April 11, 2014
VIA EMAIL
Mr. Mike Barnhill
Deputy Commissioner
Department of Administration
State of Alaska
333 Willoughby Avenue
6th Floor State Office Building
Juneau, AK 99811-0208
Re:

Fiscal Note for HB 385 - Governor’s Proposal for Funding PERS and TRS

Dear Mike:
As requested, we are providing the following information for a Fiscal Note on HB 385; the Governor’s
Proposal which transfers an amount of $3 billion from the budget reserve fund into the State of Alaska
Public Employees’ Retirement System (PERS) and the Teachers’ Retirement System (TRS) in fiscal year
2015. This proposal would also amend the additional State contributions in fiscal years 2016 through
2035 to a fixed $500 million annually, with additional appropriations as necessary to keep the systems
funded consistent with actuarial standards. An amount of $1,881,370,000 of the $3 billion will be
allocated to PERS and $1,118,630,000 of the $3 billion will be allocated to TRS. The amount of $157
million of the $500 million will be allocated to PERS and $343 million of the $500 million will be allocated
to TRS each fiscal year beyond 2015. The proposed changes would become effective as of July 1, 2014.
Our results are based on the 2012 actuarial valuation results as the 2013 actuarial valuation results are
not yet final. A projected analysis of the Governor’s Proposal for PERS and TRS is shown in the exhibits
following this letter.
Actuarial Projection Analysis of Governor’s Proposal
The Governor’s proposal changes the future pace and funding pattern of state and employer
contributions to PERS and TRS. It does not change the benefit provisions, expected future benefit
payments, or the actuarial liabilities of PERS and TRS. In order to measure the fiscal impact of the
proposal, Buck performed 30-year actuarial projections of the expected funding patterns for both the
current funding policy adopted by the Alaska Retirement Management Board (ARMB), referred to as the
Baseline, and the Governor’s Proposal.
First, the proposal provides increased immediate funding by transferring $3 billion from the budget
reserve fund to PERS and TRS in fiscal year 2015. This transfer immediately improves the funding
levels of PERS and TRS and lowers future funding needs. Levels of funding at any point in time are
measured by the funding ratio which equals the ratio of the systems assets divided by the accrued
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liability. For both PERS and TRS, the funding ratio is expected to increase almost 7% at the time of the
transfer.
Second, future annual additional state assistance contributions, subject to appropriations, are fixed at
$500 million per year and are paid until the funding ratio reaches 100%. Based on our projections, we
estimate this will occur in fiscal year 2037 for both PERS and TRS using the allocation noted earlier.
This represents an extension of the funding period of six years from the current policy which is expected
to reach 100% funding by fiscal year 2031.
The overall impact to state funding of PERS and TRS is shown on Exhibit 1 and 2 attached. The fiscal
impact of the $3 billion transfer lowers overall state assistance funding, and the extension of the funding
period by six years increases overall employer funding. The net result is an increase in total state
funding (state’s contribution as an employer plus additional state assistance) from fiscal years 2015 to
2037 for PERS of $495 million and for TRS of $618 million, or a total of $1,113 million. The funding of
other non-state employers of PERS also increases from $2,904 million to $4,392 million, or a net
increase of $1,488 million. Greater detail of our projection results for both PERS and TRS is shown in
Exhibits 3 through 6.
Funding Policy
It should be noted that these projections are not predictions, but rather expectations assuming all of the
actuarial assumptions are exactly realized, including an 8.00% investment rate of return in each year
from 2014 to 2043. To the extent actual future experience is different from what we have assumed, the
actual results will increase or decrease the funding levels shown in our projections. We recommend
policy makers take this into consideration when setting long-term funding policy.
There are many budgetary approaches being used today by public employers and states to fund pension
systems. The most common are (1) the actuarial contribution approach, and (2) the fixed dollar or fixed
contribution rate approach, typically set in statute. Alaska is currently using the actuarial contribution
approach. Under this approach, the actuary performs an actuarial valuation each year to determine the
contribution rate needed to fund the accruing benefit (known as normal cost) and amortize the unfunded
past service liability over a defined period. The contribution rate will vary year by year given changes in
experience, actuarial assumptions, methods, or plan provisions. These changes to the contribution rate
keeps funding on a path to fully amortize the unfunded past service liability within the defined period.
Alaska currently uses a 25 year fixed amortization period from the date portions of the unfunded liability
are established.
The Governor’s Proposal (HB 385) changes the funding policy for the additional state assistance
contribution from the actuarial contribution approach to a fixed dollar contribution approach. Employer
contributions will still be determined on the actuarial contribution approach with a cap of 22% of total
payroll for PERS and 12.56% of total payroll for TRS. Future annual actuarial valuations will be
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performed to measure the ongoing actuarial positions of PERS and TRS and any changes in the funding
period or date when the systems are expected to reach a 100% funding ratio. An important feature of
HB 385 provides that, if any future actuarial analysis determines that the fixed annual state contribution
amount is insufficient to amortize the unfunded past service liability over a period consistent with actuarial
standards, the state will contribute, subject to appropriation, an additional fixed amount to keep the
systems funded within actuarial standards. We recommend policy makers consult with the system’s
actuary to determine the conditions under which additional state contributions would be necessary.
Summary for Analysis of Governor’s Proposal
The data, assumptions, plan provisions and methods used for the estimated costs are described in the
actuarial valuation reports as of June 30, 2012 except that future contributions from the State have been
based on the Governor’s Proposal. We have also used the 12.50% investment rate of return in fiscal
year 2013 and an 8.00% investment rate of return in all future years beyond fiscal year 2013 to project
fund balances. The bill will become effective July 1, 2014.
Please let me know if you need any further information.
Sincerely,

David H. Slishinsky, ASA, EA, MAAA, FCA
Principal, Consulting Actuary
c:

Ms. Kathy Lea, State of Alaska
Mr. Brandon Maitlen, State of Alaska
Mr. Kevin Worley, State of Alaska
Mr. Chris Hulla, Buck Consultants
Ms. Kyla Kaltenbach, Buck Consultants
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