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. TO: Members

Jomt Committee on Finance

FROM: Senator Brian Burke, Senate Chair
Representative John Gard, Assembly Chair
Joint Committee on Finance

SUBJECT: Actuaria] Report on Reopening Variable Trust Fund to WRS Participants

At the Finance Committee’s s. 13.10 meeting in June of 1998, the Committee acted on a
request from the Joint Survey Committee on Retirement Systems for supplemental funding for
the cost of actuarial studies. A supplement of $33,000 GPR was approved by the Finance
Committee for the Joint Survey Committee on Retirement Systems’ actuarial studies
appropriation.

As a part of that action, the Finance Committee also directed that the Retirement
Research Committee/Joint Survey Committee on Retirement Systems study the feasibility and
cost implications of reopening the variable retirement investment trust to Wisconsin Retirement
System (WRS) participants. The Finance Committee further provided that the Retirement
Research Comumittee/Joint Survey Committee on Retirement Systems was authorized to use up
to $5,000 GPR of the supplemental funding provided to obtain an actuarial review of the impact
of reopening the variable trust fund. Interest in such a change has arisen due to fact that, as a
result of Chapter 221, Laws of 1979, the variable trust fund has been closed to WRS participants
who were not already in the variable trust fund as of April 30, 1980, and recent investment
experience of the variable trust fund has attracted increased interest in that annuity option.

The Joint Survey Committee on Retirernent Systems arranged with Gabriel, Roeder,
Smith and Company, the consulting actuary for the Wisconsin Retirement System, to conduct an
actuarial study and review of the impact of reopening the variable trust fund to participation by
any WRS participant. This agreement was executed on April 22, 1999, but completion of the




study was delayed due to Gabriel, Roeder and Smith’s work on the annual valuation of the WRS
and two other requested actuarial studies. However, the study has now been completed and was
submitted to the Joint Survey Committee on Retirement Systems on August 4, 1999. That study
has also been provided to Committee Co-chairs and a copy is attached for your information. No
action on the study is required by this Committee. However, it is anticipated that the Joint Survey
Committee on Retirement Systems may consider this report at a future meeting of that
Committee.
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State of Wisconsin \ RETIREMENT RESEARCH COMMITTEE

Srett L. Dennison, FEA, MAAA
Dirsctor of Ratirerment Resosrch

110 E. Main Street; Room 722
Madisen, W1 83703

{808) 287.0807

Pax: (B08) 2070675

E-mail: scott dennisondrre.siate wiug

August 23, 1999

TO:  Representative John Gard, Jt. Finance Committce Co-Chair
Senator Brian Burke, It. Finance Committee Co-Chair
Representative Dean Kaufert, Member, Jt. Finance Committee
Members of the Jt. Survey Committee on Retirement Systems
Members of the Retirement Research Committee
Senator Fred Risser, President of the Senate
Representative Scott Jensen, Speaker of the Assembly

Senator Chuck Chvala, Senate Majority Leader A. Qf-*‘"‘""""

FROM: Scott Dennison, Director of Retirement Research
RE: Variable Annuity Actuarial Study

On June 4, 1998, at its Section 13,10 budget appeals meeting, the Joint Finance
Committee, acting at Rep. Kaufert's urging, requircd this office to have the Wisconsin
Retirement System actuary to study the implications of reopening the variable annuity to
active WRS members. The Joint Finance Committee appropriated $5,000 for this study.

The atudy is finally available having sufTered delays due to two other actuarial
studies and the actuaries’ regular valuation work, A copy is enclosed for your
information,

SD:db
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WISCONSIN RETIREMENT SYSTEM
ACTUARIAL REVIEW OF THE
VARIABLE ANNUITY PROGRAM

) PREPARED FOR THE __
o -_]OINT SURVEY COMMITTEE ON RET!REMENT SYSTEMS
AUGUST 1999

GABRIEL, ROEDER, SMITH & COMPANY



GABRIEL, ROEDER, SMITH & COMPANY

Consultants & Actuaries

1000 Town Center « Suite 1000 » Southiield, Michigan 48075 e 248-793-9000 800-521-0498 o fax 248-799-09020

August 4, 1999

_Wisconsin Joint Survey Cominittee on "~
- “Retirement Systems '
Madison, Wisconsin, .« .

Ladies and Gentleren:

The results of an actuarial study to assess the potential financial effect on the Wisconsin
Retirement System (WRS) of re-opening the Variable Annuity Program is presented in this
report.

Valuations were based upon participant data and financial information used in the last regular
annual actuarial valuation of the Wisconsin Retirement System as of December 31, 1998, and

' supplementary financial information fumished by the Department of Employe Trust Funds. -
Participant data is summarized on the following page. T R

Actuarial methods and assumptions were, except where otherwise noted, the same as those
adopted by the Employe Trust Funds Board in 1997 pursuant to the triennial experience study
covering the 3 year period from January 1, 1994 to December 31, 1996: Actuarial valuations
were conducted in accordance with: s;_anda_fds__of practice prescribed by the Actuarial Standards
Board and Wisconsin statutes. - - '

Respectfully submitted,
Gabriel, Roeder, Smith and Company

oy

Norman L. Jones, F.S.A.
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~ WISCONSIN RETIREMENT SYSTEM
ACTIVE PARTXCIPANTS INCLUDED IN VALUATIONS
.. DECEMBER 31, 1998

" Active participants’ included in the’ valuations fotaled 245,935 ‘with*an annual’ payroll totaling

$8.227.5 million, as follows:

ACTIVE PARTICIPANTS

“Apnual | ' Gmup Averages

i Earnings |~ o | 1 Yearsof | .
..»-Valuation Group. .| Number.| (5.millions) |. Earnings Age |  Service Contribs,

"“"Ge:n'e:ai T T 7017 $7.4568 | $32,847 | 442 1 C1L3 | $38,319

-_.EWC“““?GYOUP& ST T e )
_':Eleated Officials | 14501 " 73571 50664 | 5257 119 59,292

. watil Soczal Securlty Cb 1481000 57030 | 38509 | 382 {0 10 | 44503

A Protective Occupation . .- KESTIE o Ny _ N :
;arit_hp_ut__ch;_ia;_S_ﬁ_cu_r_.ity_ 2,638 - o 126.9_ _ 4?,‘_733 40.0 13.5 79,849

Total Active Participants 245,935 | $8,227.5 $33,454 43.8 11.3 - . -§39,264

Wisconsin Joint Survey Committee on Retirement Systems _ -2-



INTRODUCTION

Participants h1red pnor to 1982 had the optsou of reudzrectmg up to one-haif of their participant normal
contributions tc the Varizble Annmty Investment Trust (VRIT) VRIT assets are substantialiy all
invested in equities and partlczpant vanable accounts are credzted wzth actuai market rates of return
Conversely, the portion of participant contributions not so directed are credlted 1o the Fixed Fund
.-Fixed Retirement Investment Trust: (FRIT) assets are dfxs_tr1butcd_._.among a broad range of assets
categories, with about 60% being invested in equities. Fixed fund assets are gredi_;e_:d with a_sgﬁbothed

market-related rate of return.

At rc:nrement. the dszﬂrence between fixed and variable participant accumulations (called the varzabie
'emess) is’ dc)ubled by virtue-of an-employer. match 4 participant then begins receiving a Vanabia
Aanmty which is the actuarial equivalent of the ﬁxed annuxty that would otherwise have been payabfe
. plus (minus, if negatwe} the doubled 'Var_i_abie ‘excess account:” Each year during retirement, qﬁer
certain experience:adjustments, vari-ab_f_ic anm__tii__ics_ are increa;se_d or decreased based on the di_fferé'nce
between (i) the market rate of return on variable assets, and (ii) 5% (conversely, fixed annuiiiéﬁ, égﬁer
certain experience adjustments, are increased .or decreased based on the differénce'_bct&iféei_l.:iﬁ_g_ the

smoothed market-related rate of return on fixed assets, and (i1) 5%).

At the end of each calendar year, active variable annuity participants have the option of ending thei'r
variable pammpataon with respect to future c:ontubuimns Similarly, once a year variable annmtants
have the optton of convenmg their variable annuities to fixed annuities with respect 0 ﬁiturr

".payments. =

When the variable program began, fixed fund assets were invested primarily in fixed income
investment (bonds). By accepting the risk that variable returns would be lower than fixed fund returns
during some market cycles and that variable annuity payments would fluctuate more than fixed
annuities from vear to vear, variable participants had the expectation that their lifetime benefits would
be higher. In aggregate, the program has worked in that manner (i.e., more volatility and higher
average returns). The following section presents comparative information on the fixed and variabie

programs.

The Variable Annuity Program was closed to new entrants effective January 1, 1982,

Wisconsin Joint Survey Committee on Retirement Systems -3-



WRS FIXED & VARIABLE FUND EXPERIENCE
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WRS Fixed & Variable Fund Experience

The exhibits on the following pages provide an historical perspective of Fixed Fund vs. Variable Fund

activity, as follows:

Fixed and Variable published earnings rates since 1970.

Graphical comparison fixed and variable rates since
1970, demonstrating differences in magmtude and

rvolatﬂity

'_Hiustratmn of how accounts weuld have ac:cumuiated
‘under Fixed, Variable and 5% Capped interest crediting
‘based on.a 1/1/70 date of hire and WRS average
earnings.

Exhibit Same, except beginning date is 1/1/85.

Comparative statement of fixed and variable -annuity
" increases since 1983, Variable annuity increases have
averaged 3% a year greater than ﬁxed annuaty mcreases

e Graphwal cc)mparxson of ﬁxed and varzabie annmty
increases, demonstrating differences in magnitude and
volatility.

Wisconsin Joint Survey Committee on Retirement Systems -4-



EXHIBIT ]

Comparison of Fixed vs. Variable
.. Published Interest Rates

1970.-1998

Year Fixed Rate Variable Rate
1998 13.1% 18.0%
1997 12.8 23.0
1996 12.5 20.0
1995 11.3 27.0
1994 7.7 0.0
1993, O S 17.0
1992 1020 1.0
1991 12.1 28.0
1990 86 (11.0)
1989 181 240
1988 102 22.0
1987 14.0 (1.0)
1986 12.7 13.0
1985 12.5 33.0 -
1984 114 60
1983 11:2 260
1982 10.4 240
1981 10.0 40 -
1980 8.9 26.1
1979 1T 16.8
1978 73 9.3
1977 72 (2.3)
1976 6.8 25.0
1975 7.2 352
1974 7.2 (26.8)
1973 7.7 (17.2)
1972 6.7 13.7
1971 6.7 12.2
1970 5.6 4.7

Note: Prior to 1983, there were three separate Retirement Systems; the percentage shown is for the
Wisconsin Retirement Fund, covering General employes, Police and Fire but not Teachers.

Wisconsin Joint Survey Commiftee on Retirement Systems



EXHIBIT 1T
Comparison of Fixed vs. Variable
Published Interest Rates
1970 - 1998

Rate of Return

40

30

0wl

HY

=20

-39

TFixed Rate

=Vanable

1970 1976 1978 1982 198 1950 1994 1998

Years
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EXHIBIT V
Comparative Statement
$ Millions .
Annual Fun:d Actuarial Change in
Year Number Annuities Balance “Reserve Ratio Annuities CP1
- FIXED ANNUITIES

1983 57,770 $ 1777 $ 1,8303 ' § 1,7383 1.053 5.0% 3.8%
1984 60,302 2143 2,2555 - 2,1203 1.064 6.0 4.0
1985 62,953 2576 2,758.2 2,561.0 1.677 72 38
1986 65,425 303.5 3,256.9 30212 1.078 7.6 1.1
1987 67,688 3669 3483 3-:;7' 3,594.6 1.067 6.7 44
1988 70,017 4206 43196 41509 1.0l 4.1 44
1989 73,232 488.7 5,487.4 - 4,928.1 1.113 - 113 4.6
1990 77,666 6113 6,443.8 6,219.1 1.036 3.6 6.2
1991 79,465 660.4 7.137.8 . 6,7113 1.063 6.3 3.0
1992 81,508 7323 7,782.4 7,456.6 1.044 4.4 3.
1963 83,836 801.7 8,608.2 8,2053 1.049 4.9 2.7
1994 86,214 £82.2 9,286.2 9,029.6 1.028 2.3 2.7
1995 88,998 955.8 IGASET T 59,8040 1.056 5.6 26
1996 92,198 1,065.8 11,699.8 - 10,9771 1.066 6.6 33
1997 95,128 11884 - 13,185.1 - 12,2404 1077 7.7 1.7

_ '_19?8 99,1 12 . 1,3495 149518 | - 13.943.0 1.072 7.2 1.6

16 Year Average o - | 6.0% 33% -
VARIA BLE ANNUITIES

1983 13,508 $ 259§ 2894 § 2450 18] 18.0% 3.8%
1984 14,520 342 o 3292 327.5 1.005 0.0 4.0
1985 15,529 38.0 463.1 366.6 1.263 26.0 3.8
1986 16,276 51.8 538.7 498.6 1.080 8.0 [.1
1987 17,084 60.4 548.8 5842 0.939 (6.0) 4.4
1988 17,779 61.4 642.6 594.0 1.149 14.0 4.4
1989 18,502 75.9 §78.1 - 756.5 1.161 16.0 4.6
1990 19,922 101.0 8686 1,013.4 0.857 (14.0} 6.2
1991 20,538 91.5 L1013 929.7 1.184 18.0 3.0
1992 20,968 112.6 1,208.6 1,147.4 1.053 5.0 3.0
1993 21,623 123.7 1,407.9 1,268.0 1110 .0 2.7
1694 22,248 144.6 1,418.0 1,487.0 0.954 (4.0) 2.7
1995 22978 [50.2 1,854.2 £,556.0 1192 19.0 2.6
1996 23,725 1808 2,264.9 1,976.7 [.146 14.0 33
1997 24,462 228.2 2,800.0 23715 1181 18.0 1.7
1998 25,424 2895 3,400.5 3,0355 1.120 12.0 1.6

16 Year Average 9.2% 3.3%

Wisconsin Joint Survey Committee on Retirement Systems | -9-
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. CONSIDERATIONS OF
RE OPENING THE VARIABLE PROGRAM




Pros and Cons of Re-Opening
The Variable Annuity Program

Arguments in Favor of Re-Opening

(W]

Choices: Participant choices would be expanded.

" Hybrid Features: - The: Variable: Annuity. Program.enhances WRS hybrid. features which. may

answer some of the concerns of those who have propesed defined contribution plan options.

Tiers of Participants: ’{‘he present dtstmctmn betwean those pamclpants whc have the vanable
annuity option. and those who do not would-be: ehmmated : '

- Potent:al For: Hzgher Beneﬁts. Historically, equity fund. returns have exceﬁded balanced fund

returns by over 2% a year over long periods. New participants would be given the opportunity of
sharing in favorable market returns, thereby increasing their expected future retirement income.

The Monte Carlo illustration of sample account accumulations on the following page illustrates this
point. As expected, there are periods when fixed accumulations exceed variable accumulations, but
there is an expectation that cumulative long-term variable returns will exceed fixed returns. Other
Monte Carlo projections (which are available upon request) would produce different year-to-year
outcomes, but long term results would be similar.

Admmxstrat;on* Record keepmg and repomng mechamsms to efﬁcxenﬂy admmaster thf: pmgram
are already in piace

Cost: If the 5% cap on participant interest credits is removed, the variable annuity pxogmm could
be implemented with no effect on near-term contribution requirements.

Risk Transfer: There is an investment risk transfer between employers and participants inherent
in the variable annuity program. In down markets, an expanded variable annuity participation
would serve to dampen the upward pressure on contribution rates that would otherwise occur. {See
additional discussion of this point under Arguments Against on page 13.)

Wisconsin Joint Survey Committee on Retirement Systems -11-



Wisconsin Retirement System
Monte Carlo Illustration of Participant Account Accruals
- Fixed vs. Variable Interest Crediting

. Fixed ... Variable
Mean Rate of Return (ROR) 8.0% TU10.0%
Standard deviation 8.0 8.0
| Annual pay increases C a6 46
Participant contribution'rate © 50 T AR 1 | O
Fixed Variablé -
. - L . o -.-Balance. e _Bglance Variable
Age -0 Salary o Contrs o o ROR:o EQY. ROR. EOY Excess*
35 $20,000 . $1,000  1422% § 1,000 17.12%  $ 1,000 $ -
36 20,920 1,046 15.55 2,202 18.24 ©2,228 27
37 21882 . 1094 - 78 3467 (17.35) 2936 . (831)
38 .. - 22889 1,444 9.33 .. 4935 ., . 16.16 4,555 (380)
39 . ..23942- 1197 . 689 . 6,472 544 6,000 (472)
40 25,043 1,252 043 7,752 1537 7344 (408)
41 26,195 1,310 550 9,488 744 19,200 (288)
42 27400 . 1,370 484 11317 12.40 11,710 393
43 28,660 1,433 0 921 13,793 2296 ¢ 158327 2,040
44 C 29979 1499 1264 17,035 " 16.56 119,953 - - 2918
. . 45 : 3; ,358 - 1,5_63 o :'.'_.3.6:8.7{ REEINE SR I i f S 26‘}’2 L 26;_3'.52 L 5376 -
46 32,800 1,640 42350 25,769 (183 - 280010 0 22320
47 34309 1,715 1233 30,662 20.08 35,339 4,677
- 48 35887 ¢ 1,794 1171 . 36,047 13.28 .. 41,826 . 5,780
- 49 .-37,538 - 1877 . .979 . 41,452 14.72 49,860 8,408
50 39,265 1,963 . 1039.. . 47,723 . . 4.16 53,898 6,175
51 41,071 2,054 . 651 52,883 264 57,374 4,491
52 42,960 2,148 5.56 57971 872 64,525 6,554
53 - 44,937 - 2,247 - 297 - 61,940 352 . 69,043 7,103
54 47,004 2,350 597 67,988 16.88 83,048 15,060
55 49,166 2,458 557 74,233 121 86,511 12,278
56 51,427 2,571 492 80,457 6.00 94273 13,816
57 53,793 2,690 7.74 89,374 14.88 110,991 21,617
58 56,268 2,813 8.09 99,417 17.60 133,338 33,921
59 58,856 2,943 11.73 114,022 16.80 158,682 44,660
60 61,563 3,078 13.67 132,687 15.60 186,514 53,828
61 64,395 3,220 9.68 148,750 (0.15) 189,454 40,704
62 67,357 3,368 9.83 (66,741 16.72 224,499 57,759
3 70,456 3,523 6.44 181,001 1.93 232,355 51,353
64 73.697 3,685 2.46 189,139 (1.67) 232,159 43,020
65 77,087 3,854 5.86 204,077 14.96 270,745 66,668
Mean 8.61%# 10.11%

* I'ariable excess is the Variable Balance EQV minus Fixed Balance EOY.
# Fixed fund returns benefit front an initial balance in the Transaction Amortization Account.
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Arguments Against Re-Opening

1.

Administration: ' If the program is re-opened without lifting the 5% cap on interest credits for
pcst~1981 hires, .it.is expected that a very high portion of post-1981 entrants would elect to
participate. This initial surge of ¢lections, potentially exceeding 100,000, would be difficult to
cope with efﬁaently

Risk Transfer' As indicated prevzeusly, there is an mvestment risk transfer between employers
and participants inherent in the variable annuity program. As a result, in favorabie economic
environments. employers would be forgoing potential future rate reductions In that regard,
consider th_e__fpliqmng,

1 Rule of Thumb Eac:h 1% mvestment gam (ioss) translates: appmxxmaiely
m‘m a 0.1% reductzon (mcrcase) m c:ontrtbutxon rates.*

To xﬂustrate in a year when Fixed Fund earnmgs are 12%, rates may, in. 1solat10n be cxpected to
drop by .4%. Measurement of the extent of the risk transfer is beyond the scope of this study.
However, heavy participation in the Variable Annuity Program could; as a rough estimate, reduce
that effect by somewhere between a.quarter to a half

Current Fued Fund Structure. Fixed trust fund assets are now mvesied apprommateiy 60% in
equities. - Uncapping fixed fund mtﬁrest credits may substantiaily eliminate participant interest in

- the variable- procrram especxaliy in izght of tl”ie substanuai beneﬁt of the 1ower voiatxhty of ﬁ}\ed _

L fund retums

Timing: It is likely that the turbulent investment markets of the 1970's entered into the decision to
close the Variable Annuity Program Since then we have witnessed the longest bull market in our
hlstory Rﬁ«openmg at this time entails the risk’ of repeating “buy hagh - seil low" activity that is
mccnszstent with iong-tcrm re:tuemcat planning objectives -

* Una’cr the comp[e). WRS fundmg mechamsm the timing of the recogm!zon of gains is generally not
immediate.
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CONCLUDING COMMENTS

We recommend that consideration be given to re-opening the Variable Annuity Program only if the
5% cap on participant contributions for post-1981 entrants is removed. If it were re-opened under
the 5% cap, and:-participants were g-i-jmn the option of re-directing one-half of their contributions, it
is expected that the financial effect 'ﬂ'&_féuld be close to one-half of the full cost of removing the cap

(see following page).

If the cap is removed, re-opening the program would have minima! expected financial effect on
WRS. In-the long-term, a high level of participation would result in an additional transfer of

investment risk (and potential rewards) from employers to participants.

B

The decision of whether or not to re-open the program (again assuming removal of the 5% cap)

should be based on what constitutes good benefit design. Central to that debate should be the

.cnnsxderatmn of whethcr ot 1ot the current. ﬁ:xed fund program has enough attributes of the ongmai )

varxable axmmty program to make re- openmo unaecessary
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INTERESTED CREDITED TO PARTICIPANT ACCOUNTS
IN THE FIXED FUND

" Rate Credited for Purpese of .

. Money Purchase

Date of Participation Minimum | Refunds
Present - :
Prior to 1982 Actual* - Actual*
Jantary'1,1982 & Later ..o ... . 5% . _ 3% _

* Based on smoothed rate of return.

EFFECT OF COMPUTED CON’I‘RIBUTI@N RATES
OF REMOVING INTEREST CAPS* N

Protective Occupations

Executive With Without
General & Elected Social Security Social Security
0.49% 0.40% 0.17% 0.06%

* Based on prior supplemental actuarial valuation as of December 31, 1 997.
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VARIABLE ANNUITY CURRENT PROVISION
WISCONSIN STATUTES SECTION 40.04(7)

(7) The reserves established under subs. (4), (5) and (6) shall be divided both individually and for
the purposes of sub. (3) between a fixed annuity division and a variable annuity division. All required
and additional contributions shall be credited to the fixed annuity division except:

(a) As otherwise elected by a participant prior to April 30, 1980. Any participant whose accounts

-~ on January '1;-1982;include.credits segregated for a variable annuity shall ha_v?:hi_s or her required and
additional contributions made on or after January 1, 1982, credited to the variable annuity division in a
manner consistent with the participant's-election prior o April 30, 1980, unless prior to January 1,
1982, the participant terminated such election under s. 40.85, 1979 stats. The department shall by rule
provide that any participant who elected variable participation prior to April 30, 1980, may elect to
cancel that variable participation as to future contributions. - The department's rules shall permit-a

‘participant who elects o has elected to’cancel variable participation as to future contributions, or an
annuitant, to elect to transfer previous variable contribution accumulations to the fixed annuity
division. A transfer of variable contribution accumulations under this paragraph shall result in the
participant receiving the acerued gain or loss from the participant's variable participation. A participant
may specify that election to cancel participation in the variable annuity division is conditional. If the
parficipant so specifies the election is effective on the first date on which it may take effect on which

the participant:

e 1. Is an annuitant and the amount. of the annuity the participant or member will receive if the -
“ 7 olection is made effective. is greater than or equal to the amount ‘of the: annuity the
participant or member would have received if the participant or member had not elected
variable participation; or

9 Is not an annuitant and the accumulated amount which is to be transferred to the fixed -
annuity division is equal to or greater than the amount which would have accumulated if
the segregated contributions had been originally credited to the fixed annuity division:

b) An election under par. (a) is irrevocable and continuing except a participant or member may
make a conditional election unconditional by filing written notice with the department.

¢) Any participant whose required contributions are segregated in any portion to provide for a
variable annuity may direct that any part or all of subsequent additional contributions credited to the
participant's account be segregated to provide for a variable annuity and may at any time by filing a
form prescribed by the department change the portion being segregated for any future additional

contributions.
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VARIABLE BENEFITS
WISCONSIN STATUTES SECTION 40.28

40.28 Variable benefits. (1} Any annuity provided to a participant whose accounts include credits
segregated for a variable annuity shall consist of a fixed annuity and a variable annuity.

(a) The initial amount of the variable annuity shall be the amount which can be provided on the
basis of the actuarial tables in effect on the effective date of the annuity by the following amounts, if

otherwise available:

1. "The amount of the addi:tidnai- contribution accumulations reserved for a variable annuity as of
the date the annuity begins;

2. The amount equal to 200% of employe required contribution accumulations reserved for a
variable annuity as of the date the annuity begins; and

3. The amount equal, as of the date the annuity begins, to the accumnulated prior service credits
reserved for the participant for a variable annuity within the employer accurnulation account, -
together with the net gain or loss credited to the accumulations.

(b) The initial amount of the fixed annuity shall be the excess of the total annuity payable, as
. determined unders. 40.23, over the amount of the variable annuity: =« TR

(2) Whenever the balance in the variable annuity reserve, as of December 31 of any year, exceeds
or is less than the then present value of all variable annuities in force, determined in accordance with
the rate of interest and approved actuarial tables then in effect, by at least 2% of the present value of all
variable annuities in force, the amount of each variable annuity payment shall be proportionately
increased or decreased, disregarding fractional percentages, and effective on a date determined by rule,
so as to reduce the variance between the balance of the variable annuity reserve and the present value

of variable annuities to less than one percent.

(3) Except as otherwise specifically provided, benefits based on variable accumulations shall be
determined on the same basis and paid in the same manner and at the same time as benefits based on
accumulations not so segregated insofar as practicable considering the nature of variable annuities.
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