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M EMORANDUM February 27, 1985

SUBJECT: Longevity bonus bills -- sectional analysis
(HB 210 and HB 222))

TO: Representative Katie Hurley
Chair, House State Affairs Committee

FROM: Keith B. Levy
Legislative Counsel

You have requested a sectional analysis of HB 210 and

HB 222, both of which amend the longevity bonus program and
establish an annuity program using permanent fund dividends.
HB 222 1is based on HB 210, which is identical to CSSB 56
(State Affairs). However, there are a number of substantive
differences between the two House bills. Therefore, the
following is a sectional analysis of HB 210, with a summary
of the differences between HB 210 and HB 222 at the end.

For your convenience, the discussion of each section of

HB 210 contains a reference to the comparable provision of
HB 222 and indicates which sections are identical.

ANALYSIS OF HB 210

Section 1. This section sets out legislative findings and
states the purposes of the longevity bonus program and the
annuity program. (See sec. 1 of HB 222.)

Sections 2, 4, 5, 6, 7, 9, and 14. These are "cleanup™
sections that amend existing provisions 1in the permanent
fund dividend chapter (AS 43.23) to refer to either cash
payments or annuity credits or both, as appropriate. These
changes are necessary because the bill creates the option of
taking the permanent fund dividend in the form of cash or an
annuity credit (see sections 3 and 16). (Sections 6 and 7
of HB 210 are not contained in HB 222. Sections 2, 4, and 5
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of HB 210 are 1identical to secs. 2, 4, and 5 of HB 222.
Sections 9 and 14 of HB 210 are identical to secs. 6 and 10,
respectively, of HB 222.)

Section 3. This section provides that a person who is
eligible to receive a permanent fund dividend or to claim
the dividend on behalf of another will receive an annuity
credit unless that person elects to take the dividend 1in
cash. It also provides the option to take a minimum of 25
percent of the dividend in cash and the balance as an an-—
nuity creoit. However, a person who 1is 65 years of age be—
fore January 1, 1986, has no choice and must take the
ﬂﬁﬁifend as cash (AS 43.23.005(d)). (See sec. 3 of HB

Section 8. This section provides that the permanent fund
dividend application must be prepared to allow an individual
to elect to receive cash in lieu of an annuity credit

(AS 43.23.015(i))- (Section 8 of HB 210 is not contained in
HB 222.)

Section 10. This section allows the commijsioner of revenue
to direct the commissioner of administration to debit a per—
son"s annuity account, after notice and an opportunity for
hearing, if the account was wrongly credited. The debit

must be made within ten years if the creditis the fault of
the individual and within three years if it is the fault of
the state (AS 43.23.035(c)). (Section 10 of HB 210 is
identical to sec. 7 of HB 222.)

Section 11. This section amends the duties of the Depart-
ment of Revenue with respect to permanent fund dividends to
make it clear that cash dividends are to be paid only to
individuals who elect cash or are 65 years of age before
January 1, 1986. It also requires the Department of Revenue
to provide the commissioner of administration with informa—
tion necessary to administer the annuity progranm

(AS 43.23.055). (See sec. 8 of HB 222.)

Section 12. AS 43.23.065 currently makes 50 percent of the
cash permanent fund dividend exempt from attachment to
satisfy a debt and provides certain exceptions to the ex—
emption. This section of the bill amends AS 43.23.065 to
provide another exception to the exemption. No part of the
cash dividend is exempt from attachment to satisfy court
ordered restitution under AS 12.55.045 - 12.55.051 or
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AS 12.55.100. (Section 12 of HB 210 is identical to sec. 9
of HB 222.)

Section 13. This section amends AS 43.23.065 to allow the
Department of Revenue to force an individual who has a past
due child support obligation to take the permanent fund
dividend in cash. It also allows state courts to exercise
the same power as a condition of any civil judgement or
order of restitution. (Section 13 of HB 210 is not con—
tained in HB 222.)

Section 15. This section redefines the term "permanent fund
dividend™ to mean a credit to an annuity account, except
with respect to individuals who receive cash, 1in which case
it means the cash payment (AS 43.23.095(6)). (See sec. 11
of HB 222.)

Section 16. This section sets up the annuity program by

adding a new article to AS 43.23. An annuity investment
fund is established consisting of an amount equal to the
permanent fund dividends taken as annuity credits. The

money 1is transferred from the dividend fund to the annuity
investment fund annually (AS 43.23.110(a)). The legislature
is also authorized to appropriate money to the annuity in—
vestment fund from the general fund or the undistributed
income account. These extra funds are to be allocated to
individual annuity accounts according to a "front-loading"”
formula that increases the annuity account balance according
to age. Under the formula, there is a base credit, depend—
ing on the size of the appropriation, that applies to in—
dividuals 18 through 35 years old. For each year of age
over 35 up to 65 years of age, there is an incremental
credit increase, based on "historical and projected perm—
anent fund returns on investment"” (AS 43.23.110(b)).

The annuity investment fund is to be invested in the same
kinds of investments authorized for the Public Employees
Retirement System (AS 39.35.110), except that it may be in-—
vested in commercial 1insurance contracts (AS 43.23.110(f)),
and individual annuity accounts are to be credited with the
same 1interest rate that the annuity investment fund earns
(AS 43.23.110(c)). The legislature may appropriate money
from the annuity investment fund to the Department of Admin-—
istration to pay annuities (AS 43.23.110(d)) and may also
pay administrative costs of the annuity program out "of the
annuity investment fund, allocating the costs equitably
among the individual annuity accounts (AS 43.23.110(f)).
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The annuity program is to be administered by the commission—
er of administration who must maintain records of individual
annuity accounts, make annuity payments, and may adopt reg-—
ulations to implement the program (AS 43.23.120).

An individual becomes eligible for an annuity payment at age
65 if the individual has received one or more annuity
credits (AS 43.23.130(a)). The payment is based on the
principal and interest accrued to the individual®s annuity
account, may not vary on account of the individual®s sex,
and is paid for the life of the annuitant (AS 43.23.130(b)).
An individual does not have to be a resident of the state at
the time of payment to be eligible for an annuity payment
(AS 43.23.130(c))-

An annuity account may not be transferred to another in-—
dividual or to the individual®s estate and the right to re—
ceive an annuity terminates when the individual dies, unless
the individual dies before age 65 (AS 43.23.110(d)). If a
person dies before age 65, a lump sum payment, subject to
appropriation, 1is to be made to the surviving spouse or
other designated beneficiary. The lump sum payment includes
permanent fund dividend contributions by the individual and
interest on those contributions, but does not include funds
credited to the account from legislative appropriations and
interest on those funds (AS 43.23.130(e)).

An individual does not receive a vested property right in an
annuity payment until that payment 1is made; the state is not
obligated to provide annuity payments for annuity credits
granted (AS 43.23.130(F)). This means that the annuity pro—
gram is not an entitlement. An individual would have no
legal recourse if the state decided not to make annuity pay—
ments even after the individual credited his or her annuity

account for many years. (See sec. 12 ofHB 222.)

Section 17. This section amends existing law to remove the
language that makes the longevity bonus payment $250 a
month. (Section 17 of HB 210 1is identical to sec. 13 of

HB 222.)

Section 18. This section provides that, except for people

who are bb years of age before January 1, 1986, themonthly
longevity bonus payment equals $250 a month, 1increased by
three percent a year beginning in fiscal year 1987, minus
the maximum possible annuity payment a person would receive
if they elected an annuity credit each year from the
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beginning of the annuity program (AS 47.45.015(a)). For
those people who are 65 years of age before January 1, 1986,
the longevity bonus is $250 a month, 1increased by three
percent a year, but without the reduction for the maximum
possible annuity payments (AS 47.45.015(b)). This means
that, except for those who turn 65 before January 1, 1986,
as the maximum possible monthly annuity payment increases,
the longevity bonus payments will decrease, regardless of
whether the particular individual elected to receive annuity
credits. This will have the effect of phasing out the
longevity bonus over time, since the annuity payment will
eventually exceed the longevity bonus payment. Those who
turn 65 before January 1, 1986, will continue to receive the
full longevity bonus, increased by three percent annually,
since they will be ineligible to receive annuity credits
(see sec. 3 of the bill). (See sec. 15 of KB 222.)

Section 19. This section attends existing law to provide
that a person residing in a nursing home 1is ineligible to
receive a longevity bonus, unless the person provided the
principal support of a spouse when the person entered the
nursing home (AS 47.45.070). In that case, the person may
continue to receive the longevity bonus until the spouse
qualifies to receive a bonus. (Section 19 of HB 210 is
identical to sec. 16 of HB 222.)

Section 20. This section amends the provision of chapter
38, SLA 1984, that would have repealed the existing
longevity bonus program on June 30, 1985, to provide that
the program is not repealed. (Section 20 of HB 210 is
identical to sec. 18 of HB 222.)

Section 21. This section repeals the provision of existing
law (AS 43.23.045(c)) that allowed the Department of Revenue
to adopt a plan to permit an individual to elect a payment
plan under the permanent fund dividend program that would
minimize the federal tax consequences of the program.
(Section 21 of HB 210 is 1identical to sec. 19 of HB 222.)

Section 22. This section provides that, even if the bill is
enacted in 1985, it applies only to permanent fund dividends
beginning in 1986 and the dividend for 1985 would be paid
under the law as it existed before the bill was enacted.
(Section 22 of HB 210 is identical to sec. 20 of HB 222.)



Representative Katie Hurley
February 27, 1985

Page 6

Section 23. This section provides for an immediate effec—
tive date. (Section 23 of HB 210 is identical to sec. 21
of HB 222.)

SUBSTANTIVE DIFFERENCES BETWEEN HB 210 and HB 222

Section 1 of HB 222, the purpose and findings clause, has
been changed from sec. 1 of HB 210 to reflect the substan-—
tive differences in the bill. It also contains a paragraph
not found in HB 210 that indicates legislative intent to
maintain the annuity program even if the PFD program is
eventually repealed.

Section 3 of HB 222 provides that the PFD must be taken half
in the form of cash and half as an annuity credit. This
differs from sec. 3 of HB 210 which allows an individual to
elect to take between 25 and 100 percent of the PFD 1in cash.
This difference is also reflected in other sections of

HB 222 that make technical amendments to existing provisions
of law. Sections 6, 7, 8, and 13 of HB 210, which reflect
the ability to make the election between cash and an annuity
credit, are not contained in HB 222. Both bills provide
that a person.who is 65 or older before a certain date must
take all of the dividend in cash, but HB 222 makes that date
July 1, 1986 whereas HB 210 makes the date January 1, 1986.
This difference 1is reflected throughout the bill.

Section 3 of HB 2.22 also provides that a person with a gross
income over $25,000 in a single year who 1is eligible for the
PFD and longevity bonus programs must choose between the two
and may not receive both for that year. Section 14 of

HB 222 contains the same clause. This provision is not con-—
tained in HB 210.

AS 43.23.130(e), added by sec. 12 of HB 222, provides that

if a person leaves the state permanently before the age of

65, that person may elect to take the money contributed to

the annuity account plus interest in the form of a lump sum
payment. Section 16 of HB 210 only allows lump sum payment:
if the annuitant dies before reaching age 65.

Section 18 of HB 210 provides for the $250 monthly longevity
bonus payment to be increased by three percent a year begin-—
ning in fiscal year 1987. HE 222 does not include this pro—

vision.
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Finally, section 17 of HB 222 provides that the longevity
bonus program is to be funded only through automatic annual
transfers from the undistributed income account in the
Alaska permanent fund, and no other source. In contrast,
HB 210 leaves the longevity bonus funded in the current
manner, through general fund appropriations.

If | may be of further assistance, please feel free to con-—

tact me.

KBL:0jb
J12/024
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STATE SPECIAL COMMITTEE ON THE
ALASKA LONGEVITY BONUS PROGRAM

February 13, 1985

Alaska State House of Representatives
Pouch V

Juneau, Alaska 99811

Dear Representatives:

COMMENTS ON SENATE STATE AFFAIRS COMMITTEE
CONSIDERATION OF ANNUITY BILL

The State Special Committee on the Alaska Longevity Bonus
Program is aware that several changes were considered or made in
the bill recommended by our committee when that bill (SB 56) was
in the Senate State Affairs Committee. We therefore pass on to
you our comments on these aspects of the bill.

1. The three percent escalator.

A motion was made and defeated in the Senate State
Affairs Committee to delete the provision of the bill which
provides that the Longevity Bonus be 1increased by 3% annually.
Our committee recognizes that the 3% escalator is one of the most
expensive features of the bill. The comparative costs estimated
through the year 2034 are: 1/

1/ Cost estimates prepared by the Division of Strategic
Planning, OMB, 2/7/85.

fywhi®
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Committee bill (without front loading) 2/

With 3% escalator Without escalator

Nominal dollars $1,402 $916
Constant 1985 dollars 784 566
Present value in 1985 617 464

Our committee included the escalator 1in recognition of
the fact that the original longevity bonus was 1increased rapidly
over time from $100 to $250. The escalator 1is not, however, an
integral part of the overall structure of the bill. While we
felt that pressure to increase the amount of the bonus 1is
inevitable, we hoped that a modest statutory increase would
deflect this pressure on the legislature, and that 1in the long
run the provision would prove to be fiscally conservative. While
the committee would prefer that the provision remain in the bill,
we vrecognize the fiscal realities which the legislature now
faces.

2. Death benefits for those who die prior to age 65.
Our committee did not include death benefits and made

receipt of annuity payments dependant upon survival in part for
simplicity and in part because the longevity bonus 1is available

only to those who survive. Without death benefits, those who
survive would receive a higher annuity because the contributions
of those who die would be spread among survivors. We understand

that during teleconference hearings there was considerable public
testimony that younger individuals would be reluctant to
participate in the program if they thought their contributions
would be 1lost upon death. Certainly, participation is a very
important consideration.

Our committee™s projections as to the phase out of the
longevity bonus payments were made by including the "actuarial
gain™ to annuity accounts from those who died prior to reaching
age 65. Without this gain, annuity payments will be smaller and
therefore the longevity bonus must be larger to reach the target
amount. As a result, it takes longer for the longevity bonus to
phase out altogether. The Tfollowing chart compares annuity
payments 1including the actuarial gain with payments excluding

2/ For an example of the effect of the 3% escalator on the cost
of the bill with three years of front 1loading, see Exhibit A,
attached.
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that gain. The example includes three vyears®™ front loading,
since the effect is more apparent when annuities are larger.

(Example includes three years front loading)

Without Death Benefits With Death Benefits

Annuity ALB Annuity ALB
1987 $11.92 $245.58 $11.92 $245.58
1990 $46.94 $234 .44 $45 .55 $235.83
1995 $111.73 $214.46 $103.72 $222.47
2000 $243.52 $134.63 $219.97 $158.18
2004 $42y .25 $.00 $380.64 $44 .97
2006 $560.18 $.00 $451.53 $.00

3. Hold harmless for non-nursing home medicaid benefits

We understand that the Senate State Affairs Committee
heard testimony concerning the loss of medicaid benefits which
may occur if receipt of the longevity bonus (which must now be
counted as income for Alaskans with less than 25 years residency)
results in an individual no 1longer qualifying for adult public
assistance. As you know, our committee included a provision
making the longevity bonus unavailable to nursing home residents;
thus, the Senate State Affairs Committee was concerned only with
the 1loss of medical benefits to non-nursing home individuals.
Commissioner Pugh testified that his department could replace
lost benefits if money were appropriated and if it were the
intent of the legislature that his department take that action.
Thus, that committee passed out the bill with the letter of
intent.

Our committee of course supports any action which will
protect these individuals. We would only point out that the
group of individuals whose Jlongevity bonus is not counted will
grow smaller and the group who need this added protection will
increase each year. Thus the appropriation which would be
necessary for this protection will increase over tinme.

Sincerely,

State Special Committee on the
Alaska Longevity Bonus Program

By: Senator Bill Ray
Vice Chairman



EXHIBIT A

Committee bill with three years front loading

With 3% escalator Without escalator
Nominal dollars $1,387 $937
Constant 1985 dollars 805 600

Present value in 1985 646 501
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MEMORANDUM February 8, 1985

SUEJECT: Longevity bonus/annuity program bill
(CSSB 56 (State Affairs))

TO: Representative Albert P. Adams
Chairman, House Finance Committee

FROM: Keith B. Levy?
Legislative Counsel

You have asked the following questions relating to CSSB 56
(SA), the longevity bonus/annuity program bill:

1. Are the annuity provisions of the bill prohibited
by ERISA or other federal or state statutes?

2. What are the implications of AS 43.23.130(f), added
by sec. 16 of the bill, which provides that an in—
dividual has no vested property right in an annuity
payment until that payment is made?

1. Implications of federal/state statutes.

The Employee Retirement Income Security Act of 1974, P.L.
93-406, (ERISA), was enacted by Congress in 1974 to protect
certain employees® rights under employee benefit plans main—
tained for them by their employers or employee organizations
if the employer 1is engaged in interstate commerce or act—

ivities affecting interstate commerce. Section 4(a) of the
act specifically states the coverages of the act, and refers
only to employees and employers. Thus, the act was clearly

not intended to apply to the type of annuity plan created by
CSSB 56(SA), since there is no employee/employer relation—
ship between the annuitants and the state.
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Moreover, even if the annuity plan could be construed as an
employee benefit plan, it would still not be covered by
ERISA. Section 4(b) of the act specifically excludes from
its coverage governmental employee benefit plans. The term
"governmental plan" is defined in sec. 3(32) of the act as

... a plan established or maintained for its employ—
ees by the Government of the United States, by the gov—
ernment of any State or political subdivision thereof,
or by an agency or instrumentality of any of the fore—
going. (Emphasis added.)

Accordingly, it is clear that: ERISA could not be applied to
the annuity plan established in CSSB 56(SA).

I am unaware of any other provisions of federal law that
could have an impact on the annuity provisions of

CSSB 56(SA) other than the provisions if the Internal
Revenue Code. It is my understanding that tax counsel was
hired by the Longevity Bonus Committee so that the bill
could be prepared to have the least tax impact on
annuitants. I would defer to the expertise of tax counsel
on matters related to the interpretation of the Internal
Revenue Code.

There are a number of provisions of state law related to the
establishment of annuity plans in the state (see, e.g.,

AS 21.45 and 21.48). However, to the extent that these pro—
visions conflict with CSSB 56(SA), the bill would prevail if
enacted since it is the later enactment. In any case, noth-—
ing in existing law (other than constitutional provisions)
could prevent the state from setting up the annuity progranm
the way it wants, since the existing provisions could simply
be amended by the legislature. Thus, state law is not an
impediment to the provisions of CSSB 56(.CIA).

2. Vested property rights in the annuity.

AS 43.23.130(Ff), added by sec. 16 of the bill provides:

An individual does not receive a vested property right
in an annuity payment until that payment is made. Not —
withstanding this section, the state is not obligated
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to provide annuity payments for annuity credits granted
under AS 43.23.005.

The significance of this section isthat, a person could
elect to take the permanent fund dividend in the form of an
annuity credit for their entire lives and lose the entire
benefit if a future legislature chose to repeal the progranm
or spend the money elsewhere. If the bill is enacted, the
state would not be obligated to make annuity payments and a
person would have no legal rights to them except for pay-—
ments already received.

It is clear that an individual has no 1iroperty interest in a
permanent fund dividend payment other than that created by
statute. Accordingly, the legislature can set up the stat—
utory scheme so that a person has no vested interest iIn re—
ceiving an annuity payment if that person elects to take an
annuity credit instead of a cash permanent fund dividend.

In discussing the nature of these kinds of property rights,
the United States Supreme Court has said:

To have a property interest 1ina benefit, a person
clearly must have more than anabstract need or desire
for 1it. He must have more than a unilateral expecta—
tion of 1it. He must, 1instead, have a legitimate claim
of entitlement to it.

Property interests, of course, are not created by the
Constitution. Rather, they are created and their
dimensions are defined by existing rules or understand—
ings that stem from an independent source such as state
law -- rules or understandings that secure certain ben—
efits and that support claims of entitlement to those
benefits. (Emphasis added).

Board of Regents v. Roth, 408 U.S. 564, 33 L.Ed 2d 548, 561,
92 S.Ct. 270"1 (197 I) (nontenured employee of state university
has no property interest in job that would require hearing
before dismissal without cause). In other words, an indi—
vidual has no vested right to benefits from the state unless
the statutes creating those benefits create such an entitle—
ment. AS 43.23.130(f) makes it clear that the annuity pro—
gram is not an entitlement. Thus, 1if a person were to

select an annuity credit under the bill, they would do so
knowing that, under the provisions of the bill, they have no
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right to sue the state if they never receive an annuity pay—
ment .

IT 1 may be of further assistance please feel free to con—

tact me.

KBL:oib
JH/7067



ANNUITY PROPOSAL
Participation

Participation 1is the most important consideration
surrounding about the annuity proposal. If people choose
not to participate in significant numbers, then the plan
will not be a success from a social policy perspective.

The following factors may deter participation:

* Income level According to IRS statistics, only 2% of
persons with incomes of less than $10,000 purchase IRA"s.
People with minimal amounts of disposable income are
certainly not going to choose to forego Permanent Fund
Dividend cash-in-hand benefits for an investment for which
they have to pay cash-out-of-hand payments (taxes).

* Tax status of proposed annuity Without frontloading,
the annuity will not Dbi tax-deductible. Investment
advisors in the private sector encourage individuals to
invest first 1in an |IRA before considering an annuity
because an IRA. contribution 1is tax deductible and an
annuity contribution 1is not. (The 1interest earnings for
both are tax deferred).

The amount the legislature frontloads must be a high
enough percentage to warrant a Tfavorable tax ruling from
the IRS. Finally, there 1is always the possibility that
the legislature will stop frontloading the fund at which
time the contribution will be tax-deductible as well as
the annual earnings.

* Property right A person who invests in the program will

not be able to withdraw his or her contribution. Other
annuities allow early withdrawal. (IRA plans allow people
to withdraw their money - A penalty tax is 1imposed for

early withdrawal).

* Negative Box check The annuity proposal requires a
person to <check a box selecting their Tfull dividend
payment. If this is not done, a person will automatically
receive an annuity credit. Low-income, rural Alaskan
Natives will be negatively 1impacted by this arrangement
since it has been documented that the}/ use their dividend
check to pay for day to day expenses while higher income
Alaskans use the money for taxes and savings. (A study by
the Alaska Permanent Fund found that the contribution of
dividends to family income was relatively greater in rural
Alaska, and especially so for rural Alaska Natives.)

* Lack of assurance that the program will exist 1in the
future Why would an individual 1investor assume this risk?



Participation in Individual Retirement Accounts--1982

Income Level Participation Rate*
under $10,000 <) 0%
$10,000 - $15,000 6.0
$15,000 - $20,000 10.9
$20,000 - $30,000 17.6
$30,000 - $40,000 28.9
$40,000 - $50,000 42.1
$50,000 - $100,000 63.7
$100,000 - $200,000 78.7
over $200,000 72.3

all i1ncome 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 iIn the deferred compensation
pi an.

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

e Theamount that is deferred can be controlled by the employee.

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

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

e Funds can be removed before the age of 65.

e The solvency of the plan isassured; 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 d.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 lts Affiliates
Hartford Plaza, Hartford, Connecticut 06115



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



ASSUMED PARTICIPATION RATE BY AGE GROUP

AGE RATE AGE RATE
18 -2% 41 43 .5%
19 - 4% 42 47 .5%
20 -T% 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



INDIVIDUAL FRONT-LOADING PAYMENTS BY AGE

ASSUMPTIONS:

(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.
3717785
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Memorandum tot State Special Committee on the
Alaska Longevity 3onus Program

SUMMARY

Johnson & Higgins was retained to review, as actuaries, technical
materials presented to the Committee.

Our review of materials prepared by the Division of Strategic
Planning shewed their work to be complete and accurate. Our only
suggastion 1is regarding the anticipated level of participation. We
feel that lower and higher levels of participation should be examin-—

ed, since tiflXxaaults will probably vary and are more likely to
jiygrage well below a 50% participation.

We have expressed some concern over the proposals offered by Benefit
Concepts, The investment package they are recommending 1is very
attractive, but we have expressed serious doubt that it can actually
be delivered. Further analysis by Benefit Concepts is needed and
3hould be investigated carefully. Our calculations have shown that
the proposals offered to date will not be nearly as attractive as
suggested by Benefit Concapts,



if

a n n u i t vy w 0 u k
n ’ ] n
Jwouid replac Seniors
65§earsold You will keep - 1 'E{i/’uw"'c°Hectmonth| Longevity
by Januaryl Permanent Fund onus of $250 + 3% COLA
19836, Dividend Check. $T#. You will receive no annuity,’
W
You may invest After you turn 65, you will collect
Permanent Fund monthly Longevity Bonus
Dividend Check ﬁ\declmmg amount{
annually (keep no ND _
cash). %ollect monthly a?)nuny
: ywm (increasing amoun
Sﬁgfﬁgsng;?yl on ws | +3%COLA on both
1986, M
You may keep W Afteryou turn 65, you will collect
Permanent Fund monthly Longevity Bonus (de-
Dividend Check clining amount)

annually. +3% COLA. .
You will receive no,annuity.

e - .TlLegislature takes up bonus .

Senlor EI I lployment 1/ eIContinued from page 1 nentFund checks today in re- less bonus and anwuity plans are

i #theseindividuals would re-lkturn forretirement payments- based on need, state officials
] «~# say they have been told, about

Senate is. 800 seniors on public assist-

measure  ance will be forced over, the

.U likelyincome limits for cash and/or
r-.u.»si,, ri-inn in nirno\intV,!face rougher going in the House."!' medical benefits.

J



Annuity bill needs
*

complete airing
Qur minds arc far from sctllrd on SB 56.
e 1 That's the bill that would set up an annuity, or
retirement plan as a replacement for the current
Longevity Bonus Program for Alaska's seniors
65 and over, , o
1 “A'lot of work has gone into this bill. The Lon-
Pewt Bonus Task Force has met monthly since
t'";" Tfast August. SB 56 is the result of intensivé effort
£e-jj by the nine member task force, its staff and a
., bevy of experts ‘including government officials,
-

I analysts™
- M(}ét"s,emors who*
~Jence hearings on" the ,
tESi . overwhelming suppart for the bill, saying
much preferred  Jt to needs-hased
vAVo,k('f Nonetheless, these” seniors had concents about
- | the "annuity proposal. We share their concerns.
L mUnder the proposal, many hcre-and-now seniors
M M osc 5 and over-would be "grandfathered"
v V- inte'the current bonus program and would con-
Uo ~tnue to receive the current”S250 per month for

w-  the rest of their COMMENTS

For these peo- —==-—---=—--m=mmmmmmo

le, the annuity program would have no effect.

hey would continue to receive S250 a month;

they would continue to receive a yearly Permanent
" Fund Dividend check..

garti,cipated' in teleconfer-
ill"in’ late January voiced
they

private insurance consultants, lawyers and tax e
L]

N

A}

~L.

proposals. .

¢\
"yr‘

But what about the seniors of today who are” -

not yet 65? And the seniors of tomorrow?
., il the. program offer a s'-cure investment to
younqercmzens. ,

Ayt WIll estate-conscious Alaskans who want to
leave their assets to their children choose this
Plan, in  which benepts end with the death ofu

t. the recipient? Or, will they choose another more |

" flexible plan for investing their available funds?
Will enough younger citizens of any age join

the plan - ‘and give up their Permanenf Fund
Dividend - to make the annuity fiscally sound?

Will the legislature in future years continue to
appropriate money to the plan, as it would have
to do annually? . .

Will the plan ?rowde any benefits to the state's
poor who cannot afford to "huy in" at the cost of

—t"e‘r annual Permanent Fund Dividend?

, the plan offer an?/ benefits to 800 current

[-Ss$ig*U- £ honus recipients who will lose medical and/or cash

-SJj - public, assistance if the program continues to be

f ]

"« non-needs hased? _

r T You don't'set up a retifement program for half
L a million pcoplc-potentlallg
f ulation-without looking a

=JiiksE3tewr. I; force committee, the legislature must be urged to
r\f-study the i)lan long and hard. For
jV-|.  Hopefully legislators,-.in"both houses.- wil|
ey give not only the aﬂ.ﬂUItK proposal; but alsg" these™
Kjirxx:'—=1  concerns, thé full airing they deserve, 4 « Xtt

the entire state pop-,, * |,
the plan from every-*'-"***-

. In am{clo(rj]”?oﬁt'gg 'hard-work of the special taski*aa3K"*«sdin

thr--,
;V§?5

LETTERS

Waste led

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 two years that
I have handled our subscription

(my late husband subscribed -

for the previous two years) |
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 of left-'

over monthly copies on occas-
ion. This is wastefuland un-
called f.. and'could be one
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 the518,000 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" or "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 more of
these freeloaders could have
paid, | imagine.

Needless to say, | 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 of 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 knpw %WGHI&H’& lﬁﬁd

a card or note Tt |

V**»d been on the receiving end
—m

r>Wrv,r-vV <idrKrr

\Voice t0 Jin cup ?

. to show my appreciation.

The cost nf a card doesn't
amount to $10 a year! I'm a
widow on a fixed income and
| gave gladly but | do expect
some proof that my money went
for what it was intended.

1 Nancy O. Austin
*Anchorage

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

when we .lave extra copies to
giro. Usually, these driven,,
are made in response In calh
from center employees askuv
for 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, if 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.

3L ‘Needless to say | only
want to renew my single
subscription. .. with no
extra contribution

L TEVARRERY

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 of all, no newspaper
worth Its typesetter prints ex-
actly as mrny copies as It will
send out to subscribers or place
on news stands. When we onler
a press run of 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 of tost
January's |ssue.g _

We almost always print 200
extra pageni to prevent running
out of Senior Voice when a
particular story or report proves
popular. Often, these are not
“extra” at all and come very
dose to just -meeting the' de-
mand.

The situation .at, |
age Scnior-"CcimStfci

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

With our current funding sit-
uation so tight, we are cutt|88
our “extra" copies to 100,
which likely will barely cover
the demand'in the Senior Voice
office during the month mee-
tween Issues. . m

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. s

However, one of the basic
tenets of 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 he safeguarded.
We currently have oa Jde the
cards of more than 80 seniors
who have told us they cmnot
afford, to pa(}/, and we suspect
that at least double this mmoami
ere actually on our msSSng iff
beet-hesvCaot- |



STATE OF ALASKA 1985 LEGISLATIVE SESSION

REQUEST

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

Program

Sponsor: lay”
Requestor:

Date of Request:_

FISCAL NOTE

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

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

OPERATING
10U HEKbI*FIAL StKVICtS 0
200 TRAVEL
300 CONTRACTUAL 0
AOO SUPPLIES R
500 EQUIPMENT 0

600 LAND 4 STRUCTURES
700 GRANTS, CLAIMS
800 MISCELLANEOUS

TOTAL OPERATING o
CAPITAL
REVENUE

FUNDING:  (Thousands of Pol ars)
OENEralL fund 0

FEDERAL FUNDS
OTHER
TOTAL 0

POSITIONS:
FULL-11IMt

PART-TIME
TEMPORARY

O O o o

U 0 0 0 0

107.0 0 0 0 0
0 0 0 0
0 0 0 0

10.0 0 0 0 0

10.0 0 0 0 0

10.0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0

ANALYSIS:  (Attach a separate page if necessary)

Prepared B y
Division: PfoTeer?

Phone: 465-woo
Date: February 21, 1985

Approved by Commissioner: Lisa Rudd Date:
Agency: Department of Administration

Distribution (by Agency preparing fiscal note):

Legislative Finance
Legislative Sponsor
Requestor

OiTice of Management and Budget

Impacted Agency(ies)

1/7D0170219-07/2 Rev. 7/1/84



Page 2 of 2

HB 210
Fiscal Note Analysis
Prepared by Division of Pioneers® Benefits
Department of Administration
February 21, 1985

ASSUMPT IONS

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 Tiles.

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:

Page 1 or

REQUEST FISCAL DETAIL

Bill/Resolution No.: HB 210 Agency Artecred: Department of Administration
Title: An act amending the longevitffrogram Category Mffectea:_

bonus progranm Centralized Administrative Services
Sponsor: Taylor BRU, Program or Subprogram: ) Affectea:
Requestor:__ Data Processing Services/Annuitv Management
Date of Request:

EXPENDITURES/REVENUES: (Thousands of Dollars)
ODerati na FYy 85 i1 FY 86 Fy 87 1 FY 88 FYy 89 I FY 90
100 Personal Svcs 1 60.0 63.0 66.2 69.5 1 72.9
100 Ptmnt & Bnfts 1 1 | 1
200 Travel 1 1 1 1
300 Contractual 1 20.0 21.0 1 22.0 23.2 1 24.3
400 Sudo iiles 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™ 1 750.0
REVENUE |

FUNDING: (Thousands of Dollars)

CENERAL FUND 1 | - 1
FEDERAL FUNDS 1 1 1

OTHER 1834.5 1 88.7 93.2 1 97.9 1102.7
TOTAL -0- 834.5 1 88.7 93.2 1 97.9 1102.7
POSITIONS: -0-

FULL-TIME 11 1 1 1 11 11
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. Director/ Phone: 665-4470
Division: Retirement & Benefits /|  Date: 9/7?i/8s

Approved by Commissioner: Lisa Rudd Date: '"2-- & Y

Agency: Department of Administration

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



IV Analysis:

Page 2 of 2
House Bill 210
Fiscal Note Analysis

Prepared by Division of Retirement & Benefits

Department of Administration
February 21, 1985

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 1V 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

REQUEST

Bill/Resolution No.; hb 210

Ti tle: An act amending the
longevity bonus program

Sponsor: Taylor
Requestor:

Date of Request:

ALASKA

1935 LEGISLATIVE SESSION

FISCAL NOTE

Revision Date:
Page 1 or
FISCAL DETAIL
Agency Affected: Department of Administration
Program Category Affectea:
Labor services A\
BRU, Program or Subprogram") Affectea:

EXPENDITURES/REVENUES: (Thousands of Dollars)

Ooeranna FY 85
100 Personal Svcs

100 Ptmnt A Bnr-ts

200 Travel

300 Contractual

400 Sudd iies [
500 Ecuicment

600 Lana A Struct

700 Grants, Claims

700 TRS Maten

TOTAL OPERATING -0-

CnPI1iML

REVENUE

e

FY 86
124.5

)]
'_\
o o O

B
o O

212. 1

FUNDING:  (Thousands of Dollars)

GENERAL FUND 1
FEDERAL FUNDS 1

OTHER -0- 1212.1
TOTAL -0- 1212.1
POSITIONS: ~ -0-

FULL-TIME 1 4
PART-TIME 1
TEMPORARY 1 [

ANALYSIS: (Attach a separate page

Prepared By: J.K. ijaioli

Division: Retirement & Benefits

Approved by Commissioner -__Lisa Rudd

Agency: Department of Admimimstration”™/”

Distribution (by Agency preparing fiscal note):

Legislative Finance
Legislative Sponsor
Requestor

Office of Management and
Impacted Agenc (ies)

Budget

FYy 87 I FY 83 1 FY 8 i FY 90
164.7 1 173.0 1181.6 1 190.7
1 1 1
1 1 1 1
67. 1 1 73.8 1 81.2 1 89.3
12.7 1 15.3 1 18.3 1 22.0
1 | | |
| 1 ( 1
1 1 1 1
1 1 1 1
244 .5 1262.1 1281.1 1 302.0
1 1 1 1
i i 1 1
1244.5 1262. 1 l12s81. 1 1 302.0
1 244.5 1262.1 1281. 1 1 302.0
4 4 1 4 1 4
1 1 1
if necessary)
Phone: 465-4470
Date: 2/21/85
Date: 3"J
Rev. 7/1/84



1V:

Analysis:

Page 2 of 2
House Bill 210
Fiscal Note Analysis

Prepared by Division of Retirement & Benefits

Department of Administration
February 21, 1985

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 Tirst year to assist iIn 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 iIn the annuity program. This 1is
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 111
Accountant: Accountant 11
Technician: Retirement & Benefits Technician /11
(6 months FY86, full-time thereafter)
Clerk: Accounting Clerk 111
(6 months FY86, Tull-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 FISCAL DETAIL

Bill/Resolution No: HB 210 Agency Affected: Revenue

Title:An act amending the Longevity Program Category Affected: General Govt.
Bonus and PFD programs

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 1Fry 85 [ Fy 66 = Fy 87 | FYy 88 | FY 89 | FY SO
| 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 - - - 1 - | | -
I 600 LANDS STRUCTURES 1 - - - 1 - 1 - 1
1 700 GRANTS, CLAIMS | - - - 1 - 1 - 1 -
1 800 MISCELLANEOUS | - - - 1 - 1 - 1 -
1 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 1 - - - 1 - 1 - 1
1 OTHER , i - 306.2 ! - 1 - 1 - 1 -
1 TOTAL | - 306.2 - | - 1 - | -
POSITIONS:
1 FULL-TIME 1 - 4 1 - 1 - 1 - 1 -
1 PART-TIME 1 - 3 - 1 - 1 - 1
1 TEMPORARY | - - 1 - 1 - 1 - 1
ANALYSIS; Attach a separate page for analysis.
(See attached)
Prepared By: Ervifrffi®Jones, Director Phone: 465-2313
Division: Administrative Services Date: 2/25/85

) ) Il7 j '
Approved by Comm|§§7oner: Date:
Agency: | UU'

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



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 .l on the Administrative Services component of the Permanent Fund

Dividend BRIl 1s going to be 1n Data processing. This Impact can be summarized
1n three areas:

D 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 hasbecome
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 1V, 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 1V,-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 1"s, R8, @ $2,120.77/Mo
including salary and benefits, for 3 Mos each

$19,087

Page 1 of 7



HB 210
Fiscal Note Analysis
Department of Revenue
PFD BRU - Administrative Services Component
February 25, 1985

TOTAL Personal Services $229,200
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 $2,500

Contractual

D 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 $51,200

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 = $22,300
TOTAL Contractual $73,500
Supplies 1,000
TOTAL Administrative Services Cost $306,200

Page 2 of 2



DEPARTMENT OF REVENUE
Analysis of
HB 210
2/25/85

The proposed legislation directly Impacts four divisions within
DOR:

of Administrative Services
of Enforcement

of Treasury

of Public Services

SI
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o
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|

O O OO
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5o
23

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

I. Introduction - The Annuity Program
Il. Sectlon-by-Sectlon Analysis of Amendments to AS 43
I1l1. Proposed Amendments

IV. Dlvision(s) Fiscal Notes

1
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. “*Periodlcally, 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.
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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 "l1n-house'" option 1s chosen to meet the liability for annuity
payments. Under the 'l1n-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. OFf 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 '"ln-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.

11
Alaska Department of Revenue
Section by Section Analysis of HB 210
February 25, 1985

Section 1: 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.

Section 2: 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.

Section 3: Amends AS 43.23.005 by establishing alternatives for PFD
applicants:
a) IT person 1s 65 or older on December 31, 1985, there
1sonly one choice - 100% cash dividend.
b) ITf person 1s under 65 on December 31, 1985, there are
two basic choices:
D 100% cash.
2) At least 25% cash, and
between 1 and 75% annuity.

Section 4: 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.

Section b5: 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 1ls 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:

Page 3 of 9



Section 6:

Section 7:

Section 8:

Section 9:

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

2 IT 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(.2) 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 10:

Section 11:

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:

D 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.

K)) 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.

Sections 12 & 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 CS.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:

D 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
(©) 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:

D

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
In 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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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 Ffile 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, Il.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-mlngled with other
monies iIn 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 1ln 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.
i
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 tothe 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. 1t 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 thisprogramwill
go up dramatically.
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Limit Choice

5.

Page 2,
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,
complicating the administration of the program.

Avoidance of Debts to State Agencies

6.

Page 7,
Include debts to a state agency as avalidreason

applicant to elect a cash dividend.
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STATE OF ALASKA 1985 LEGISLATIVE SESSION
FISCAL NOTE
Revision Date

REQUEST FISCAL DETAIL

8"11/Resolutlon No:__ HB 210 Agency Affected: Revenue

Title: An Act amending the longevity Program Category Affected:. General
bonus program and the permanent fund Government

dividend program, establishing an BRU, Program of Subprogram(s) Affected:
annuity program Permanent Fund Dividend - Enforcement
Requestor: House State Affairs

Sponsor: Taylor and Jenkins Date of Request: February 20. 1985

EXPENDITURES/REVENUES:  (Thousands of Dollars)

1FYy 86 1FY 8 1FY 8 1FY 8 1F 8 1F 9
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 1 -0- | -0- | -O- | -O- | -O-
1 CAPITAL 1 - 1 - 1 - 1 1 - 1 -
1 REVENUE 1 - 1 - 1 - 1 1 - 1
FUNDING:  (Thousands of Dollars)
GENERAL FUND
FEDERAL FUNDS
OTHER
TOTAL | _Q_ | -0 | -0- | -0-
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FULL-TIME
PART-TIME
TEMPORARY
ANALYSIS: PleaseySee attached analysis.
Prepared By: Thomas C. WFlllams Phone: 465-2366
Division: Enforcement Division Date: February 25. 1985
N * ~
Approved by Commissioner: \]& 2 L A A rh - Date: /v

Agency:

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



The

Alaska Department of Revenue
Enforcement Division
Analysis of HB 210

February 25, 1985

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

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

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

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.

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.



STATE OF ALASKA 1985 LEGISLATIVE SESSION
FISCAL NOTE

REQUEST

Bill/Resolution No: HB 210

Title: Longevity Bonus, Permanent Fund
Dividend, and Annuity Programs
Sponsor: Taylor

Requestor: House State Affairs
Date of Request: February 20. 1985

EXPENDITURES/REVENUES:
1 I FY 85
OPERATING i
PERSONAL SERVICES
TRAVEL

CONTRACTUAL
SUPPLIES

EQUIPMENT

LANDS & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING

100
200
300
400
500
600
700
800

P e ——— o ——
PP e e e —o— -
|

1 CAPITAL 1 -
1 REVENUE 1 -

FUNDING: (Thousands of Dollars)
| GENERAL FUND | -
| FEDERAL FUNDS | -
| OTHER Annuity Investment Fund)
1 TOTAL 1 -

POSITIONS:

| FULL-TIME | -
| PART-TIME
1 TEMPORARY 1 -
ANALYSIS: See attached analysis.

Prepared By: Milt Barker
Division: Treasury

Approved by Commissioner:
Agency: Department of Revenue

 —

e e ——

BRU, Program of Subprogram(s) Affected:
Treasury

| FY¥ 86 1FY 8 1FY 8 1FY 8 1FY 9

i i 1 i !

- 1 1 1 1

- 1 1 1 1
9.3 1 111 | 148 | 19.3 | 24.7

- 1 1 1 1

- 1 1 1 1

- 1 1 1 1

- 1 1 1 1

- 1 1 1 1
9.3 | 11.1 | 14.8 | 19.3 | 24.7

- 1 1 1 1

- 1 1 1 1

- 1 1 1 1

- 1 1 1 1
9.3 | 11.1 | 14.8 | 19.3 | 24.7
9.3 | 11.1 | 14.8 | 19.3 | 24.7

- 1 1 1 1

- 1 1 1 1

- 1 1 1 1

Phone: 465-2350
Date: February 21, 1985
are/;m & Date: 7 / P&

Revision Date
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Agency Affected: Department of Revenue
Program Category Affected:

(Thousands of Dollars)

Distribution (by Agency preparing fiscal note):

Legislative Finance

Legislative Sponsor
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Office of Management and Budget
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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 1270 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.1
1988 14.8
1989 19.3

1990 24.7
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STATE OF ALASKA 1985 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date

REQUEST FISCAL DETAIL

Bill/Resolution No:__ HB210 Agency Affected: Revenue

Title: An Act Amending the Longevity Program Category Affected:. Revenue
Bonus Program & Permanent Fund Dividend Collections

Program Establishing an Annuity Program

and Providing an Effective Date.

Sponsor: Taylor and Jenkin? BRU, Program or Subprogram(s) Affected:
Requestor: Public Services

Date of Request: February 20, 1985

EXPENDITURES/REVENUES: (Thousands of Dollars
1FY 8 1FY 8 1FY 8 1FY 8 1FY 8 1FY 9

OPERATING

100 PERSONAL SERVICES

200 TRAVEL

300 CONTRACTUAL

400 SUPPLIES

500 EQUIPMENT

600 LANDS & STRUCTURES

700 GRANTS, CLAIMS

800 MISCELLANEOUS
TOTAL OPERATING
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I
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o
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| 164.3 | 174.2 | 184.7
27.2 | 28.8
138.7
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139.0

[EN
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|
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|
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|
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|

1 CAPITAL

1 REVENUE 1 - - i - i - P - i -

FUNDING: (Thousands of Dollars)
| GENERAL FUND

| FEDERAL FUNDS
| OTHER

1 TOTAL

w
N
o

1 1 1 1
i - i i - i
503.3 | 604.9 | | 353.2 | 367.0
503.3 | 604.9 | | 353.2 |

P o ——
|

o —

w

N

o

@ 0o

POSITIONS:

| FULL-TIME | - | 5 1 5 | 5 | 5 | 5
| PART-TIME i

1 TEMPORARY 1 - 1 1 - 1 - 1 - 1 -

SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:

ANALYSIS: See attached..,
yO)x..ct&.
Prepared Bv:" Sally/Smith, Director Phone: 465-2392
Division: Public Services Date: February 22, 1985
£&? V / ry? /
Approved bv Commissioner: . A * Date: J ~/- 3~
Agency: Revenue



REPRESENTATIVE KATIE HURLEY’S REMARKS
LONGEVITY BONUS HEARINGS - ANNUITY PROPOSALS

3712785

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 I1SSUES 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 1S 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 1IF ONLY

A SMALL NUMBER OF AFFLUENT ALASKANS PARTICIPATE?



ANOTHER ISSUE THAT 1 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 1S 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 1S 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?



mrwswmi

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 1 HAVE NOT TOUCHED ON ALL THE ISSUES INVOVLED IN
MAKING OUR DECISION ON THE ANNUITY OPTION BUT 1 HOPE 1 HAVE
SPARKED YOUR INTEREST IN SOME OF THEM. LET*"S NOW GET ON WITH OUR

DISCUSSION.
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Manner of Payment

Implicit in most per.sion plans is the payment of a retirement benefit
that continues throughout The remaining lifetime of the retired em-
ployee.8 The plan may provide various collateral benefits, but underlyj_
ing the whole scheme must be the promise of a life income to the par-
ticipant upon his retirement. If this promise is underwritten or guaranteed-
by a life insurancc_company, the life income will be provided in the_
~jorm of an annuity contract of some type. If the plan is funded through
a trust, the benefits may be provided through "an"anriuitv' contract~pur-
Thascd from an insurance companyprobably at the time of the em-
ployee’s retirement, or they may be paid directly from the trust fund. A
series of annual or monihly payments is.referred to_as an “annuity” or
"Mannuity benefit,” whether or not jus insured byji life insurance com-
pany.

Types of Annuities

Severn] forms of annuities are available for the disbursement of pen-
sion benefits. Classified broadly, life annuities may be of the single life
orjoint life variety, and within that classification they may be either of

,A?
V. the pure or refund type. As indicated by its title, a.single [ife annuity is
#

one which is based on only one life. The pure form of~sjngle~life~an-
nuity, usually referred to as “straight-life annuity,” provides periodic.
usually monthly, income payments that continue as longas the annuitant
lives and terminate uponliTs death'.The“anhuity is considered fully lig-~
ujdated uporTtTie dear jf the annuitant. and no guarantee is given that
any particular number of monthly payments will be made. Because of
the absence of any benefit after death, this type of single life annuity
?rovides the largest monthly income per dollar of purchase price out-
ay."

'The Internal Revenue Service requires a qualified pension plan lo make henelits available in
Wﬁiﬂrﬂbm an annuity, either a life annuity or an annuity lor a period of years. Treas. Reg. ]401—

”In this generalized description of annuities, the monies committed lo the annuity will lie called
the price or purchase price, following insurance terminology. Lnder a pension plan, assets equal
to the actuarial reserve tor henelits payable to a retiring employee are set aside, in theory or in
i.ici. lo he liquidated in accordance with a stipulated |orm ol annuity.
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The annuity may promise that a certain number of monthlv payments”
will be made whether the annuitant lives or dies, with payments to con-
Jtinue.. of course, if the annuitant lives beyond the guaranteed”period. In
(insurance circles, this type of annuity is referred lo as a “life annuity
""certain and continuous,’” and the annuitant may elect 60. 120. 18Q._or
' "240~guaranteed installments.10 The cost of the annuity increases with
'the number of guaranteed installments, since life contingencies are not
involved during the guaranteed period.

The refund type of single life annuity includes any annuity that guar-
antees to return in one manner or another a portion or alfof ttie~pufclfase
price_of the annuity. An “installment:refund annuity” promises that, jf
the annuitant dies before receiving monthly payments equal to the pur-
chase price of the annuity, the payments shall be continued to the'arP"
nuitant’s beneficiary until the full cost has'beenTecoVered. If’the con-
tract promises, upon the death of the annuitant, to pay to the annuitant’s
beneficiary in ajump sumjhe excess (if any) ofjhe purchase price of
the annuitv'over the sum of the monthly payments, it is designated a
“cash refund annuity.” The only difference between the “cash refund
.-annuity” and the “installment refund annuity” is that, under the for-
mer. the unliquidated purchase price is refunded in a lump sum at the
time of the annuitant’s death: whereas, in the latter case, the monthly
installments are continued until the purchase price has been recovered.
These two types of annuities are more_costly_than the straight-life an-
nuity. with the “cash refund annuity” being somewhat more costlyThan
the “installment refund annuity” because of the loss of interest. A
*modified cash refund annuity”’ promises'to refund only a portion of

-es'the purchase price, usually the accumulated employee contributions. "

The joint and survivor annuity provides periodic payments as long as
either of two persons shall live. For most combinations of ages, thisls"
'The'ifiost/expensive of all annuity forms. This type of contract is pri-
.marily designed To provide old-age income to a husband and .wife. The
income may be reduced uponjhe death of either annuitant to either one
half or two thirds of the original amount, on the theory that the survivor
does not require as large an income as do the two annuitants. Under
some plans, the reduction is made when either annuitant dies. Under
others, the reduction is made only if the retired participant dies first.
This arrangement is often called a “contingent annuitant option."

"™Such a ranee ol option-, is nouisually provided under.a pension plan.
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Normal and Optional Annuity Forms under
Pension Plans

The benefits under a pension plan:_and_thcir_cpstif_are calculated on
die assumption thatjhe benefit paynients will conform to a particular

patiern.”’This pattern is known as the “normal annuity form," and it is-
~Tiie third component of the benefit formula, the other two being the
benefit amount and the age at which the payments will commence. The
normal annuity form specified in most noncontributorv plans is_the
straight-life annuity, although it is not uny.suaU.to guarantee a certain
number of installments. Contributory plani®suafiy adopt a modified cash”
refund annuity. This form promises that, sTiould the employee die before
receiving retirement benetiTs equal to ilfinrccnhiulated value at retire-
nient of his contributions, with or without interest, theTlifference be-
;ween his benefits and this accumulation wilTbhe relPlidcd hr a~himp sum
it> his estate or to a designated beneficiary. Some contributory plans
prescribe a life annuity with payments guaranteed lor 5 or 10 vears.
either form of which will, in the typical case, assure the return of the
empjoyge/s accumulated contributions.

Pension plans have traditionally given the participant the option of
electing, before or at retirement, and at his own expense, an annuity
form different from that prescribed in the plan document. The range of
options has differed, some plans offering a wide choice and others being
rather restrictive: but it has been customary to offer some form of joint
and survivor annuity so the participant might assure his spouse of a life
income in some amount.

All pension plans must provide that retirement benefits payable as a
life annuity to an employee married to his current wife for at least one
year will be automatically paid in the form of a “qualified" joint and
survivor annuity unless the participant elects otherwise.” A “qualified"
joint and survivor annuity is defined as a type that provides income to
the surviving spouse in an amount equal to at least one half of the
income payable during the lime that the employee and his spouse are
both alive. The participant must be given a reasonable time before the
annuity starting date to elect in writing not to have the retirement ben--
elits provided under a joint and survivor annuity.

F.RISA 8205. I.R.C. §40Il;ill 11). Treas. Ret!. 1.401(;i>—11. and proposed amendment. The
automatic requirement applies only if no election has heen made, an event which never occurs in
ot well-administered plan.
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lower end of the earnings contributions on a specified basis. The first approach is referred to as a

the plan's benefits are not defined benefit plan, and the second is designated a defined contribution

v program. However, there plan. Under either approach, the employees may contribute toward the

combined plan and Social cost of the plan.

es substantially exceed their
es by as much as 20 or 25 Defined Benefit Plan. A defined benefit plan-1is one in which the

tssumed that the employees benerits~are elfablished in advance by a formula, and employer contrP =

ev were working and were bTniohs~afe treated as the variable factor. Plans of this type m >y be

of living. broadly classified as plans where the amount of monthly pension after

ective has been established, retirement is fixed, and as plans where the amount varies after retire-

ection of the income against ment. The latter plans are discussed in a subsequent chapter dealing

ways to approach this prob- with variable annuities and other devices for protecting pension benefits

Mibsequent chapter, but the against loss of purchasing power. This chapter is devoted solely to plans

automatic adjustment of the that provide fixed-dollar benefits, which arc the dominant type.

tnges in the cost of living.

v System, the federal Civil » A. Benefit Formulas. Benefit formulas of defined benefit plans vary
Services Retirement System, i greatly as to details, but on basic characteristics they may be classified
the states, and some munic- ] into two categories: (1) unit benefit, and (2) flat benefit.

tess firms have been linked % 1. Unit Benefit. The distinctive feature of the unit benefit formula
*use of the consumer price \ is that an explicit unit of benefit is credited for each year of recognized

rection are building up, es- service with the employer. The unit of benefit may be expressed as a

have followed the practice | percentage of compensation— the usual procedure under a plan for sal-

mpl n an h . e . .
ed employees on an ad hoc, aried employees— or as a specific dollar amount. When the benefit unit

consumer price index as a
1 the full amount of ibe CPI

is expressed in terms of compensation, the plan must clearly indicate

the items of compensation that will be treated as part of the earnings

‘e uncertainty over the mag- base. Such items as overtime pay. holiday pay, sick pay, bonuses, and

S communit enerally has L . .
y 8 y commissions must be specifically excluded or included. If total compen-

ith h justment, rather . . . . .
ad hoc adjustment, rathe sation is not used, and if the definition of pay that is used results in

idjust benfits in conformity excluding a greater percentage of total compensation for higher-paid

Security component of the . .
y P employees than for lower-paid employees, the Internal Revenue Service

the CPI provides some pro- . . S .
P P may rule that the plan is not qualified because it discriminates in favor

.rate the problem faced by of the highly compensated
After compensation has been defined, it must be decided whether to

credit the benefit earned each year in terms of the compensation for that.

.|ng year or to credit all benefits in terms of the average compensation for a
few years close to retirement. When the unit of benetit credited during
any particular year of employment is based upon the employee’s com-

r in establishing a pension . . . . .
9 P pensation during that year, the benefit formula is characterized as a ca-

:ertaking to provide benefits

12) an undertaking to make 'ER|SA\]X<35) IR.C SMM|j|
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pensation make provision for a minimum benefit that is expressed as a
percentage of final compensation or a percentage of compensation as of
some specified date. This type of provision is designed to update the
career average salary base to a level that bears a reasonable relationship
to the participant’s earnings during the years immediately preceding re-
tirement. Whereas the dollar benefit minimum is general and applies to
all participants, the percentage of compensation minimum is specific to
the individual participant. The latter is generally conditioned on a min-
imum period of service, such as 20 or 25 years, with reduced minimum
benefits being payable for shorter periods of service.

Defined Contribution Plan. A defined contribution plan or indi-
vidual account plan is a plan that provides an individual account for
each participant and bases fus benefits solely upon the”“amount coiu
tributed to the participant's account and any expense, investment return.
and forfeitures allocated to such participant's account.6

A defined contribution plan defines the amount of contribution to be
added to each participant’s account. Some plans do this directly by de-
fining the amount the employer will contribute on behalf of each em-
ployee (e.g.. 10 percent of pay). Other plans do not define the amount
of contribution to be made, leaving that completely to the employer’s
discretion: but these plans define how whatever contributions are made
will be allocated among the accounts of participants (e.g. in proportion
to compensation).

The individual accounts must receive, at least annually, their share
of the total investment return, including investment income received and
realized and unrealized appreciation of market values.* Some plans al-
locate investment return quarterly, monthly, or even daily. Most types
of assets are subject to fluctuation in market values, although some,
such as bank savings accounts and certain annuity contracts, are main-
tained on a book value basis and. hence, suffer no diminution in value.
If market values can decline, individual account balances can decrease
as well as increase.

Ordinarily, the total plan assets arc completely allocated to individual
accounts. The sum of all of the account balances on any valuation date
usually equals the total market value of the plan assets. If a participant
terminates employment before he is vested, his account balance is for-

"ERISA $3(341. LR.C. S-II-lli).
TRev. Rul. 80-155.
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feited and is applied either to reduce future employer contributions or
to increase the accounts of other participants.

When a participant becomes eligible to receive a benefit, his benefit
equals the amount that can be provided by his account balance. It may
be paid in the form of a lump-sum distribution, a series of installments,
or an annuity for the lifetime of the participant or the joint lifetimes of
the participant and his beneficiary.

The principal types of defined contribution plans are generally class-

ified as follows:

Qualified plans under Code Section 401(a).
1. Money purchase pension plans.
a. Traditional money purchase plans.
b. Target benefit plans.
c. Thrift plans (other than profit sharing plans).
2. Profit sharing plans.
a. Traditional plans,
b.  Thrift plans.
C. Cash or deferred arrangements.
3. Stock bonus plans.
«. Traditional plans.
b. Employee stock ownership plans.
4. Voluntary employee contributions under qualified plans.
B. Tax-deferred annuities under Code Section 403(b).
Deferred compensation plans for state and local governments under
Code Section 457.
D. Individual retirement savings (including simplified employee plans)
under Code Sections 408 and 409.
1. Individual retirement accounts (IRAS).
2. Individual retirement annuities (IRASs).
3. Individual retirement bonds.
E. Nonqualified plans.

Plans of these many types are frequently established with two objec-
tives: provision of retirement income and deferral of current taxable in-
come. Sometimes one is the primary objective and sometimes the other
is. Traditional money purchase plans and target benefit plans are fre-
quently designed with a primary objective of providing retirement in-
come. and they are discussed in the remainder of this chapter. The other
types of plans, while often established to meet retirement income needs,
are more frequently adopted primarily to defer taxable income: these
types are discussed in later chapters.
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less, the highest percentage at which contributions are made for any key
employee.

A top-heavy plan may not take account of compensation in excess of
S200.000 in determining benefits or contributions.32 This S200.000 will
be subject to cost-of-living adjustments after 19S5 in the same manner
as the dollar limits under Section 415.

Under top-heavy plans, if there is both a delined benefit plan and a
delined contribution plan, the 125 percent limit for the dollar limit on
contributions and benefits under the combined plans is reduced to 100
percent.33 However, this reduction does not apply to top-heavy plans
where the value of accrued benefits for key employees docs not exceed
90 percent of such value for all employees and where certain additional
benefits or contributions are provided for non-key employees.

Advantages and Disadvantages of Plan Approaches

Each of the various types of plans described in this chapter has ad-
'vantages and disadvantages.
The“ba'$i“ a”pear_bniie' traditional money purchase approach is its

_simplicity. It is easy for the employees to understand and for the em-

ployer to administer. It is essentially an arrangement under which funds
can be accumulated on behalf of active employees, without actuarial
complexities, and used to provide retirement benefits within a wide range
of ages, as permitted by the plan. There is no,need to designate a nor-

1 mal retirement age. the significance of which is discussed later,

lender money purchase and target benefit plans, the accumulation of
contributions in the participant's own individual account has_stcong_psy-
chologicuil.appeaLand_reinforces.his feeling of security. Sums in an in-
dividual account, whether fully vested or not. have more reality to the
participant than the accrual of pension credits toward a distant and un-
certain retirement.

Defined contribution plans (both traditional money purchase plans and
targerbenefirplunsFTIbHhot ordinarily require actuarial computations.
This creates an expense saving, compared to defined benefit plans. When"

_a_defined contribution pjan~provides benefits in the form of an annuity

payable for~TTfe7an annuity is usually purchased from a life insurance
company, which performs the needed actuarial functions~A“minority of

" ILR.C. S 16(d).
"l R c. 846inl.
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defined contribution plans provide for payment of life annuities directly

without the purchase of an annuity contract: in these cases, actuarial
calculations are required.

Another advantage of defined contribution plans from the standpoint
ofjhe employer is thatjiis pension cost lor all service®rendered to date
is fully funded. Unlike defined benefit plans, a defined eontrihution_plari
has ncTunfundcd liability. A closely related advantage is that the defined
cdhtributiéri_plaTris~1?0t subject to plan benefits insurance (discussed
later). The employer pays no premiums to the Pension Benefit Guaranty
Corporation (PBGC) and

plan should terminate.

is not exposed to a contingent liability if the

From the employee’s viewpoint, there are no
unfunded accrued benefits to be lost if the plan terminates.

A traditional money purchase plan has the further advantage that the
future cost is fixed as a percentage of pay, subject only to reductions
for forfeitures. Target benefit plans have higher costs for older partici-
pants. which may cause the cost of the plan to increase as a percentage
of total related in-
Ibr_a_defined

since thereinplover's costs will

pay as older employees receive pay increases and

creases in the target benefit to be funded. Future costs
benefit plan.are even less predictable,
depend_upon_futureJnvestment experience and other factors, and mav
differ markedly from the actuarv’s initial estimate.

Defined benefit plans offer more flexibility in meeting costs than a
money purchase plan or target- benefit plan. In a money purchase plan

or a target benefit plan, each year the employer must contribute the
less any
forfeitures.

In a defined benefit plan, the existence of an unfunded lia-

bility creates flexibility in funding, depending upon the rate at wKich
the employer clioose's~to~fuhd'thgunfunded liabilityffhe employer who
has’beetTfunding the unfunded liability more rapidly than required has

credit balance34 that can be used to reduce or entirely eliminate the
required contribution for a particular year.

Defined benefit plans and target benefit plans can provide benefits for
years of past service before the plan was established. A traditional money
purchase plan cannot. For this reason some employers have established*
defined contribution plans for future service and defined benefit plans
for past service benefits.

The Internal Revenue Service requires that all qualified pension plans
(defined'benefit,"money purchasefand'targcF benefit) make benefits

At-undinu requirements are described in Chapter 17.

*9
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available in the form of an annuity, either an annuity payable for life or
an annuityiora period ot vearsr®-A-plan may also provide a benem in
the form ot a lump sum, but no plan is required to do so. In practice,
the availability of lump sums is less common among defined benefit
plans than among money purchase plans. But where lump sums are
available, the defined contribution plan in effect encourages the retiring
participant to take his account balance in a lump sum rather than in the
fonn of a life income. The periodic reporting to the participant of his
account balance increases his awareness of the monies in the account
and seems to dispose him to cash out the balance at retirement.

When a life annuity is to be provided under a defined contribution
plan, usually ah"annuity contract is purchased from a life insurance,
"company. This is the only practical approach for a small plan. The cost
To"purchase'an annuity under an individual annuity contract, and under
most group annuity contracts, is higher for females than for males, rec-
ognizing the longer average life expectancy of females. Under these
contracts, for any given dollar accumulation at retirement, the monthly
benefit for a female employee will be smaller than that of a male em-
ployee. The actuarial value of the male and female benefits will be the
same at the point of retirement: but the monthly benefits will be differ-
ent, except under certain 100 percent joint and survivor annuities. Fe-
male employees have objected to a differentiation in annuity purchase
rates based on sex and have demanded that the annuity benefits be de-
termined on the basis of an annuity table that combines male and female
mortality; a so-called unisex table. There have been numerous recent
court cases dealing with the question of whether such differing benefits
violate Title VII of the Civil Rights Act of 1964. The Supreme Court is
expected to resolve the question. Under a defined benefit plan, male and
female employees accrue pension benefits on the same basis, and the
employer absorbs any cost differences between the sexes; an exception
in many plans applies to optional forms of annuity. In target benefit
plans, it must be decided whether the factors used to determine contri-
butions are unisex or sex-different factors; sex-different factors may be
determined to violate Title VII.

Under adefincd. benefit plan the investment risk is borne by the em-

\ ployer, while under_a defined contribution plan' the'invesltnenrrIsTT i?
1x)rne_by participants™ If investment experience"ls favorable, it is~clearly
X an advantgge garthe pagty that enqjeiys it, and m;nr be"consideréd"a'dis”

0. s berconsidertd adis”

J “Trcas. Rcy. 1.401—(b)( I Hi).
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advantage bv the partv that does m.i share it. If investment experience
is unfavorable, exactly the opposite is true. Under defined contribution
plans. there mav be nnrticipant dissatisfaction with the plan if the in-
vestment results are poor.

Many defined benefit plans provide annual benefit statements to all
employees showing the amount of retirement income payable at normal
retirement age. both the accrued benefit based upon service to date and
the projected benefit based upon projected service. The defined contri-
bution approach do_es_not lend itself to simple calculation"arexpression
of b-'r.efits. The benefits will be whatevcMIlie~accumulatc(Tacc6unt bal-
ance will provide. Benefit projections are sometimes prepared, buniiey
generally rest~on tfie assumption that current compensation and some
assumed rate of investment earnings will prevail to a specified retire-
ment age. with no change in annuity purchase rates or the corresponding
actuarial assumptions of a trust fund plan. It should be noted, however,
that uncertainty also surrounds the projection of benefits uTTder a defined
benefit plan because of the unpredictability ofTuture salaries! - Y

This greater unpredictability of benefits under defined contribution
plans is not_only_a_problem of communication througirbenefif"slate-
ments: it is aiso a problem~oT~achievifig bencfit"objectives~A~Jefined
benefit plan with a final average pay formula can come close to meeting
objectives for retirement income amounts: but a defined contribution
plan—even a target benefit plan— mav miss its mark. A~delined contri-
bution plan may_prove more effective for younger workers than for older
workers, or vice versa.

The negotiated contribution plan under collective bargaining has some
characteristics of a defined benefit plan and some characteristics of a
defined contribution plan. It shares some of the advantages and disad-
vantages of each type.

This discussion of advantages and disadvantages has been limited to
defined benefit plans, traditional money purchase pension plans, and
target benefit plans. Other types of plans that may be used to meet

retirement needs, such as profit sharing plans, will be considered in later
chapters.

Questions

1 What is the basis for the statement that a total retirement income of 60 to
75 percent of an individual's gross earnings at time of retirement will

JvidwaTW 'vasw jw b hm w w

"pf-Q



Part Two/Plan Design

making a lump-sum cash distribution.-0 This privilege is granted to the
employer to avoid the expense of keeping track of a relatively insignif-

icant deferred claim against the plan.
on*

Ao’ o
Statutory Vesting Requirements ~owrt ‘W o0,0i ' WY
n KXcSak-

Before enactment ot ERISA, employers were-under no legal obliga-
tion to provide for vesting of employer-financed benefits prior to retire-
ment. except for unusual circumstances. The law did provide that all
accrued benefits of a participant had to vest, to the extent funded, in the
event that the plan terminated or the employer permanently discontinued
contributions to the plan. In addition to these rules that applied to all
plans, the Internal Revenue Service could require any plan to provide
for reasonable preretirement vesting if it appeared from the facts of the
case that the plan would otherwise discriminate against the rank-and-file
employees in favor of the prohibited group (officers, shareholders, su-
pervisors, and highly paid employees). In certain situations, usually in-
volving small plans, the officers and other favored employees would be
expected to remain with the firm until normal retirement, while the rank-
and-file employees would tend to terminate their employment and fail
to qualify for benefits. Vesting provisions keyed to the expected termi-
nation pattern could ensure that the plan would operate for the benefit
of the employee group in general, rather than just for the proscribed
group. Finally, full and immediate vesting has been mandated for plans
established and maintained by self-employed persons since they were
first authorized in 1962 (but will no longer be required after 1983).

The minimum vesting standards established by ERISA were premised
on the grounds that vesting of accrued benefits after a reasonably short
period of service is necessary (1) to assure equitable treatment of all
participants; (2) to remove artificial barriers to changes of employment,
hence enhancing the mobility of labor: and (3) to assure that private
pension plans fulfill their social role of supplementing for a broad seg-
ment of the labor force the old-age insurance benefits provided under
the Social Security System.:i

JUERISA §204(il),Jo), I.R.C. M | 1(a)(7).

:,See D.m M. McGill. Prewmnmn ol I'fusion llcitf/it KIghIS (Homewood, 111: Richard D.
Irwin. 1072). chap. 2. lor a discussion 1 die public policy considerations involved in the vesting
i.ssue. Chapter 5 ol that volume prt. ides a detailed analysis Ol the Licinrs utTccling the cost ot
vesting and the various ways in which the cost of vesting may be measured and expressed.
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Senator Rodgy: The survivorship is absolutely cr|t|cal?
Steve Woodruff:  Absolutely.

Senatg{J r5?98¥s hIpCoHeIFI] o rt%arhet something v/ithout a

Steve Woodruff:  Probably not
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Steve Woodruff:  No.

Senat% r\F/{P\%Yh I\tothing with that kind of lack of
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Steve Woodruff;  If you re gomg to compete with the
private secto yés.

Senator Rodey: That is the thrust of ny question. Are



all of yours tax-exempt, IRS-approved plans?

- c
=S gelqe]
Pt} =
c QL 2 ma

f:

4

err
¢
|
0
S
0
{
t

Stevedep
"
:
;

odru
no

te

oer
appropria

el

il

BVEr mig

y
a

., LA e
i

.

de

IV
ﬁx.s

eir

Il
in
Steve Woodruff:

Senator

Yes.

O )
X = ..La|unmde Sd=
- e wn —

m C o—© =T = = QX
e S e D— = O N a>
+— +—~ - S<4= S50 " — = -_—w
_— O e . > O O O C +—= LGS

O NS ar—) . (o o L e
- a> =] — LS5 Cia C O™ 4=
=)
+ bt (OO e C— (ST N eSS HDD =
c -

(T2 (O +O SAmOCOIH— 4> (CO
(0 = T o o e | — ya - — A UM
(- rsevmhu A> Ay I<b) TSI N—
._..un_b.[ n.-vnm h.nW'/PRv + P — .mn.bl.wn

D C U Hd TSbd A ojd SO A [qu O —
H=d DO - CCCOM=O = OoX o
O S Ak (T ——) > L2 =D Y= (O >

| DS Iom — >NCTO OO
wn ¥ e 0o =% = — —
- o— S ..n O r._._|. W%Iﬂlem
) (== S L= e a—

£ DLO>SL. LO®
—_—— ) QeSO 0O S

Y— _— ) = O G o O brdd
oo Barss CuonRELLeSCSEE R0
Do— 'l e SSee o =@ =@ =
Shonhi=d & ocC Ca=—o. 2
e i oo SN S =580
mum“ amnu.u nIIU.rn S WKmnnVa..nIU_. g tar]
mmmuhbtch|Clﬁmlm|mnnn|Ao
=
[a 5]
i
w



ferr eed plﬁpr% at retlre{n t The e 80'-?8 t(i want
L e

rs et 5 b o
or%comn See |n e Ign {%FP% EﬁSt

sh
snat oguﬁo\(ljeey SllJC\éeIrC eCstha reuag ngiur I8 enrts dgrd
? y 0(ﬂuue rd?ve\% hyregard 0 the gstlmony

’alnoct?]re]r”g%(eatgo |s,n tpropl)%'%ﬂ %hat
s, “perhaps.

ommittee” o find
ot ?A? af} ot
¢ |i aiter

m :

el

R T
rou B nae |dnt

[ Wooc}ruffs comehts |?Eyoud

Senator Rodey
Debra Vpgt: IQ
ife,

rs

p

0

| certainly would.
s
'8

bo
fundELIJ g Ents at wou?énk ? ?aeznera
il el i
}onr Ioa mq 5}1 H I (g e‘f He heve oodruff .would
d sgg{ee would su@s an mlﬁy enhance the va Ue o{
as run annulol%| ? 0 0V rivate an
program with no additiona

0 |r aI Kic er tr?rown In. ou



cs)ief%]ﬁ _Lémdsra%/in ?e | f the\ylenis a gi icc?]rgtkan’loynt

IT's matc % BX Qrc%% : si L[Jg IS goianio’ result

In amic arg r ;E\nnmt}/ t0 ne than evra an or
certainly a private sector annuity would give nt.

Senator Rorder}fntD £S tlg'srraise F\(/)vlg] gt:oeg(ti'%%ns: 1), a
[e({mn?(}zve sHﬁl}d N ﬁa{. f ave r‘g og{nion n%
WY S el qustion the

Debrav%o ermlﬁqsmle in the bill. but,that's just

! the Eang age there on page one fis referring o.
Senator Rodgy: The second thing is, does that language

provide any liability for the state? Does it require
front-loading, and does it make the state liable if
there is no performance equal with the guarantee?

Debrafh/;)rggl Elr\]b I %ﬁlﬁutr%at s%mgt}/ thls A;]sg lﬁngva%eg uarg}e
%lsla 10 ﬁnd i

i%dgeeénurse o that”
! aot#re C se N, 0Ne

rgua rantegcrj]yearnmgs off

SenatOﬁIRode)y fﬂiere uSa glvﬁxg ?ﬁen somer ch)eStI an %s go the
Y B B el
n ﬁ ﬁ |f<eC|cen sou
b j??iwae %ahargma o ot
Debra t¥09 eb Efec Pnd %c{)){nt fg\]fiae I\/r0 Wchodruf A Flié %% f\lz\rgss

?h %fprome??grw%gr &enetﬁoﬂ ﬁ !fgs?

i f% it g

ro
other
pFa S OF W
el o i fo bt o
QﬁeY{ ﬁi wrare E??nc b 8r§ A Chog
P t {He commuttee iooke : tg

eqrgi/)'/ Xl\aas anspmag‘cmhgw Al vil %pt %nh\sfnn



S o L T C ' =
S - —
SogE— = 53888, Za ,WWWW.WFa = 2 ——
— a - qr — —

SSESTER B pims s SuSESs Tf Setgctme & 82 0 g
[<B) | - — — ) — cCwm
o g = St s s S = S U IR
hsanmup a%nam OSM| rr.,dk\..um. w_n.lu|eerdp.l.[b.lan O oy O
tmmaammwﬂu.aluenum S=>omcs ..TIanora %naun._mmnwlmws = S= _Pamoges
— n_b.I“.Ilk_lmmo nm._“: aSO.” nﬂua S_ rer.[ = Iﬂ_b_o P v SE— % V.rlee
.mrmmaaemuea N T mmo |VU|Un0nmrsee£“V9t =5 © w QO P&
et Pegbmsasoss SOEBamt et SasBaest e JE B SgogE
= a— =C 4= (O — Clo—— SeaonCis DVs o5 Cwna 1 2o
cCelo wa uenmmlﬂ.l_ e LONE TR ERETT oghai=Es O O =0 N artat)
St ges s s o0 mooa B SR8 ST 225 @5 Lodtn o
o o Cco=000 O = = = oSG — o = o —_——as
— O S P O — » D O O = NSO m‘_ws o Sc P
o S50 23 mn.mrStmm e et = %I|Vﬁn| 00 o5 oo » O+
amonnB += 1 BH—=NOD Iw = T LE e e eS  LwD ok S=5
ﬂ%fmﬂmﬂmm&m mmnrmmmmrteﬂma.HT%VﬂUmmnnnVﬁT Oa.mmLIHWVW
=S CoC oo+ nes LD cxas="S=o R[LETT=L = T = = 4=
OTzlhlopou m.lmp nnﬁﬁm Oalnnue%nnutte me = POowLECT ©= O temm
SR =T < e ot T anﬂmTVTmm]K%WFSCD BERBSSTARCES T3 YeusTose
{ — "d LD — e —

B B SRS AL 2o, .. B, S5O SR e e D> =" D twm1|
o Nt Q\ut|mll.h H=2CDHL = O ) O (5 S N Oi= = — o
H 2L, 22CFERS T, COG eSS eSS Ty mmu e C—Ne ScTToeS
cSHomE s oIS SoncCo ENIHWVD CB>uS —=0 4 T

Sy C
fqeiec - O DN
wn= TN— NN _4=C (O 4 DS = SOt mm > > a=

— c
OGO G© I N i ) P=x - =

L T =<0 CH— LT Y— OB O (= Vm =
PESE PSS IR C o SRS e i [ o = S_58-%,
ESTC Uﬁ&“n_wm c S RS OCCETLa” SEcso o CC~ S
%m.lnurnlvm mwvamwoomabontlpnﬂw.lorlne%nnuﬁ%vnw'ammm —_ momn.lha
Coo=—oV OB STOON—=O=w ECo—=0P ——T T O = C—i=4—



for anyone else.

[« 5] w) m [« B}
e | - m ..hl -
" — a —_ w
== 5 S S s
) —— e —
o ey == e — O bt C O N > O
[ iy e} > — c—wm — B =T >
N C o > =—Go—Cwnm .vltVﬁntaaa - = =Y e Q. C =S
Sa — O} > —e OSC =M o = uamDhllwmo._l kO..I-Im Ot EY am{ 4 o =4 .
= D= NEHNU¥— .. (T oo Cac — (O @y e e DLOE =Sme= X A
" — =) & - ONW = OB =GO LC . CHNOC OO (G 45 OO
=3 N> O rtrsmehuu C =) TR NI OO0 O N4 (U i oL
= = S D PN SCOH—— . kV.mmnuOﬁna OMTS Y— Y= 4G
= nvwn.| - nnmaﬂgsssa o i o m..l == nU.nan.Quun_l.v S > T =3
owm mm OSCC (@ 1= o ..lV% .bua»lmuaam.wmand.l ._I.aeCSn.C»KWJ W,n..l.en —
i o ok c ORS=—"_ SO0 o= CCOoE= oo CoRc D
c L (G (T = O C=C o C =0 glu.lan|a.le —= S r owm
LD " — — V.hamn.hleoc = (Cqr=— anﬂB._l. O e O o+ =
— = =IO ey e N2 S— O Conh=C O COGC= 75 c
=t = C coc oo m—_mi— 0O =SS CoULOL O G C o B ar— o—
N= (O i Sty = O o 4O GO SO - S oS me..LKnCT.
w N (CdtS At O Obf—id (H A O OO Lo =2 > o Nt
oOas> cCCcCowm O CH—I— S (0 Ca>-— D O = O O @ G = —
@ OO Sl C oM e ONT——= . T3 St iS5 CO — ——O
oo C© Sae=m@0 = SHY—me—— OGXC Spoci=mCO=— .15 O > OS>
—_— = SQuL>C 20 a> ¢o w w ono® AN A OO SCoo=S—o
CO aCTTam C O==jiC eo O+ C = o= S C =0
BOSO0 ccCH— OSmimce +—=C |m|mwaa S Crmm ™ e (O e Someit Q4 i > Qo
Ly =TS e (O S DO IS QE QU =D OO0 — T ac
= o L H OO OO marelta O == — C N += O Tr=ar =
Q> — ——l. _— o O oSO L =S 4—(CO —n O c—
— Ao NOCCG— — X, Od==as5 —O—mes CSw Cun=>- — Y= I
= Iamqr O=SScH—a  Ob—OWM O 1 = DD o =— (== U er.wt Co
—_ L OC (T D DAL OO IS = —_e IO cPccoan
Oo== ..C3cX +— Qrm— I N T T S Qe O == o] Do
== oSCwm .Isve”rllntwatm.nethWI = Qo ) OKnK o, — N
e = DD =Sy [« B 2C S a Y —
..wsa aCmt achaWWlLWIOMWUpIMWu._LO.[[wmnT ===C S Sis
= £ =
=
D < g fa b
w ()] w



wn . g D>~ DS —
=T ) = %mmt o rmoa Do 4 no & _—— Sr S
) = [« B) YII " — a —

NS = Sg=S. n.nu " — S o nwml.._ln_num DO = Qukmm. = 28
SBESE v L2cCoS=Caonan—00m R .=205=5 S= —So — —_ BES S
o Uyr— DO Vﬂlrn.bnn ) Cfd maoe = o o J = —

= BVNNHOEMCEDBRC oI Sa st 508 =0 SR o coC=cC

T gt S S g0o 0D =2 —__SCC3So BEL G CSSoSRe 2
—_—C=aOC5a _; o lqe —_— e 1 C OO ar— LD Cl=— —_—t— V.D.I =
y— WKrHrrmVﬂrlm..lsnng © . D m—NCO e =000 ‘—
-_—C ) DD T DO |nenV.tﬁad mlnnep * —— .ttmm“d < e — d_.l
ﬁseann.&ltw.me_nd.l S =< mllammem — rS._I. S oS S=E Q m ST P
SEBw2s S BoREEasES"IsssE .._Im.mmll TCCE=C —5=25CCosnc o=
—c i S T NnN=CXOC o aoo . _— O —_— OO0 — — s SO
= o6 —_— u— o =M =T

ST, o3 S5 = o SrsCSoecTaEal, Coa =, 3
e ayn— ou—" 0N crCotomO o —_— |rrrﬂ0 —_— =
T CsH—a _oNTCSBe o=mTE o . G & CTCOoE o =i

XU—a OO C 'm|C @@ O a7 F{ ey et /n:.m DO N T O O e = O
C O [, — (@] = C o Sm=maoOa = Gco —_— e D= c

1

>
gy S O b=t mmri—) (<5 O P — NOHOSD Adied W @dd (N o 1O m
DLO@ T NOddfimm N SDD Mhn_bOtOhanUneanrzl
BEooL @ =N e C O e ) ) N— taemm oLl .m w
Pl so o — e I S a2t T o = S0 =)

COMd ) QM a>+— ) AN Oa> QO — —C = e d o _CM—

= Yo P n.ruo.n_.Hran S 2R aon..L nn»mm.tsnom doatamn53|p| —
T On=E OnS=OS© CLOC - t|%tp Lo s == o
Tl[lmgl n_v.ln_rb n.nbn_hdenﬂnﬂhn..lytego %arOMIUISp = by— clE
L Y=g S b i e i o 5 ot = = L

< oS — .
— Ao o
e = s e e

P N>= D o —
=Sl et S oS SRR SN S o= SRS SIS S S s



dd
-_— (O " — Onan.M <
—t— N m S C = ar -
— CLD — " —
O o= urnomS—a

=t = Oy O —SoLo- — > >TSS
CESC=CS u—Ce D OROTNH®@ oSS S
COO SOOO=—Ce=om> SO CoSD
—OS— +— L= <<Cooo &= o
a CG—co C=> . OCm = DO ) =mOD DLD=ITOO

= (O 4= O OO amn SN OW | i
Q> W.anmmTrdnnuStlnuwnﬂmCCtnr

famp) - 1 — 19p] - CO .u uaan_-wl
S e o e o
T T A Sl o e e vt e et eyt et P f
o
e}
D
([an)

%)r ke

era) do
ns

V
{
In

7

d

6

| ) (S
ou C
Xce

s

on

perie

'Y
L

¢

e
LﬁtﬁnS'

u

ND.
\efg : a Tharc]}fjik/ﬁ)ro
@ith ré
avin
ann

ns 0
od
a
ndlscerm?{e
i
IC secYOr

any que
YOU ]
s

Senator Rodeg/;[iOAs aPD%tWa Vggpgtor Ziegler, do you have
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