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A VARIABLE A?\:--:mTY PROGRAM -
IS IT FEASIBLE FOR IPERS? 

Introduction 

Somp. ir..terest has bp.e~ expressed from t:_me to time in the development 

of a Va!"iable An!'l:.;.i.ty Program as an additionaL feature of the Io\va P...tbli.c 

E!Y';.ployees Retirement Systen1. This ;tlterest app~ars to have been gen­

erated hecal:se of the success achieved by the TV'A-CREF Ann:lity Pro-

grarr.. for Employees of colleges and universities. The ~ogicat que!;tion 

ari~es: 

.'IIf it is a good progran1 for the higher education people, why 

\vauld it not al~o be a good prograITI. for aU public employees 

in the State of Iowa; therefore. why not institute such a pro .. 

gr"rn as part of the IPERS System?" 

The purpose of this report is to examine thE' foregoing guest:on and giv~ 

th~ LegiSlative Retire::'lent Study COrnmittee a basis for declsl(')n m2~king 

On this q'clestion. 

What Is TIAA-CREF? 

TLAA (i.~. Teac:h.ers Insurance and Annuity Association) is a non-pl'ofit 

legaI. reServe life inSllra:1Ce and annuity cumpany inco:rporated in the 

State of New York. The campany was founded in 1918 by the CarnE' gie 

Founcabar. far thE' advancement of teachi"il' CREF (i. e. Callege Re­

tirerne"t Equities Fund) is a separate non-prafit carpa"ation, compan­

ion to TIAA, established in 1952 by a special act of the ~ew Yor\<: State 

Legislature. Eligibility for purchase of annuities from TIAA-CREF is 

limited to employees of colleges, universities, private schools and cer­

tain other non-profit re8earch or educational organizations. The type af 

annuity provided by TIAA -CREF i.s technically known as a IIrnoney purchase~r 

annuity - 1. e. a person:~ contributions are accumulated to retirem~nt age 

and then applied to provide a monthly annuity far life thereafter. The 
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amount of the monthly annuity is whatever the accumulated contributions 

will buy. 

The TIAA-CREF annuity is purchased in two pieces - One piece from 

TIAA and the other from CREF. The cO:1tributions used to purchase 

the TIAA annuity are invested in fixed dollar types of securities and the 

contributions are accumulated at a fixed rate of interest each year. At 

retirement the accumulated contributions in TIAA at-e applied to provide 

a fixed income annuity for lifetime. 

The contributions used to purchase the CREF annuity are invested in 

stocks. The annuity value vat-ies to reflect the growth or decline in 

value of the stocks. Technically, a mer'!.'"lber is purchasing a unit of 

annuity each year in CREF and then the annuity u:lit value varies in 

accordance with the performance of the stock. in the portfolio backing 

up the CREF unit annuities. At the tirnt: oi a member's retirement the 

CREF accum~lated annuity ur..it value is applied to provide a variable 

annuity under which the periodic payments to the retiree will cO:ltinue to 

vary during the time of retirement in accordance with performance of the 

stocks backing up the CREF unit annuity. 

The members (or policyholders) can invest their fult an:luity premium 

with TL,\A or if they participate in CREF they may invest 1/4, 1/3 or 

1/2 in CREF and the balance in TIAA. CO!'ltribution rates to TL,\A -CREF 

in the State of Iowa for higher education personnel are 5% by the employees 

and 10'7'0 by the employer. 

Probably the one most unique featene of the TIAA -CREF program is the 

variable annuity concept of CREF whereby the employee may choose to 

put a portion of his money into a stock market investme!'lt with the assoc­

iated risks and prospects of growth. 

Another important feature of this program is portability. The members 

of the program have ownership of their annuity policies which they take 
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\vith the:"!'"'. as they may mo~:e frorr. Or..e positior.. to another '..vit:tin the 

qualifying fields of ecuca~ion to which membe~ship in TLA.A -CREF 

is available. 

A \. a ria b 1 e Ann u i tv Fe a t Cl r ern The I PER S Pro g ram 
Is It Practical? 

The Iowa Public Employees Retirement Syst"m was originally established 

in 1953 as a money purchas~ annuity ?rograrn. This is t!-'le satT.e type of 

program as TLAA; it d,ffers ho,"" CREF mainiy with respect to the type 

of investments backing Gp the annuity - i. e. the IPERS money purchase 

annuity program \vas always in fixed :ncorne securities with r..o invest-

nlents in stocks. 

In 1967 IPERS was revised in a rnajor way by cha:1gi:1g the type of bene-

fit formuLa from I!rr.oney purchase" to a defined benefit formula. This 

meanS that insteac of havi!1g a member's annuity based directly on lois 

accl!mulated contributi.ons (and that of his employers), his =etirement 

income from IPERS is r.ow based on a formula related to a percentage 

of his salary and his years of service. Currently the IPERS formula 

provides a fixed annuity c!"edit for each year of membership service 

equal to 1. 570/0 of salary (up to $10,800) for that year. 

Now to the question: 

':\Vhat is the problem with installing a variable annuity feature 

in the IPERS pro gram?" 

We feel that the defined benefit formula method of det"rn1ining a person's 

an!lLlity at retirement is not compatible with the variable annuity concept­

i. e. the "money pLlrchase" method is es sential to the efficient operation 

of a variable annuity as with the CREF program. It is our opinion that 

it would not be practical to attempt a variable annuity feature Llr.der the 

defined ber.efit formula concept of the IPERS program. There would be 

a number of problems, both f:oom the standpoint of equity among partici-

pants and of administration, but one of the most significant problems 
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would be in establishing how much of the benefit would ultimately be pro­

vided unde r the defined benefit portion of the program so thOlt proper 

fLtnding could be maintained with some degree of certainty. Th"refore, 

we feel that the installation of a variable annuity feature in the IPERS 

program would requi:re establishrr'!ent of a new segment to the progranl 

separate from the defined benefit formula. This separate segment 

would be designed similar to CREF - i. e. a money purchase annuity 

backed by investments in stocks with the va riation in stock values being 

reflected in each participant's variable unit annuity values. This seg­

ment of the program could be supported solely by employee contributions 

or a combination of employee and employer contributions which would be 

in addition to the basic defined benefit formula IPERS program to which 

all employees and employers would be required to contribute. Partici­

pation;" the variable annuity segment of IPERS could be made option"l 

\vlth the errJ.ployccs and the extent of the employee participation as to his 

contributions could be on a varying basis - i. e. employees be permitted 

each year to elect a certain percentage of contribution to be made into tite 

variable annuity segment of IPERS during that year. 

Major Advantag"s and Disadvantages 

Three major advantages to the TIAA-CREF annuity system are 

(I) Growth prospects in the CREF variable annuity, and 

(2) Portability made possible by the fact that each partici­

pant in TLA.A -CREF has indi videlal annuity policies issued 

in his Own name, and 

(3) The high level of contributions to the TLII.A-CREF program 

- i.e. 5"/0 of salary by "mployees and 100/0 by employers. 

The n,ajor disadvantage to TIAA-CREF is its basic structure - i. e. "rr.oney 

purchase" type of benefit. Any money purchase annctity system is always 

faced with the battle against rising salaries and inflation - i. e. increasir!g 
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\vage or salary levels tc:lc. to erode the IT4or:.ey purchase a!1.:Luiti.es \v~en 

compared to a per!:ion:s salary level at tirr:.e of reti::-ement. 

Conclusions 

V'Ie believe that the a?propriate d!rection for the basic IPERS program 1S 

the defined benefit forr!'.ula which was established in 1967 to replace the 

money purchase system. Vre further believe it app!"opriate to change the 

defined formula benefit from the career average salary approach (i. e. the 

unit of annuity earned each year is computed on the employee 1 s salary for 

tb.at year) to the final average salary approach (i. e. the total annuity is 

computed on the basis of the employee's final average salary). This is 

I 
I 
I 
I 
I 
I 
I 

the direction in which the Legislative Retirerne:1.t Study Corn .. "Tlittee's efforts I 
are being directed in studies which have been made up to this tir!'.e. 

If the variable annuity concept is consicerea to be sufficiently desirable 

for IPERS. then we strongly recommend that it be estabilshed On a 

"separate seg:nent basis:: using the rr~oney purchase concept and a sepa!"'ate 

fund account invested in stocks to suppo::-t the variable ann~ity program# 

like CREF. We can "isualize this being an ontional feature sunported bY' 
~ ~ . , 

optiO!1.a.l ernpioyee ccnt::-~bution$ only in add~i.tion to the contributions !"e-

quired for the basic IPERS defined formula beneE!: program. 

However, we also wish to point out that a program of this type 1S already 

available, individually, to Iowa Public Em?,oyees - i. e. a deferred com­

pensation program whereby employees may elect a reduction in wages and 

have the amount of such reductior. set aside for retirement. This prograIT'~ 

is set out in Section 12 of Chapter 509A of the Iowa Code which reads as 

follows: 
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5U9.'\.12 J)(:f('rn:~d (;OllqH'Jl~:-ttjon progr;.HI\ 

f01' g'o,-C'rnllll"J1{al l'mploy(~(~S. J\t ~he rr:qut.'st 
of an c:T.;:>loy~e the gO\"cr:1::1g Lcdy ."h:.!) hy 
cO~I~r;wtU:11 ag~'~>er;~t>:t: 3cq:.,i:'e <.lll in:.iivi(h:al· 
Or g:"OUP life insu:";:;;nce <.:o!:~r.:'H;t, a~;~~:i'y co:}· 
tract, security 0:- ~!,1~' c~hE:r Jeft...'[j~~! p<:;ymer:.t 
contract fo:- the p1;rj)t)Se of fun(ii:1g: a clel~rred 
cO:-:1pcns,U:on rrosram for an err.;)~cy(:oe. frC:;l 
2ny cO)":1pa:1Y the (:mp:oy(~e T':":a.y cheese ti~<lt 
is 2.uthorized to do h~;-;ines> in thi3 !;~ate and 
from any life Ui1Cf;;,wii;..er ci..lly liC8:1Sed by 
this state Or !:-om fI;,V :,e:~ur:t~es (~e1:er or !'ales· 
man regi5~eced i!1 ~his S:2:te to COn~rd(;t busi· 
ness in th::::. state. The <:o?fer:-ed co:n~)ensati()a 
p:-0g::-am s.hall b~ adrninister:?:d so that the 
st~re (;olY.p:roili"r or ;;is desig7lees may rer.:it 
One S~r:.l for the en~i:,e prcg:-am accorc.ir:g to 
a single billing. 

'The p:-o\'~::;:()ns cf :hi;.; $;2c~:(ln shall h~ in 
<lrldition to any oenefit pro~rc::m provided by 
law for any e-rr.ployee,:; of the state or any of 
its political sulxHv:s:O:1S. (64GA, ch 1112,§1] 

Finally, we conclude that a variable annuity program is feasible for 

IPERS on a "separate segment basis" as described above. Howeve::, 

we believe that in the Committee's decision regarding a variabl.e annuity 

segment for IPERS, it should take into cOlOsideration the quest,o,", of 

whether or not. Section 509A. 12 of tloe Iowa Code will adequately ser">·., 

the need. of Iowa Public Employees desiring to avail themselves of 

variable annuities through private funding mediums. 

FRI/DJS:jn 

Respectfully submitted, 

,~--;/;lCJ 
7 /[.~.,d-~~-

Fenton R. Isaacson, F.S.A. 
Consulting Actuary 

/J~~/0 9 tr$~~ 
Denis J. Sullivan, F.S.A., J. D. 
Consulting Actua ry 
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