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An insurance company can package its Investment
objectives in the form of contractual guarantees.
For example, the contract would incorporate
interest guarantees for a period of 10 year6.
Also, liquidity may be made available on a
scheduled basis - with loans or surrenders from
the contract scheduled to parallel the expected
cash proceeds from the investment program.

The risk of market value fluctuations to the state
of Alaska can be modified or eliminated through the
surrender provision.

The life insurance benefits can be structured to
meet the cost recovery needs of the proposed program.

I hope that the foregoing information will be helpful to you.

HGI/mjf

Sincerely,

Harold G. Ingraham,

Jr
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UNITED STATES ¢« UNITED KINGDOM « CANADA ¢« WRMODA ¢ IRELAND 241 Aiylum sinti
Hartford. Connecticut 0610)

(20)) 227-0016

Oecetnber 26* 1984

Mr. Harold G. Ingraham, Jr_.# FSA

Senior Vice President and Chief Actuary
New England Mutual Life Insurance Company
SOl Boylston Street

Boston, Massachusetts 02117

Dear Harold:
The purpose of thisletter is:

1. To explainthe status of the Alaska Longevity Bonus (ALB) program as
I know It,

2. To outline the reasons which might support the use of an Insurance

carrier,
3. To state the product parametersusedln our testing, and
4. To developa recommendation for criteria which New England Mutualcan

use for the approval of a product.

STATUS OF THE PROJECT

Our purpose has been to determine 1f there Is a reasonable possibility of using an
Insurance product as a funding vehicle for the ALB program.

The situation, as | understand It, 1s as follows:

The ALB program Involves a payment of S3,000 per year (Increasing by 3S per year)
to all Alaskan residents age 65 or older. It 1s accepted that existing sources of
income cannot be expected to support the program beyond ten years. The following
remedies have been proposed or discussed by Benefit Concepts, Inc.

1. It 1s proposed that the ALB program be changed to a loan program 1n
order to eliminate federal Incomo taxes to residents.

2. Termination of the Permanent Fund Dividend (PFD) program for those
receiving the ALB 1s suggested 1n conjunction with a longevity loan
program. It 1s anticipated that the loan would be repaid by the
Insurance proceeds from the proposed funding program. The argument
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1s that taxes saved by the resident (through loans) would nor# than
offset the loss of the PFD.

3. It 1s proposed that the State of Alaska purchase single premium life
Insurance policies insuring the lives of Alaska residents who are
recipients (or who are expected to be recipients) of the ALB. The
purchase has two objectives:

a. To provide astrong Investment vehicle which will fund the
benefits more effectively than either short-term Investments
or government bonds with equal safety# and

b. To Implement the "tax savings" to Alaska residents. The

Insurance benefits are designed to recover the loan balance
at tho death of the recipient of the ALB.

At the present time# the utilization of an Insurance carrier Is a serious Issue.
Alaska has retained Peter Hutzel of Johnson & Higgins to review and evaluate the

proposal.

UTILIZATION OF AN INSURANCE COW3ANY

The following are the advantages of the use of an Insurance contract:

1. One advantage relates to |Investment performance. An Insurance
company has the ability to package Its Investment objectives 1n the
form of a contractual guarantee. In this Instance# the following

promises are Important:

a. Interest guarantees over a period of 7 to 10 years. This
would be Implemented using targeted cash values 1n order to

avoid surplus drain.

b. Liquidity may be made available on a scheduled basis. We
Intended to use a group Insurance contract. Loans or
surrenders may be designed to parallel the expected cash
proceeds from the Investment program.

c. Proper use of the life Insurance contract can create tax
write-offs for the Insurer.

d. The risk of market value fluctuations to Alaska can be
modified or eliminated through the surrender provision.

2. The 1life Insurance benefits can be structured to meet the cost
recovery needs of the proposed program.

Tillinghest
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PROOUCT ASSUWTIONS USED FOR TESTING

The product used a 10-year guarantee of 10.33/1 and used the guaranteed Interest or
6%t If higher* and population mortality as the basis for determining the required
amount of Insurance under Section 7702. The commission assumed 1s .4X of assets.
This 1s subject to modification# If required. The population projections used 1960
Basic Group Mortality. The cost to borrow Income on principal* used In some of the
Illustrations* was .5%.

PROPOSED PROOUCT CRITERIA

The Investment elements of the program could be Implemented using the same contract
used for single premium pension close-out situations. The disadvantages of that

approach In this situation are:
1. Large surplus drain would occur.

2. The cost recovery elements of the program would not be met.

We have favored the use of a group single premium life Insurance product for the
following reasons:

1. Intermediate guarantees can be made without Ilarge surplus drain.
This 1s the situation under the present NAIC model law. We respect
the fact that the Sarnoff proposal would require a reserve Tfor
targeted cash values.

2. It Is possible to Induce a tax write-off through surplus drain caused
by the use of a nonforfeiture Interest rate greater than 6%. This
tax write-off can be used to subsidize the Interest rate credited.

The product would be a variation of the single premium life product presently being
offered by Covenant Life (Connecticut National as of January 1* 1985). The product
should have the following characteristics:

1. 1t should qualify as |life Insurance under Section 7702.Life
Insurance reserve treatment 1s desirable 1f surplus drain 1s to be

avoided. Also# a full deduction for Interest credits 1s mandatory
and Hfe Insurance tax treatment 1s one way to accomplish this
result.

2. The product should use target cash values 1n order to produce the
desired Interest guarantees referenced by Benefit Concepts.

3. The contract forashould be a group Insurance contract# not an
Individual contract. It Is Intended that only limited borrowing be
allowed and that the availability of cash surrender values be
scheduled 1n order to support the cash flow characteristics of the

Investment approach.

Tillin"jast
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4. Tha possible mothods for handling surrender by tha state arai
a. Pay-out of cash surrender values over a number of years.

b. Specific schedules for notice of surrender In advance of
distribution date could be used.

c. It Is also possible to use two declared Interest rates: one
for the current value used to determine Insurance face
amounts and one to determine cash surrender values.

5. Aggressive guaranteed Interest rates would be for United periods of
time (5 to 10 years). Lower long-term guarantees are necossary to
avoid surplus drain.

6. It 1s my opinion that aggressive near-term Interest guarantees
combined with conservative mortality guarantees are appropriate.

7. Mortality can be fully experience rated subject to a conservative
maximum. Studies are not yet complete concerning Alaska residents®

mortality.

8. It Is advisable to disclose the formulas for declared Interest rates,
as long as protection against changes 1In life |Insurance company

taxation are Included. It should be noted that |1 favor an
advantageous surrender provision 1n the event of adverse tax law
changes.

Policy loans may be limited to 10* of the cash value In any one
policy year. The "cost of the loan" should be contractually stated
and should be set by the company 1n a manner which 1s consistent with
the Investment strategy to be used.

10. No promise should be made as to future contract provisions to be
offered. I suggest that this situation be treated like a GIC.
Certain conditions such as guarantee, etc. should be stated based
upon delivery of premium within a carefully structured time-frame.

EMAARY

This represents our view of the project as 1t has developed to date. There Is
clear |Interest on the part of Alaska In pursuing the subject, but there are a
number of questions, such as final contract provisions, population projections and
sources of funds, to be answered. It Is appropriate for New England Mutual to
offer a set of contract provisions at this time.

Sincerely

Thomas B. Sorensen, FSA, MAAA

ng
cc: lei E. Carpenter - Benefit Concepts

Tillinghast
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Exhibit 1 and Includes the use of the proposed life Insurance policies to be
Issued by New England Mutual as a potential funding vehicle. We have Illustrated
the assumption of liability by the product taking place as of 1995. In other
words# the Alaskan Benefit payable 1s zero for the first ten years. The
assumption 1s that we are funding the longevity that benefit from other sources
for a ten year transitional period. We have purchased the life product 1n the
amount of J120#0Ci0#000 of premium for each of the first three years. The attached
summary (the third section of Exhibit I)demonstrates that the transitional
benefit can be adequately funded In this manner. It should be noted that 1n the
development of this data we have assumed that mortality followed the 1960 table.
That table 1s contained 1n Exhibit 11l and 1s a slightly more conservative
mortality table than that contained 1n the special reports (Exhibit 1V).

Exhibit Il summarizes the population data. The projections contained herein
assume a 10* current Investment environment 1n evaluating the cost recovery
program. The product declared rate was 9.75*. It was assumed that the investment
earnings rate would be 11.5*.

UTILIZATION OF AN INSURANCE CGH'AWY

The following are the advantages of the use of an Insurance contract:

1. One advantage relates to Investment performance. An Insurance
company has the ability to package Its Investment objectives 1n the
form of a contractual guarantee. In this Instance# the following

promises are Important:

a. Interest guarantees over a period of 7 to 10 years. This
would be implemented using targeted cash values 1n order to
avoid surplus drain.

b. Liquidity may be made available on a scheduled basis. We
Intended to use a group Insurance contract. Loans or
surrenders may be designed to parallel the expected cash
proceeds from the Investment program.

2. Proper use of the life Insurance contract can create tax write—
offs for the Insurer.

3. The risk of market value fluctuations to Alaska can be modified
or eliminated through the surrender provision.

4. The Vlife Insurance benefits can be structured to meet the cost
recovery needs of the proposed program.

The product would be a variation of the single premium life product presently being

offered by Connecticut National (as of January 1# 1985). The product should have
the following characteristics:

Tillinghast
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1. It shoula qualify as life insurance under Section 7702. Life
Insurance reserve treatment Is desirable 1f surplus drain Is to be
avoided. Also# a full deduction for Interest credits is mandatory
and 11fe Insurance tax treatment |Is one way to accomplish this
result.

2. The product should use target cash values In ordor to produce the
desired Interest guarantees referenced by Benefit Concepts.

3. The contract form should be a group Insurance contract# not an
Individual contract. It Is intended that only limited borrowing be
allowed and that the availability of cash surrender values be
scheduled 1p. order to support the cash flow characteristics of the
Investment approach.

4. The possible methods for handling a request for surrender of the
policy by tihe state are:

a. Pay-out of cash surrender values over a number of years.

b. Specific schedules for notice of surrender in advance of
distribution date could be used.

c. It Is also possible to use two declared interest rates: one
for the current value wused to determine Insurance face
amounts and one to determine cash surrender values.

5. Aggressive guaranteed interest rates would be for limited periods of
time (b to 10 years). Lower long-term guarantees are necessary to
avoid surplus drain.

6. It 1s my opinion that aggressive near-term Interest guarantees
combined with conservative mortality guarantees are appropriate.

7. Mortality can be fully experience rated subject to a conservative
maximum. Studies are not yet complete concerning Alaska residents®
mortality.

8. It 1s advisable to disclose the formulas for declared Interest rates,
as long as protection against changes 1n life |Insurance company
taxation are Included.

9. Policy loans may be limited to 10* of the cash value 1n any one
policy year. The "cost of the loan" should be contractually stated
and should be set by the company 1n a manner which 1s consistent with
the Investment strategy to be used.

10. No promise should be made as to future contract provisions to be
offered. I suggest that this situation be treated like a GIC.

TilingPst
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Certain conditions such as guarantee, etc. should be stated based
upon delivery of premium within a carefully structured tl»e-frame.

CONCLUSIONS

This study Indicates that 1t 1s feasible to fund the program using the life
Insurance products described 1n the attached Exhibit V. The annual cost to fund
this Is $120,000,000. Please note that 1n this Illustration 1t was not necessary

to utilize any borrowing. As a consequence, the Interest differential on
borrowing did not apply.

I look forward to our next discussion.

Thomas B. Sorensen
/jc
Enclosure

cc: "Harold Ingraham

Tillinghast



EXHIBIT 1
SUMMARY OF

ALASKAN LONGEVITY BONUS PROGRAM
FUNDED WITH LIFE INSURANCE

TilingPst



EXHIBIT 11

POPULATION DATA
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EXHIBIT 111

1960 BSG MORTALITY TABLE
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EXHIBIT 1V

MORTALITY FROM SPECIAL REPORTS
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INTEREST GUARANTEES

CONTRACT DURATION

INTERMEDIATE TERM
SURRENDER VALUES

RESERVE CATEGORY

TAX SITUATION

MARKET AVAILABILITY

GIC (GUARANTEED INVESTMENT CONTRACT)

a. Subject to reserve Interest rates on a pre—
ferred basis If no liquidity although very high
Interest rates would Incur surplus drain.

b. Tho reserve Interest rate 1s presently 11.25%
for a 5-year guarantee and 10.75% for a 10 year
guarantee (Moody Index of 13.4%).

Products normally are not renewable contracts* but
renegotiated at maturity.

Cash value at surrender must be available only at
the maturity date 1f surplus drain Is to be
avoided. There Is no special tax write-off.

This 1s not a life Insurance reserve item# there—
fore# creates a limitation on the amount of
business that an Insurer can Issue using this
type of product. Result 1s that* under large bid

circumstances# only very large companies can quote.

Interest credited to the cash value 1s deductible.
Only 3 limited excess write-off can be developed.

Qualified plan market only.

Tillinshast

SINGLE PREMIUM LIFE INSURE:

Guarantees can be made with no surplus
drain through manipulation of mortality

tables.

Renewal is automatic since this is a
permanent Insurance policy.

The equity terms can be structured In the
policy at the option of the Insurer or
negotiated between the Insurer and the
purchasing company.

This product qualifies as a life Insur—
ance policy so It receives life Insurance
reserve treatment and avoids the dilution
problem Inherent with GIC .

A tax write-off In excess of Interest
credited can be generated with this pro—
duct. Note that tax write-offs use

real surplus but not real dollars.

This product can also be written outside
of the pension plan area. Some companies
marketing GIC"s believe they are pre—
vented by Insurance statutes from Issuing
GIC"s outside of qualified plans.



ANALYSIS OF RATES OF RETURN

GIC Change SPL Change

Underlying Investment 12.50% 12.50%

Rate

Premium Tax 12.50 0 12.25 - .25
10 Year Guarantee 12.00 - .50 12.25 0
Tax Write-0Off 12.25 + .25 14 .25 +2.00
Cost of Insurance 12.25 0 13.50 - .75
Corridor

Insurance Supplement 12.25 0 14 .25 + .75
To Yield
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1985
1936
1987
1988
1939
1990
1591
1992
1993
1994

1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

2005
2006
2007
2008
2009
2010
2011
2012
2013
2014

201 5
201 6
2017
2018
2019
2020
2021
2022
202L
2024

2025
2026
2027
2023
2029
2030
2031
2032
2033
2034

2035
2036
2037
2038
2039
204 0

3/000
3/093
3/182
3/273
3/376
37477
3/582
3/689
3/300
3/914

4/031
4/152
47277
4/405
4/537
4/673
4/314
4/953
5/107
5/260

5/413
5/580
5/743
5/920
0/093
6/251
6/469
6/663
6/863
7/069

7/231
7/500
7/725
7/957
8/195
3/441
8/694
3/955
9/224
9/501

9/786
10/079
10/382
10/693
11/014
11/344
11/635
127035
12/396
127763

137151
13/54a
137952
147371
147302
157246



APPENDIX D

COVENANT LIFE
SINGLE PREMIUM WHOLE LIFE POLICY



E

CovenantlLife Insurance company

CERTIFICATE OF INSURANCE

We, the Covenant Life Insurance Company certify that we have issued and delivered to the Policyholder,
who is named in the Schedule, a Policy of Group Insurance shown in the Schedule.

This Certificate will take effect when the Schedule Pages are attached. The main provisions of the Group
Policy which apply to you are shown on the following pages of this group certificate.

The Group Policy is non-participating. It will not pay dividends.

AII,covera?e under the Policy will be governed by the laws of the State of Rhode Island which is the state of
delivery of the Group Policy.

Signed at our Administrative Office,

» SECRETARY

ONE YEAR RIGHT TO EXAMINE CERTIFICATE

Ifyou are not satisfied with yourinsurance forany reason, we will cancel it and refund all ofyour premium if
you return the Certificate to us within one year of the date you received it. You can return'the Certificate

either to our Agent or directly to us.

COVENANT LIFE INSURANCE COMPANY
. . A Stock Company _ .
Home Office: Somerville, New Jersey 08876 «Administrative Office: Hartford, Connecticut 06101

12790-0 9-84
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SLMLDUL.E OF ECNLFITS AND PREMIUM

PLAN oh INSURANCE PREMIUM
GROUP SINGLE PREMIUM WHULL LIFE *13,94V
THE PREMIUM FOR THIS COVERAGE IS DUE ON OR BEFORE THE CERTIFICATE DATE
CERTIFICATE SPECIFICATIONS
INSURED HAROLD WISLOD
PARTICIPATING GROUP FINANCIAL SERVICES CO.
POLICYHOLDER ABC TRUSTEES
I AMOUNT OF INSURANCE *100,000 AGE AT ISSUE 35
CERTIFICATE DATE MAY 19, 1983 «CERTIFICATE NUMBER XXXXX
GROUP NUMBER XXXXX POLICY NUMBER XXXXX

OWNER- THE OWNER IS THE PERSON NAMED AS OWNER IN THE APPLICATION, UNTIL A NEW
I OWNER IS NAMED.

L

BENEFICIARY- THE BENEFICIARY IS THE PERSON NAMED AS BENEFICIARY IN THE
APPLICATION, UNTIL A NEW BENEFICIARY IS NAMED.

L

Page ?

09146-0



GROUP SINGLE PREWItW WHOLE LIFE
TABLE CF GUARANTEED VALUES

INSURED HAROLD W1SLOD AGE 35 CERTIFICATE NO. SPECIMEN
ACCOUNT GUARANTEED Accol GUARANTEED
YEAR CASH VALUE YEAR CASH VALUE
1 14,212 34 52,903
2 14,877 35 54,489
3 15,584 36 56,083
4 16,320 37 57,677
5 17,086 38 59,260
6 17,882 39 60,819
7 18,707 40 62,343
8 19,563 41 63,831
9 20,451 42 65,283
10 21,371 43 66,704
11 22,324 44 68,103
12 23,310 45 69,486
13 24,332 46 70,851
14 25,390 47 72,191
15 26,485 48 73,494
16 27,618 49 74,745
17 28,786 50 75,938
18 29,987 51 77,070
19 31-220 52 78,151
20 32,482 53 79,189
21 33,774 54 80,201
22 35,093 55 81,206
23 36,444 56 82,225
24 37,826 57 83,290
25 39,239 58 84,433
26 40,683 59 85,702
27 42,154 60 87,130
28 43,649 61 88,738
29 45,161 62 90,511
30 46,686 63 92,385
31 48,223 64 94,241
32 49,770 65 100,000
33 51,330

DECLARED INTEREST AT ISSUE 9-83%

09147-0 PAGE 3A



EFFECTIVE DATE OF COVERAGE

Conditions of Insurability and Effscttvs Dots

Before his or her coverage under the Group Pol—

icy can take effect, the Insured named in the

schedule of this Certificate must:

e be an eligible member ofa Participating
Group: and

« complete an Application for Insurance which
isacceptable tous; and

0 submit evidence of his or her insurability
which isacceptable to us.

The Insured 3 coverage will take effect on the
Certificate Date, as long as the premium ispaid
while the Insured isalive.

GENERAL PROVISIONS

Ownership Provisions

The Owner(s) of the Account is(are) the person(s)
named as Owner in the Insured 3 Application,
until anew Owner isnamed.

It is the Owner who isaddressed as "you" in this
Certificate. While the Insured isalive, only you
may exercise the rights that the Group Policy
provides with respect to your Account. You do
not need the permission of the Insured to exer—
cise these rights, nor do you need the permission
of the Beneficiary, unless you have given him or
her rights in your Account that limit your rights
in the Account. Your rights include:

e The right to borrow on the Account.

e The right to surrender the Account.

e The right toname someone else as Owner

or Beneficiary.
e The right to assign any interest in the Account.

You can name someone elseas Owner atany
time as long as the Insured is still alive. You

must write tous and ask us tomake the change.
After we have approved the change, itwill be
effective as of the date that you signed your
request, even ifthe Insured died in the mean —
time. However, we will not be liable for any pay —
ments we make, or actions we take before we
receive and approve your request.

You can assign your interest inyour account, but
we will not be bound by the assignment until we
have received a copy of it. We are not responsible
for the validity of any assignment. Your rights
and the Beneficiary®s rights will be restricted or
ended ifyour rights are assigned.

Death Benefit

We will pay you the death benefit after we have

12791-0

received proof of the Insured®s death ifthe
Insured dies while his or her coverage is in force.
“1n force” means while the premium for your
Account has been paid and the Account has not
been lapsed or surrendered for cash. Proof of
death must be sent toour Administrative Office.

The death benefit will be: the greater of the
Amount of Insurance shown on Page 3 or the

cash value of the Account at the time of the
Insured 3 death times the attained age factor
shown on the table of factors attached to the Cer —
tificate; less any indebtedness. (“Indebtedness™
isdefined in the Loan Provisions.)

Ifthe Insured commits suicide within two years
of the Certificate Date, we will pay you an
amount equal to: the greater of the premium paid
or the guaranteed cash value of the Account: less
any indebtedness. This restriction will apply
whether the Insured was sane or insane when he
or she took theirown life.

Ago

When we refer to the age of the Insured in this
Certificate, we mean his or her age on their
nearest birthday. Ifthe Insured™s age is incor—
rectly stated, we will adjust all benefits under
your Account towhat the premium paid would
have bought at his or her correct age. The adjust—
ment will be based on the rates we were using
when the Certificate was issued.

Contract Provisions

The entire contract consists of: the Policy; the
application of the Policyholder; the Adoption and
Participation Agreement of the Participating
Groups under the Policy (copies ofwhich will be
attached to the Policy); and the individual appli—
cations of the insured members. All statements
made by the Policyholder, each Participating
Group and the insureds are considered represen—
tations and not warranties.

We will not contest the validity of the

insurance of the Insured on the basis of any

statement that he or she made with regard to his

or her insurability:

« after his or her insurance has been in force
during his or her lifetime for more than two
years; and

e unless he or she made the statement inwriting
and signed itand a copy of the statement has
been given toyou or to the Insured.

We may change the Policy at any time with
the written consent of the Policyholder. Any such

Page 4 9-84



change must be signed by one of the following
officers:

e Qur President:

e One ofour Vice Presidents:

 Qur Secretary: .

e One of our Assistant Secretaries.

No other person, whether or not he or she is one
of our agents, may change or waive any of the
Policy provisions; nor can they make any agree-
ment which will be binding on us.

The Certificate Date shown on page 3will be
used to determine Account Anniversaries.
Account Months and Account Years. Each
Account Year will begin on the same date in the
same Calendar Month as the Certificate Date. If
there is no same date, the Account Year will
begin on the last day of the calendar month.

The Policyholder and the Participating Group
must fumish us (on our forms) with:

* the name of the Owner of the Account;

« the name of the beneficiary; .

* the information we will need to determine the
age of the Insured, and the amount and effec-
tive date of his or her coverage:

» reports of all changes in the status of the
Insured which affect his or her eligibility for
coverage under the policy or the Amount of
Insurance for which he or she is eligible.

PREMIUM PROVISIONS

The premium must be paid on or before the Cer-
tificate Date. If it is not. the Insured's coverage
will not go into force. Payment may he made
either toour Agent or directly to us. You will be
given a receipt if you ask for one. Your premium
IS shown on Page 3.

BENEFICIARY PROVISIONS

The Beneficiary is the person named as Benefi-
ciary in the application, until a new Beneficiary
Is named.

We will pay the death benefit to the Beneficiary.
If no named Beneficiary survives the Insured, we
will consider you to be the Beneficiary, and will

pay the death benefit to you.

You can change the Beneficiary at any time as
long as you have not assigned your Account, and
the Insured is still alive. You must write to us
and ask us to make the change. After we have
approved the change, it will be effective as of the
date you signed your request, even if the Insured
died in the meantime. However, we will not be

fSfp lir\ @ «L. t

liable for any payments we make, or actions we
take before we receive and approi/e your request.

CONTINUATION PROVISION

If the Group Policy is terminated as to the Partic-
ipating Group, we will allow you to continue your
Account in force under the Policy.

While your Account is being continued under this
provision, it wili still be subject to all of the
terms of the Policy and of the Trust. We will still
send all communications with regard to the
Account to ){]ou, or, if you have assigned your
interest in the Account, to the person that you
assigned it to.

LOAN PROVISIONS

You can borrow money from us any time arter

the first Account Year, if your Account has a loan
value. To do so, you must assign your interest in
the Account to us at our Administrative Office.
Assignment of the Certificate to us will be the
only security needed for such a loan. You may
not borrow more than the loan value of your ~
Account. We also have the right to delay making
a loan for six months after we receive a re-

quest for one.

The loan value of your Account is: the cash value
less any indebtedness.

When we use the word "indebtedness™in this
Certificate, we mean not only all of the loans out-
standing on your Account, but all interest that is
due or accrued on them as well.

Your indebtedness must not exceed the cash
value of your Account. If it ever does, the
Account will lapse and have no further value. We
will give you thirty one days notice that your
Account is about to lapse, which we will mail to
your latest address shown in our records. If our
records show that you assigned your interest in
the Account, we will also send a copy of the
notice to the person you assigned it to, mailed to
his or her latest address shown in our records.

If your Account lapses because your indebted-
ness exceeded the cash value of the Account,
you may apply tous in writing to have it rein-
stated. We will reinstate your Account on

four conditions:

* You must not have surrendered the Account.

* You must ask for the reinstatement no more
than five years after your Account lapses.

* You must repay or reinstate any indebtedness,
with interest at the current applicable loan



mf UP 10 the d»te we reinsyre your Agcount.
You mpun suppqy evidence oHn ra[)lllty tLha}
Is satisfactory t0 us.
You may re?ay any or all of your indebtedness at
any time before the Insured dies. However, if
your Account has lapsed, you will not reinstate it
just by repang the indebtedness. You must
meet all of the conditions for reinstatement.

Loan Interest

Each year, our Board of Directors will declare an
interest rate for the next Account Year. This rate
will be applied to your Account and will be used
toaccumulate the gross smﬁle premium you paid.
We will send you a notice showing the new
Declared Interest Rate.

The Declared Interest Rate will also be used to
determine the interest rates we will charge on
Your loans. These loan interest rates may vary
rom year to year but we will never charge you
more than the Maximum Loan Rate.

The loan interest rates we will charge are

as follows:

* For that portion of a loan based on the
accumulated gross single Premmm less the
Bremmm you paid, we wil char%e you the

eclared Interest Rate plus up to 1/22ofcne
Eercent per year. .

* For that portion of a loan in excess of the
above amount, we will charge you
the Declared Interest Rate plus 2.25 percent
per year.

These rates are simple interest in arrears.

The Maximum Loan Rate will be the higher of:

 The Published Monthly Average of the Com-
posite Yield on Seasoned Corporate Bonds, as
published by Moody’s Investors Service, Inc.
((jor any successor to that service) for the calen-

ar month ending two months before the calen-

dar month in which the Maximum Loan Rate is
determined; or

« The nonforfeiture rate plus one percent
per annum,

If that monthly average is no longer published,
we will use a substantially similar average
established b¥ regulation issued bK the insurance
department of the state in which the group policy
was delivered.

If you are being charged the Maximum Loan Rate
and the Maximum Loan Rate computed for the
next Account Year is less than 1/2% higher than

12792-0

the rate for the previous Account Yeaj, we will .
not Increase the rate to the new rate, |f the Maxi-
mum Loan Rate for the next Account Year is
computed to be 1/2% or more below the rate for
the previous year, we will decrease the rate to

the new rate.

The nonforfeiture rate is the rate credited to
your Account so as to provide you with the
minimum values.

NONFORFEITURE PROVISIONS

Cash Value and Surrender:

The cash value of your Account is equal to the
guaranteed cash value. The table on Page 3A
shows the %uaranteed cash values foryour
Account. The surrender value of your Account is
equal to the guaranteed cash value of the
Account, less any indebtedness.

Upon written request you may surrender your
Account for cash. We will pay you the surrender
value of your Account. Payment will end all of
our obligations for your Account as of the end of
the month in which we receive your request. We
have the right to delay payment for six months
after we receive your request.

If you surrender your Account within 30 days
after the end of an Account Month, the amount
payable will be at least equal to the surrender
value as of the end of that prior Account Month.

Minimum Values & Reserves

The reserves and the values for your Account are
at least equal to the minimum values required by
law in the state where the Policy is delivered.
These minimum values are based on: the 1980
Commissioner’s Standard Ordinary Mortality
Table; the maximum interest rate allowed by law
for reserves on the Certificate Date, compounded
yearly; and the Insured’s age on his or her
nearest birthday. We assumed all deaths in an
Account Year occur at the end of the year.

A statement of the method of computing the
cash values has been filed with the insurance
department of the state in which the Policy
was delivered.

Table of Value*

The values in the table on Page 3A apply at the
end of the Account Year shown. These values are
calculated in accordance with the Minimum
Values and Reserve Prevision, assummﬁ that
there is no outstandmg indebtedness. These
values will be adjusted if your Account is sur-
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rendered at any time other than at the end of an
Account Year. Such interim values will take into
account the lapse of time beyond the end of"

last Account Year, We will supply you with
values not shown in the table if you ask us to.

If the Policy is amended in any way that would
affect your cash values, we will furnish you with
anew schedule of values. We guarantee that any
change in the schedule of cash values will not
reduce your values below those shown on your
current schedule of guaranteed cash values.

SETTLEMENT OPTIONS

You can choose to have the death benefit, or

or the surrender value iffyour Account is surren-
dered, paid in monthly installments instead of
asalump sum. Your request must be made in
writing and is subject to our consent. You may
make such a request at any time during the
Insured's lifetime. A request to pay the surrender
value in installments, however, must he made no

more than a month after the surrender value
becomes payable.

If you do not ask us to pay the death benefit in
installments, the Beneficiary may make such a
request after the Insured has died. He or she
must do so, however, no more than one -nonth
after v/e received the proof of death.

We will pay the installments in the amount
chosen, until the death benefit is exhausted.

The amount chosen must be at least $20.00 a
month. We will credit interest on the unpaid bal-
ance of the fund at such a rate as we may declare
for that year. If the Beneficiary died while the
Death Benefit is being paid under this method,
we will pay the balance of the fund to the estate
of the Beneficiary.

We will pay the death benefit in accordance with
any other method of settlement that you may
request, as long as it is agreed to by both us and
the Policyholder in writing.



DEATH BENEFTT ATTAINED AGE FACTOR TABLE

ATTAINED ATTAINED ATTAINED

AGE FACTOR AGE FACTOR AGE FACTOR
35 2.0 70 115
1 2.50 36 2.0 71 113
2 2.90 37 2.0 12 111
3 2.50 38 2.50 13 1.09
4 2.50 39 250 Iz 107
5 2.0 40 250 15 105
6 2.50 41 243 76 1.05
I 2.50 42 2.36 17 105
8 2.0 43 2.29 18 105
9 2.50 44 2.22 79 1.05
10 2.0 45 215 80 1.05
n 2.50 46 209 8l 105
12 2.50 47 203 82 105
13 2.50 43 197 83 105
14 2.50 49 191 84 105
15 2.50 50 185 85 105
16 2.50 5l 1.78 86 105
17 2.50 52 171 87 105
18 2.50 53 164 88 1.05
19 2.50 A 157 89 1.05
20 2.50 59 150 0 105
21 2.50 56 146 a 104
22 2.50 5/ 142 R 103
23 2.50 58 138 93 102
24 2.50 59 134 A 101
25 2.50 60 130 9% 1.00
26 2.50 61 128 % 1.00
27 2.0 62 126 97 1.00
28 2.0 63 124 B 1.00
29 2.50 64 122 9 1.00
30 2.0 65 120
31 2.0 66 119
32 2.90 67 118
33 2.50 68 117
A 2.50 69 116



COVENANT LIFE INSURANCE COMPANY

Home Office: Somerville, New Jersey 08876
Administrative Office: Hartford, Connecticut 06101

PARTIAL SURRENDER RIDER

This Rider forms a part of the Certificate to which it is attached.

It is effective on the effective date of the Certificate and terminates automatically on December 31,
1984. During this period, and upon written request, you may make a partial surrender for cash. A par-
tial surrender will reduce the guaranteed cash value by the amount of the partial surrender. It will also
reduce the death benefit value of the Account at the time of the partial surrender. We will provide you
with a new Table of Benefits and values reflecting the reductions.

The amount ofan% partial surrender must be at least $1000.00. A partial surrender may not cause the
cash value after the partial surrender to be less than $5000.00.

Signed at our Administrative Office,

12793-0 9-84



APPENDIX E

REPORT OF DAVID ROSE
OF

THE PERMANENT FUND



PLAN I - APPROPRIATION PROCESS

DOES NOT REQUIRE APPROPRIATION OF CASH

REQUIRES APPROPRIATION OF ASSETS (LOAN PAPER)

CLEAN OUT THE FILE DRAWERS

CLEAN UP THE STATE BALANCE SHEET

NO GENERAL FUND EXPENDITURE IMPACT

IMPACT IS REVENUE SHORTFALL TO GENERAL FUND - NOT MONEY "ON THE TABLE"
VEST FUND WITH FOLLOWING LOANS:

AMOUNT RATE
COMMERCIAL FISHING $35,310,442 7.78%
FISHERIES ENHANCEMENT 6,881,187 7.96
SMALL BUSINESS 21,400,000 8.33
TOURISM 2,861,329 8,03
VETERANS 88,424,926 6.99
CHILDCARE FACILITIES 22,845 5.98
HISTORICAL DISTRICT 134,480 6.55
BANK LOAN INCENTIVE PROGRAM 3,193,003 8.38
MORTGAGE OPTION-RESIDENTIAL 2,130,845 9.95
MORTGAGE OPTION-BUSINESS 3,194,888 9.57
MOBILE HOME LOANS 3,679,978 8.75
ASHA MORTGAGES 1,208,695 7.50
AHFC NOTES 25,514,567 7.16
ASHA NOTES 15,282,505 8.56
MICA NOTES 3,000,000 7.00

U OF A NOTES 2,357,000 5.00
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OBLIGATIONS PLEDGED TO AHFC 16,851,000 9.83
LOANS TO MUNICIPALITIES 245,000 6.06
ARRC MORTGAGES 2,097,520 11.33
TOTAL LOAN & MORTGAGE INVESTMENTS  $233,790,210 7.73%
CFAB 31,000,000 n/a
DEBT CERTIFICATES 44,304,000 8.79
PROJECTED
LOAN/MORTGAGE ANNUAL YIELD: $21,967,851 (7.73)
LOAN/MORTGAGE ANNUAL REPAYMENTS: 23,381,022 (10.00)
LOAN REPAYMENTS: 28,320,507
HISTORICAL

LAST YEAR YIELD AND REPAYMENTS $46,937,940



- benefitconcepts

10" Pork Avonuo
26th Floor
NawYork.NY. 10178

(212)682-9480

THE BENEFIT CONCEPTS, INC. - KIDDER PEABODY & CO. STUDY

One of the approaches examined by the committee was developed
by Daniel Carpenter of Benefit Concepts, Inc. and Otto Lowe of
Kidder Peabody & Co., Inc. The Benefit Concepts®™ program for
funding the Longevity Bonus utilizes a specially designed
Single Premium Whole Life contract that would be 1issued on a
group basis with guaranteed issue underwriting without
signatures, medical information, or any other requirements.

The State of Alaska would be the owner and beneficiary of these

policies.

The program i1s designed in such a way that the State would
recover the funds expended for both the Longevity Bonus as well
as the premiums paid. The carriers would be selected from an
insurance consortium of New York licensed companies with an Ae—
rating in Best"s Review and more than one billion dollars in
assets. This would in effect guarantee the security of the
program due to New York®"s Reserve Fund Program and its strict

financial regulatory requirements for insurance carriers.



| benefitconcepts

The Single Premium Whole Life (SPL) product would act as a
substitute for other iInsurance company investments such as
GIC"s or annuities, since GIC"s (Guaranteed Investment
Contracts) can only be used for pension plans, and annuities
will not give as high a rate of return to the State. |Insurance
companies receive certain tax subsidies for life insurance
contracts that can be passed on to the State of Alaska, which
will provide the State with a higher rate of return on a
guaranteed basis than can be earned with annuities, GIC %,
corporate bonds, or government securities. The other advantage
of this product is that unlike bonOs or long term securities,
if the State cashes in the policies, i1t will not suffer the
market value adjustment that normally occurs from selling

Investments as interest rates are going higher.

Thus, this product was designed to give the State the maximum
security and flexibility with a rate of return higher than
other investments suitable for the funding of the Longevity

Bonus Program.

This SPL product can be used by the State for the funding of
the Longevity Bonus regardless of the final structure of the
program. It was suggested by some of the committee members
that the Department of Administration continue to iInvestigate
this program as a possible funding source for the Longevity
Bonus once the legislature has made its decision as to the

future of the Longevity Bonus Program.



benefit concepts

101 Park Avenue
D C 26th Floor

New York, N.Y.-10178

(212) 682-9480

January 15, 1985

Ms. Deborah Vogt

Assistant Attorney General
State of Alaska

Department of Law and
Civil Division

Pouch K, State Capitol
Juneau, AK 99811

Dear Deborah:

Please find enclosed the two page synopsis of our program for
the report. Please call me when you receive it. Also, when
the report is complete could we get 6-12 copies of the
report? We would appreciate it. We will also try to get the
material Peter Hutzel asked for before the 24th.

Daniel E. Carpenter

DEC/dId
Encl.
cc: Peter Hutzeil
John Tillinghast *
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PLAN Il - KIDDER STUDY

BORROW FROM PERMANENT FUND AT 10*

REINVEST AT 13*

0 10* IS NOT "MARKET"™ LOAN

<FUND WOULD SEEK 100 BASIS POINTS OVER US TREASURY RATE (12.52)

< ISSUER OF DEBT MUST BE AA RATED
SOME CREDIT FACILITY

INSURANCE COMPANIES WOULD NEED



page 4

PLAN 11l - USE A PORTION OF DIVIDEND FUNDS

PROJECTED DIVIDEND PAYMENTS
TO STATE FROM APFC

1984 $175,000,000
1985 213,000,000
1986 256,000,000
1987 285,000,000
1988 308,000,000
1989 334,000,000
1990 362,000,000
1991 403,000,000
1992 448,000,000

< TIE TO DIVIDEND MAY FORECLOSE ABILITY TO USE DIVIDENDS IN THE FUTURE TO
FILL REVENUE SHORTFALL

< USE OF FUNDS IN 1985 MAY LOWER DIVIDEND CHECKS
O PHASE IN (JOINT DIVIDEND AND GENERAL FUND FUNDING) COULD BE CONSIDERED



PLAN IV - APPROPRIATION OF RESERVES

STATUTE CONFLICTS:
6! - DIVIDENDS

66 2/3%- INFLATION PROOFING
RESERVES BUILD IN GOOD YEARS
RESERVES FALL IN BAD YEARS
AMOUNT OF RESERVES - SEE SCHEDULE
TRUSTEES AS FIDUCIARIES PROTECT INFLATION PROOFING

STATUTE CHANGE:
FIRST - INFLATION PROOFING

SECOND - OTHER APPROPRIATIONS

S% RESERVES
RESIDUAL FOR APPROPRIATION - ONTIME BASIS

- PORTION BACK TO FUND
- PORTION FOR OTHER USE
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Beginning
Balance

54.4
1385
483.2

1,768.5
2,969.0
40212

4,838.3
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62426
7,054.9
79658
9,0159
10,1419
113779
12,709.2
14,1098
155824
17,1440
18,700.4
20,2481
21864.3
23,535.6

Source: Alaska Departnent of Revenue
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Appro-
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State

Inflation
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priatiensRevenues* Proofing Balance

900.0
800.0
400.0
300.0

100.0

544

84.1
3444
385.1
4005
421.0
366.2

361.3

m367.0
413.0
460.0
5398
5519
592.0
611.9
601.9
590.6
5912
5835
565.1
558.8
536.3
526.2
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2312
150.9

2226

3534
3993
450.9
5103
5741
644.0
719.4
798.7
882.0
970.4
9729
982.6
1,057.4
1,135.0
12154

111X11111

Chapter 81, SIA 1982, Sec. 15(b)

ASSO1PT10IS:

544
1385
4832

1,768.5
2,969.0
40212
48383

55222

6,242.6

7,054.9

7,965.8

9,015.9
10,141.9
113779
12,709.2
14,109.8
15,582.4
17,144.0
18,7004
20,2481
21,8643
23,535.6
25277.2

301 CASE - 1st Qtr FI85

251 Pre-1980 Contribution Rate
501 Post-1979 Contribution Rate
4201 Inflation PI85
10.831 Return FI85
61 Average Inflation PY86-PYOO
91 Average Return PYB6-PY0O

FINNICIAL PROJECTION AS OP 11/10/84

Inflation
Proofing
Shortfall

90.8
1733
191.0
209.0

2283
XZ7771777

Adjusted

Ending
Balance

54.4
1385
4832

1,768.5
2,969.0
40212
48383

55222

62426

7,054.9

7,965.8

9,0159
10.141.9
11377.9
12,709.2
14,109.8
15,532.4
17,144.0
18,791.2
20,4214
22,0553
23,7446
255055

le t

Incoie Dividends Proofing

1.8
8.0
324
1499
368.4
4711
5295

612.1

579.6
643.8
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797.1
887.9
9B6.6
1,0933
1,206.0
13235
14463
15748
1,708.5
18475

7RCOIE: ACTOAI 4 PROJECTED

(in Billions)
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State
Inflation General  Trans. Add

11.8
275
111
107.9
175.0

2131

256.1
283.6
308.0
3348
3624
403.1
4480
497.1
5497
605.6
664.4
725.9
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856.9
926,5

Pond Adj** (Delete) Balance

1.3
6.6 I
11.8 8
275 360 58.7
711 a1 1 185.1
1095 ( 875 1100
203.6

1764

58.7
2438
3538
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7338

703.9
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464.3
390.2
3004
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Total
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1405
502.9

18746
33017
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5530.8
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8,003.3
88952
9,924.1
11,0291
12,2453
1354-*
14,90
16,3243
17,812.1
19,364.8
20,974.0
22,654.4
243925
26,203.7
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A laska State L egislature

130 Seward Street, Suite 218
Juneau, Alaska 99801-2196

Legislative Research Agency
Phone: (907) 465-3991

Fax: (907) 463-3351

February 27, 1992
MEMORANDUM
TO: Representative Gene Kubina

FROM: Paula d. Scavera
Legislative Analyst

RE: Comparison Between Senate Bill 8 and Senate Bill 56 as Vetoed by
Governor Cowper in 1988
Research Request 92.183

You requested a comparison between Senate Bill 8 passed by the Senate earlier
this week and Senate Bill 56 which was vetoed by Governor Cowper in 1988.

Both bills enact an annuity plan which allows people to defer their permanent
fund dividends or equivalent cash amounts into a state annuity account. Once
a person reaches 65 years of age, he or she would be able to receive a monthly
annuity based upon the amount contained within the person®s annuity account.
Both bills also allow for a one-time emergency withdrawal from their annuity
account with payback provisions. Also, SB 8 and SB 56 designate a beneficiary
secession for death benefits.

The one major difference between SB 8 and SB 56 is the language for the
decreased longevity bonus. Senate Bill 8 iIn section 9 states "...the monthly
longevity bonus is $250 minus the maximum possible straight life annuity under
the annuity program.”

Senate Bill 56 in section 9 set In statute exactly what the decreased longevity
bonus dollar amount is for fiscal years after 1990, rather than using the
formula in SB 8. Attached is a copy of SB 56 as vetoed by Governor Cowper
which shows the decreased bonus amounts.

If you have questions or require further assistance, please contact this
office.

Attachment



10

11

12

13

15

16

17

18

19

20

21

22

23

2A

25

26

27

28

29

Offered:  5/6/88 5-03630

Original sponsors: Kerttula, Halford,
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For

BE

Fischer and Uehling

THE SENATE BY THE CONFERENCE COMMITTEE

CONFERENCE CS FOR SENATE BILL NO. 56

IN THE LEGISLATURE OF THE STATE OF ALASKA

FIFTEENTH LEGISLATURE - SECOND SESSION

A BILL
an Act entitled: "An Act amending and making effective an annuity
program and amendments to the longevity bonus program

and the permanent fund dividend program provided for
in secs. 2-18, <ch. 99, SLA 1985; and providing for
an effective date."

IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

Section 1. AS A3.23.110(a) is amended to read:

(a) The annuity investment fund is established as a separate
fund in the state treasury. The annuity investment fund <consists of
money transferred from the dividend fund. cash contributions under
AS A3.23.125. and income earned by the annuity investment fund.
Notwithstanding AS 37.13.1A5, an amount equal to the permanent fund
dividends taken as annuity credits under this chapter shall be annual-
ly transferred from the dividend fund to the annuity investment fund.
Sec. 2. AS A3.23.110(b) is amended to read:

(b) Money in the annuity investment fund shall be invested by
the commissioner of revenue in investments authorised under AS 39.35.-
110. The commissioner of administration shall credit che net income
of the annuity investment fund to the individual annuity accounts and
the annuity reserve account.

Sec. 3. AS A3.23 is amended by adding a new section to read:

Sec. A3.23.125. CASH CONTRIBUTIONS. An individual who is eligi-

ble to receive the permanent fund dividend as an annuity credit under

AS A3.23.005(d) but does not elect to do so or who elects to receive

1B



only a portion of the permanent fund dividend as an annuity credit may
make a cash contribution to that individual's annuity account. The
cash contribution for a dividend year must be received by the Depart-
ment of Administration before September 3G of the year following that
dividend year. The total amount of the annuitycredit and the cash

contributions to an annuity accountfor a year may not exceed the
amount of the permanent fund dividend for that year.

* Sec. 4. AS 43.23.130(a) is amended to read:

(a) An individual with one or more annuity credits or cash
contributions under AS 43.23.125 may receive an annuity upon reaching
the age of 65.

* Sec. 5. AS 43.23.130(b) is amended to read:
(b) An annuicy under this section is a monthly payment based

upon the principal and accrued interest in the person's annuity ac-

count. Upon appointment to receive an annuity, the account balance
shall be transferred to the annuity reserve account. The [AN] annuity
shall be paid from the annuity reserve account as a straight life

annuity or other payment plan authorised by the commissioner of admin-
istration [THE DEPARTMENT OF ADMINISTRATION]. The size of the annuity
may not vary on account of the individual's sex.
*Sec. 6. AS 43.23.130(e) is repealed and reenacted to read:

(e) If a person elects to credit a permanent fund dividend or
make a cash contribution to an annuity account and dies before age 65,
a lump sum payment shall be made to that person’s designated benefi-
ciary or beneficiaries. The lump sura payment includes all dividends
or cash contributions credited to the ©person's annuity account and
interest earned on the account. A person may change or revoke a
designation without notice to the beneficiary or beneficiaries at any

time. If a person designates more than one beneficiary, each shares

CCS SB 56 -2- SBO0056h



equally unless the person specifies a different allocation or prefer*
ence. The designation, change, or revocation of beneficiary shall be
made on a form provided by the commissioner of administration and s
not effective until it is filed with the commissioner. If there is no
beneficiary designated or surviving, the lump sum payment shall be
paid to the

(1) surviving spouse;

(2) if there is no surviving spouse, in equal parts to the
surviving children including adopted children;

(3) if there is.no surviving spouse or child, in equal
parts to the surviving parents; or

(A) if there is no surviving spouse, child, or parent, to
the estate of the deceased.

* Sec. 7. AS A3.23 is amended by adding a new section to read:

Sec. A3.23.135. EMERGENCY WITHDRAWALS. An individual may make a
withdrawal from that individual's annuity account before reaching the
age of 65 if the individual establishes to the satisfaction of the
commissioner of administration that the withdrawal is necessary to
meet an unforeseeable emergency. The amount withdrawn may not exceed
the total amount in the individual's annuity account or the amount
actually necessary to meet the emergency, whichever s less. The
commissioner shall define the term "unforeseeable emergency” by regu-
lation. An individual may only make one withdrawal under this section
and may pay it back with interest under terms established by the
commissioner. An individual who has made a withdrawal under this
section may not elect to credit a dividend or make a cash contribution
to an annuity account for two years after the withdrawal.

* Sec. 8. AS A7.A5.015 is amended to read:

Sec. A7.A5.015. AMOUNT OF BONUS. (a) Except as provided in (b)

S$30056h -3- CCS S3 56
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and (c) of this section, the monthly longevity bonus is equal to $250,
minus the maximum possible straight life annuity [FOR A PERSON 65
YEARS OF AGE] under the annuity program (AS A3.23.110 - A3.23.130), as
determined by the commissioner Of administration. The maximum possi-
ble straight life annuity equals the amount a person would receive if

that person became 65 on January 2. 1989, and contributed 100 percent

of all permanent fund dividends or the cash equivalency to the annuity
program for every year after December 31, 1988. However, for purposes
of this section the maximum possible straight life annuity may not

exceed the amount that a person turning 65 in the current year would
receive if that person had contributed 10.0 percent of all permanent
fund dividends or the cash equivalency to the annuity program for
every year after December 31, 1988.

(b) A person who is 65 years of age on or before January 1, 1989
[1988], is entitled to the full longevity bonus payment without re-
duction for the annuity program.

Sec. 9. AS A7.A5.015 is amended by adding a new subsection to read:

(c) Notwithstanding (a) of this section, the monthly longevity
bonus in a fiscal year for a person who s 65 years of age after
January 1, 1989, may not exceed

(1) $2A0.95 in fiscal year 1991;
(2) $231.85 in fiscal year 1992;
(3) $222.67 in fiscal year 1993 ;
(A) $212.71 in fiscal year 199A;
(5) $201.95 in fiscal year 1995;
(6) $190.32 in fiscal year 1996 ;
(7) $177.7A in fiscal year 1997;
(8) $16A.12 in fiscal year 1998;

(9) $1A9.37 in fiscal year 1999;

CCS S3 56 -A- SB0056'n



1 (10) $133.A0 in fiscal year 2000;

2 (11) $116.10 in fiscal year 2001;

3 (12) $97.3A in fiscal year 2002;

/, (13) $77.00 in fiscal year 2003;

5 (IA) $5A.93 in fiscal year 200A;

6 (15) $30.95 in fiscal year 2005;

7 (16) $A.85 in fiscal year 2006; and

8 (17) $00.00 after fiscal year 2006.

9 * Sec. 10. AS A3.23.110(c) and sec. 1, ch. 99, SLA 1985, are repealed.
10 * Sec.1l1. Chapter 99, SLA 1985, and secs. 1 - 9 of this Act apply only

11 topermanent fund dividends for years beginning after December 31, 1988.
12 Notwithstanding the amendments to AS A3.23 made by ch. 99, SLA 1985, and
13 this Act, permanent fund dividends for 1988 and prior years shall be made
IA under the law as it existed before the effective date of this Act.

15 * Sec. 12. This Act takes effect immediately wunderAS 01.10.070(c).

S30056h -5- CCS SB 56
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March 6, 1991

TO: Rep. Kubina, Chair
Members; House State Affairs Committee
RE: SB 18; “An Act establishing the Alaska State Pension
Corporation; relating to the management and investment of
state pension funds and other state funds; and providing for
an effective date
NEA-Alaska, representing members of both the TRS and PERS, supports the

concepts contained in this legislation and commends the sponsor for this approach
to the management of employee pension funds.

The transfer of this fiduciary responsibility from the Commissioner of Revenue to
a public corporation wilt enhance constituent confidence in the integrity and
security of their vested benefits.

We do have on concern which we wish to call to the attention of the committee:
We feel very strongly that the composition of the ASPC board of trustees
must consist oa a majority who are constituent members of the retirement
systems. Members will have a greater level of confidence in a new
investment/management system if a majority of the board members come

from their constituency and that they be both active members and those now
(drawing benefits from the systems.

Thank you for your consideration of our position,
with the Commiottee on this critical legislation.

We look forward to working

Respectfully subm itted,

Bob Manners
Executive Director

Don Obcrg
President
Pourchot

CC: Sen. LE04/SB18/dl



To: The members of the Senate State Affairs Committee, the Honorable
Pat Rode)', Chair

From: Terry Elder, Secretary-Treasurer
Alaska State Employees Association

Date: January 28, 1991
Re: SB 18

Mr. Chairman, and members of the committee, thank you for the opportunity to
speak with you today to share with you the position of the Alaska State Employees
Association on investment management legislation.

By way of introduction, | am the secretary-treasurer of ASEA. | am a ten-year state
employee, have a Ph.D. in economics, and work as an economist for the department
of labor. | also have a background in investment management. | have about 12
{years of experience in the investment business with major money managers in
;,Chicago, mostly managing employee benefit portfolios. | have an M.B.A. in finance,
eam a Chartered Financial Analyst, and periodically teach financial management at
:the University of Alaska. So | speak to you both as a representative of ASEA and
as a person with some expertise in investment issues.

ASEA appreciates the concern and the hard work of the legislature on this issue,
last session, during the interim, and now at the beginning of a new session. This is
an issue that is a vital concern to our members, and also to you. We are all
members of one of these retirement systems, and we all have an interest in
improving their management.

We appreciate also the past and continuing willingness of many legislators to work
with us in a cooperative and positive manner on this issue. We recognize that the
current version of SB 18 already reflects some of our input during the past year. We
thank you for that.

In reviewing SB 18, however, we find that we have a serious concern which we
believe the legislation should address. Our concern is that SB 18 does not include
the Supplemental Benefits System fund. This is the fund with the most serious and
immediate management problem. This is the fund which the administration calls a
defined contribution fund, which implies that losses could be charged directiy to
member balances. Yet, this is also the fund which has been managed by the
department of administration and now is managed by the PERS Board, neither of
which has any representation of SBS members.



Page 2

Our position is that SBS is a retirement plan, just as surely as are the Teachers
Retirement System and the Public Employees Retirement System. In Senator
Pourchot’s letter on this legislation, mailed during the interim, called SBS a
"program established to replace the state’s participation in the federal social security
system." This is true. It is absolutely a retirement plan, just as much as individual
retirement accounts are. The only difference is that the program is not voluntary.
Many employers allow employees the option to withdraw their contributions to
retirement funds on termination. This option does not make these funds savings
plans.

Therefore, SBS is a retirement fund. It should be managed professionally, and it
should be managed by the board which has oversight of other retirement funds. We
hope that you will agree, and, in a committee substitute, will transfer the
responsibility of SBS from the department of administration to the Alaska State
Pension Corporation, created by SB 18.

If you do that, we would suggest you also deal with the question of participant
representation. You could do that in one of two ways:

If you were willing to increase the number of trustees from seven to
eight, you could add to Section 2 (b) a fourth trustee to be elected by
members of SBS. This trustee should be active, since 85% of SBS
members are, but that is not as critical as it is simply to have
representation. This trustee should be elected by SBS members. This
would be our preferred solution, since we believe an even division of
the board between employer and employee representatives would be
fair.

If you want to keep the number of trustees at seven, you could change
the second sentence of Section 2 (b) to read: ONE OF THE
ELECTED TRUSTEES MUST BE AN ACTIVE MEMBER OF ONE
OF THE RETIREMENT SYSTEMS, ONE MUST BE RECEIVING
A BENEFIT FROM ONE OF THE RETIREMENT SYSTEMS, AND
ONE [MAY] MUST BE EITHER AN ACTIVE MEMBER OR
RECEIVING A BENEFIT FROM [ONE OF THE RETIREMENT
SYSTEMS] THE SUPPLEMENTAL BENEFITS SYSTEM.

We note that the other two participant representatives may not be members of SBS.
They could both be members of TRS. Why should SBS members specifically be
given representation?



1. Since SBS is a defined contribution plan, this is the only fund in
which the participants’ balances may be affected adversely by
decisions of the managers.

2. The PERS Board, which currently is responsible for SBS,
contains only two elected members, both are retired, and neither
is a member of SBS. In contrast, 85% of SBS members are

active.

If the legislature includes SBS in SB 18, and provides for SBS participant
representation, we could endorse SB 16 enthusiastically. While we appreciate,
sympathize and support the objectives of SSsS”asifis currently presented, we believe
the SBS situation is so serious that our full support of SB 18 depends on the
inclusion of SBS.

Re: SB 10

We note that SB 10 does include SBS (see Section 22). In that respect, we like SB

; 10. It also has appeal to some, we are sure, in that it seeks to ensure professional

management of all types of investment funds with which the state must deal. That
is a goal with which we sympathize.

: We do not believe, however, that it is a preferred approach to SB 18. We like SB

18 because it focuses on employee benefit funds, and creates a board which include?
participant and employer representatives. By mixing the types of funds with which
the State Investment Board would deal, the board structure becomes confused.

In dealing with employee benefit plans, there is no reason to have representation for
anyone who is not an employee or an employer. Specifically, there is no reason to
have general public membership. The employers generally represent the public.

We appreciate the willingness of the sponsor of SB 10 to change the board structure
to provide for better employee representation. There is no point in changing its
structure, however, since employees do not need to tell the state how to manage
funds like the general fund any more than employees need public members telling
anybody how to invest their SBS funds. The difference is that employees own the
assets of SBS, and, as a minimum, own the benefits provided by the assets of
retirement funds. Employees do not own the general fund.

We would suggest that the committee use SB 18, with the changes outlined above,
to deal with employee benefit funds. Separately, if so desired, the legislature could
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establish a State Investment Board to manage strictly state assets. If they are only
state assets, and do not impact employees, there is little reason to include employee
representatives on such a board.

Before concluding, | would like to make a couple of comments generally about the
situation concerning SBS.  Your legislation deals only with the investment
management. We support your objectives. However, we would also point out that
it has been over a year since the department of administration has been able to give
you, me, or my Union’s members an accounting of their SBS balances. Frankly, the
investment management and the administrative management of the department of
administration has been a disgrace. If you do not want to deal with that through
legislation, | urge you to do it through the budget review process.

Also, | want to point out that the department, with the agreement of the PERS
board, is proceeding with the development of an RFP for investment management
services for SBS. They also seek to develop an investment strategy for the fund. If
they insist on going forward with this, we hope they will work with participant
representatives, since participants will probably pay for what the department does.
However, we hope that the legislature’s actions to include SBS in the management
structure of a State Pension Corporation will convince the PERS board and the
department of administration to not do anything which locks us in to something that
the new managers may want to change. They should do all things necessary to
protect the assets, but, given their track record of contracting for investment services,
we are not anxious for them to do much else.

Thank you.
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1991 Policy Statement 13 Taxation and Finance

retirement benefits. Additionally, in order to assist municipalities and the Legislature in
evaluating changes to the retirement systems, fiscal notes accompanying such legislation
should include an analysis of the fiscal impact on each of the participating municipalities.

2. Separate PERS/TRS Corporation: The League supports the
establishment ofa separate corporation forthe management and Investment of state
trust funds, Including the trust funds of the Public Employees’ Retirement System
and the Teachers’ Retirement System, Insofar as the board of the corporation
includes representatives of trust beneficiaries and employers. The League urges
that legislation establishing such a corporation include a provision that foreclosed
real property held as assets by funds managed by the corporation be subject to

municipal property taxes.

Alaskan municipalities make over half of all employer contributions to the Public
Employees’ Retirement System (PERS) and the Teachers’ Retirement System (TRS) and
are directly affected by the performance of vhese funds because of the effect fund
earnings have on employer contribution rates and, thus, on local tax rates. At present,
both PERS and TRS funds are managed by the Department of Revenue, with the
Commissioner of the Department as the sole fiduciary.

Creation of a separate corporation would give visibility to and strengthen the trust status
of these trust funds. Itwould increase accountability, continuity, and public disclosure for
the investment management ofthe funds by establishing a board of directors as fiduciary,
incorporating professional investment managers and trust administrators, as well as
representatives of beneficiaries, on the corporation’s board, and providing for the exercise
of fiduciary powers through the forum of regularly scheduled public meetings rather than
administrative actions. A corporation would give management the authority to act in a
timely manner and compete fully with other professional institutional investors. It would
also allow the trust fund managers to have direct access to various Federal Reserve
System services, increasing the security, earnings, and efficiency oftrust fund investments
and reducing the costs for intermediary custodian bank services.

In keeping with the League’s general policy opposing exemption from taxation of
foreclosed real property held as assets by state and federal agencies, the League
supports inclusion of a provision making such assets held by the new corporation subject

to municipal taxation.

l. GOVERNMENT MANDATES

The League urges passage of legislation that would require a government agency
unilaterally transferring responsibility for a program to a municipality or imposing
regulations on a municipality to reimburse the municipality for the costs of the
transferred responsibility or regulations.
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OLDER VOTERS

O Ider people are generally eager to
participate in all facets of political life.
Older persons are often involved in
registering voters, assisting voters in

traveling to polls, and actually conducting

poll operations on election day. They

believe in the Eisenhower adage, "Politics

should be the part-time profession of
every citizen."

The voter turnout graph illustrates the
participation rate of four age groups of

Alaska voters in elections held between
1980 and 1988.

VOTER TURNOUT GRAPH

FECENT

1 1984 1368
DA CNS<4 1363 Meet

Prepcred tor AARP by Election Data Services

1991 ALASKA
LEGISLATIVE PROGRAM

PRIORITIES

HEALTH

*

Increase access to appropriate and affordable
health care for all Alaskans by:

—advocating formulation of a health policy
for Alaska

—supporting concept of state-mandated
Insurance for the uninsured

—seeking legislation and appropriations for
a comprehensive and coordinated program
of home-, community-, and institutionally-
based services throughout the state
—supporting availability of adequate health
Insurance for all, including those uninsured

ECONOMIC SECURITY AND BUDGET

Strengthen programs which will provide
economic security for all Alaskans by:
—supporting legislation to stabilize the
Longevity Bonus Program

—advocating recognition of the economic
and social value of the retirement
community by supporting programs to
encourage retirees to remain in Alaska
—supporting full funding of present
property tax relief to senior citizen
homeowners and renters

SUPPORT ITEMS

Support legislation to provide separate,
management of public pension funds
Support efforts to improve availability of
Insurance by means of tort reform and/or
increased regulations consistent with
adequate consumer protection

SL1003AK(1090)

ALASKA

State Legislative Committee

1991
FACTS
&
LEGISLATIVE
PRIORITIES

AMP

American Association
of Retired Persons



TO: The Alaska House of Representatives, Committee on State
Affairs, the Honorable Gene Kubina, Chairman, and the
Committee members.

FROM: Buddy Maupin, Business Manager, the Alaska State Employees
Association, AFSCME, Local 52, AFL-C10.

Re: CSSSSB 13, Establishing the Alaska State Pension Corp.

Mr. Chairman and Committee members, 1 want to thank you for this

opportunity to provide written testimony for the committee’s
permanent record on the Committee Substitute for the Sponsor
Substitute to Senate Bill 13.

To begin, 1 would like to compliment the State Senate and the
bill"s sponsor, Senator Pat Pourchot, for trying to accommodate the
concerns of ASEA"s 8,000-plus members in this legislation. 1 would
also compliment you, Mr. Chairman, for teleconferencing this
hearing so that we could again testify in favor of CSSSSB 18.

As the committee is aware from its work on the bill last year, this
legislation came about because serious concerns were raised about
the way the state was handling the investment of the $700 million
in the state®"s Supplemental Benefit System. Specific concerns were
raised because the state had 1issued several guaranteed interest
contracts for investment of SBS funds to Executive Life which, 1in
turn, invested these funds in so-called junk bonds.

Since the state does not indemnify these monies, which are jointly
contributed to the SBS system by the state cind its employees, a bad
investment could wipeout the life savings of many state employees.

Because of this, in supporting CSSSSB 18 our main concern has been
to see that SBS funds are invested wisely and in a manner that
better ensures the funds will be there when an employee retires or
resigns.

This legislation does that very well. 1In fact, by pooling the
Supplemental Benefits System®s money in with funds from the Public
Employees Retirement System and the Teachers Retirement System, the
SBS money gains the advantage of coverage by the federal Employee
Retirement |Income Security Act, or ERISA, which reduces the
investment risks to which these funds would otherwise be subjected.

(continued)



ASEA Testimony on CSSSSB 18
House State Affairs Committee
Page 2

CSSSSB 18 1is not a perfect bill from our perspective. We would
still prefer that employees of the Pension Corporation be
classified, rather than exempt; and we would prefer the
corporation®s board of directors to consist of nine members,
including a specific member who 1is a participant in the
Supplemental Benefits System.

But we also recognize that the bill does adequately address our
main concern- the protection of the investments made by state
employees in PERS and SBS. For this reason we support CSSSSB 18.

In closing, 1 urge the members of the House State Affairs Committee
to approve and pass the bill without further amendment, and 1 thank
you Tor allowing me to testify.



Don Oberg. President
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March 6, 1991

TO: Rep. Kubina, Chair
Members; House State A ffairs Committee

RE: SB 18; "An Act establishing the Alaska Slate Pension
Corporation; relating to the management and investment of
state pension funds and other state funds; and providing for
an effective date."

NEA-Alaska, representing members ol* both the TRS and PERS, supports the
concepts contained in this legislation and commends the sponsor for this approach
to the management of employee pension funds.

The transfer of this fiduciary responsibility from the Commissioner of Revenue to
a public corporation will enhance constituent confidence in the integrity and
security of their vested benefits.

Wec do have on concern which we wish to call to the attention of the committee:

We feel very strongly that the composition of the ASPC board of trustees
must consist oa a majority who are constituent members of the retirement
systems. Members will have a greater level of confidence in a new
investment/management system if a majority of the board members come
from their constituency and that they be both active members and those now
drawing benefits from the systems.

Thank you for your consideration of our position,
with the Commiottec on this critical legislation.

We look forward to working

Respectfully submitted,

Bob Manners
Executive Director

Don Oberg
President

cC: Sen. Pourchot LE04/SB18/d1
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"An Act establishing the Alaska State Pension Corporation; relating to management and investment of state
pension funds and other state funds; and providing for an effective date."”
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Resolution of the Alaska Municipal League
Resolution No. 91*8

A RESOLUTION SUPPORTING ESTABLISHMENT OF A
CORPORATION TO MANAGE STATE TRUST FUNDS

WHEREAS, the Alaska Municipal League has reviewed and considered the
establishment of a separate corporation for the management of state trust funds,
including the Public Employees’ Retirement System (PERS) and Teachers’ Retirement
System (TRS) trust funds, and

WHEREAS, PERS and TRS assets now total over $4 billion and generate $400
million or more of investment income annually, and

WHEREAS, the amount ofincome generated by PERS and TRS significantly affects
employer contribution rates since employee contribution rates are fixed by statute, and

WHEREAS, Alaska municipalities make over half of all employer contributions to
PERS and TRS, and

WHEREAS, PERS and TRS contribution rates have a direct impact on local tax
rates, and

WHEREAS, the improvement in investment earnings that can be expected as a
result of establishing a separate corporation would be of great importance to beneficiaries
and employers as state petroleum revenues decline because an improvement of only 25
basis points (.025 percent) would be $10 million, half of which would go to reduce
municipal employer contributions, thus freeing up $5 million for other municipal
expenditures or permitting a .3 mill average reduction in property taxes for the typical
Alaska municipality, and

WHEREAS, a separate corporation would give visibility to and strengthen the trust
status of the PERS, TRS, and other trust funds, providing a corporate bulwark for the
management of trust fund assets in the interests of beneficiaries and providing a clear
mission to management in carrying out fiduciary responsibilities, and

WHEREAS, a separate corporation would increase accountability, continuity, and
public disclosure for the investment management of the funds by:

1. establishing a board of directors in place of one person as fiduciary;

2. incorporating professional investment managers and trusi admin.
as well as representatives of beneficiaries, on the corporation's boaid; and
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INTERIM SESSION
3111 C Street P.O. Box V
Anchorage, Alaska 99503 Juneau, Alaska 99811
(907) 561-2032 (907)465-2995

Hcpresentatibe Babe Cljoguettc

Larry Crawford

Municipal Manager

Municipality of Anchorage

P.O. Box 196650

Anchorage Alaska, 99519-6650

Tuesday, March 12, 1991
RE: SB 18 and HB 37
Dear Larry,

Thank you for the information on SB 18. | concur with your letter
dated March 1 1991 regarding SB 18 and HB 37. When HB 37 was in
the House State Affairs committee, | argued to allow Alaska State
Pension Corporation property be subject to taxes like any other

property.

SB 18 has been referred to the House State Affairs Committee, and a
hearing has been scheduled for Friday March 15 at 8:30 AM. | will
enter an amendment to amend Section 37.10.290 of Senate Bill 18 to
allow taxation of property held by the Alaska State Pension
Corporation. The enclosed amendment will be introduced in the
House State Affairs committee hearing at that time.

Thank you for bringing this issue to my attention, and if | can be of
further assistance please do not hesitate to call me at 465-2995.

Kindest personal regards,

Dave Choquette



Draft

Amendment

OFFERED IN THE HOUSE BY REPRESENTATIVE CITCQUETTE

TO SB 18

Page 6, Lines 2-4

Delete "EXEMPTION FROM TAXATION. The corporation and all properties at any time
owned by it, managed by it, or held by it in trust, and the income from those activities are exempt
from all taxes and assessments in the state. All security instruments issued by the corporation
and income from them are exempt from all taxes and assessments in the state, including transfer

taxes."



P.O. BOX 196650
ANCHORAGE, ALASKA 99519-6650
o f (907) 343-4433

TOM FINK.
MAYOR

M unicipality

A nchorage

OFFICE OF THE MUNICIPAL MANAGER

March 1, 1991

Representative Dave Choquette
P.0. Box V
Juneau, Alaska 99811

Re: SB 18 and HB 37, Investment of Pension Funds
Dear Representative Choquette:

The Municipality of Anchorage recommends SB 18 be amended to
reflect the provisions of HB 37 as it pertains to property held as
an 1investment by the Alaska State Pension Corporation. The
exclusion of the Corporation®s investment properties from local
property taxes places these properties in an unfair competitive
position.

Local property taxes are a normal cost of doing business and
provide for all to share in the cost of paying for locally provided
government services. These Pension Corporation properties will
require government services as do other properties within the
Municipality. Excluding property shifts the cost of providing
services to other property owners. In addition, rental property
owners must then compete with the Alaska State Pension Corporation
on an uneven playing field.

We urged you to delete Section 37.10.290 from SB 18.

Sincerely,



'Alaska State Pension Corporation (ASPC)
. - Sponsor Substitute SB 18(FIN)

A public corporation located in the
Department of Revenue to manage the following funds:
Public Employees Retirement System Fund $2.74 billion
Teachers Retirement System Fund $1.70 billion
Judicial Retirement System Fund $28.67 million
Military Retirement Fund $3.9 million
Supplemental Benefits System (SBS) $600 million

Senator Pourchot 2/25/91



CSSSSB 18(FIN) ALASKA STATE PENSION CORPORATION

PURPOSE

-Replace the Commissioner ofRevenue as the sole fiduciary of the
retirement and Supplemental Benefits System (SBS) funds with a
representative Board of Trustees, to provide more comprehensive
management and investment oversight for the retirement funds.
-Respond to the serious concerns about the past investment
practice of the SBS funds by bringing SBS under this separate

corporation.

FUNDS TO BE MANAGED

Public Employees Retirement System Fund $2.74 billion

Teachers Retirement System Fund $1.74 billion
Judicial Retirement System Fund $28.67 million
Military Retirement System Fund $3.9 million
SBS Fund $600.0 million

BOARD COMPOSITION

Eight Trustees-4 year terms

1 Active PERS/Active SBS Elected
| 1 Retired PERS Elected
1 Active TRS Elected

1 retired from any systen
other than PERS Elected

2 employers, nominated

by member employers
(school districts,munis) Appointed
1 Commissioner of Revenue Appointed
1 Board Nominated Appointed



BOARD RESPONSIBILITIES

-Participate in financial training

-establish investment policies

-report to LB&A, Governor, Legislature,Employers and
appropriate boards

-provide annual performance evaluations and audits
-advise the Commissioner of Administration on investment
of Deferred Compensation funds

-Comply with Conflict of Interest and Ethics Acts

-appoint an Investment Advisory Council of 3-5 qualified
members

-apply the Prudent Investor Rule to all investment decisions

FISCAL IMPACT

There are no increases in costs ofpersonnel attributable directly to
the creation of the ASPC. Current budget positions in the
Department of Revenue for pension investment and management
would be transferred to the new corporation.

However with the problems faced by the investment of SBS funds in
GICs ,the Department of Revenue is currently altering its
investment policies and strategies, which call for increases
management costs. These costs, although requested have not been
included in the FY 92 Hickel budget. Consequently, the Department
of Revenue fiscal note for SB 18 contains $209.95 for 1/2 year of FY
92 and $419.9 for subsequent years for SBS management. Those
monies would be paid from SBS funds, not General Funds.



STATE OF ALASKA
1991 LEGISLATIVE SESSION

Revision Dale: 3/22/91
Title: Alaska Stale Pension Corporation

Sponsor:  Senator Pourcliot

Requestor:

Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 92
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS

MISCELLANEOUS 1,277.5
TOTAL OPERATING 1,277.5
CAPITAL
REVENUE

GENERAL FUND
FEDERAL FUNDS

OTHER 1,277.5
TOTAL 1,277.5
FULL-TIME

PART-TIME

TEMPORARY

Estimate of current year impact:

Prepared by: Brian C. Andrews
Division: Treasury Division
Approved by Commissioner: __

Agency: Revenue

~ mK<"

FISCAL NOTE

FY 93

»

20,993.6
20,993.6

20,993.6
20,993.6

BILL NO. CSSSSB18

Department Affected: Alaska Pension Fund Corporation

BRU:

Component:

Component Serial No.

FY 94 FY 95
21,833.3 22,706.7
21,833.3 22,706.7
21,833.3 22.706.7
21,833.3 22,706.7

Phone: 465-2350
Date: March 22. 1991

FY 96

23,614.9
23,614.9

23,614.9
23,614.9

Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agency(ics).

Rev 10/90

FY 97

24,559.4
24,559.4

24,559.4
24,559.4

1 of

1



March 22, 1991 Analysis of CS SS SB 10
Pension Corporation

Alaska State Pension Corporation is assumed to start up on
January 1, 1992 for the take over of retirement fund investments
on July 1, 1992 from Treasury. Start up costs include a separate
physical location, furniture and equipment, electronic hardware
and software, personal service costs, supplies and other
obligations. FY 93 costs represent Treasury®"s FY 92 budgeted
amount, separate physical location, personal service cost
increases and the management of SBS. Costs for FY 94 - FY 97
have been incremental increased by a compounded 4 per cent over
FY 93.



FISCAL NOTE

STATE OF'ALASKA SILL NO.CSSSSB18

1991 LEGISLATIVE SESSION

Revision Date: 3/22/91 Department Affected: Revenue

Title: Alaska Stnte Pension Corporation BRU:
Component: Treasury

Revenue Operations

Sponsor:  Senator Pourcliot

Requestor: Component Serial No.

OPERATING FY 92 FY 93 FY 94 FY 95 FY 96 FY 97

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES

EQUIPMENT

LAND & STRUCTURES
GRANTS, CLAIMS

MISCELLANEOUS 0 (19,316.7) (20,089.4) (20,892.9) (21,728.7) (22,597.8)
TOTAL OPERATING 0 (19,316.7) (20,089.4) (20,892.9) (21,728.7) (22,597.8)
CAPITAL
REVENUE

GENERAL FUND
FEDERAL FUNDS

OTHER 0 (19,316.7) (20,089.4) (20,892.9) (21,728.7)  (22,597.8)
TOTAL 0 (19,316.7) (20,089.4) (20,892.9) (21,728.7)  (22,597.8)
FULL-TIME

PART-TIME

TEMPORARY

Estimate of current year impact:

Brian C. Andrews Phone:  465-2350
Dale: March 22. 1991

Prepared by:
Division: Treasury Division
Approved by Commissioner:
Agency: Revenue
Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).

Rev 10/90 Page 1 of_J



March 22, 1991 Analysis of CS SS SB 18
Revenue/Treasury

Alaska State Pension Corporation is assumed to take over
retirement fund investments July 1, 1992. FY 93 1is the full
amount of the original FY 92 budget for retirement funds less a
personal service cost adjustment of 575.0 resulting from the
continual need for investment management of the General
Investment Fund, Endowment Funds and other State trust funds
which are currently be handled on a pro rata basis with
retirement funds. Costs for FY 94 - FY 97 have been incremental
increased by a compounded 4 per cent over FY 93.
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DEPAR'I'MENT OF REVENUE
POSITION PAPER

CS SS SB 18
Alaska Slate Pension Corporation

The goal should be lo provide for continued prudent management of State of Alaska retirement
funds. To accomplish this goal, there arc several alternatives including the following:

1. continued sole fiduciary in the Commissioner of Revenue.

2. a separate corporation managed by a board of trustees with minimal accountability to
the Governor.

3. a retirement board within the Department of Revenue.

A retirement board within the Department of Revenue as proposed in SB 10 is clearly preferable.
It requires minimal additional expenses, uses existing structures and staff within Treasury
Division, and provides for shared fiduciary responsibility.

State pension plans may be managed in a variety of ways including the three basic alternatives
listed above. A clear majority of states use an investment board within state government. A few
have a sole fiduciary but we are not aware of any who have a separate corporate structure. Most
boards are accountable to die governor. Mar:y years ago there were abuses of pension monies.
These abuses led lo fedaral and State laws governing pension funds. As a result, pension funds
are managed more responsibly with substantially greater member benefit protections.

In Alaska, members of state pension plans are protected. Article 12 of the Constitution requires
that there be no diminishment of benefits. In other words, a member's benefits may not be
reduced and benefit reductions can only be applied to new members. Absent die trust fund,
annual benefit payments would have to be appropriated annually. The members are guaranteed
their benefits by the State of Alaska. The State is required to actuarially fund the retirement
system. The State cannot remove monies from the fund to pay for other expenditures because
this would probably be considered a diminishment of benefits. By statute, members pay a fixed
rate toward funding a pension plan and the State and the participating subdivisions make up the
actuarially computed difference. The State, through its governor, should be in control of
managing the pension funds. This is because the State is the ultimate guarantor of benefits and
the members’ contributions rates are fixed. The pension monies should, of course, be managed
in accordance with rules of prudence which is presently the case.

The Commissioner of Revenue is now the fiduciary. In performing his duties, the Commissioner
is charged with applying the prudent investor rule in exercising his fiduciary duty in the financial
best interest of the funds entrusted to him and the beneficiaries of those funds. CS SS SB 18
("Bill") would apply this rule of prudence to a board of trustees. The concept of a shared
fiduciary has merit. Decisions regarding the management and investment of pension monies
would be shared by a board. The board members could bring their collective knowledge and
ideas to the decision-making process.



The separate corporation and member controlled board proposed in the Dill will cost more lo
operate and will be an entity with no accountability to the people tlirough their elected officials
and especially the governor. A fiduciary board can be constituted witliin the Department of
Revenue as was proposed in SD 10. litis board could perfomt the same functions as the board
proposed for the separate Corporation. A fiduciary board witliin Revenue would operate within
an existing structure at minimal additional cost and would be accountable to the governor. 'Hie
board would be charged with full fiduciary responsibilities and be required to exercise the

prudent investor rule.

The board of trustees created by the Bill would be controlled by elected members. The board
would elect its own chair. The board would consist of four elected members, two appointed by
the governor from political subdivision employer nominees, and the Commissioner of Revenue.
These seven then elect an eighth member which means the elected members have majority
representation. Trustees serve four year terms. The governor may not remove a trustee unless
the trustee cannot perfomt "nomtal™ duties due to mental or physical incapacitation, is convicted
of a felony, or commits an act that under State law constitutes a felony or misdemeanor that is
incompatible with service on the Board.

This board would be exempt from the procurement code, all its employees would be in the
exempt service, and the board would retain its own legal counsel. Widi all this independence,
the State must still indemnify the trustees against liability.

The Bill does set forth some good management tools. It provides for performance measurement,
investment advisory service, an advisory counsel, and an annual audit. Treasury now perfonns
many functions required by the bill. PERS and TRS funds have performance measurement by
a nationally recognized firm. All trust funds are audited by an independent CPA firm with an
opinion as to conformance with generally accepted accounting principles. Treasury uses
investment advisors, monthly financial statements are prepared, and results are presented semi-
annually to the PERS and TRS boards. The management practices set forth in the Bill can be
required of a single fiduciary or a shared fiduciary. In fact, these funciions should be performed
even if not required.

Treasury has been accused in the past of improper management, poor investment results, and high
costs. While there were some problems, the retirement funds averaged an annual rate of return
of 12.4% over the five years ended June 30,1990. By comparison, the Pennanent Fund averaged
11.3%. Based on the Pennanent Fund’s investment objectives, they achieved an excellent rate
of return. The retirement funds were more heavily invested in equities resulting in the higher
earnings rate. While it is true it cost more to manage the retirement funds, there is a reason for
this. Treasury manages several funds and not just one, it costs substantially more to manage
equities than fixed income securities, and the retirement funds are still managing real estate
mortgages acquired several years ago. If die additional rate of return of 1.1% (12.4% - 11,3%)
is considered, the retirement funds earned approximately $55 million ($5 billion at 1.1%) more
than if the Permanent Fund rate of return was earned. This is an annual amount of additional
earnings. These earnings far more than offset the additional cost. Also a substantial amount of
time is spent working the real estate mortgages wh'ch are becoming a smaller part of the total
portfolio. The real estate mortgages amounted to 23.9% of the portfolio at June 30, 1985 and
only 4.5% at June 30, 1990.



The Bill has recently been touted as a cure for the apparent problems with SBS invested monies.
SBS monies were managed and invested by the Department of Administration. The current
problems are certainly not due to retirement fund considerations. Moving SBS monies to an
independent corporation for management is a hasty reaction and may not be the best solution.
After all, SBS monies are immediately employee vested. Perhaps the employees should have the
opportunity to direct their investments.

The Bill provides that the corporation advise die Commissioner of Administration concerning the
investment of funds held under the State deferred compensation program. The first question that
should be resolved is who should manage deferred compensation monies. This program is
entirely voluntary and considerable consideration should be given to employee directed
investments. For both SBS and deferred compensation, a standard low-risk U.S. government
securities fund could be established. Employees wishing a more aggressive posture could elect

other options.

In conclusion, this bill sets up an independent corporation not responsible to the people through
the governor. The State, by Constitution, is the ultimate guarantor of pension benefits and the
employer rate is the one that fluctuates to meet actuarial requirements while the employee rate
is fixed. Yet the board would be controlled by members of the retirement funds and board
members could not be removed by the governor except in very unusual circumstances. The
corporation would be exempt from procurement code requirements and all employees would be
in the exempt service. The corporation can retain its own legal counsel and yet the State must
indemnify die fiduciary against liability. The corporation would experience substantial start-up
costs and would be administratively more expensive to operate than a board widiin Revenue.

A separate investment board created within the Department of Revenue should be established.
Most features of CS SS SB 18 could be incorporated into the investment board functions and the
board member composition could be modified to conform more to diat of proposed SB 10.



hb37.txt

TO: Representative Gene Kubina

FROM: Senator Pat Pourchot
Staff: Susie Barnett

RE: Comparison of CSHB(SA) 37 and CCSSSB 18
ALASKA STATE PENSION CORPORATION

DATE: March 4, 1991

1. SB 18 carries a Letter of Intent which encourages the board to
utilize local institutions and companies. HB 37 does not carry a
letter on intent nor contain language similar to the SB 18 letter
of intent.

2. SB 18 contains no language referring to the integration of
benefits administration, HB 37, in Section 1 Findings, refers to
integration of benefits administration "when prudent".

3. (Section 37.10.210) HB 37 has a 9 member board, SB 18 has an 8
member board. The difference between the two boards is:
SB 18 has a ACTIVE PERS/ACTIVE SBS trustee seat.
HB 37 splits the above seat (SB 18) into two separate seats;
1 ACTIVE PERS and 1 ACTIVE SBS.

SB 18 has a equal balance of elected an appointed seats, HB 37 has
a majority of elected seats.

4. (Section 37.10.210) SB 18 sets out specific reasons for removal
from the board, HB 37 states removal for just cause.

5. (Section 37.10.220) SB IS adds a requirement that the board
advise the Commissioner of Administration on investment of Deferred
Compensation funds and (Section 39.45,030) requires the
Commissioner to consult with the board prior to investing. HB 37

does not contain references to Deferred Compensation.

6. (Section 37.10.290) SB 18 allows exemption from taxation for
corporate assets, HB 37 does not exempt the assets.

7. (Section 37.05.146) SB 18 adds SBS and Deferred Compensation to
the list of funds to be excluded from the Program Receipts /General
Fund Definition, thereby protecting the funds.
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MEMORANDUWM

TO: Representative Gene Kubina
Chair, House State Affairs

FROM: Senator Pat Pourchot

RE: CSSSSB 18, the Alaska State Pension Corporation

DATE: March 4, 1991

Please find attached position papers and/or letters of support for
CSSSSB 18:

University of Alaska Southeast Faculty Senate

Alaska Council of School Administrators

University of Alaska Fairbanks Staff Council

Alaska Municipal League

American Association of Retired Persons

Department Of Revenue

Permanent Fund Board of Trustees



UNIVERSITY OF ALASKA SOUTHEAST
School of Education, Liberal Arts and Science

789-4418 **120 Glacier Highway « Juneau, Alaska 99801

February 12, 1991

The Honorable Pat Pourchot ,qM
Alaska State Senate fEB

P.0. Box V

Juneau, Alaska 99811

SUBJECT: The Alaska Stale Pension Corporation

Dear Senator Pourchot:

I am writing on behalf of the UAS Faculty Senate to express its support for the subject above. Last November
the Faculty Senate witnessed a Department of Revenue presentation on this matter and has reviewed the "Background
Information"” prepared by your office dated 10/10/90. I hope thai your office will forward a copy of the legislation
for further review.

The UAS Faculty Senate finds the initiative to have merit in a number of areas. One in particular concerns the
transfer of fiduciary responsibility for $5 billion from the control or one political appointee. Further, we agree that
such monies should not reside within the political arena but rathiT w:thin the control of those Alaskans who earned
them. It seems clear, moreover, that the funds may be brought to perform belter under the safeguards that are part of
the projioscd structure. This performance would allow the pension funds to pay for their own maintenance as well as
support solvency on behalfof beneficiaries.

As requested in your letter of November 26,1990, to the Executive Committee of the University of Alaska
Genera] Assembly, | have written on behalfof the UAS Faculty .Senate to the Southeast legislative delegation in
support of this legislation, and | have written to the Commissioner of Revenue and the Governor's Chiefof Staff. If
you will keep me abreast of developments and recommend what more can be done to support this change, | suspect
the UAS Faculty Senate will continue to support the measure.

The UAS Faculty Senate appreciates your sponsorship of this important legislation. Once again, if there be
more that can be dene by way of support, please call or write to me.

Sincerely yours,

Associate Professor of English
UAS Faculty Senate President

cc: UAS Faculty Senate
Chancellor Marshall Lind
Donna Chantry, UAS Assembly Prt ,dent
And President of the Classified Association
UA General Assembly President Ray Highsmith
UA President Jerome Komisar
UA Vice President for University Relations Wendy Redman

an institution of the University of Alaska statew ide system of higher education



AASAASSIOATIONC-H BVENTARY SCHOOL FRINOPALS
AASAASSIOATION G- HIONDARY SCHOOL FRINOPALS
AAKAASSAOATION O-SCHOOL ACMNISTRATTRS

= ALASKA COUNCIL OF SCHOOL ADMINISTRATORS =
326 Fourth St., Sulto 408, Junoau, AK C0B01-110°, (907) 586-9702 FAX (007) 580-5870

POSITION PAPER

SENATE BILL 18
"AN ACT ESTABLISHING THE ALASKA STATE PENSION CORPORATION;...."

The Alaska Council of School Administrators is in support of Senate Bill
18.

ACSA has always been concerned that any changes made to the state
retirement system be accomplished to first, insure the fund is actuarially
sound and second, to insure the maximum rate of return on it's
investments.

Further, we support the make up of The Alaska State Pension Corporation
Board of Trustees with representation from all groups effected by the
pension program. This includes current members of the retirement
systems, representation from employer groups who would be impacted and
representation appointed by the Governor. This broad base of
representation will insure a close communication and shared decision
making necessary for the success of the corporation.

To insure the stability of the board, we would support an amendment
defining "just cause" for reasons of dismissing board members.

We would like to express our appreciation to the sponsor of this
legislation for the foresightedness of the future of these retirement fund.



{ Jniversity of A laska F airbanks *

Governance Office
Fairbanks, Alaska 99775-0680
(907) 474-7964 « FAX: (90") 474-5213

January 16, 1991

Alaska State Legislature A
P.O. Box V (MS 3100) ST
Juneau, Alaska 99811

Dear Senator Pourchot:

Enclosed is a copy of a position paper regarding the PERS/TRS fund the UAF Staff
Council passed at its December 7,1990. Currently the PERS funds are managed by the
Commissioner of Revenue, a gubernatorial appointee. This places the fund in possible jeopardy
because of political pressure. Fiduciary responsibility for funds of this magnitude should not be
placed in the hands of just one person.

UAF Staff Council is recommending that the management board for the PERS/TRS fund
be separate from the Permanent Fund because the money belongs to a different group of people.
The reason for ensuring the separation of pension funds from the Pennanent Fund is the difference
in ownership use and needs of the PERS/TRS fund.

The paper has been forwarded to Wendy Redman, Vice President for University Relations.
Vice President Redman will be lobbying the legislature on this matter.

If you have questions regarding this matter, do not hesitate to contact me at 474-6162 or
Lola Oliver, President of the UAF Staff Council at 474-7114. If you would like to discuss this
matter further, 1 will be in Juneau on April 18 and 19 for the Board of Regents meeting.
Enclosed you will also find a 1991 UAF Staff Council calendar, enjoy.

Sincerely,

Lois Hildenbrand, President-Elect
UAF Staff Council

LH/kam

Enclosures



The UAF Staff Council approved the following at its Meeting #29 on
December 7, 1990:

MOTION PASSED (unanimous approval)

The UAF Staff Council moves to endorse the following position paper
regarding the PERS/TRS fund:

1.

PERS funds should be managed and invested by a separate public
corporation. This corporation should be developed for the specific
purpose of managing the investment and benefit administration of
public pension funds within the state of Alaska.

The Corporate Board of Trustees should have fiduciary responsibility
for the PERS fund and any other public pension fund managed by the

corporation.

The Board should be composed of: elected representatives of the
beneficiaries of the various funds; the Commissioner of Revenue
(nonvoting); and gubernatorial appointees from fund employers.
There should be equal representation between employers and
employees.

An Advisory Council of investment experts should be established by
the Board. The purpose of the Council should be to provide
information to the Board based on its cumulative expertise in
investment matters.

The Board should be responsible for hiring an Executive Director for
the corporation who in turn should hire his/her staff for
administration of operational and investment matters.

Under no circumstances should the PERS funds be co-mingled with
the Alaska Permanent Dividend Fund.

RATIONALE: PERS funds are currently managed by the
Commissioner of Revenue, a gubernatorial appointee.
This places the fund in possible jeopardy because of
political pressure. Fiduciary responsibility for funds of
this magnitude should not be placed in the hands of just
one person. The management board for the PERS/TRS
fund should be separate from the Permanent Fund



