fund dividend" to include the PFD annuity option. There 1s no 
effect on the Department of Revenue, save substantial changes to 
existing regulations.

Section 16: This section establishes the Annuity Program, to be administered
by the Department of Administration. Although this section of 
the bill has very little Impact on the Department of Revenue - 
PFD BRU, the following thoughts are offered for consideration:

1) AS 43.23.110(a), as proposed, provides for the gross amount 
selected as annuity credits to be transferred from the PFD 
fund to the annuity Investment fund annually. As 
previously noted, the Department of Revenue could provide a 
magnetic file weekly as annuity participants come up for 
payment. The question is when does the Interest envisioned 
1n the proposed AS 43.23.110(c) begins to accrue: at
payment of the residual cash dividend, or at some annual 
date upon transfer of the gross amount.
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2) AS 43.23.110(b), as proposed, provides that the Legislature 
may appropriate additional funds to the annuity Investment 
fund. Since this appropriation will likely be made during 
January - May of a given year, it should be clarified as to 
whether the appropriation 1s to be allocated between 
annuity participants of that same calendar year, or amongst 
those who selected the annuity option for the prior 
calendar year. If as the bill implies, the former 1s the 
case, then the Legislature will be making an appropriation 
without prior knowledge of the number of participants or 
the total amount of dividends selected as annuity credits. 
The applications are filed between April 1 - June 30 and 
the Information 1s not on computer file until approximately 
July 31.
AS 43.23.110(b)(1), as proposed, appears to have the; same 
constitutional flaws that caused the Legislature to Include 
the children of Alaska 1n the PFD program in 1982.

AS 43.23.110(b)(2), as proposed, does not specify what 
portion of the appropriation should be used as the "base" 
amount. Also there needs to be definitions of the formula 
for determining the base amount, I.e. half the 
appropriation dlvlsed by the number of eligible annuitants.

AS 43.23.110(b)(3), as proposed, is a very confusing 
paragraph and makes no comprehensible sense. The formula 
for showing the appropriation must be clarified and 
simplified to the point that it can be easily explained to 
the public, in written form 1n the application booklet, 1n 
person during the required rural assistance program, and to 
the tens of thousands of Alaskans who will be asking the 
Department of Revenue's Public Services Assistance Centers 
for a lucid explanation.

AS 43.23.110(b)(4), as proposed, again implies that a 
person has an option of opting for 100% annuity, in 
contradiction of Section 3.

AS 43.23.110(c), as proposed, requires the Department of 
Revenue to provide the Department of Administration with 
the appropriate Interest rate. The question unanswered 1s 
how often? The other implication 1s that the monies 1n the 
annuity Investment fund are not to be co-m1ngled with other 
monies in the General Fund, but truly invested as a 
separate fund. This needs to be nailed down.

AS 43.23.130, as proposed, describes the benefit PFD 
applicants would receive 1n exchange for the option of 
receiving their whole dividend 1n cash, versus accepting up 
to 75% of the dividend in annuity credit. For this reason, 
1t 1s extremely important that this section be very clear
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to the reader, and 1t 1s. In (f) of this section, there 
appears to be an attempt to shelter the original dividend 
given up, 1n part, for an annuity credit, from taxation by 
the federal government as Income in the year the dividend 
was available in cash. The doctrine of "constructive 
receipt" would hold the dividend taxable in the current 
year and this will have to be pointed out to recipients of 
the dividend at the time their dividend 1s paid, whether 1t 
1s paid 1n credits or 1n cash.

Section 22: Provides an implementation schedule for the provisions of this
bill and makes the Act applicable to PFD years 1986 and 
thereafter. This defines the time period in which the 
Department of Revenue has to accomplish all of the necessary 
program changes. The Department of Revenue will have from the 
date this bill becomes law until March 31, 1986. This 
accelerated schedule will be costly and will make 1t very 
difficult to get everything on line by the 1986 filing period.

Section 23: Provides an effective date.
Ill

Alaska Department of Revenue 
Suggested Amendments to HB 210 

February 25, 1985

Submitted by Division of Administrative Services:

Eliminate Internal Contradictions Regarding Cash vs Annuity

1. Section 1 and Section 3 are contradictory as to the options available and
should be modified.

Page 2, lines 3 - 5  Implies that the entire dividend is applied to the 
annuity account absent a conscious election by the applicant.

Page 2, lines 22-24 says that the only choice other than 100% cash 1s 25% 
or more cash and between 1 and 75% annuity. Per Section 3, there does not 
appear to be a 100% annuity option.

2. Page 4, lines 16-17 should be amended to reflect the same wording of 
Section 3, to eliminate the contradiction regarding the available options.

3. Page 5, lines 17-20 like Section 1, Implies only two choices: 100% cash 
or 100% annuity. This should be amended to square with Section 3.

Raking Annuity/Cash Election Irrevocable

4. It 1s Important that the election be binding and Irevocable. If people 
change their mind, make a mistake, or whatever, there should be no
opportunity to change election. Otherwise, the cost of this program will
go up dramatically.
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Limit Choice

5. Page 2, lines 19-25 should be amended to limit the choice of hybrid 
payments to:
a) 100% cash,
b) 25% cash, 75% annuity credit,
c) 50% cash, 50% annuity credit, or
d) 75% cash, 25% annuity credit.

As 1t currently reads, there are at least 76 real options, slgnificarJy 
complicating the administration of the program.

Avoidance of Debts to State Agencies

6. Page 7, line 13 should be amended by adding a new subsection (d) to
Include debts to a state agency as a valid reason for compelling an
applicant to elect a cash dividend.
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STATE OF ALASKA 1985 LEGISLATIVE SESSION
_____________ FISCAL NOTE________________

Revision Date

HB 210
REQUEST
8'1l/Resolut1on No:_________________
Title: An Act amending the longevity 
bonus program and the permanent fund 
dividend program, establishing an
annuity program_____________________
Requestor: House State Affairs______
Sponsor: Taylor and Jenkins_________

FISCAL DETAIL
Agency Affected: Revenue
Program Category Affected:. 
Government

General

BRU, Program of Subprogram(s) Affected: 
Permanent Fund Dividend - Enforcement

Date of Request: February 20. 1985

EXPENDITURES/REVENUES: (Thousands of Dollars)
1 FY 85 1 FY 86 1 FY 87 1 FY 88 1 FY 89 1 FY 90

OPERATING 1 1 1 1 1 1
100 PERSONAL SERVICES 1 1 1 1 1 1
200 TRAVEL 1 1 1 1 1 1
300 CONTRACTUAL 1 1 1 1 1 1
400 SUPPLIES 1 1 1 1 1 1
500 EQUIPMENT 1 1 1 1 1 1
600 LANDS & STRUCTURES 1 1 1 1 1 1
700 GRANTS, CLAIMS 1 1 1 1 1 1
800 MISCELLANEOUS 1 1 1 1 1 1

TOTAL OPERATING 1 I -0- | -0- | -0- | -0- | -0-

1 CAPITAL 1 - 1 - 1 - 1 - 1 - 1 -

1 REVENUE 1 

FUNDING: (Thousands of Dollars)

- 1 - 1 - 1 - 1 - 1

GENERAL FUND 
FEDERAL FUNDS 
OTHER 
TOTAL | _ Q _  | - 0-  | - 0-  | - 0-

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: PleaseySee attached analysis.

Prepared By: Thomas C. Wflllams_______
Division: Enforcement Division

Phone: 465-2366

Approved by Commissioner: ^ J & 2 L A  A rfa -*  
Agency: _______

Date: February 25. 1985

Date: ~ / v

Distribution (by Agency preparing fiscal note): 
Legislative Finance 
Legislative Sponsor 

. Requestor
Office of Management and Budget 
Impacted Agency(les)



Alaska Department of Revenue 
Enforcement Division 
Analysis of HB 210 
February 25, 1985

The fiscal Impact of HB 210 is $-0- given the following assumptions.

1. Garnishment EDP programming changes can be accomplished at least 
three months before the 1986 payment schedule begins.

2. Orders of Restitution are served on the Division just as any other 
garnishment document, such as writs or Orders to Withhold.

3. Language is included that assures a creditor may not defeat a State 
agency by electing an annuity. If this Is not done, the potential 
Impact is a loss of revenue. Although not readily estlmateable 1t 
is not anticipated to be significant.

4. Deposit and fund crediting procedures for collections of erroneously 
paid annuities are kept simple and/or allocation between funds are 
determined by the Department of Administration.



Revision Date

S T A T E  OF A L A S K A  1985 L E G I S L A T I V E  S E S S I O N

F I S C AL  NOTE

REQUEST FISCAL DETAIL
Bill/Resolution No: HB 210 Agency Affected: Department of Revenue
Title: Longevity Bonus, Permanent Fund Program Category Affected:
Dividend, and Annuity Programs
Sponsor: Taylor
Requestor: House State Affairs

BRU, Program of Subprogram(s) Affected: 
Treasury

Date of Request: February 20. 1985

EXPENDITURES/REVENUES: (Thousands of Dollars)
I I FY 85 | FY 86 1 FY 87 1 FY 88 1 FY 89 1 FY 90

OPERATING i i i 1 i !
| 100 PERSONAL SERVICES | - | - 1 1 1 1
| 200 TRAVEL j - j - 1 1 1 1
i 300 CONTRACTUAL | 9.3 1 11 1 | 14.8 | 19.3 | 24.7
| 400 SUPPLIES | - 1 1 1 1
| 500 EQUIPMENT | - | - 1 1 1 1
| 600 LANDS & STRUCTURES j - | - 1 1 1 1
| 700 GRANTS, CLAIMS | - ! - 1 1 1 1
1 800 MISCELLANEOUS 1 - ! - 1 1 1 1
1 TOTAL OPERATING 1 - 1 9.3 | 11.1 | 14.8 | 19.3 | 24.7

1 CAPITAL 1 - 1 - 1 1 1 1

1 REVENUE 1 - 1 - 1 1 1 1

FUNDING: (Thousands of Dollars)
| GENERAL FUND | - | - 1 1 1 1
| FEDERAL FUNDS | - j - 1 1 1 1
| OTHER Annuity Investment Fund) 9.3 | 11.1 | 14.8 | 19.3 | 24.7
1 TOTAL 1 - 1 9.3 | 11.1 | 14.8 | 19.3 | 24.7

POSITIONS:
| FULL-TIME | - ! - 1 1 1 1
| PART-TIME | - | - 1 1 1 1
1 TEMPORARY 1 - 1 - 1 1 1 1

ANALYSIS: See attached analysis.

Prepared By: Milt Barker Phone: 465-2350
Division: Treasury Date: February 21, 1985

Approved by Commissioner: 4 • /-'■r / , r .£•/ Date: 7 / > s * «*
Agency: Department of Revenue

Distribution (by Agency preparing fiscal note): 
Legislative Finance 
Legislative Sponsor 
Requestor
Office of Management and Budget 
Impacted Agency(ies)



HB 210 
Fiscal Note Analysis

Costs in this fiscal note are based on the following projected balances of the Annuity 
Investment Fund:

Average 
Fund Balance

Fiscal Year ($ Millions)

1986 $ 53
1987 83
1988 159
1989 244
1990 347

These projections assume three years of front-loading, 30% participation by eligibles, 
and 127o rate of return on investments.

Based on these average balances, the following costs would be incurred ($000):

Securi ties
Fiscal Year Custody

1986 9.3
1987 n . l
1988 14.8
1989 19.3
1990 24.7
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S T A T E OF A L A S K A  1985 L E G I S L A T I V E  S E S S I O N

F I S C A L  NOTE

Revision Date

REQUEST
Bill/Resolution No:__HB210_____________
Title: An Act Amending the Longevity
Bonus Program &. Permanent Fund Dividend 
Program Establishing an Annuity Program
and Providing an Effective Date._______
Sponsor: Taylor and Jenkin?____________
Requestor:
Date of Request: February 20, 1985

FISCAL DETAIL
Agency Affected: Revenue
Program Category Affected:. 

Collections
Revenue

BRU, Program or Subprogram(s) Affected: 
Public Services

EXPENDITURES/REVENUES: (Thousands of Dollars
1 FY 85 1 FY 86 1 FY 87 1 FY 88 1 FY 89 1 FY 90

OPERATING 1 1 1 1 1 1
100 PERSONAL SERVICES 1 - | 78.3 | 164.3 | 174.2 | 184.7 | 195.8
200 TRAVEL 1 - | 13.5 | 25.2 | 27.2 | 28.8 | 31.1
300 CONTRACTUAL 1 - | 404.5 | 414.6 | 138.5 | 138.7 | 139.0
400 SUPPLIES 1 - | 2.0 1 -8 1 -9 | 1.0 | 1.1
500 EQUIPMENT 1 - | 5.0 | -0- | -0- | -0- | -0-
600 LANDS St STRUCTURES 1 - 1 - 1 - 1 - 1 - 1 -
700 GRANTS, CLAIMS 1 ~ 1 - 1 - 1 - 1 1 -
800 MISCELLANEOUS 1 - 1 - 1 - 1 - 1 - 1 -

TOTAL OPERATING 1 - | 503.3 | 604.9 | 340.8 | 353.2 | 367.0

1 CAPITAL I - I - i - i - i - i -

1 REVENUE I - I - i - i - i - i -

FUNDING: (Thousands of Dollars)
| GENERAL FUND | - | 
| FEDERAL FUNDS | - | 
| OTHER | - j 

1 TOTAL 1 - 1
503.3
503.3

i - i - i - i - 
i - i. - i - i -
| 604.9 | 340.8 | 353.2 | 367.0 
| 604.9 | 340.8 | 353.2 | 367.0

POSITIONS:
| FULL-TIME | - | 
| PART-TIME | - i 

1 TEMPORARY 1 - 1

5 1 5 | 5 | 5 | 5  

1 - 1 - 1 - 1 - 
1 - 1 - 1 - 1 -

SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:

ANALYSIS: See attached..,

y O ) x . . c t & .  
Prepared Bv:' Sally/Smith, Director Phone: 465-2392
Division: Public Services Date: February 22, 1985

£ & ?  V  / r~y? /
Approved bv Commissioner: ., A * Date: J  ~ / -  J ?

Agency: Revenue



REPRESENTATIVE KATIE H U RL EY’S REMARKS 

LONGEVITY BONUS HEARINGS - ANNUITY PROPOSALS 

3/12/85

I WOULD NOW LIKE US TO SPEND SOME TIME DISCUSSING SOME ADDITI SAL 

POLICY CHOICES THAT PERTAIN ONLY TO THE ANNUITY BILLS. THESE ARE 

NOT THE TYPE OF ISSUES THAT "EXPERTS" CAN ADVISE US ON SO WE NEED 

TO DISCUSS THEM AMONG OURSELVES.

ONE COMMON UNDERCURRENT OF THE TESTIMONY WE HAVE HEARD TO DATE ON 

THE ANNUITY PROPOSALS IS WHETHER OR NOT PARTICIPATION IN THE PLAN 

IS ENCOURAGED. I THINK ONE OF OUR PRIMARY CONCERNS SHOULD BE WHO 

WILL PARTICIPATE. IT APPEARS THAT THE COST OF THE PROGRAM --

EXCEPT FOR THE DOLLARS NEEDED TO SUBSIDIZE OR FRONTLOAD IT --- IS

NOT AFFECTED BY HOW MANY PEOPLE PARTICIPATE. BUT PERHAPS THE 

SUCCESS OF THE PROGRAM WILL BE AFFECTED IF ONLY A SMALL NUMBER OF 

ALASKANS PARTICIPATE. WE HAVE HEARD TESTIMONY THAT SUGGESTS ONLY 

HIGHER INCOME ALASKANS WILL PARTICIPATE BECAUSE POORER 

INDIVIDUALS NEED ALL THE CASH THEY CAN GET. ALSO, THE TESTIMONY 

COMPARING THESE PROPOSALS TO PRIVATE SECTOR OPTIONS APPEARED TO 

QUESTION WHETHER THE HIGHER INCOME WOULD BE INTERESTED IN THE 

ANNUITY. SO, WHAT IS THE ANSWER TO THE PARTICIPATION QUESTION? 

WHO WILL PARTICIPATE IN THE ANNUITY PLAN? WHO DO WE WANT TO 

ENCOURAGE TO PARTICIPATE? WILL THE PROGRAM BE A SUCCESS IF ONLY 

A SMALL NUMBER OF AFFLUENT ALASKANS PARTICIPATE?



ANOTHER ISSUE THAT I THINK WE NEED TO DISCUSS IS WHETHER THE 

ANNUITY SHOULD BE VOLUNTARY OR MANDATORY. IF IT IS MANDATORY,

OUR PARTICIPATION PROBLEM IS SOLVED. SHOULD THE LEGISLATURE MAKE 

THIS DECISION FOR THE PEOPLE? SHOULD THIS QUESTION BE PUT TO THE 

VOTERS? FOR THAT MATTER, SHOULD THE WHOLE ISSUE OF THE FUTURE OF 

THE BONUS AND/OR THE FUTURE OF THE DIVIDEND PROGRAM BE PUT TO A 

VOTE?

WE SHOULD ALSO DISCUSS SUBSIDIZATION OR FRONTLOADING. SHOULD WE 

MAKE THE PROGRAM MORE ATTRACTIVE BY SUBSIDIZING IT? DOES THIS 

CONFLICT WITH THE STATED PURPOSE OF THE ANNUITY OPTION, "TO 

SUBSTITUTE PRIVATE THRIFT FOR PUBLIC LARGESSE?" WHAT ARE THE 

ADVANTAGES AND DISADVANTAGES OF USING THE UNDISTRIBUTED INCOME 

ACCOUNT TO SUBSIDIZE THE PROGRAM? IS THIS AN APPROPRIATE USE FOR 

THE UNDISTRIBUTED INCOME ACCOUNT? SHOULD THE LEGISLATURE OR THE 

VOTERS DECIDE THIS?

WHETHER OR NOT TO INCLUDE THE COLA IN THE LEGISLATION IS ALSO A 

POLICY DECISION, I THINK. SHOULD WE ESTABLISH A 3% COLA IN THE 

PROGRAM? HOW DOES IT REFLECT REAL INFLATION PATTERNS? SHOULD WE 

DECIDE THIS ISSUE FOR FUTURE LEGISLATURES?

IF IT IS TRUE THAT POORER ALASKANS CANNOT AFFORD TO INVEST IN THE 

ANNUITY OPTION, HOW SHOULD WE DEAL WITH THIS PROBLEM? SHOULD WE 

SEPARATE CONSIDERATION OF THE BONUS PHASE OUT FROM CONSIDERATION 

OF A STATE RETIREMENT PROGRAM? IN OTHER WORDS, SHOULD WE PHASE 

OUT THE PROGRAM IN A MANNER THAT IS MORE BENEFICIAL TO POOR ELDER 

ALASKANS AND DIVORCE THE PHASE OUT FROM CONSIDERATION OF THE 

ANNUITY PROGRAM?



m i w s M i

EVEN APART FROM CONSIDERING THE IMPACT ON THE POOR, IS IT MORE 

APPROPRIATE TO CONSIDER PHASING OUT THE BONUS AND ESTABLISHING A 

STATE RETIREMENT PROGRAM AS TWO SEPARATE ISSUES? SHOULD

RESOLVING THE BONUS PROBLEM BE TIED TO CHANGING THE PERMANENT 

FUND DIVIDEND PROGRAM? PERHAPS THIS GETS AT THE HEART OF THE

ISSUE --- IS THE PROPOSED ANNUITY PLAN REALLY A CONTINUATION OF

THE BONUS PROGRAM WITH A DIFFERENT FUNDING SOURCE OR IS IT A WAY 

OF MODIFYING THE PERMANENT FUND DIVIDEND PROGRAM THAT SHOULD BE 

CONSIDERED SEPARATELY?

I ’M SURE THAT I HAVE NOT TOUCHED ON ALL THE ISSUES INVOVLED IN 

MAKING OUR DECISION ON THE ANNUITY OPTION BUT I HOPE I HAVE 

SPARKED YOUR INTEREST IN SOME OF THEM. LET'S NOW GET ON WITH OUR 

DISCUSSION.
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n a t io n  o f  b e n e f i t  a m o u n t s ,  

ns  o f  p r i v a t e  e m p l o y e r s ,  

in t e r m e d ia t e  p o s i t i o n s  m a y  

ie e m p l o y e e  s h o u l d  r e c e i v e  

:h o se  th a t  w o u ld  h a v e  b e e n  

i w i th o u t  a d j u s t m e n t  fo r  a  

I b e n e f i t  c r e d i t s .  U n d e r  th is  

M ire m en t  b e n e f i t s  w o u l d  b e  

1 ra te  a n d  t h e  b e n e f i t  o f  

it a n d  c o n v e r t e d  in to  a n  an -  

e ' s  a t t a in e d  a g e .  A  v a r i a t i o n  

le n e f i t  o f  s u r v iv o r s h ip .  A n -  

f th e  n o r m a l  r e t i r e m e n t  b e n -  

a c tu a l  r e t i r e m e n t  d a t e  f r o m  

m e  fit p a y m e n t s  w i th  in te r e s t  
th e s e  a d j u s t m e n t  p r o c e d u r e s  

it  th a t  is th e  a c tu a r ia l  e q u iv -  

th e  n o r m a l  r e t i r e m e n t  d a te ,  

n o t  b e n e f i t  t h r o u g h  a c tu a r i a l  

i r c m e n t .  H e n c e ,  th is  g e n e r a l  

in g  s o m e  e m p l o y e r s .

.le the  e m p l o y e e  w i th  a  b e n -  

.* w e r e  h i s  n o r m a l  r e t i r e m e n t  

l is  s e r v i c e  a n d  c o m p e n s a t i o n  

* m e n .  o n e  a g e  4 5  a n d  th e  

n d  w o r k  fo r  2 0  y e a r s  a t  th e  

l i v e ly ,  t h e y  w i l l  r e c e i v e  th e  

. O t h e r  m e t h o d s  p r o d u c e  u n -  
S o m e  p l a n s  m o d i f y  th i s  a p ­

is o f  th e  e m p l o y e e ' s  a v e r a g e  
.-eding h is  n o r m a l  r e t i r e m e n t

ed  r e t i r e m e n t  p ro v i s io n s  m a y  

1 a c tu a r ia l  c o n s i d e r a t io n s  b u t  

r h e  w a n t s  to  e n c o u r a a e  o r

P a r t  Two I P lan  Design

•ii n l surv ivorship .

.Xi

6 /R e t i r e m e n t  Benefi ts  (co n tin u ed )
123

A

,A

•s >V.‘
#

Manner of Paym ent

Im p l ic i t  in m o s t  p e r . s io n  p l a n s  is  th e  p a y m e n t  o f  a  r e t i r e m e n t  b e n e f i t  

tha t  c o n t i n u e s  t h r o u g h o u t  The r e m a i n i n g  l i f e t im e  o f  th e  r e t i r e d  e m ­

p l o y e e . 8 T h e  p la n  m a y  p r o v i d e  v a r i o u s  c o l l a t e r a l  b e n e f i t s ,  b u t  u n d e r l y j _  

in g  th e  w h o l e  s c h e m e  m u s t  be  th e  p r o m is e  o f  a  l i fe  in c o m e  to  th e  p a r ­

t i c ip a n t  u p o n  h is  r e t i r e m e n t .  If th i s  p r o m is e  is u n d e rw r i t te n  o r  g u a r a n t e e d -  

b y  a  li fe  i n s u r a n c c _ c o m p a n y ,  th e  l ife  i n c o m e  w i l l  b e  p r o v i d e d  in  t h e _  

~ jo rm  o f  a n  a n n u i t y  c o n t r a c t  o f  s o m e  ty p e .  I f  th e  p la n  is f u n d e d  t h r o u g h  

a t r u s t ,  the  b e n e f i t s  m a y  b e  p r o v i d e d  t h r o u g h  "an"anriu i tv '  c o n t r ac t~ p u r -  

T h a s c d  f r o m  a n  in s u r a n c e  c o m p a n y p r o b a b l y  a t  th e  t i m e  o f  th e  e m ­
p l o y e e ’s  r e t i r e m e n t ,  o r  t h e y  m a y  b e  p a id  d i r e c t l y  f r o m  th e  t ru s t  f u n d .  A  

s e r i e s  o f  a n n u a l  o r  m o n i h l y  p a y m e n t s  i s . r e f e r r e d  to_as  a n  “ a n n u i t y ”  o r

' " a n n u i t y  b e n e f i t , ”  w h e t h e r  o r  n o t  j u s  i n s u r e d  b y j i  l ife in s u r a n c e  c o m ­
p a n y .

Types o f  A n n u i t i e s

S e v e rn ]  f o r m s  o f  a n n u i t i e s  a r e  a v a i l a b l e  fo r  th e  d i s b u r s e m e n t  o f  p e n ­

s io n  b e n e f i t s .  C la s s i f i e d  b r o a d l y ,  l i f e  a n n u i t i e s  m a y  b e  o f  th e  s i n g l e  l i fe  

o r  j o i n t  l i fe  v a r i e ty ,  a n d  w i th i n  t h a t  c la s s i f i c a t io n  t h e y  m a y  b e  e i t h e r  o f  

th e  p u r e  o r  r e f u n d  ty p e .  A s  i n d i c a t e d  b y  its t i t l e ,  a  .s in g le  [ i fe  a n n u i t y  is 

o n e  w h i c h  is b a s e d  o n  o n l y  o n e  l i fe .  T h e  p u r e  f o r m  o f~sjn g Ie~ li fe~ an -  
n u i ty ,  u s u a l ly  r e f e r r e d  to  a s  “ s t r a ig h t - l i f e  a n n u i t y , ”  p r o v i d e s p e r i o d i c .  

u s u a l ly  m o n t h l y ,  i n c o m e  p a y m e n t s  t h a t  c o n t i n u e  a s  l o n g a s  th e  a n n u i t a n t  

live s  a n d  t e r m in a t e  u p o n l i T s  d e a t h ' . T h e “a n h u i t y  is c o n s i d e r e d  fu l ly  l iq -~  

u jd a te d  u po rTtTie d e a r  j f  th e  a n n u i t a n t .  a n d  n o  g u a r a n t e e  is  g i v e n  th a t  
a n y  p a r t i c u l a r  n u m b e r  o f  m o n t h l y  p a y m e n t s  w ill  b e  m a d e .  B e c a u s e  o f  

th e  a b s e n c e  o f  a n y  b e n e f i t  a f t e r  d e a t h ,  th i s  ty p e  o f  s i n g l e  l ife  a n n u i t y

p r o v i d e s  th e  la r g e s t  m o n t h l y  i n c o m e  p e r  d o l l a r  o f  p u r c h a s e  p r i c e  o u t ­
la y ."

'The Internal Revenue Service requires a qualified pension plan lo make henelits available in 
the lorni 01 an annuity, either a life annuity or an annuity lor a period o f years. Treas. Reg. ] .401 — Rail I )(j).

’’ In th is generalized  descrip tion  o f  annu itie s , the m onies com m itted  lo the annuity  w ill lie called 
the price  o r  purchase  price, fo llow ing  insurance term ino logy . L n d er a pension p lan , assets equal 
to the actuarial reserve  to r henelits  payab le  to a  retiring em ployee  are set aside , in theory o r  in 
i .ici. lo  he liqu idated  in acco rdance  w ith  a  s tipu la ted  |o rm  o l annuity .



1 2 4 Part  T w o / P l a n  Design

T h e  a n n u i t y  m a y  p r o m i s e  th a t  a  c e r t a in  n u m b e r  o f  m o n t h l v  p a y m e n ts^  

w i l l  b e  m a d e  w h e t h e r  th e  a n n u i t a n t  l iv e s  o r  d i e s ,  w i th  p a y m e n t s  t o  c o n -  

./ t inue.. o f  c o u r s e ,  i f  th e  a n n u i t a n t  l i v e s  b e y o n d  th e  g u a r a n t e e d ^ p e r i o d .  In 

( i n s u r a n c e  c i r c l e s ,  th i s  t y p e  o f  a n n u i t y  is r e f e r r e d  lo  a s  a  “ l i fe  a n n u ity  

'" c e r t a in  a n d  c o n t i n u o u s , ’ ’ a n d  th e  a n n u i t a n t  m a y  e l e c t  6 0 .  120 .  18Q._or 

' " 2 4 0 ~ g u a ra n te e d  i n s t a l l m e n t s . 10 T h e  c o s t  o f  th e  a n n u i t y  i n c r e a s e s  w i th  

' t h e  n u m b e r  o f  g u a r a n t e e d  in s t a l l m e n t s ,  s i n c e  l i fe  c o n t i n g e n c ie s  a r e  no t 

i n v o l v e d  d u r i n g  th e  g u a r a n t e e d  p e r i o d .
T h e  r e f u n d  ty p e  o f  s i n g l e  l i fe  a n n u i t y  i n c lu d e s  a n y  a n n u i t y  th a t  g u a r ­

a n t e e s  to  re tu rn  in o n e  m a n n e r  o r  a n o t h e r  a  p o r t i o n o r  a l f o f  ttie~pufclfase  

p r i c e _ o f  th e  a n n u i t y .  A n  “ in s t a l lm e n t : r e f u n d  a n n u i t y ”  p r o m is e s  t h a t ,  j f  

th e  a n n u i t a n t  d i e s  b e f o r e  r e c e i v i n g  m o n t h ly  p a y m e n t s  e q u a l  to  th e  p u r ­

c h a s e  p r i c e  o f  th e  a n n u i t y ,  th e  p a y m e n t s  sh a l l  b e  c o n t i n u e d  to  t h e ' a r P "  

n u i t a n t ’s b e n e f i c ia r y  u n t i l  th e  full c o s t  h a s ' b e e n T e c o V e r e d .  If ’ th e  c o n ­

t r a c t  p r o m i s e s ,  u p o n  th e  d e a t h  o f  th e  a n n u i t a n t ,  to  p a y  to th e  a n n u i t a n t ’s 

b e n e f i c i a r y  in a j u m p  s u m j h e  e x c e s s  ( i f  a n y )  o f j h e  p u r c h a se  p r i c e  o f  
th e  a n n u i t v ' o v e r  th e  s u m  o f  th e  m o n t h ly  p a y m e n t s ,  it is d e s i g n a t e d  a 

“ c a s h  r e f u n d  a n n u i t y . ”  T h e  o n ly  d i f f e r e n c e  b e t w e e n  th e  “ c a s h  r e f u n d  

. - a n n u i t y ”  a n d  th e  “ i n s t a l lm e n t  r e f u n d  a n n u i t y ”  is th a t ,  u n d e r  th e  fo r ­

m e r .  th e  u n l i q u id a t e d  p u r c h a s e  p r ic e  is r e f u n d e d  in a  l u m p  s u m  a t  the  

t i m e  o f  th e  a n n u i t a n t ’s d e a t h :  w h e r e a s ,  in th e  la t te r  c a s e ,  th e  m o n t h ly  

in s t a l lm e n t s  a r e  c o n t i n u e d  u n t i l  th e  p u r c h a s e  p r i c e  h a s  b e e n  r e c o v e r e d .  

T h e s e  t w o  ty p e s  o f  a n n u i t i e s  a r e  m o r e _ c o s t ly _ th a n  th e  s t r a ig h t - l i f e  a n ­

n u i t y .  w i th  the  “ c a s h  r e f u n d  a n n u i t y ”  b e i n g  s o m e w h a t  m o r e  c o s t ly T h a n  

th e  “ in s t a l lm e n t  r e f u n d  a n n u i t y ”  b e c a u s e  o f  th e  lo s s  o f  i n t e r e s t .  A 

.“ m o d i f i e d  c a s h  r e f u n d  a n n u i t y ^ ’ p r o m i s e s ' t o  r e f u n d  o n ly a  p o r t i o n  o f 

-••'the p u r c h a s e  p r i c e ,  u s u a l l y  th e  a c c u m u l a t e d  e m p l o y e e  c o n t r i b u t i o n s .  "

T h e  j o i n t a n d  s u r v i v o r  a n n u i ty  p r o v i d e s  p e r i o d ic  p a y m e n t s  a s  l o n g  as 

e i t h e r  o f  t w o  p e r s o n s  s h a l l  l i v e . F o r  m o s t  c o m b i n a t io n s  o f  a g e s ,  t h i s l s "  

'T h e ' i f i o s t / e x p e n s i v e  o f  a l l  a n n u i t y  f o r m s .  T h is  t y p e  o f  c o n t r a c t is  p r i-  

.m a r i ly  d e s i g n e d  To p r o v i d e  o l d - a g e  i n c o m e  to  a  h u s b a n d  a n d  .w ife .  T h e  

i n c o m e  m a y  b e  r e d u c e d  u p o n j h e  d e a th  o f  e i t h e r  a n n u i t a n t  to  e i t h e r  o n e  

h a l f  o r  t w o  th i rd s  o f  th e  o r i g in a l  a m o u n t ,  o n  th e  th e o r y  th a t  th e  s u r v i v o r  

d o e s  n o t  r e q u i r e  a s  l a r g e  a n  i n c o m e  a s  d o  th e  tw o  a n n u i t a n t s .  U n d e r  

s o m e  p l a n s ,  th e  r e d u c t i o n  is m a d e  w h e n  e i t h e r  a n n u i t a n t  d i e s .  U n d e r  

o t h e r s ,  th e  r e d u c t io n  is m a d e  o n l y  i f  th e  re t i r e d  p a r t i c i p a n t  d i e s  first.  

T h i s  a r r a n g e m e n t  is o f t e n  c a l l e d  a “ c o n t i n g e n t  a n n u i t a n t  o p t i o n . "

'" S u c h  a ranee ol option-, is n o u is u a l ly  prov ided  under.a  p ension  p lan .
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: n u m b e r  o f  m o n t h l y  p a y m e n t s  

o r  d i e s ,  w i th  p a y m e n t s  to  c o n ­

t e n d  th e  g u a r a n t e e d  p e r i o d .  In  

r e f e r r e d  to  a s  a  “ l i f e  a n n u i t y  

n t  m a y  e le c t  6 0 .  1 20 .  1 8 0 ,  o r  

o f  th e  a n n u i t y  i n c r e a s e s  w i th  

in c e  l i fe  c o n t i n g e n c i e s  a r e  n o t

in c lu d e s  a n y  a n n u i t y  th a t  g u a r -  

a p o r t io n  o r  nil o f  th e  p u r c h a s e  

u n d  a n n u i t y "  p r o m i s e s  t h a t ,  i f  

h lv  p a y m e n t s  e q u a l  to  th e  p u r -  

•. s h a l l  b e  c o n t i n u e d  to  th e  a n -  

.as b e e n  r e c o v e r e d .  I f  th e  c o n ­
s t a n t ,  lo  p a y  to  th e  a n n u i t a n t ’s 

s' a n y )  o f  th e  p u r c h a s e  p r i c e  o f  
y  p a y m e n t s ,  it is d e s i g n a t e d  a 

.•nee b e tw e e n  th e  " c a s h  r e f u n d  

n n u i t y "  is th a t ,  u n d e r  th e  fo r-  

r e f u n d e d  in a  l u m p  s u m  a t  the  

in th e  la t te r  c a s e ,  th e  m o n t h l y  

•base  p r ic e  h a s  b e e n  r e c o v e r e d ,  

c o s t l y  th a n  th e  s t r a ig h t - l i f e  a n ­
t i n g  s o m e w h a t  m o r e  c o s t ly  th a n  

u se  o f  the  lo s s  o f  in t e r e s t .  A  
>es to  r e f u n d  o n ly  a  p o r t i o n  o f  

i ted  e m p l o y e e  c o n t r i b u t i o n s ,  
e s  p e r i o d i c  p a y m e n t s  a s  l o n g  as  

>st c o m b i n a t i o n s  o f  a g e s ,  th i s  is 

s . T h i s  ty p e  o f  c o n t r a c t  is  p r i ­

m e  to  a h u s b a n d  a n d  w i f e .  T h e  

o f  e i t h e r  a n n u i t a n t  to  e i t h e r  o n e  
, o n  th e  t h e o r y  t h a t  th e  s u r v i v o r  

■. d o  th e  tw o  a n n u i t a n t s .  U n d e r  

en  e i t h e r  a n n u i t a n t  d ie s .  U n d e r  

iie re t i r e d  p a r t i c i p a n t  d ie s  first,  

t i n g e n t  a n n u i t a n t  o p t i o n . "

nuer a pension plan.
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No rm a l  a n d  O p t i o n a l  A n n u i t y  Fo rms unde r  
Pens ion  P lan s

T h e  b e n e f i ts  u n d e r  a  p e n s i o n  p l a n :_ a n d _ th c i r_ c p s t if_ a re  c a l c u l a t e d  o n  

d ie  a s s u m p t i o n  t h a t j h e  b e n e f i t  p a y n i e n t s  w ill  c o n f o r m  to  a  p a r t i c u l a r  

p a t i e r n . ’T h i s  p a t t e r n  is k n o w n  a s  t h e  “ n o r m a l  a n n u i t y  f o r m , "  a n d  it  is-  

~Tiie th i rd  c o m p o n e n t  o f  th e  b e n e f i t  f o r m u l a ,  th e  o th e r  t w o  b e in g  th e  

b e n e f i t  a m o u n t  a n d  th e  a g e  a t  w h i c h  th e  p a y m e n t s  w ill  c o m m e n c e .  T h e  

n o rm a l  a n n u i t y  fo r m  s p e c i f i e d  in  m o s t  n o n c o n t r i b u t o r v  p la n s  i s _ t h e  

s t r a ig h t- l i fe  a n n u i t y , a l t h o u g h  it is  n o t  uny.suaU .to  g u a r a n t e e  a c e r t a i n  

n u m b e r  o f  in s ta l lm e n ts .  C o n t r i b u to r y  p l a n i ^ s u a f i y  a d o p t  a m o d i f i e d  cash^ 

re fu n d  a n n u i t y .  T h i s  f o r m  p r o m i s e s  th a t ,  sTiould th e  e m p l o y e e  d ie  b e f o r e  

r e c e iv in g  r e t i r e m e n t  b e netiTs e q u a l  to  i l f i n r c c n h i u l a t e d  v a lu e  a t  r e t i r e -

n ie n t  o f  h is  c o n t r i b u t i o n s ,  w i t h  o r  w i t h o u t  in t e r e s t ,  t h e T l i f f e r e n c e  b e -  

;w e e n  h is  b e n e f i t s  a n d  th is  a c c u m u l a t i o n  w i lT b e  re lP l id c d  h r  a ~ h im p  s u m  
it> h is  e s t a t e  o r  to  a  d e s i g n a t e d  b e n e f i c ia r y .

l i f e  a n n u i t y  w i t h  p a y m e n t s  g u a r a n t e e d  lo r  5  o r
S o m e  c o n t r ib u t o r y  p la n s  

10 v e a r s .p r e s c r ib e  a

e i t h e r  fo r m  o f  w h ic h  w i l l ,  in  th e  ty p ic a l  c a s e ,  a s s u r e  th e  re tu rn  o f  th e  
e m p j o y g e / s  a c c u m u l a t e d  c o n t r i b u t i o n s .

P e n s io n  p l a n s  h a v e  t r a d i t i o n a l ly  g iv e n  th e  p a r t i c ip a n t  th e  o p t i o n  o f  

e l e c t in g ,  b e f o r e  o r  a t  r e t i r e m e n t ,  a n d  a t  h i s  o w n  e x p e n s e ,  a n  a n n u i t y  

fo rm  d i f f e r e n t  f ro m  t h a t  p r e s c r i b e d  in  th e  p la n  d o c u m e n t .  T h e  r a n g e  o f  

o p t io n s  h a s  d i f f e r e d ,  s o m e  p l a n s  o f f e r i n g  a  w id e  c h o ic e  a n d  o th e r s  b e i n g  

r a th e r  r e s t r i c t i v e :  b u t  it  h a s  b e e n  c u s t o m a r y  to  o f f e r  s o m e  f o r m  o f  j o i n t  
an d  s u r v iv o r  a n n u i t y  s o  th e  p a r t i c i p a n t  m i g h t  a s s u r e  h is  s p o u s e  o f  a  l i fe  
in c o m e  in  s o m e  a m o u n t .

A ll  p e n s i o n  p la n s  m u s t  p r o v i d e  t h a t  r e t i r e m e n t  b e n e f i t s  p a y a b le  a s  a  

l i fe  a n n u i t y  to  a n  e m p l o y e e  m a r r i e d  to  h is  c u r r e n t  w i f e  f o r  a t  l e a s t  o n e  

y e a r  w i l l  b e  a u t o m a t i c a l l y  p a id  in th e  fo rm  o f  a  “ q u a l i f i e d "  j o i n t  a n d  

s u r v iv o r  a n n u i t y  u n le s s  th e  p a r t i c i p a n t  e le c ts  o t h e r w i s e . "  A  “ q u a l i f i e d "  
jo in t  a n d  s u r v i v o r  a n n u i t y  is  d e f i n e d  as  a  t y p e  th a t  p r o v i d e s  i n c o m e  to  

th e  s u r v iv in g  s p o u s e  in  an  a m o u n t  e q u a l  to  a t  l e a s t  o n e  h a l f  o f  th e  

i n c o m e  p a y a b l e  d u r i n g  th e  l i m e  th a t  the  e m p l o y e e  a n d  h is  s p o u s e  a re  

b o th  a l i v e .  T h e  p a r t i c i p a n t  m u s t  b e  g iv e n  a  r e a s o n a b le  t i m e  b e f o r e  th e  

a n n u i t y  s t a r t i n g  d a te  to  e le c t  in  w r i t i n g  n o t  to  h a v e  th e  r e t i r e m e n t  b en - -  
e l i t s  p r o v i d e d  u n d e r  a  j o i n t  a n d  s u r v i v o r  a n n u i t y .

F.RISA 8 205. I .R .C . § 4 0 l l ; i l l  11). T reas . Ret!. I.401(;i>—1 1. and p roposed  am endm ent. The 
autom atic  requ irem ent applies on ly  if  no  e lec tio n  has heen m ade , an even t w hich  never occu rs  in 
•t w ell-adm in istered  p lan .



l o w e r  e n d  o f  th e  e a r n i n g s  

th e  p l a n ' s  b e n e f i t s  a r e  n o t  

v p r o g r a m .  H o w e v e r ,  th e r e  

c o m b i n e d  p la n  a n d  S o c i a l  

e s  s u b s t a n t i a l l y  e x c e e d  th e i r  

e s  b y  a s  m u c h  a s  2 0  o r  2 5  

t s s u m e d  th a t  th e  e m p l o y e e s  

e v  w e r e  w o r k i n g  a n d  w e r e  

o f  l i v in g .

e c t i v e  h a s  b e e n  e s t a b l i s h e d ,  

e c t io n  o f  th e  i n c o m e  a g a i n s t  

w a y s  t o  a p p r o a c h  th i s  p r o b -  

M ib se q u c n t  c h a p t e r ,  b u t  th e  

a u t o m a t i c  a d j u s t m e n t  o f  t h e  

tn g e s  in  th e  c o s t  o f  l i v in g .  

:v  S y s t e m ,  t h e  fe d e r a l  C iv i l  

S e rv ic e s  R e t i r e m e n t  S y s t e m ,  
th e  s t a t e s ,  a n d  s o m e  m u n i c -  

te s s  f i rm s  h a v e  b e e n  l i n k e d  

.* u s e  o f  the  c o n s u m e r  p r i c e  

r e c t io n  a re  b u i l d in g  u p ,  e s -  

h a v e  f o l lo w e d  th e  p r a c t i c e  

ed  e m p l o y e e s  o n  a n  a d  h o c ,  

c o n s u m e r  p r i c e  in d e x  a s  a 

1 th e  fu l l  a m o u n t  o f  ib e  C P I  

:e u n c e r t a in t y  o v e r  th e  m a g -  

.s c o m m u n i t y  g e n e r a l l y  h a s  
ith a d  h o c  a d ju s tm e n t ,  r a t h e r  

id j u s t  b e n f i t s  in  c o n f o r m i t y  
S e c u r i t y  c o m p o n e n t  o f  th e  

:h e  C P I  p r o v i d e s  s o m e  p ro -  

.ir a te  th e  p r o b l e m  f a c e d  b y
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:ing

r in e s t a b l i s h i n g  a p e n s i o n  

: e r t a k in g  to  p r o v i d e  b e n e f i t s  

1 2) a n  u n d e r t a k in g  to  m a k e
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i
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c o n t r i b u t i o n s  o n  a  s p e c i f i e d  b a s i s .  T h e  first a p p r o a c h  is  r e f e r r e d  to  a s  a 

defined benefit p l a n ,  a n d  th e  s e c o n d  is  d e s i g n a t e d  a  defined contribution 

p la n .  U n d e r  e i t h e r  a p p r o a c h ,  th e  e m p l o y e e s  m a y  c o n t r ib u t e  t o w a r d  th e  
c o s t  o f  th e  p la n .

D e f in e d  B e n e f i t  P l a n .  A  d e f i n e d  b e n e f i t  p la n - 1 is  o n e  in  w h ic h  th e

b e n e r i ts~ a re  e l f a b l i s h e d  in  a d v a n c e  b y  a  f o r m u l a ,  a n d  e m p l o y e r  c o n t r P  -■ 

bT n iohs~ af~e t r e a te d  as  t h e  v a r i a b le f a c to r .  P l a n s  o f  th is  ty p e  m  >.y be  
b r o a d ly  c la s s i f i e d  a s  p l a n s  w h e r e  th e  a m o u n t  o f  m o n t h ly  p e n s i o n  a f t e r  

r e t i r e m e n t  is  f ix e d ,  a n d  a s  p l a n s  w h e r e  the  a m o u n t  v a r i e s  a f t e r  r e t i r e ­

m e n t .  T h e  l a t te r  p la n s  a r e  d i s c u s s e d  in  a  s u b s e q u e n t  c h a p t e r  d e a l i n g  

w i th  v a r i a b le  a n n u i t i e s  a n d  o t h e r  d e v i c e s  fo r  p r o t e c t i n g  p e n s i o n  b e n e f i t s  

a g a in s t  lo s s  o f  p u r c h a s i n g  p o w e r .  T h i s  c h a p t e r  is  d e v o te d  s o le ly  to  p l a n s  

th a t  p r o v i d e  f i x e d - d o l l a r  b e n e f i t s ,  w h i c h  a rc  th e  d o m i n a n t  ty p e .

A .  B e n e f i t  F o r m u l a s .  B e n e f i t  f o r m u la s  o f  d e f in e d  b en e f i t  p la n s  v a ry  

g r e a t l y  a s  to  d e t a i l s ,  b u t  o n  b a s i c  c h a r a c t e r i s t i c s  th e y  m a y  b e  c la s s i f ie d  

in to  tw o  c a te g o r ie s :  (1 )  u n i t  b e n e f i t ,  a n d  (2)  flat b e n e f i t .

1. Unit Benefit. T h e  d i s t i n c t i v e  f e a tu re  o f  th e  u n i t  b e n e f i t  f o r m u la  

is th a t  an  e x p l i c i t  u n i t  o f  b e n e f i t  is  c r e d i t e d  fo r  e a c h  y e a r  o f  r e c o g n i z e d  

s e r v ic e  w i th  th e  e m p l o y e r .  T h e  u n i t  o f  b e n e f i t  m a y  b e  e x p r e s s e d  a s  a 

p e r c e n t a g e  o f  c o m p e n s a t i o n — th e  u s u a l  p r o c e d u r e  u n d e r  a p la n  fo r  s a l ­

a r i e d  e m p l o y e e s — o r  a s  a  sp e c i f i c  d o l l a r  a m o u n t .  W h e n  the  b e n e f i t  u n i t  

is e x p r e s s e d  in te r m s  o f  c o m p e n s a t i o n ,  th e  p la n  m u s t  c l e a r ly  in d i c a te  

th e  i t e m s  o f  c o m p e n s a t i o n  th a t  w i l l  b e  t r e a te d  a s  p a r t  o f  th e  e a r n i n g s  

b a s e .  S u c h  i t e m s  a s  o v e r t i m e  p a y .  h o l i d a y  p a y ,  s i c k  p a y ,  b o n u s e s ,  a n d  

c o m m i s s i o n s  m u s t  b e  s p e c i f i c a l l y  e x c l u d e d  o r  i n c l u d e d .  I f  to ta l  c o m p e n ­

s a t io n  is n o t  u s e d ,  a n d  i f  th e  d e f i n i t i o n  o f  p a y  th a t  is  u se d  re s u l t s  in  

e x c l u d i n g  a  g r e a t e r  p e r c e n t a g e  o f  to ta l  c o m p e n s a t i o n  fo r  h ig h e r - p a i d  

e m p l o y e e s  th a n  fo r  l o w e r - p a id  e m p l o y e e s ,  th e  In te rn a l  R e v e n u e  S e r v i c e  

m a y  ru le  t h a t  th e  p la n  is n o t  q u a l i f i e d  b e c a u s e  it d i s c r im in a t e s  in f a v o r  
o f  th e  h ig h ly  c o m p e n s a t e d .

A f t e r  c o m p e n s a t i o n  h a s  b e e n  d e f i n e d ,  it m u s t  b e  d e c id e d  w h e t h e r  to  

c r e d i t  th e  b e n e f i t  e a r n e d  e a c h  y e a r  in  t e r m s  o f  th e  c o m p e n s a t i o n  fo r  th a t . ,  

y e a r  o r  to  c r e d i t  a l l  b e n e f i t s  in  t e r m s  o f  th e  a v e r a g e  c o m p e n s a t i o n  fo r  a 

f e w  y e a r s  c l o s e  to  r e t i r e m e n t .  W h e n  th e  u n i t  o f  b e n e t i t  c r e d i t e d  d u r i n g  

a n y  p a r t i c u l a r  y e a r  o f  e m p l o y m e n t  is b a s e d  u p o n  th e  e m p l o y e e ’s  c o m ­

p e n s a t io n  d u r i n g  th a t  y e a r ,  th e  b e n e f i t  f o r m u la  is c h a r a c t e r i z e d  a s  a ca-

; ER ISA Jj X<35). I.R .C . sM M ljl.



. th e  p e r c e n t a g e  in e a c h  

sa la ry  f o r  th e  th r e e  c o n -

i e n c o u r a g e  e a r l y  r e t i re -  

v ic e .  h e  m a y  r e d u c e  th e  

ic e ,  s u c h  as  3 0  y e a r s ,  o r  

e p la n  m a y  p la c e  a  l im i t  

e r e c o g n i z e d  fo r  b e n e f i t  

a v o r  e x e c u t i v e s  w h o  a r e  

a e t i c e  o f  p r o v i d in g  m o r e  

s k n o w n  as  “ f ro n t  lo a d -

d i s c r c t io n  as  to  the  p a t -  

> h is  p l a n ,  so  l o n g  a s  th e  
J  g r o u p .  C o n c e r n e d  le s t  

id a to ry  v e s t in g  s t a n d a r d s  

n g re s s  r e m o v e d  th a t  la t i -  

l iree  a l t e r n a t iv e  tes ts  th a t  

n g  th a t  w ill  b e  p e r m i t t e d  

enefit p l a n s . 5 S in c e  th e s e  

i t  a c c r u a l s  o f  t e r m i n a t e d  

h e  c h a p t e r  o n  w i th d r a w a l

P ar t  Two / P la n  Design

. i d e  a  f lo o r  o f  p ro t e c t i o n  

io n  th a t  o p e r a t e s  in d e p c n -  
y c o m m o n  fo r  u n i t  b e n e f i t  

s t ip u l a te  th a t  th e  a n n u a l  

J  a m o u n t .  F o r  e x a m p l e ,  a 
u y a b l e  in  m o n t h ly  in s ta l l -  

•n m i g h t  s t ip u l a te  th a t  th e  

o  b e  le s s  th a n  S 1 2 0 .  T h i s  

n n u a l  w a g e  o r  s a l a ry  fo r  
• 120). T h e r e  m a y  b e  a m i n ­

im u m  fo r  th e  to ta l  b e n e f i t ,  

its h a v in g  a  m i n i m u m  p e ­

ed on  c a r e e r  a v c r a a e  c o m -
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p e n s a t io n  m a k e  p ro v i s io n  f o r  a  m i n i m u m  b e n e f i t  th a t  is e x p r e s s e d  a s  a 

p e r c e n t a g e  o f  final c o m p e n s a t i o n  o r  a  p e r c e n t a g e  o f  c o m p e n s a t i o n  as  o f  
s o m e  s p e c i f ie d  d a te .  T h i s  t y p e  o f  p r o v i s io n  is d e s i g n e d  to  u p d a t e  th e  

c a r e e r  a v e r a g e  s a la ry  b a s e  to  a  le v e l  th a t  b e a r s  a r e a s o n a b l e  r e l a t i o n s h ip  

to  th e  p a r t i c i p a n t ’s e a r n i n g s  d u r i n g  th e  y e a r s  i m m e d i a t e l y  p r e c e d i n g  r e ­

t i r e m e n t .  W h e r e a s  th e  d o l l a r  b e n e f i t  m i n i m u m  is g e n e r a l  a n d  a p p l i e s  to  

all p a r t i c i p a n t s ,  the  p e r c e n t a g e  o f  c o m p e n s a t i o n  m i n i m u m  is s p e c i f ic  to  

th e  in d iv id u a l  p a r t ic ip a n t .  T h e  l a t te r  is  g e n e r a l l y  c o n d i t i o n e d  o n  a  m i n ­

im u m  p e r io d  o f  s e r v i c e ,  s u c h  a s  2 0  o r  25  y e a r s ,  w i th  r e d u c e d  m i n i m u m  

b e n e f i t s  b e in g  p a y a b le  fo r  s h o r t e r  p e r i o d s  o f  s e r v i c e .

D e f i n e d  C o n t r i b u t i o n  P l a n .  A  d e f in e d  c o n t r i b u t io n  p lan  o r  in d i ­

v id u a l  a c c o u n t  p la n  is  a  p l a n  th a t  p r o v i d e s  a n  in d iv i d u a l  a c c o u n t  fo r  

e a c h  p a r t ic ip a n t  a n d  b a s e s  fu s  b e n e f i ts  s o l e ly  u p o n  th e ^ a m o u n t  c o i u  
t r i b u te d  to  th e  p a r t i c i p a n t ' s  a c c o u n t  a n d  a n y  e x p e n s e ,  in v e s tm e n t  r e tu rn .  

a n d  fo r f e i t u r e s  a l l o c a te d  to  s u c h  p a r t i c i p a n t ' s  a c c o u n t . 6

A  d e f in e d  c o n t r i b u t io n  p la n  d e f i n e s  th e  a m o u n t  o f  c o n t r ib u t io n  to  b e  

a d d e d  to  e a c h  p a r t i c i p a n t ’s a c c o u n t .  S o m e  p l a n s  d o  th i s  d i r e c t l y  by  d e ­

f in in g  th e  a m o u n t  th e  e m p l o y e r  w il l  c o n t r i b u t e  o n  b e h a l f  o f  e a c h  e m ­

p lo y e e  ( e . g . .  10 p e r c e n t  o f  p a y ) .  O t h e r  p la n s  d o  n o t  d e f in e  th e  a m o u n t  

o f  c o n t r i b u t io n  to  b e  m a d e ,  l e a v i n g  th a t  c o m p l e t e l y  to  th e  e m p l o y e r ’s  

d i s c r e t i o n :  b u t  th e s e  p l a n s  d e f in e  h o w  w h a t e v e r  c o n t r ib u t io n s  a r e  m a d e  

w il l  b e  a l l o c a te d  a m o n g  th e  a c c o u n t s  o f  p a r t i c i p a n t s  ( e . g .  in p r o p o r t io n  
to  c o m p e n s a t i o n ) .

T h e  in d iv id u a l  a c c o u n t s  m u s t  r e c e i v e ,  a t  l e a s t  a n n u a l l y ,  th e i r  s h a r e  

o f  th e  to ta l  in v e s tm e n t  r e t u r n ,  i n c l u d in g  i n v e s t m e n t  i n c o m e  r e c e i v e d  a n d  

r e a l i z e d  a n d  u n r e a l i z e d  a p p r e c i a t i o n  o f  m a r k e t  v a lu e s .*  S o m e  p l a n s  a l ­

lo c a te  i n v e s tm e n t  r e tu rn  q u a r t e r l y ,  m o n t h l y ,  o r  e v e n  d a i ly .  M o s t  t y p e s  

o f  a s s e t s  a r e  s u b j e c t  to  f l u c tu a t io n  in  m a r k e t  v a lu e s ,  a l t h o u g h  s o m e ,  

s u c h  a s  b a n k  s a v in g s  a c c o u n t s  a n d  c e r t a in  a n n u i t y  c o n t r a c t s ,  a r e  m a i n ­

ta in e d  o n  a  b o o k  v a lu e  b a s i s  a n d .  h e n c e ,  s u f f e r  n o  d i m in u t io n  in  v a lu e .

I f  m a r k e t  v a lu e s  c a n  d e c l i n e ,  i n d iv id u a l  a c c o u n t  b a l a n c e s  c a n  d e c r e a s e  
a s  w e l l  a s  in c r e a se .

O r d in a r i l y ,  the  to ta l  p la n  a s s e t s  a r c  c o m p l e t e l y  a l l o c a t e d  to  in d i v id u a l  

a c c o u n t s .  T h e  s u m  o f  a ll o f  t h e  a c c o u n t  b a l a n c e s  o n  a n y  v a lu a t io n  d a t e  > 

u s u a l ly  e q u a l s  th e  to ta l  m a r k e t  v a lu e  o f  th e  p lan  a s s e t s .  I f  a  p a r t i c i p a n t  

t e r m i n a t e s  e m p l o y m e n t  b e f o r e  h e  is v e s t e d ,  h is  a c c o u n t  b a l a n c e  is  fo r -

"ERISA $3(341. I.R.C. S-ll-lli). 
7Rev. Rul. 80-155.
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fe i te d  a n d  is a p p l i e d  e i t h e r  to  r e d u c e  fu tu r e  e m p l o y e r  c o n t r i b u t io n s  o r  

to  i n c r e a s e  th e  a c c o u n t s  o f  o t h e r  p a r t i c i p a n t s .

W h e n  a  p a r t i c ip a n t  b e c o m e s  e l i g ib l e  to  r e c e i v e  a  b e n e f i t ,  h i s  b e n e f i t  

e q u a l s  th e  a m o u n t  th a t  c a n  b e  p r o v i d e d  b y  h is  a c c o u n t  b a l a n c e .  It m a y  

b e  p a id  in th e  fo rm  o f  a  l u m p - s u m  d i s t r i b u t i o n ,  a  s e r i e s  o f  i n s t a l lm e n t s ,  
o r  a n  a n n u i t y  fo r  th e  l i f e t im e  o f  th e  p a r t i c i p a n t  o r  th e  j o i n t  l i f e t im e s  o f  

th e  p a r t i c ip a n t  a n d  h is  b e n e f i c i a r y .

T h e  p r in c ip a l  ty p e s  o f  d e f in e d  c o n t r i b u t io n  p la n s  a r e  g e n e r a l l y  c l a s s ­

if ied  a s  fo l lo w s :

Q u a l i f i e d  p la n s  u n d e r  C o d e  S e c t i o n  4 0 1 ( a ) .

1. M o n e y  p u r c h a s e  p e n s i o n  p la n s .

a. T r a d i t i o n a l  m o n e y  p u r c h a s e  p la n s .

b. T a r g e t  b e n e f i t  p la n s .

c. T h r i f t  p la n s  ( o t h e r  t h a n  p ro f i t  s h a r in g  p la n s ) .  

j 2 .  P r o f i t  s h a r in g  p l a n s .

/ a. T r a d i t io n a l  p la n s ,

i b. T h r i f t  p la n s .

c .  C a s h  o r  d e f e r r e d  a r r a n g e m e n t s .

3 .  S to c k  b o n u s  p la n s .
« .  T r a d i t io n a l  p la n s .  

b. E m p l o y e e  s t o c k  o w n e r s h i p  p la n s .

4 .  V o lu n ta r y  e m p l o y e e  c o n t r i b u t i o n s  u n d e r  q u a l i f i e d  p la n s .

B .  T a x - d e f e r r e d  a n n u i t i e s  u n d e r  C o d e  S e c t i o n  4 0 3 ( b ) .

C .  D e f e r r e d  c o m p e n s a t i o n  p la n s  fo r  s t a te  a n d  lo c a l  g o v e r n m e n t s  u n d e r  

C o d e  S e c t i o n  4 5 7 .

D .  I n d i v id u a l  r e t i r e m e n t  s a v i n g s  ( i n c lu d i n g  s im p l i f i e d  e m p l o y e e  p la n s )  

u n d e r  C o d e  S e c t i o n s  4 0 8  a n d  4 0 9 .

1. I n d iv id u a l  r e t i r e m e n t  a c c o u n t s  ( I R A s ) .

2 .  I n d iv id u a l  r e t i r e m e n t  a n n u i t i e s  ( I R A s ) .

3 .  In d iv id u a l  r e t i r e m e n t  b o n d s .
E .  N o n q u a l i f i e d  p la n s .

P l a n s  o f  t h e s e  m a n y  ty p e s  a r e  f r e q u e n t l y  e s t a b l i s h e d  w i th  tw o  o b j e c ­

t iv e s :  p r o v i s io n  o f  r e t i r e m e n t  i n c o m e  a n d  d e f e r r a l  o f  c u r r e n t  ta x a b l e  in ­

c o m e .  S o m e t i m e s  o n e  is th e  p r i m a r y  o b j e c t i v e  a n d  s o m e t i m e s  th e  o t h e r  

is . T r a d i t i o n a l  m o n e y  p u r c h a s e  p l a n s  a n d  ta r g e t  b e n e f i t  p la n s  a r e  f r e ­

q u e n t l y  d e s i g n e d  w i th  a p r i m a r y  o b j e c t i v e  o f  p r o v i d in g  r e t i r e m e n t  in ­

c o m e .  a n d  th e y  a r e  d i s c u s s e d  in th e  r e m a i n d e r  o f  th i s  c h a p t e r .  T h e  o th e r  

t y p e s  o f  p la n s ,  w h i le  o f t e n  e s t a b l i s h e d  to m e e t  r e t i r e m e n t  i n c o m e  n e e d s ,  

a re  m o r e  f r e q u e n t ly  a d o p t e d  p r i m a r i l y  to  d e f e r  ta x a b l e  i n c o m e :  th e s e  
t y p e s  a r e  d i s c u s s e d  in l a t e r  c h a p t e r s .
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l e s s ,  th e  h ig h e s t  p e r c e n t a g e  at w h i c h  c o n t r i b u t i o n s  a re  m a d e  f o r  a n y  k e y  
e m p l o y e e .

A  t o p - h e a v y  p la n  m a y  n o t  t a k e  a c c o u n t  o f  c o m p e n s a t i o n  in  e x c e s s  o f  

S 2 0 0 . 0 0 0  in  d e t e r m i n i n g  b e n e f i t s  o r  c o n t r i b u t i o n s . 32 T h i s  S 2 0 0 . 0 0 0  w il l  

b e  s u b j e c t  to  c o s t - o f - l i v i n g  a d j u s t m e n t s  a f t e r  19S5 in  th e  s a m e  m a n n e r  

a s  t h e  d o l l a r  l im i ts  u n d e r  S e c t i o n  4 1 5 .

U n d e r  t o p - h e a v y  p la n s ,  i f  th e r e  is  b o th  a  d e l i n e d  b e n e f i t  p la n  a n d  a  

d e l i n e d  c o n t r i b u t io n  p la n ,  th e  125 p e r c e n t  l im i t  fo r  th e  d o l l a r  l im i t  o n  

c o n t r ib u t io n s  a n d  b e n e f i t s  u n d e r  th e  c o m b i n e d  p l a n s  is  r e d u c e d  to  1 00  

p e r c e n t . 33 H o w e v e r ,  th is  r e d u c t i o n  d o e s  n o t  a p p ly  to  t o p - h e a v y  p l a n s  

w h e r e  th e  v a lu e  o f  a c c r u e d  b e n e f i t s  fo r  k e y  e m p l o y e e s  d o c s  n o t  e x c e e d  

9 0  p e r c e n t  o f  s u c h  v a lu e  f o r  all  e m p l o y e e s  a n d  w h e r e  c e r t a in  a d d i t i o n a l  

b e n e f i t s  o r  c o n t r i b u t io n s  a r e  p r o v i d e d  fo r  n o n - k e y  e m p l o y e e s .

Advantages and D is ad van tages  o f  P l a n  Approaches

E a c h  o f  th e  v a r i o u s  t y p e s  o f  p l a n s  d e s c r i b e d  in  th is  c h a p te r  h a s  a d -  
( J  ' v a n t a g e s  a n d  d i s a d v a n t a g e s .  

y-j ,  T h e “ b a '$ i“ a ^ p e a r _b n i i e '  t r a d i t io n a l  m o n e y p u r c h a s e  a p p r o a c h  is its

_ s i m p l i c i t y .  It  is  e a s y  fo r  th e  e m p l o y e e s  to  u n d e r s t a n d  a n d  fo r  th e  e m -  

p lo y e r  to  a d m i n i s t e r .  It is e s s e n t i a l l y  an  a r r a n g e m e n t  u n d e r  w h ic h  f u n d s  

c a n  b e  a c c u m u la t e d  o n  b e h a l f  o f  a c t i v e  e m p l o y e e s ,  w i th o u t  a c tu a r ia l  

c o m p l e x i t i e s ,  a n d  u s e d  to  p r o v i d e  r e t i r e m e n t  b e n e f i t s  w i th in  a  w id e  r a n g e  

o f  a g e s ,  a s  p e r m i t t e d  b y  th e  p la n .  T h e r e  is  n o , n e e d  to  d e s i g n a t e  a  n o r -  

$  ^  1 m a l  r e t i r e m e n t  a g e .  t h e  s i g n i f i c a n c e  o f  w h i c h  is d i s c u s s e d  la te r ,  

j *  ^  le n d e r  m o n e y  p u r c h a s e  a n d  t a r g e t  b e n e f i t  p l a n s ,  th e  a c c u m u l a t i o n  o f

c o n t r i b u t io ns  in  th e p a r t i c i p a n t ' s o w n  in d iv i d u a l  a c c o u n t h a s_ s tcon g_ psy -  

c h o lo g i c u i l . a p p e a L a n d _ r e in f o r c e s . h i s  f e e l i n g  o f  s e c u r i t y .  S u m s  in a n  in ­
d iv i d u a l  a c c o u n t ,  w h e t h e r  fu l ly  v e s t e d  o r  n o t .  h a v e  m o r e  r e a l i ty  to  th e  

p a r t i c i p a n t  th a n  the  a c c r u a l  o f  p e n s i o n  c r e d i t s  t o w a r d  a  d i s t a n t  a n d  u n ­

c e r t a in  r e t i r e m e n t .

D e f in e d  c o n t r ib u t io n  p la n s  (b o th  t r a d i t io n a l  m o n e y  p u r c h a s e  p la n s  a n d  

t a r g e r b e n e f i r p l u n s F T l b H h o t  o r d i n a r i l y  r e q u i r e  a c t u a rial c o m p u t a t i o ns .  

T h i s  c re a te s  a n  e x p e n s e  s a v in g ,  c o m p a r e d  to  d e f in e d  ben e f i t  p la n s .  W h e n "  

_ a _ d e f i n e d  c o n t r ib u t io n  p j a n ^ p r o v i d e s  b e n e f i t s  in th e  fo rm  o f  a n  a n n u i t y  

p a y a b l e  for~TTfe7an a n n u i t y is u s u a l ly  p u r c h a s e d  f r o m  a l i fe  in s u r a n c e  

c o m p a n y ,  w h ic h  p e r f o r m s  th e  n e e d e d  a c tu a r i a l  f u n c t i o n s ~ A “m i n o r i t y  o f

"  I.R .C . S J  16(d). 

" I  R C . § 4 |6 ih l .



’u t io n s  a rc  m a d e  fo r  a n y  k e y

f  c o m p e n s a t i o n  in  e x c e s s  o f  

u t i o n s . 32 T h i s  S 2 0 0 , 0 0 0  w i l l  

.'r 19S5 in t h e  s a m e  m a n n e r

a d e f in e d  b e n e f i t  p la n  a n d  a  

l im i t  fo r  th e  d o l l a r  l im i t  o n  

n e d  p la n s  is  r e d u c e d  to  100 

o t a p p ly  to  t o p - h e a v y  p la n s  

e m p l o y e e s  d o e s  n o t  e x c e e d  

a n d  w h e r e  c e r t a in  a d d i t io n a l  

>n-key e m p l o y e e s .

an Approaches

ib e d  in th is  c h a p t e r  h a s  a d -

e v p u r c h a s e  a p p r o a c h  is its 

u n d e r s t a n d  a n d  fo r  th e  c m -  

in g e m e n t  u n d e r  w h ic h  f u n d s  

m p l o y c e s ,  w i t h o u t  a c tu a r i a l  
b e n e f i t s  w i th in  a  w id e  ra n g e  

n o  n e e d  to  d e s i g n a t e  a  n o r -  

;h  is d i s c u s s e d  la te r ,  
t p l a n s ,  th e  a c c u m u l a t io n  o f  

d u a l  a c c o u n t h a s_ s tc o n g .p s y -  

o f  s e c u r i ty .  S u m s  in  a n  in - 

o t ,  h a v e  m o r e  r e a l i ty  to  th e  
its t o w a r d  a  d i s t a n t  a n d  u n -

il m o n e y  p u rc h a s e  p la n s  a n d  

l ire a c t u a r ia l  c o m p u ta t io n s ,  

d e f in e d  ben e f i t  p la n s .  W h e n * '  

s in  th e  fo r m  o f  an  a n n u i t y  

b a s e d  f r o m  a l i fe  in s u r a n c e  

lal f u n c t i o n s . 'A “ii i i r ib ri ty  o f “
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d e f in e d  c o n t r i b u t io n  p l a n s  p r o v i d e  fo r  p a y m e n t  o f  l i f e  a n n u i t i e s  d i r e c t l y  

w i t h o u t  th e  p u r c h a s e  o f  an  a n n u i t y  c o n t r a c t :  in t h e s e  c a s e s ,  a c tu a r ia l  
c a l c u l a t i o n s  a r e  r e q u i r e d .

A n o t h e r  a d v a n t a g e  o f  d e f in e d  c o n t r i b u t i o n  p l a ns  f ro m  th e  s t a n d p o in t  

o f j h e  e m p l o ye r  is th a t j i i s  p e n s i o n  c o s t  lo r  a ll  s e r v ic e ^ re n d e r e d  to  d a t e  

is  f u l ly  f u n d e d .  U n l i k e  d e f in e d  b e n e f i t  p l a n s ,  a  d e f in e d  e o n t r i h u tion_p la r i  .*? 

h a s  ncT u n f u n d c d  l i a b i l i t y . A c lo s e ly  r e l a t e d  a d v a n t a g e  is th a t  th e  d e f in e d  

c d h t r ib u t i6 r i_ p laT ris~ 1?o t  s u b j e c t  to  p la n  b e n e f i t s  in s u r a n c e  ( d i s c u s s e d  

s>R la te r ) .  T h e  e m p l o y e r  p a y s  n o  p r e m i u m s  to  th e  P e n s i o n  B e n e f i t  G u a r a n t y

p C o r p o r a t i o n  ( P B G C )  a n d  is n o t  e x p o s e d  to  a  c o n t i n g e n t  l i a b i l i ty  i f  th e

p la n  s h o u l d  t e r m i n a t e .  F r o m  th e  e m p l o y e e ’s v i e w p o in t ,  th e r e  a r e  n o  

u n f u n d e d  a c c r u e d  b e n e f i t s  to  b e  lo s t  i f  th e  p la n  t e r m i n a t e s .

A  t r a d i t io n a l  m o n e y  p u r c h a s e  p la n  h a s  th e  f u r th e r  a d v a n t a g e  th a t  th e  

fu tu re  c o s t  is f ix e d  as  a  p e r c e n t a g e  o f  p a y ,  s u b j e c t  o n ly  to  r e d u c t i o n s  
f o r  fo r f e i t u r e s .  T a r g e t  b e n e f i t  p l a n s  h a v e  h i g h e r  c o s t s  fo r  o ld e r  p a r t i c i ­

p a n t s .  w h i c h  m a y  c a u s e  th e  c o s t  o f  th e  p la n  to  in c r e a s e  a s  a  p e r c e n t a g e  

o f  to ta l  p a y  a s  o l d e r  e m p l o y e e s  r e c e i v e  p a y  in c r e a s e s  a n d  r e l a te d  in ­

c r e a s e s  in  th e  ta rg e t  b e n e f i t  to  b e  f u n d e d .  F u tu r e  c o s t s  l b r _ a _ d e f in e d  

b e n e f i t  p l a n . a r e  e v e n le s s  p r e d i c t a b l e ,  s i n c e th e r e in  p lo v e r ' s  c o s ts w il l  

d e p e n d _ u p o n _ f u t u r e J n v e s t m e n t  e x p e r i e n c e  a n d  o th e r  f a c to r s ,  a n d  m a v  

d i f f e r  m a r k e d ly  f r o m  th e  a c t u a r v ’s in i t ia l  e s t i m a t e .
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Ar<2 - D e f in e d  b e n e fi t  p la n s  o f f e r  m o r e  f l e x ib i l i ty  in m e e t i n g  c o s t s  t h a n  a  

(7 m o n e y  p u r c h a s e  p la n  o r  ta rg e t - b e n e f i t  p la n .  In  a  m o n e y  p u r c h a s e  p la n

%  ,o r  a  ta r g e t  b e n e f i t  p l a n ,  e a c h  y e a r  th e  e m p l o y e r  m u s t  c o n t r i b u t e  th e
'*• n „ ^ e x a c t  a m o u n t  r e q u i r e d  to  b e  c r e d i t e d  to  e m p l o y e e  a c c o u n t s .  le s s  a n y  

f o r f e i t u r e s .  In  a  d e f in e d  b e n e f i t  p l a n ,  th e  e x i s t e n c e  o f  a n u n f u n d e d  l ia -  

*' '/ b i l i ty  c r e a t e s  f lex ib i l i ty  in  f u n d i n g ,  d e p e n d i n g  u p o n  th e  ra te  at w K ich

• V ,  th e  e m p l o y e r  c I io o s e ' s ~ to ~ f u h d ' t h g u n f u n d e d  1 iab i l  i t y f f h e  e m p l o y e r  w h o
'^  h a s ’b e e t T f u n d i n g  th e  u n f u n d e d  l i a b i l i ty  m o r e  r a p id ly  th a n  r e q u i r e d  h a s  

^  c r e d i t  b a l a n c e 34 th a t  c a n  b e  u s e d  to  r e d u c e  o r  e n t i r e l y  e l i m i n a t e  th e  

r e q u i r e d  c o n t r ib u t io n  fo r  a  p a r t i c u l a r  y e a r .

D e f in e d  b e n e f i t  p la n s  a n d  ta r g e t  b e n e f i t  p l a n s  c a n  p r o v i d e  b e n e f i t s  f o r  

y e a r s  o f  p a s t  s e rv ic e  b e f o r e  th e  p la n  w a s  e s t a b l i s h e d .  A  t r a d i t io n a l  m o n e y  

p u r c h a s e  p lan  c a n n o t .  F o r  th i s  r e a s o n  s o m e  e m p l o y e r s  h a v e  e s ta b l i s h e d *  

d e f i n e d  c o n t r i b u t io n  p l a n s  fo r  f u t u r e  s e r v i c e  a n d  d e f in e d  b e n e f i t  p l a n s  

fo r  p a s t  s e r v i c e  b e n e f i t s .

T h e  In t e rn a l  R e v e n u e  S e r v i c e  r e q u i r e s  th a t  all  q u a l i f i e d  p e n s i o n  p l a n s  

( d e f i n e d ' b e n e f i t , " m o n e y  p u r c h a s e f a n d ' t a r g c F  b e n e f i t )  m a k e  b e n e f i t s

1 t-undinu requirements are described in Chapter 17.

i
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a v a i l a b l e  in th e  fo rm  o f  a n  a n n u i t y ,  e i t h e r  a n  a n n u i ty  p a y a b le  f o r  l i f e  o r  

a n  a n n u i t y i o r a  p e r io d  o t  v e a r s r ^ ^ -A -p la n  m a y  a l s o  p r o v id e  a  b e n e m  in 

t h e  fo r m  o t  a l u m p  s u m ,  b u t  n o  p la n  is r e q u i r e d  to  d o  so .  I n  p r a c t i c e ,  

t h e  a v a i l a b i l i t y  o f  l u m p  s u m s  is  le s s  c o m m o n  a m o n g  d e f in e d  b e n e f i t  
p l a n s  th a n  a m o n g  m o n e y  p u r c h a s e  p l a n s .  B u t  w h e r e  lu m p  s u m s  a re  

a v a i l a b l e ,  th e  d e f in e d  c o n t r i b u t i o n  p la n  in  e f f e c t  e n c o u r a g e s  th e  r e t i r i n g  

p a r t i c i p a n t  to  t a k e  h is  a c c o u n t  b a l a n c e  in a  l u m p  s u m  r a t h e r  t h a n  in  th e  

f o n n  o f  a  life i n c o m e .  T h e  p e r i o d i c  r e p o r t i n g  to  th e  p a r t i c ip a n t  o f  h is  

a c c o u n t  b a l a n c e  i n c r e a s e s  h is  a w a r e n e s s  o f  th e  m o n i e s  in  t h e  a c c o u n t  
a n d  s e e m s  to  d i s p o s e  h im  to  c a s h  o u t  th e  b a la n c e  a t  r e t i r e m e n t .

W h e n  a  life a n n u i t y  is to  b e  p r o v i d e d  u n d e r  a d e f in e d  c o n t r ib u t io n  

p l a n ,  u s u a lly ah  " a n n u i ty  c o n t r a c t  is  p u r c h a s e d  f ro m  a l ife  in su ra n c e ,  

" c o m p a n y .  T h i s  is  th e  o n l y  p r a c t i c a l  a p p r o a c h  fo r  a s m a l l  p la n .  T h e  c o s t  

To" p u r c h a s e ' a n  a n n u i t y  u n d e r  a n  in d iv id u a l  a n n u i t y  c o n t r a c t ,  a n d  u n d e r  

m o s t  g r o u p  a n n u i t y  c o n t r a c t s ,  is h ig h e r  fo r  f e m a le s  th a n  fo r  m a l e s ,  r e c -  • 

o g n iz i n g  th e  l o n g e r  a v e r a g e  l i fe  e x p e c t a n c y  o f  f e m a le s .  U n d e r  th e s e  

c o n t r a c t s ,  fo r  a n y  g iv e n  d o l l a r  a c c u m u l a t i o n  a t  r e t i r e m e n t ,  t h e  m o n t h ly  

b e n e f i t  f o r  a  f e m a le  e m p l o y e e  w i l l  b e  s m a l l e r  th a n  th a t  o f  a  m a l e  e m ­

p lo y e e .  T h e  a c tu a r ia l  v a lu e  o f  th e  m a l e  a n d  f e m a le  b e n e f i t s  w i l l  b e  th e  

s a m e  a t  th e  p o in t  o f  r e t i r e m e n t :  b u t  the  m o n t h l y  b e n e f i t s  w ill  b e  d i f f e r ­

e n t ,  e x c e p t  u n d e r  c e r t a in  100 p e r c e n t  j o i n t  a n d  s u r v i v o r  a n n u i t i e s .  F e ­

m a l e  e m p l o y e e s  h a v e  o b je c t e d  to  a  d i f f e r e n t i a t i o n  in  a n n u i ty  p u r c h a s e  

r a t e s  b a s e d  o n  s e x  a n d  h a v e  d e m a n d e d  th a t  th e  a n n u i t y  b e n e f i t s  b e  d e -  ,

t e r m i n e d  o n  th e  b a s i s  o f  a n  a n n u i t y  ta b l e  th a t  c o m b i n e s  m a le  a n d  f e m a le  •

m o r t a l i t y ;  a  s o - c a l l e d  u n i s e x  t a b l e .  T h e r e  h a v e  b e e n  n u m e r o u s  r e c e n t  

c o u r t  c a s e s  d e a l i n g  w i th  th e  q u e s t io n  o f  w h e t h e r  s u c h  d i f f e r i n g  b e n e f i t s  
v io l a t e  T i t l e  V II  o f  th e  C iv i l  R ig h t s  A c t  o f  19 64 .  T h e  S u p r e m e  C o u r t  is  

e x p e c t e d  to  r e s o lv e  th e  q u e s t i o n .  U n d e r  a  d e f in e d  b e n e f i t  p l a n ,  m a l e  a n d  

f e m a le  e m p l o y e e s  a c c r u e  p e n s i o n  b e n e f i t s  o n  th e  s a m e  b a s i s ,  a n d  th e  

e m p l o y e r  a b s o r b s  a n y  c o s t  d i f f e r e n c e s  b e t w e e n  th e  s e x e s ;  a n  e x c e p t i o n  
in  m a n y  p l a n s  a p p l i e s  to  o p t i o n a l  f o r m s  o f  a n n u i t y .  In  t a r g e t  b e n e f i t  

p l a n s ,  it m u s t  be  d e c i d e d  w h e t h e r  th e  f a c to r s  u s e d  to  d e t e r m i n e  c o n t r i ­

b u t i o n s  a r e  u n is e x  o r  s e x - d i f f e r e n t  f a c to r s ;  s e x - d i f f e r e n t  f a c to r s  m a y  b e  

d e t e r m i n e d  to  v io l a te  T i t l e  V II .

U n d e r  a d e f i n c d .  b e n e f i t  p la n  th e  i n v e s tm e n t  r i s k  is b o r n e  b y  th e  e m -  

\  p lo y e r ,  w h i l e  u n d e r _ a  d e f i n e d  c o n t r i b u t i o n  p la n '  t h e ' i n v e s l t n e n r r l s T T  i ?  

1 x ) rn e_b y  p a r t ic ip a n ts^  If  i n v e s t m e n t  e x p e r i e n c e  " Is  f a v o r a b le ,  it is~c lear ly  

X ' a n  a d v a n t a g e  to  th e  p a r ty  t h a t  e n j o y s  i t ,  a n d  m ; n r b e " c o n s i d e r ’e d " a 'd i s “  o. ‘ "" ‘ ’ ‘ ” :----------------------
J “ T rcas . R cy . 1.401 —l(b)( I Hi).



c m  r i sk  is  b o r n e  b y  th e  e n i -  

p la n '  t h e ' i n v e s t m e n l ” n s k  is' 
n e e  Is" f a v o r a b le ,  it is c l e a r ly  

id m a y  b e  c o n s i d e r e d ' a ' d i s 1"
Questions

1. W ha t  is the bas is fo r  the sta tement that a tota l r e t ir em en t in c o m e  o f  60 to 
75 percen t o f  an in d i v id u a l ' s  gross e a rn in g s  at t im e  o f  re t irem ent w i l l
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m a n n u i t y  p a y a b l e  fo r  l i f e  o r  

n a y  a l s o  p r o v i d e  a  b e n e n t  in 

q u i r e d  to  d o  so .  I n  p r a c t i c e ,  

m o n  a m o n g  d e f i n e d  b e n e f i t  
B u t  w h e r e  lu m p  s u m s  a re  

effec t  e n c o u r a g e s  th e  r e t i r i n g  

l u m p  s u m  r a t h e r  th a n  in  th e  

in g  to  th e  p a r t i c i p a n t  o f  h is  

f  th e  m o n i e s  in  th e  a c c o u n t  
a l a n c e  at r e t i r e m e n t ,  

in . ie r  a  d e f in e d  c o n t r ib u t io n  

ta: -:d~f r d m  a ~ l i f e  i n s u r a n c e . .  

: h " ; o r  a  s m a l l  p l a n .  T h e  c o s t  

a n n u i t y  c o n t r a c t ,  a n d  u n d e r  

f e m a le s  t h a n  fo r  m a l e s ,  r e c -  

c v  o f  f e m a le s .  U n d e r  t h e s e  

n a t  r e t i r e m e n t ,  t h e  m o n t h ly  

Her th a n  th a t  o f  a  m a l e  c rn -  

.1 f e m a le  b e n e f i t s  w i l l  b e  th e  

n th ly  b e n e f i t s  w i l l  b e  d i f f e r -  

a n d  s u r v i v o r  a n n u i t i e s .  F e -  

n t i a t io n  in  a n n u i t y  p u r c h a s e  

t th e  a n n u i t y  b e n e f i t s  b e  d e -  

it c o m b i n e s  m a l e  a n d  f e m a le  

h a v e  b e e n  n u m e r o u s  r e c e n t  

te th e r  s u c h  d i f f e r i n g  b e n e f i t s  
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e f in e d  b e n e f i t  p l a n ,  m a l e  a n d  

o n  th e  s a m e  b a s i s ,  a n d  th e  
\ e e n  th e  s e x e s :  a n  e x c e p t io n  

if a n n u i t y .  In  t a r g e t  b e n e f i t  

•rs u s e d  to  d e t e r m i n e  c o n t r i -  

s e x - d i f f e r e n t  f a c to r s  m a y  b e

a d v a n t a g e  b v  th e  p a r tv  th a t  d o e s  m .i  s h a r e  it . I f  i n v e s tm e n t  e x p e r i e n c e  

is u n f a v o r a b l e ,  e x a c t ly  th e  o p p o s i t e  is t r u e .  U n d e r  d e f in e d  c o n t r i b u t i o n  

p 1 a n s .  th e r e  m a v  b e  n n r t i c i p a nt d i s s a t i s f a c t i o n  w i th  th e  p la n  i f  th e  in - 

v e s t m e n t  r e s u l t s  a r e  p o o r .

M a n y  d e f in e d  b e n e f i t  p l a n s  p r o v i d e  a n n u a l  b e n e f i t  s t a t e m e n t s  to  a ll  

e m p l o y e e s  s h o w in g  th e  a m o u n t  o f  r e t i r e m e n t  i n c o m e  p a y a b le  a t  n o r m a l  

r e t i r e m e n t  a g e .  b o th  th e  a c c r u e d  b e n e f i t  b a s e d  u p o n  s e r v ic e  to  d a te  a n d  

th e  p r o j e c te d  b e n e f i t  b a s e d  u p o n  p r o j e c t e d  s e r v i c e .  T h e  d e f in e d  c o n t r i ­

b u t io n  a p p r o a c h  do_es_no t  l e n d  i t s e l f  to  s i m p l e  c a l c u l a t i o n " a r e x p r e s s i o n  

o f  b- 'r .ef its .  T h e  b e n e f i t s  w i l l  b e  w h a te v c M l ie ~ a c c u m u l a t c ( T a c c 6 u n t  b a l ­

a n c e  w il l  p ro v id e .  B e n e f i t  p r o j e c t i o n s  a r e  s o m e t i m e s  p r e p a r e d ,  b u n i i e y  

g e n e r a l ly  r e s t~ o n  tfie a s s u m p t i o n  th a t  c u r r e n t  c o m p e n s a t i o n  a n d  s o m e  

a s s u m e d  ra te  o f  i n v e s tm e n t  e a r n i n g s  w il l  p r e v a i l  to  a  s p e c i f i e d  r e t i r e ­

m e n t  a g e .  w i th  n o  c h a n g e  in  a n n u i t y  p u r c h a s e  r a t e s  o r  th e  c o r r e s p o n d i n g  

a c tu a r ia l  a s s u m p t i o n s  o f  a t r u s t  fu n d  p la n .  It s h o u l d  b e  n o t e d ,  h o w e v e r , 

th a t  u n c e r t a in t y  a l s o  s u r r o u n d s  the  p r o j e c t i o n  o f  b e n e f i t s  uTTder a  d e f in e d  
b e n e f i t  p l a n b e c a u s e  o f  th e  u n p r e d i c ta b i l i ty  o f T u tu r e  s a la r ie s !  -  v ^pf-Q

T h i s  g r e a t e r  u n p r e d i c t a b i l i t y  o f  b e n e f i ts  u n d e r  d e f in e d  c o n t r ib u t io n  

p la n s  is  n o t _ o n l y _ a _ p r o b l e m  o f  c o m m u n i c a t i o n  t h r o u g i r b e n e f i f " s l a t e -  
m e n t s :  it is a i s o  a p r o b l e m ~ o T ~ ac h ie v lfig b e  nc fi t " o b j e c t i v e s ~ A ~ J e f i n e d  

b en e f i t  p la n  w i th  a f ina l  a v e r a g e  p a y  fo r m u la  c a n  c o m e  c lo s e  to  m e e t in g  

o b je c t i v e s  fo r  r e t i r e m e n t  i n c o m e  a m o u n t s :  b u t  a  d e f in e d  c o n t r i b u t i o n 
p l a n — e v e n  a ta rg e t b e n efit p l a n — m a v  m i s s  its m a rk .  A ~ d e l in e d  c o n t r i ­

b u t io n  p la n  m a y _ p ro v e  m o r e  e f f e c t iv e  for  y o u n g e r  w o rk e r s  th a n  fo r  o ld e r  

w o r k e r s ,  o r  v ic e  v e r s a .

T h e  n e g o t ia te d  c o n t r ib u t io n  p lan  u n d e r  c o l l e c t i v e  b a rg a in in g  h a s  s o m e  

c h a r a c t e r i s t i c s  o f  a d e f in e d  b e n e f i t  p la n  a n d  s o m e  c h a r a c t e r i s t i c s  o f  a  

d e f in e d  c o n t r ib u t io n  p la n .  It  s h a r e s  s o m e  o f  th e  a d v a n t a g e s  a n d  d i s a d ­
v a n ta g e s  o f  e a c h  ty p e .

T h i s  d i s c u s s i o n  o f  a d v a n t a g e s  a n d  d i s a d v a n t a g e s  h a s  b e e n  l i m i te d  to  

d e f in e d  b e n e f i t  p la n s ,  t r a d i t io n a l  m o n e y  p u r c h a s e  p e n s i o n  p l a n s ,  a n d  

ta rg e t  b e n e f i t  p la n s .  O t h e r  ty p e s  o f  p la n s  th a t  m a y  b e  u s e d  to  m e e t  

r e t i r e m e n t  n e e d s ,  s u c h  a s  p ro f i t  s h a r in g  p l a n s ,  w ill  b e  c o n s i d e r e d  in  la te r  
c h a p te r s .

5 I R etirem ent Benefits
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B e f o r e  e n a c t m e n t  o t  E R I S A ,  e m p l o y e r s  w e r e - u n d e r  n o  leg a l  o b l i g a ­

t io n  to  p r o v id e  fo r  v e s t i n g  o f  e m p l o y e r - f i n a n c e d  b e n e f i t s  p r io r  to  r e t i r e ­

m e n t .  e x c e p t  fo r  u n u s u a l  c i r c u m s t a n c e s .  T h e  l a w  d id  p r o v id e  th a t  all 

a c c r u e d  b e n e f i t s  o f  a  p a r t i c i p a n t  h a d  to  v e s t ,  to  th e  e x t e n t  f u n d e d ,  in  th e  

e v e n t  tha t  th e  p lan  t e r m i n a t e d  o r  th e  e m p l o y e r  p e r m a n e n t l y  d i s c o n t i n u e d  

c o n t r i b u t io n s  to  th e  p la n .  In a d d i t io n  to  th e s e  ru l e s  th a t  a p p l i e d  to  all  

p l a n s ,  th e  In te rn a l  R e v e n u e  S e r v i c e  c o u l d  r e q u i r e  a n y  p la n  to  p r o v i d e  

fo r  r e a s o n a b le  p r e r e t i r e m e n t  v e s t in g  i f  it a p p e a r e d  f ro m  the  fa c ts  o f  th e  

c a s e  th a t  th e  p lan  w o u l d  o t h e r w i s e  d i s c r im in a t e  a g a in s t  th e  r a n k - a n d - f i l e  

e m p l o y e e s  in f a v o r  o f  th e  p r o h i b i t e d  g r o u p  (o f f ic e r s ,  s h a r e h o l d e r s ,  s u ­

p e r v i s o r s ,  a n d  h ig h ly  p a id  e m p l o y e e s ) .  In  c e r t a in  s i tu a t io n s ,  u s u a l ly  in ­

v o lv i n g  s m a l l  p la n s ,  th e  o f f i c e r s  a n d  o t h e r  f a v o r e d  e m p l o y e e s  w o u ld  b e  

e x p e c t e d  to r e m a in  w i th  the  firm u n ti l  n o r m a l  r e t i r e m e n t ,  w h i le  th e  r a n k -  

a n d - f i l e  e m p l o y e e s  w o u ld  t e n d  to  t e r m i n a t e  th e i r  e m p l o y m e n t  a n d  fail 

to  q u a l i f y  fo r  b e n e f i t s .  V e s t i n g  p r o v i s i o n s  k e y e d  to  th e  e x p e c t e d  t e r m i ­

n a t i o n  p a t t e rn  c o u ld  e n s u r e  th a t  th e  p la n  w o u ld  o p e r a t e  fo r  th e  b e n e f i t  

o f  th e  e m p l o y e e  g r o u p  in g e n e r a l ,  r a t h e r  th a n  j u s t  f o r  th e  p r o s c r ib e d  

g r o u p .  F in a l ly ,  fu ll  a n d  im m e d i a t e  v e s t in g  h a s  b e e n  m a n d a t e d  fo r  p la n s  

e s t a b l i s h e d  a n d  m a i n t a i n e d  b y  s e l f - e m p l o y e d  p e r s o n s  s i n c e  th e y  w e r e  

first a u th o r i z e d  in 1 9 6 2  (b u t  w il l  n o  l o n g e r  be  r e q u i r e d  a f t e r  1 9 8 3 ) .

T h e  m i n i m u m  v e s t in g  s t a n d a r d s  e s t a b l i s h e d  b y  E R I S A  w e re  p r e m is e d  

o n  th e  g r o u n d s  tha t  v e s t i n g  o f  a c c r u e d  b e n e f i t s  a f t e r  a  r e a s o n a b ly  s h o r t  

p e r io d  o f  s e r v ic e  is n e c e s s a r y  (1 )  to  a s s u r e  e q u i t a b l e  t r e a tm e n t  o f  all 

p a r t i c ip a n t s ;  (2 )  to  r e m o v e  a r t i f ic ia l  b a r r i e r s  to  c h a n g e s  o f  e m p l o y m e n t ,  

h e n c e  e n h a n c i n g  th e  m o b i l i t y  o f  la b o r :  a n d  (3)  to  a s s u r e  tha t  p r iv a te  

p e n s i o n  p la n s  fulfill t h e i r  s o c i a l  r o l e  o f  s u p p l e m e n t i n g  f o r  a b ro a d  s e g ­

m e n t  o f  the  l a b o r  f o r c e  th e  o ld - a g e  in s u r a n c e  b e n e f i t s  p r o v i d e d  u n d e r  
th e  S o c ia l  S e c u r i ty  S y s t e m . : i

;u ER IS A  § 2 0 4 (il) ,|o ) , I .R .C . M l  1(a)(7).

: , See D.m M . M cG ill. Prewm nmn ol I'fusion llc itf/it Kighis (H om ew ood , 111.: R ichard  D. 
Irw in. 107 2 ). chap . 2. lo r a d iscussion  1 die pub lic  policy considera tions involved in the vesting 
i.ssue. C h ap ter 5 o l that vo lum e prt. ides a de ta iled  analysis  01 the l.icinrs utTccling the c o st ot 
vesting  and  the various w ays in w hich the cost o f  vesting m ay be m easured  and  expressed .



SENATE JUDICIARY COMMITTEE MEETIN(
CSSB56 (State Affairs) "An Act amenurng me' lo.xyevity bonus program and the permanent fund dividend program, 

establishing an annuity program; and providing for an e f f e c t i v e  date."
February 27, 1985

Meeting called to order by Senator Rodey.Attendance at meeting: Senator Faiks, Senator Kelly, Senator 
Ziegler. Senator Rodey, Chair.

Senator Rodey: Today what I'd like to do is .take a look at
the annuity aspect of the longevity bonus bill.There's been a great deal of talk about the annuity 
aspect, and today I'd like to spend some time in 
detail going into the proposal in the bill ,  taking a look for sake of comparison at what the private market does. We know that works efficiently and e f f ectively.  Compare it with the provisions in the bill,  and then make any decisions that we might want to regarding possible changes if we think they're appropriate. What I'd like to do first is to call Mr. Steve Woodruff to testify.Mr. Woodruff is a professional who markets equities and 
has considerable experience. Mr. Woodruff, would you please join us at the table? Steve, could you state your name for the record, and give us a little 
background on who you work for and exactly what your relationship has been with annuities.

Steve Woodr.uff: I'm Steve Woodruff, I live here in Juneau.I've  been here about 10 or 11 years. I work primarily in the field of annuities, both tax-sheltered and deferred annuities. I work with Equitable Li f e  Assurance Society of the United States primarily. They are the largest pension fund manager in the United 
States. I work with some other companies on occasion also. Annuities comprise about 90% of my work.

Senator Rodey: Could you give the committee a step-by-stepoutline of what you do to market an annuity?
Steve Woodruff: I'm sure marketing techniques are differentfor different professionals, but primarily it occurs 

in three stages; a solicitation, or acquisition of some form of mailing list, which I use predominantly.Putting that into my computer system, and then preparing sales material to be sent to solicit 
responses regarding annuities to prospective people 
on the list. This usually requires some initial information be sent with my letter. I normally g e t  
back. After the responses come, I contact the*



individuals and usually set up an interview at that point, which is probably the most time-consuming 
element. Marketing annuities - there are so many 
different types, and so many ways of structuring an annuity, depending upon individual need, that I normally need thirty minutes to an hour with a 

• client to ascertain the individual circumstances 
of the client, and their needs, and develop a proposed annuity to fit that need. Following 
that, i f  I do place the annuity, there is, of course, service work involved following that 
time. That's primarily how I market my annuities. Start to finish, probably be per client two and one-half hours work.

Senator Rodey: When you talk with someone about annuities,what factors do you look at as you make a decision 
on which annuity would be appropriate for an individual?

Steve Woodruff: The factors that I look at are quitediverse. I look at their income level, I look at - well, the primary thing is what do they want to 
do, what are they trying to accomplish with the annuity? Then I couple that with their income level, their ability to take risk, what other assets they have, how much are they at risk in other assets, what types of assets do they hold, how liquid are they, how non-liquid are they, what type of benefits they're trying structure, say, at retirement. The 
annuity has to be thoroughly qualified on those bases. In an annuity you generally are looking at long-term goals, as opposed to short-term goals. Annuities are not appropriate for a short-term 
investment situation, generally. Short-term, two to three years. Annuities are more appropriate for ten, fifteen, twenty, thirty year or forty year periods, things of that nature. That is orobably the most time-consuming element of my work with a client - trying to ascertain the exact need and 
fit the type of annuity to his specific individvl need, which is going to vary from client to client.

Senator Rodey: You mentioned time - what is the minimumamount of time...as we look at the bill we're going to have to t e l l  people about annuities and what 
they are. What is the minimum amount of time that 
would be necessary to transmit a reasonable amount of information about an annuity?

Steve Woodruff: That again, varies quite a bit. I f  the
person who sits before me is fairly knowledgeable in 
financial matters, I can do it in a matter o f . ten 
minutes. I f  they are not, it may take thirty minutes



just to educate them on the annuity itself .
Senator Rodey: Have you taken a look at the annuity

proposal that is embodied in SB56, that this committee is hearing now?
Steve Woodruff: Yes, I have.
Senator Rodey: Could you market this kind of an annuityas it's written in the bill?
Steve Woodruff: No.
Senator Rodey: Could you tell me why.
Steve Woodruff: Three basic reasons, and they're allproblems in the bill. Let me pull my copy of the bill here, I underlined the problems I had. First, and most striking, on the first page it says in lines 22, 23, 24 and 25, "by authorizing general fund supplements that would result in annuity payments that are larger than an individual could earn through private investment of the permanent fund dividend."That is an extremely broad statement. That is, in e f f e c t ,  saying, "I can guarantee everything under the sun to beat anything you can do in the private sector." 

Now, i f  I could actually say that statement, which I 
can't in my profession - I would be subject to loss of license and suit, among other things - if I could say that statement, in good conscience, that I can beat anything you can possibly do with this money outside of this program, I could market it. But I can't say that statement.
Second thing is, and this comes down to more critical 
elements of the bill, the survivor benefit element, which says once you start receiving an annuity, after age 65, i f  you die the payments stop and do not continue to a beneficiary or anybody else - they revert back to the fund. All annuities in the private sector of f er some form of survivor rights in an annuity. 
Granted, there is a straight-life annuity. The person who has no heirs, no survivors, no children, no wife - a straight-life annuity can be applicable. But that's not too many of us. And on that basis, that is something that can be picked up in the private sector in a very diverse fashion. Survivor benefits in 
annuities - I can build almost anything to suit a client - whatever he wants to do in a survivor situation.
The third element that is extremely critical; as I 
read this bill I don't see any comments with regards to the tax status of the money. Meaning, when the



money goes in, or when it comes out.
Senator Rodey: How important is the tax status to an

annuity when you compare a state annuity with the private sector, and we will e f f ectively be competing 
„ because people will have the opportunity to keep it 

in the state annuity or take it as a dividend and put it into a private program.
Steve Woodruff: It's of paramount importance. The reason

being, anytime you can invest with before-tax dollars 
as opposed to after-tax dollars, it makes all the world of difference at retirement or when you pull that money out. I f  a person's in a 30% tax bracket, and they invest $100, it's going to cost them, in 
spendable income, $70. So they got a $100 investment, but it only cost them $70. They've made close to 
50% up-front, just on tax leverage in that investment. Without that, the e f f e c t s  are dramatic, investing with after-tax dollars. A person could take the permanent fund, as it sits now, take their yearly dividend, put it into an IRA, and have everything that I've 
mentioned up to now, and eliminate the problems that are in this bill. They could have survivorship benefits, whenever they go to an annuity, they could have the tax benefits, we don't promise them absolute 
unequivocal rates of return that could beat anybody.We can't do that, but they can solve the tax problem, 
they can solve the survivor benefit problems. They can also retire at a time of their choosing, with an IRA after 59]. Here it's tied into age 65. With an IRA they have the opportunity to do it between 59] and 
70]. They have a great deal of flexibility. Too many things are too straight-laced - it's inflexible. And,I couldn't tell a client in good conscience, or in good ethics, to put his money here. And I wouldn't, the way it sits now.

Senator Rodey: We've talked about the rate of participation- we've been estimating the rate of participation. You have a great deal of experience - certainly more than anyone else in town in the annuity field. It's been 
estimated that 30% of Alaskans would participate in the annuity program. Is that a reasonable estimate, the way the bill is written now, given the comments that you've made?

Steve Woodruff: No, I think maybe 5% might fall for it, at
best. A littl e  background about my rates of success 
in marketing my product - Equitable, among others, has some of the very finest annuity products we have in 
this nation, interest rate-wise, everything - investment-wise, all things considered. I f  I mail 
out a hundred letters to a qualified list of people



I know that probably have need of this product - we've pre-qualifiea them, I'm not shotgunning - I 
will g e t  back about 4%. 4% of those people will
write back to me and say, yes, I want more information. I will sell about 95% of the ones that send a letter back on the annuity. Now that's doing it with one 
of the very best and most competitive products anywhere to be had in the nation. And, to suppose that you would b e tt er that with this product, with all of its inflexibilities and drawbacks, would be 
very presumptuous, I think. I f  you got 1% I think you might be lucky.

Senator Rodey: Do you have any suggestions - you mentioned
some of the difficulties from a private sector point of view. Do you have any suggestions as to how we might cure these. Obviously, the statement of guarantee could be eliminated. How should be structure survivor benefits after the age of 65?

Steve Woodruff: I f  you're going to maintain age 65, I thinkyou should have elements in there which would provide rights of survivorship to either a spouse on a limited basis. As an example, you can have an annuity which says we're going to pay for the lifetime of annuitant. I f  he dies, we will pay half those benefits for the 
lifetime of his beneficiary. That's a joint survivor annuity - 50% survivor. I t  could be joint two-thirds. I t  c^uld have some form of survivorship option to allow those proceeds to continue to at least one beneficiary after the annuitants death. I would 
think, and I realize the structuring problems - the age 65 is important to thir, bill - to make it more compatible with things that can be done in the 
private sector it should be moved back to age 60 to compare more favorably with IRAs, but I realize that it could be a problem.

Senator Rodey: From a private market point of view, and
obviously the more people that participate in a plan the sounder the plan would be - the law of large 
numbers - when you have a plan like this. In your opinion if  we move back to 59) we would be far"more competitive than we are at 65, is that correct?

Steve Woodruff: Right, right.
Senator Rodey: How much of a competitive edge do we loseonce we go to 65 - what does 5) years cost us?
Steve Woodruff: I don't think that's going to cost a whole

lot. However, because IRAs are so common, and they're structured around age 59), I think you'll find more and more people planning their retirement around



that age period. To know that they can't receive these benefits until 65 will change their planning. I t means 
they're going to have to delay income sources five 
years later into retirement, for money that they're counting on in retirement. I can't say exactly how 
much competitive edge you'd lose there, but that's not nearly as critical as the survivor benefits.

Senator Rodey: The survivorship is absolutely critical?
Steve Woodruff: Absolutely.
Senator Rodey: Could you market something v/ithout asurvivorship benefit to it?
Steve Woodruff: Probably not.
Senator Rodey: I don't know for sure, but I presume thatat least the draft language was patterned on retirement fund actuarial figures which accounts for a natural attrition of people in the group which, again, bolsters 

the retirement feature. Do you have any plans like this that you operate that would in any way be similar to the plan embodied in the bill?
Steve Woodruff: No.
Senator Rodey: Nothing with that kind of lack ofsurvivorship?
Steve Woodruff: There is nothing in the private sectorthat's like this. It's not marketable. There's no pension plan, there's nothing like this, that's structured this way. You take a look at this bill as a whole - if I have a choice between investing my money before tax dollars, and know that my 

survivor can ge t  my money when I retire, that I have options of earlier retirement, I have options of many ways I can take the money at retirement, and compare it with this where I have simply no options at retirement, supposedly no tax benefit during accumulation periods, there's no way this could be marketed - I couldn't do it.
Senator Rodey: I f  survivorship is critical, back to

tax status for a second. This has talked about 
and v/ithout anything conclusive with regard to guaranteeing the tax status. Is it absolutely 
necessary to have the fund tax-exempt?

Steve Woodruff: I f  you're going to compete with theprivate sector, yes.
Senator Rodey: That is the thrust of my question. Are



all of yours tax-exempt, IRS-approved plans?
Steve Woodruff: Yes, Now, I do have plans that are

deferred annuities where the principal going in 
is not tax-sheltered, but the interest is. But the only time I use those plans is when a client has done everything he can in the tax-sheltered 
area. And then if he needs to do additional things investment-wise, and g e t  tax breaks, he can go to what is called a deferred annuity, where the money goes in, has already been taxed, 
but the interest remains tax-deferred. But again,I don't recommend that to a client until he's done the other things first.

Senator Rodey: I presume then you're talking aboutrelatively wealthy clients who have done a number 
of tax savings plans - whatever might be appropriate in their situation.

Steve Woodruff: Yes.
Senator Rodey: Then to recap what you've said, that the

tax status and the survivorship are important, are vitally important, and unless we pay attention to those two, we will be at a significant competitive disadvantage with regard to the annuity.
Steve Woodruff: That's putting it mildly. I think itwould be critical - they talk about giving the 

money in their interest rates during the accumulation period - whatever that is, it's going to have to be competitive with the general marketplace. I do think that's possible, but they're going to have to stay 
competitive. Now, I'm not at all times right at the top of the marketplace, but I'm still successful. I'm usually within 3% of the top of the marketplace, and 
if  they come out and of f er 7% in today's market, that could be a big drawback, just as a comparitive example. I have one other thing here, well, I've already touched on it briefly. As the bill stands now, it's required that person start receiving annuity benefits at age 65. I think they need an option to defer that date. Now, this does not hit a large group of people. But,I do have clients who are over 65 who at ’this point 
make a lot of money each year and are trying to defer income each year, still, after age 65. They don't 
want it and don't need it, for whatever reason. I 
have people over 70 doing that. Now, granted, that's 
not a large group of people, but that flexibility could 
be important. Particularly for people here in Alaska. 
There are several tax-deferral mechanisms available in Alaska for people on our salary levels. And, quite 
often they are not going to want to take all these



deferred plans at retirement. They're going to want 
to spread them out a little  bit. I f  they're all 
bunched up, that can create a tax hazard as bad as 
before. So, I think that's flexibility that needs to be looked at. Those are pretty much the shortcomings I see in the plan itself .

Senator Rodey: I very much appreciate your comments, and
your very succinct testimony. Senator Ziegler, do you have any questions with regard to the testimony that Mr. Woodruff's given?

Senator Ziegler: Yes, I can make a comment. It's niceto hear there is another side to this proposal - that there are pitfalls, perhaps.
Senator Rodey: That I view as the committee's job to findthose things in the bill which may be potential problems, and correct those problems or at least note those problems as the bill goes along. The bill, after it leaves this committee, will have a series of steps that it goes through, and this is certainly not the final one. It's important to have the information with the bill in regards to what changes are made in it, because it will af f ect a great many older Alaskans. Thank you Mr. Woodruff. I appreciate your being here - 

it's great to have an expert in the field to tell us a little  about annuities. Let me have Debra Vogt join us.
Debra Vogt: Thank you, Senator Rodey. My name is DebraVogt, I'm Assistant Attorney General with the state, 

and I have worked with the Special Committee on Longevity Bonus from the inception of that committee, and have followed SB56 as it has wended its way 
through the Senate. I didn't prepare any specific 
remarks, but I would have some comments in response to Mr. Woodruff's comments if  you'd like to hear them.

Senator Rodey: I certainly would.
Debra Vogt: In the first comment that he had about the

- I unfortunately just have SB56, not the committee substitute, but I don't think this has changed. On 
the first page where it says, "authorizing general fund supplements that would result in annuity 
payments that are larger than an individual could 
earn through private investment." What that language is the front-loading - the authorization for 
fronr-loading which I don't b e li eve  Mr. Woodruff would 
disagree would substantially enhance the value of a state run annuity program over a private annuity program with no additional kicker thrown in. You



see what I'm saying? I f  there is a significant amount 
of front-loading, then my giving up a $400 check, if it's matched by $800 from the state, is going to result 
in a much larger annuity to me than even an IRA, or certainly a private sector annuity would give me.

Senator Rodey: Does this raise two questions: 1) a
requirement that there be front-loading, and I think we should know that. I have no opinion one 
way or the other - that's a financial question that the committee will not deal with.

Debra Vogt: I t's permissible in the bill, but that's justwhat the language there on page one is referring to.
Senator Rodey: The second thing is, does that language

p r o v i d e  a n y  l i a b i l i t y  for the st a t e ?  Do e s  it r e q u i r e  
f r o n t - l o a d i n g ,  a n d  does it m a k e  the s t ate l i a b l e  if 
t h e r e  is no p e r f o r m a n c e  e q u a l  w i t h  the g u a r a n t e e ?

Debra Vogt: No, I think that simply this is language inthe plannings and purpose section. And the language there is simply - - it's the purpose of this 
legislation to create an annuity program and to encourage Alaskan's to participate by authorizing general fund supplements so that the bill authorizes the front-loading, but it certainly doesn't require it. As a lawyer, I'd say there's no recourse that a person would have if the legislature chose in one year not to front-load - in terms of any kind of guaranteed interest rate, or guaranteed earnings off of the fund.

i  >.Senator Rodey: There's always been some question as to the
efficacy of language like this - purpose language in a bill. An attorney cnce called it a "chicken soup clause" in that it was much like chicken soup for a 
cold - it wouldn't do you a great deal of good, but it v/ouldn't do you a great deal of harm, either.

Debra Vogt: The second point that Mr. Woodruff raised was
that the bill does not provide for choice of benefits after age 65. The State Affairs Committee did amend the bill to provide survivor benefits should a person not reach 65. But after 65 the bill provides for a straight-life annuity with none of the other choices that are often available in private plans or within the state deferred comp, for example. And I might 
just kind of reiterate some of the things that the Longevity Bonus Committee considered in choosinq 
what it did in what's turned into SB56. One of the 
things that the committee looked at was the fact that longevity bonus program now pays living, surviving elderly Alaskans, and that a survivor option isn't



necessarily consistent with the plans that this 
program is intended to replace. Another consideration 
of the committee was that mar.v retirement plans of f er joint and survivor options or many private annuities 
often because there's one annuitant in a family unit, <_nd there's often a dependent spouse, particularly in 
a wage-earning situation. But since the longevity bonus replacement annuities would be available to 
every Alaskan, so that they would most likely be available to both spouses, the committee f e lt that the rationale for a lot of the - - for instance the amendments to ERISA this year making it mandatory that 
you at least ge t the permission of the spouse if you don't choose survivor benefits. But that generally comes from a perception that there's often a dependent spouse that doesn't have his or her own annuity, that is depending on the other spouses's annuity. So that consideration not being present here, the committee in large part opted for the simplicity of a single 
straight-life annuity available to each annuitant. I might also add that the choice of benefits is an option that the Senate or any other body of the legislature might choose to put in the bill and it would not do any violence to the overall workings of the bill. I think there's some confusion, from 
some of the public testimony that I've heard, that 
it's necessary to have a single option of a straight- li f e  annuity in order to make the payments that are envisioned under this bill. In other words, the perception that you can't give survivor benefits 
because you have to be able to pay the straight-life annuities under the - - you need to take the money from one participant in order to pay the other. And that's just simply not true. The bill could allow the flexibility of any variety of benefit options, survivor benefits, or some annuities pay, like, for 15 years certain and then nothing in the 16th year.
You could add those to this bill without substantiallv altering anything else in the bill. I t just means that a member of a family of two would g e t  a smaller 
annuity if  the survivor benefits were chosen than they would if they didn't choose them.

Senator Rodey: Were the various approaches, accompanied
by running numbers out based on actuarial tables?

Debra Vogt: No, I don't think - I don't recall that
anybody ever ran any numbers on joint and survivor 
options, for example. I would guess that probably 
what would happen is that the maximum possible 
annuity would still be the straight-.life option.I f  you chose a payment option that paid you less, 
then it might mean that you wouldn't meet the 
target amount, but it wouldn't e f f e c t  the program



for anyone else.
Senator Rodey: Would it be possible to run figures to

show what the funding requirements would between 
a survivorship option and a ...

Debra Vogt: Well, the funding requirements wouldn'tchange at all that I can see. I may be wrong - missing something, but so long as you set the - the funding requirements are all on the ALB side 
and they are a function of the annuity only to the extent that the annuity payment that's available to a 65-year-old in a particular year sets the ALB payment that is made. And if  you leave the calculation of the remainder ALB 
based the way it is in this bill, in the straight-life annuity, even though you offered .uther options that would e f f e c t  an individual's total assets, but it 
wouldn't e f f e c t  the financial commitments of the legislature to the bill at all. I guess another thing that I hear a lot of comments about is whether the program is actuarially sound, and whether it will work. And I guess I sense some confusion on a lot of members of the public, at least, about what participation rate do you need in order to make the program work. And, I guess, from the way I understand the workings of the bill, if only one 
person participates, the program works practically 
in the sense that you have an annuity account that's growing, and as a result of ALB payment that is declining and the overall practical mathematics of 
the bill work the same whether one person participates or 500,000 people participate. The other half of 
the question is whether the program socially works, and that's certainly a policy question that's beyond my expertise, but I would think would depend on participation rates. I wouldn't think that a legislature would think a program that one person participated in was a program that was working.
Making myself clear - the practical functioning of the bill is not a function of the rates of participation, it works i f  only one person participates, just as Mr. Woodruff can sell one person one single annuity that works and is actuarially sound, because he places it with an insurance company that takes the actuarial risk. That's it. Am I making myself clear?

Senator Rodey: I think perhaps I'm only following vou
part of the way, but let me ask another question.
Mr. Woodruff gave a private market viewpoint. To what extent did the committee take a look at what 
happens in the private market when it looked at possible participation rates, for example. And then the box-checking and things like that.



Debra Vogt: The committee, as I think I testified last
week, hired the actuarial firm of Johnson and Higgins 
in Seattle, specifically Mr. Pete Hutzel with that firm, and one of the questions that we asked Johnson and Higgins to look at was participation rates. And 
I think - well, I've got a copy of Pete Hutzel's response - and it basically is, "gee, there's a wide range of potential participation, and there's no 
clear precedent for this kind of a program, because we just don't have states offering annuity programs to the entire population." What he used as a point of reference, and this is very different from what 
Mr. Woodruff was talking about, he used employer- employee participation plans as a point of reference. 
And I have a sheet here in front of me has three plans that he analyzed that two of which had easier access than the plan embodied in SB56. In other words, 
some of the points Mr. Woodruff was making, that you had more access to the flexibility to the use of the funds during the li f e  of the program than you would under SB56, and one of them had the equivalent of some front-loading, the other one did not. That would mean some employer match into the annuity account. And with the match, he informed the committee that in that kind of program a 50%-60% participation rate could be expected. With no 
employer match, or the equivalent of front-loading, he put out the figures of 20%-40%. He then compared with some pension plans that were no more accessible than would be your deferrals under this plan, but which also had some front-loading or its equivalent and the participation was 60%-80%, and his bottom 
line was its impossible to predict what the participation would be, and that a range of between 20% and 80% had ought to be investigated. He also told the committee that a key factor in the participation would be the education of the public, and recommended that a fairly substantial program to g e t  the word out to the public. But I think it's 
important to point that what Mr. Woodruff is talking 
about here are private, personal, individual annuities. 
And it might be interesting to hear from Mr. Humphreys from the state as an employer - participation in deferred comp and the retirement programs that the state offers. This is kind of someplace in the 
middle. It's not a one-to-one, I go to Prudential and 
buy an annuity program, nor is it an employer-employee relationship. It's probably the bigg est open question 
under the bill as what would be the participation rate.

Senator Rodey: The tax status we've discussed. Can vou
sum that up for the committee in twenty-five words or less?



Debra Vogt: I think you've seen the committee report that
the tax counsel that the committee hired basically 
opines that with a fair amount of front-loading, or a substantial amount of front-loading, tax-deferability was quite certain and that with no front-loading at all 
tax-deferability was very uncertain, more likely that you would be taxed in the current year. I think the committee was aware that to the extent that an 
individual had the option of participating in this program, or participating in an IRA, which is definitely tax-deferable, that those wealthier individuals who are concerned about the tax consequences would naturally prefer the IRA if there were no front-loading under this bill. I think the committee also recognized that many 
individuals have simply "maxed out" on their IRA capabilities and then are looking at placing 
after-tax money with a private carrier in an annuity and this program, is certainly even without front-loading at least as or more attractive than that kind of an option. Again, similar to the programs Mr. Woodruff was discussing, even if you wfre taxed on your contributions, you would not be taxed on your interest as it accumulated over the years until you actually began receiving payments. So I guess there's 
a question of whether the buy-in its e l f  is taxable, 
certainly any front-loading that the legislature chose to add to the program would not be taxable and the interest that accumulated would not be taxable. 1̂1 of it's taxable when it comes out the other end.

Senator Rodey: As all are. Senator Ziegler, do you haveany questions of Debra Vogt?
Senator Ziegler: No.
Senator Rodey: Thank you very much. Paula (Scavera) do

you have any additional comments to add? (Answer indiscernible.) Mr. Humphreys would you care to make any comments with regard to the testimony that we've heard today, having considerable experience in the public sector annuity?
Ken Humphreys: Yes, thank you Mr. Chairman, just verybriefly. I t  did some guts to accept your invitation today, but I have no prepared statement Mr. Chairman, thank you. Just a couple of very bri e f  comments. As I indicated in the letter that I wrote on February 1,I think I would agree with what Ms. Vogt was saving 

about survivor benefits. I t's been sort of a mystery 
to me why they would want to limit this option insofar as the person who elected the option - a joint survivor 
benefit - is the one that's paying for it. I'm not 
sure what purpose it serves. There's as far as I can



see a misconception going that to allow someone to 
designate his or her spouse as beneficiary would somehow take money away from the younger participants 
in the program. I don't understand at all how that would work insofar as the annuity amount is based 
on the participant's account value in any event.And whatever reduction for the option the person took would come out of his payments, and it would be up to that person.

Senator Rodey: In your experience, how important is thesurvivorship option? You deal with many thousands of 
state employees who - they are a small public compared with the larger Alaska public, but probably re fl ective  of public sentiment in general - how important is that

Ken Humphreys: Well, I can't quote you a percentage of
people who e l e ct  it without doing a little bit of research, but it's like a lot of other things. It's 
awfully important to the people who want it. People who want a survivor option tend to want it very badly indeed.

Senator Rodey: Is that a few people, or a significantamount?
Ken Humphreys: It's definitely a significant amount.(Indiscernible conversation with member of audience).. .. 40%-in the retirement programs where you do not have a lump sum option. A lump sum option I do not b e l i ev e  would be permissible in this program, without totally forgoing the tax status. In other programs such as deferred comp and supplemental benefits 

system where a lump sum option is available, it tends to be very popular. Put yes, of those who take a strict annuity over time, it's a very definite, significant percentage. And I think, there's been 
a lot of concern about participation rates in this program. From a technical point of view, I don't 
think any particular participation rate is required. It's not necessary for Revenue to be able to invest the funds, presumably they would be invested in the same way as, and along with, public employees' 
retirement funds. So volume is not really required 
in that respect. You ge t some economies of scale in the administration and such like, with more 
participation, but it's not required. But clearly, putting an option like that in would enhance it.
A person, knowing when they got to be age 64, if they 
had a terminal illness that they were in essence going to draw a couple of months of benefit and lose 
whatever they put in it over the past twenty years or 
so, I think is a consideration. I think obviously, as it's been pointed out, the tax status is a



consideration. It's an important consideration. I'm 
not suggesting that the program would be failure 
without that, but certainly participation would be lower. The only other comment I would make, Mr. 
Chairman, is just the one again that I pointed out 
in my February 1 letter, that a lot of the complication of the program obtains, I think, from the continued participation after age 65 instead of fixing the benefit. That's a policy decision - it's not 
unworkable that way it just adds a good deal of complication. I'd be happy to respond to any questions.

Senator Rodey: What participation do you have in, for
example, the SBS program which is desirable but less than uniformly selected.

Ken Humphreys: Well it's 100%, virtually because it's
mandatory. And the same is true with the public employees' system. There are very few exceptions.A few temporary employees are not covered, so it's impossible to say because those are mandatory.As far as deferred compensation, which is probably the closest that we have to it, in the sense that it is voluntary, it is a tax-sheltered program, 
and there is a lot of flexibilty about how you can ge t  the money back afterwards. I think the participation in that program probably runs 
between 15%-20%. Just for a guess, say 20% of state employees. Of course, there is no front- loading, but again the options, that is how ycu may J . ‘-t'e funds, and at what time you cantake .unds, it's completely open. Any agevirt^aixy, as long as you've terminated your 
employment, any form of payment, and tax-deferral is assured there. So the only disadvantage that I can see that that program would suffer for a state employee versus this is the prospect of front-loading. And I guess a prospective participant could assign his own probability to 
that. You know, betting with the other people about what the legislature is going to do.

Senator Rodey: That's always a hazardous course
of action. Do you have any figures or any 
guesses in the absence of figures as to what, given a 20% rate for deferred compensation what the attractiveness of the private market 
is to state employees for IRAs, Keoghs, similar private plans.

Ken Humphreys: Mr. Chairman, I have no statistics, or
really any way to ge t any that I'm aware of. The only information that I have is just as a private



individual just from what I hear of friends of 
mine. I hear of people buying them around tax 
time when they find out they're going to owe the 
government $2,000, and some people will buy an IRA instead. But I have no idea how prevalent that is.

Senator Rodey: I have no further questions. Senator
Ziegler, you have no questions? Thank you very much Mr. Humphreys, xir. George, do you have any additional 
comments that you'd like to make? Please join us.

John George: Thank you, I'm John George, the Director ofthe Division of Insurance. I have no prepared testimony, in fact came here with a blank piece of paper, and I have some questions that have come up from other people's testimony. I don't have any answers, but I think they're things that night want to be considered. My perspective is from regulating insurance companies. And it dawns on me that we 
have an interesting situation in that the state is an insurance company for some purposes in this, because 
we're going to of f er this annuity product. On the other hand, we're the buyer of the product we're going to pay for it sort of, I mean it's our money that's paying for it. And the ultimate recipient of the 
benefit could be the insured. But in a normal contract of insurance there is a written contract. It is not changeable by one party, it's changeable by both 
parties i f  they agree. In law, you can take your contract to the court and say they are not fulfilling these obligations. As opposed to say, Social Security, which is a government annuity of sorts, but the 
government changes the terms and conditions whenever it seems that that's appropriate. Either increasing the benefits or increasing the . . . (TURN TAPE OVER) ... 
but it would set out the terms and conditions under which the benefits were payable and how much they were going to receive. This front-end load "carrot" is kind of an interesting deal. It's not really a promise. I f  an insurance company said, "Well, we may 
do this for you, we're not sure i f  we're going to do* this or not," we obviously would not allow that. Thev 
can either induce someone by saying we are going to of f er this, we will put in this much money and you will 
g e t  the benefit of it, or they will not do it. * To ask people to make the decision as to whether to take the money in cash now, or to take the annuity, based on 
something we're maybe going to do, but we're not going 
to tell you if we're going to do it, and besides that 
we're not binding ourselves next year from what we did 
this year. So it seems to me that if you were an 
insurance company, I'd probably say if you're going to of f er that carrot, then it must be  mandatory, it must



be in the contract, and once done, that's it. I don't regulate the state. The state can do whatever it 
wants. I f  you were an insurance company that's what I 
would do. But I think it's maybe beneficial to point 
that if you're going to act like an insurance company those are the things that the competition would have to do. And it may be something you want to consider whether the state wants to have a written, binding 
contract that the legislature can't change, the administration can't change, vhc courts can interpret. Or are we going to have a statute that is subject to change. What are these people's absolute rights?When they say we're not going to have that program 
any more ... I guess those are my real thoughts as I've heard other people testify today. I really have no 
position. As far as I'm concerned, the state is in a position that it is not subject to insurance regulation. I f  you do contract with an annuity 
company, an insurance company, I do regulate them, and I suppose we'd have to decide whether the 
people actually got an insurance contract, an annuity 
contract from the Equitable. Then I suppose I do regulate the performance under that contract. But if the Equitable were administering the contract, but it's really the state's money and the state's saying, "You take care of the paperwork. When people apply you pay 
out on this benefit schedule." Then I suppose it would obviously not be regulated. And it may be that when 
you ultimately decide what .. . i f  you would put a short sentence in there to say that no matter how this is 
administered it is not subject to AS 21 the insurance code it might relieve some problems of that in the 
future. My last comment is that Alaska is a very young population and I think when young people think of shall I buy an annuity for my retirement or shall I take money that I can buy whatever with today - a new car, or beer, or whatever they want - the young population is going to take the money. The older people are going to lean toward the annuities. And I think that when you look at our average age, that that may indeed affect how many people participate in the annuity differently than it would your average retirement program, for instance, where people are thinking retirement, and I perceive that people may look at a cash distribution somewhat as the permanent fund distribution. And that's mine to spend instead of saving for my rainy day. Those 
are my comments. If,you have any questions I'd be  happy to answer them.

Senator Rodey: Your points are well taken. I think it's
important that whatever we do that it be very clear 
to the public precisely what we're doing, and what 
the e f f e c t s  are, and not provide something that's



uncertain - surprises should be reserved for birthdays and Christmas. Thank you, Mr. George.
Is there anyone here today that would like to make some additional comments or provide some testimony 
to the committee. I f  there is not, the committee is adjourned.


