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STATE OF ALASKA
1S93 LEGISLATIVE SESSION

FISCAL NOTE
BILL NO. SB 111

Revision Date:_____________________________________________Dept. Affected:_________Administration
Title: An Act establishing the defined contribution plan fo r  BRU: Retirement and Benefits
public employees: requiring the preparation of certain actuarialComponent: Retirement and Benefits
va luations .................................................................
Sponsor:  Senate Finance Committee_____________
Requestor:  COMPONENT SERIAL NO.  64
Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 94 FY95 FY96 FY97 FY 98 FY 99
PERSONAL SERVICES 1091.6 1091.6 1091.6 1091.6 1091.6 1091.6
TRAVEL 120 6.0 6.0 60 6.0 6.0
CONTRACTUAL 10813 779.8 10005 1377.6 13942 1561.7
SUPPLIES 72 6.0 6.0 6.0 6.0 6.0
EOUIPMENT 297.4 0 0 0 0 0
LAND & STRUCTURES 0 0 0 0 0 0
GRANTS. CLAIMS 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 0 0
TOTAL OPERATING 2439.2 1883.4 2104.1 2481.2 2497.8 2665.3

CAPITAL 0 0 0 0 0 0

REVENUE FUND SOURCE: 0 0 0 0 0 0

FUNDING:
1002 Federal Receipts 0 0 0 0 0 0
1003 GF Match 0 0 0 0 0 0
10WGF 24392 1883.4 2101.1 24812 24978 0
1005 GF/Program Receipts o 0 0 0 0 0
1006CF/MHTIA 0 0 0 0 0 0
Other 0 0 0 0 0 26653
TOTAL 2439.2 1883.4 2104.1 2481.2 2497.8 2665.3

POSITIONS
FULL-TIME 24 24 24 24 24 24
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0
Estimate of current year (FY93) impact: $ zero

ANALYSIS: (attach a separate page if necessary.) Detailed analysis for administrative costs above is found on 
pages 2-4 attached. An analysis of projected PERS and TRS systemwide costs is found on pages 5-6.

Prepared By: , Robert F. Stalnakcr /< Phone:________ 465-4470
Division: Retirement and Benefits / /  Date: March ?0.1993
Approved by Commissioner: Nancy Bear Useta /V  / ? / (  __— _______  Date:
Agency:______________ _______ Department orAdministration________________

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE 
For further distribution information call the Governor's Legislative Office

Rev 11/92 Page 1 of___6



Senate B ill 111 
Fisca; N o te  A na lys is  

P rep a red  by D iv is ion  o f  R e tirem en t and  Benefits 
D ep a rtm en t o f  A dm in is tra t io n  

M arch 30, 1993

A na lys is : This b ill p roposes  a new  re tirem ent system  fo r  p ub lic  em p loyees and  teachers. The
existing Pub lic  Em p loyees' (PER S ) and  Teachers' (TRS ) R e tirem en t System s w o u ld  be c losed to 
new  entrants. A ll state em p loyees , and a l l pub lic  em p loyees and  teachers o f  p a rtic ipa ting  
em p loye rs , firs t h ired  on  o r  a fte r J u ly  1, 1993 w ou ld  pa rtic ipa te  in the n ew  re tirem en t system : the 
D efined  C on tribu tion  R e tirem en t P lan  (D C R P ). The D C R P  estab lishes d e fin ed  con tribu tions to 
be pa id  by both the em p lo y e r and the em p loyee .

This fiscal note rep resen ts the adm in stra tive  costs associated w ith  estab lish ing  a new  re tirem en t 
p lan  and is based on  the fo llow in g  assum ptions:

* The cu rren t PERS  B oa rd  w i ll ove rsee the D C RP
* The adm in is tra tion  o f  the D C R P  w ill be in the D iv is io n  o f  R e tirem en t & Benefits
* The p roposed  le v e l o f  s ta ffin g  is needed to adm in is te r the D C R P
* The cu rren t le v e l o f  PERS and  TRS sta ffin g  w ill con tinue in  the sh o rt ru n  and  is

estim ated to begin decreasing a fte r app rox im a te ly  six years
* The adm in is tra tion  o f  the D C R P  is subject to the A la ska  p ro cu rem en t code and

p e rson n e l ru le s
* Partic ipan t d irected reco rd keep ing  w ill be m ain ta ined  by a con tracting  reco rd keepe r
* There w ill be an  in -house  data p rocessing  system  to co llec t con tribu tion s , transm it

con tribu tions to reco rd keepe rs  and  aud it accounts
* C u rren t em p lo ye rs  in  the PERS  and TRS w ill a lso  partic ipate  in the D C R P
* D C R P  m em bersh ip  w i ll g row  based on the tu rn ove r rates o f  the PERS  and  TRS and

assum ing a 3%  p e r y e a r p opu la tion  g row th  rate fo r  PERS and  a 1%  ra te  fo r  TRS
* The e ffective date  o f com m encem ent is Ju ly  1, 1993
* A pp rox im a te ly  20% o f the cu rren t PERS and TRS m em bers w i ll tran s fe r the ir

con tribu tions to the D C R P  w ith in  the firs t yea r
* The em p lo ye r ra te  w ill be 9.65%
* The em p loyee  ra te  w i ll be 6 .75%
* The cu rren t PERS  and  TRS  system  assum ptions w i ll con tinue o v e r the next 25 years

* A start up time o f at least five years w ill be required. Contributions in the first few  years
w ill be in su ffic ien t to cover the adm instrative charges. During start up the state 
would pay the adm inistrative costs from the general fund. Thereafter, the DCRP 
would be se lf su ffic ien t and able to pay its own operating expenses.
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Senate Bill 111 
Fiscal Note Analysis 

Prepared by Division of Retirement and Benefits 
Department of Administration 

March 30, 1993

The total estimated administrative cost to the division by fiscal year is as follows:

FY 94 FY 95
PERSONAL SERVICES

1 Retirement & Benefits Manager 66.7
3 Retirement Specialist El 175.5
2 Retirement Specialist I /E 102.6
2 Retirement Technician I /E 84.0
1 Accountant IV 66.7
1 Accountant El 58.5
1 Accounting Technician III 51.3
2 Accounting Technician II 45.3
2 Accounting Clerks El 75.6
1 Accounting Clerk E 34.6
1 Clerk IV 37.8
2 Clerks EE 67.2
1 Micrographics Equipment Operator 42.0
1 Program m er/A nalyst V 71.4
1 Program m er/A nalyst EI/IV 63.6
1 Program m er/Analyst I /E

Total Personal Services Cost....................
48.8

$1091.6 1091.6

TRAVEL
Traveling to various locations throughout 
the state to counsel members 
Additional Board travel to establish DCRP 

Total Travel Costs.........................................

6.0
6.0

6.0
0.0

12.0 6.0

CONTRACTUAL
Computer system design 500.0 0
Actuarial consulting, independent audit,

recordkeeping, and investment management 477.4 726.2
Com puter services 28.8 28.8
Printing, postage 15.0 15.0
Telephone service for 24 permanent phones 4.8 4.8
Long distance call expense SO SO

Total Contractual Costs........................................................ 1031.3 779.8
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Senate Bill 111 
Fiscal Note Analysis 

Prepared by Division of Retirement and Benefits 
Department of Administration 

March 30, 1993

FY 94 FY 95
SUPPLIES

Office supplies 7.2 6.0

EQUIPMENT
24 Work stations 72.0
30 Chairs 12.0
24 Personal computers 132.0
Other office equipment (calculators, etc.) 12.0
24 Phones (1100/instrument) 26.4

Imaging equipment 25.0
1 Computer Output Printer 18.0

Total Equipment Cost 297.4 0.0

TOTAL Cost  $2439.2 $1883.4
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Senate B ill 111 
R e tirem en t System  F in anc ia l Im pact 

P repa red  by D iv is ion  o f  R e tirem en t & Benefits 
D epa rtm en t o f  A dm in is tra t io n  

M arch  30 , 1993

Estab lish ing  a new  re tirem en t system  w i ll h ave  an im pact on  the fu tu re  em p lo y e r con trib u tion  
rates o f  the PERS and  TRS. The affect o f  c losing  the PERS and TRS to new  entrants w i l l be an 
increase in  the em p lo y e r con tribu tion  rates o v e r  the lo ng  term  as the PERS  and TRS cove red  
sa laries dec line . The o v e ra ll con tribu tions w i ll ,  o f  course , decrease as the am oun t o f  
con tribu tion s to the D C R P  increase.

The chart on  the next page show s, in  one co lum n , the anticpated. am oun t o f  em p lo y e r 
con tribu tions to the PERS  and TRS o v e r the next 25 years assum ing  no  changes to the re tirem en t 
system s; and , in the second co lum n , the am oun t o f  an tic ipated  em p lo y e r con tribu tions to  the 
D CRP  and  to the PERS  and TRS u nd e r SB 111 w ith  the PERS  and  TRS system s c losed to new  
entrants. The t la rd  co lum n  show s the net d iffe rence  in  the estim ated  am oun t o f  em p lo y e r 
con tribu tions on a system w ide basis w ith  the passage o f  SB 111.

The in it ia l a ffect to the new  system  w ill be to increase com b ined  net em p lo y e r con tribu tions fo r  
the firs t 14 years ; the rea fte r, the com bined con tribu tions w i ll dec line and  the savings s h ou ld  g row  
yearly .

The g raph  at the b o ttom  o f  page 6 d isp lays the a ffect o f  SB 111 w hen com pared  to the cu rren t 
actuaria l p ro jec tions o f  con tribu tions to the PERS  and  TRS w ith  n o  changes to those system s.

The fig u res w ere p rodu ced  by the PERS and TRS  actuary  assum ing  g row th  rates o f  the D C R P  
equa l to those o f the PERS  (3% ) and  TRS (1% ).
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Senate B ill 111 
R e tirem en t System  F in an c ia l Im pact 

P rep a red  by D iv is io n  o f  R e tirem en t & Benefits 
D epa rtm en t o f  A dm in is tra t io n  

M arch  30 , 1993

Calendar NO SB 111 passage 
Year Projected PERS & TRS 

Future Employer cost 
in (000‘s)

SB 111 
DB&DC

in (000 's )

Difference Between 
Employer cost with 
SB 111 and without 

in (000's)____
1993 $106,323 $113,792 $7,469
1994 $223,1 17 $240,056 $16,939
1995 $233,461 $251,735 $13,274
1996 $244,149 $267,755 $23,606
1997 $255,880 $286,148 $30,268
1998 $271,857 $304,880 $33,023
1999 $289,554 $322,701 $33,147
2000 $309,765 $337,253 $27,488
2001 $329,559 $352,211 $22,652
2002 $348,212 $367,794 $19,582
2003 $374,817 $391,647 $16,830
2004 $400,591 $416,768 $16,177
2005 $433,476 $435,161 $1,685
2006 $465,500 $454,659 ($10,841)
2007 $495,637 $474,425 ($21,212)
2008 $536,973 $507,017 ($29,956)
2009 $578,576 $542,645 ($35,931)
2010 $638,094 $572,839 ($65,255)
2011 $692,767 $601,832 ($90,935)
2012 $743,883 $630,177 ($113,706)
2013 $771,447 $677,573 ($93,874)
2014 $832,686 $725,735 ($106,951)
2015 $924,351 $771,541 ($152,810)
2016 $1,005,367 $815,711 ($189,656)
2017 $1,093,134 $855,448 ($237,686)

NO SB 111 
passage

1 2 0 0 0 0 0
1 0 0 0 0 0 0
P00000
600000
400000
2 0 0 0 0 0

CO CD co CM in CO •*- rr 1̂CO CO CO o o o v— T— ,—
CO CO CO o o o o o o,— T“ T- CM CM CM CM CM CM
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QD

FISCAL NOTE
STATE OF ALASKA
1993 LEGISLATIVE SESSION
Revision Date:____________________________________________ Dept. Affected:_
Title: An Act establishing the defined contribution plan for BRU: 
public employees: requiring the preparation of certain actuarialComponent: 
valuations ................................................................

BILL NO.CS SB 111 (fin)

Administration
Retirement and Benefits
Retirement and Benefits

Sponsor:
Requestor

Senate Finance Committee
COMPONENT SERIAL NO. 64

Expenditures/Revenues: (Thousands of Dollars)
OPERATING FY 94 FY 95 FY% FY97 FY98 FY 99

PERSONAL SERVICES 349j6 811.1 811.1 811.1 811.1 811.1
TRAVEL 120 60 60 i ) 6.0 6.0
CONTRACTUAL 580.4 323.1 597.9 8443 10673 12753
SUPPLIES 72 60 6 0 60 6.0 6.0
EOUITMENr 2312 0 0 0 0 0
LAND & STRUCTURES 0 0 0 0 0 0
GRANTS. CLAIMS 0 0 0 0 0 0
MTSmiANFOUS 0 0 0 0 0 0
TOTAL OPERATING 1180.4 1146.2 1421.0 1667.4 1890.4 2098.9

CAPITAL 1 o 1 0 1 0 0 0 0

REVENUE FUND SOURCE: | 0 0 o 0 _ . 0 -._—
0

FUNDING :
1002 Federal Receipts 0 0 0 0 0 0
1003 GF Match 0 0 0 0 0 0
10MGF 1180.4 11462 14210 1667.4 1890.4 0
1005 GF/Program Receipts 0 0 0 0 0 0
1006GF/MHI1A 0 0 0 0 0 0
Other 0 0 0 0 0 2098.9
TOTAL 1180.4 1146.2 1421.0 1667.4 1890.4 2098.9

POSITIONS
FULL-TIME 8 17 17 17 17 17
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

Estimate of current year (FY93) impact $_ zero

ANALYSIS: (attach a separate page if necessary.) Detailed analysis for administrative costs above is found on 
pages 2-4 attached. An analysis of projected PERS and TRS systemwide cosis is found on pages £1-6.

C  4 — /
A / t tU A :  d tZ iLPrepared By: 

Division:
Robert F. Stalnaker 
Retirement and Benefits

Phone: 4634470

Approved by Commissioner 
Agency:

Nancv Bear Usera

Date: April 2.1993

Pate:______________
Department of Administration

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR’S LEGISLATIVE OFFICE
For further distribution information call the Governor"!! Legislative Office

Rev 11/92 Page 1 of___£
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Finance C om m ittee  Substitu te fo r  Senate B ill 111 
F iscal N o te  A na lys is 

P repa red  b y  D iv is io n  o f  Retirem en t and  Benefits 
D ep a rtm en t o f  A dm in is tra tion  

A p r i l 2 ,1 9 9 3

A na ly s is : Th is b i l l p roposes a n ew  re tirem en t system  fo r  pub lic  em p loyees and  teachers. The
existing  Pub lic  Em p loyees' (PER S ) and  Teachers ’ (TRS ) Retirem en t System s w ou ld  be c losed  to 
new  en tran ts . A l l teachers o f  p a rtic ipa ting  em p lo ye rs  firs t h ired  on  o r a fte r Ju ly  1, 1994 w ou ld  
partic ipa te  in the n ew  re tirem en t system : the D e fin ed  C on tribu tion  P la n  (D C R P ). A l l state 
em p loyees , and  a l p ub lic  em p loyees o f  p a rtic ipa ting  em p loye rs , firs t h ired  on  o r  a fte r January  1, 
1995 w o u ld  pa rtic ipa te  in  D C RP . The D C R P  estab lishes de fined  con tribu tions to be p a id  by both  
the em p lo y e r and  the em p loyee .

This fisc a l no te  rep resen ts  the adm in is tra tiv e  costs associated w ith  estab lish ing  a new  re tirem en t 
p lan  and  is based  o n  the fo llow in g  assum ptions:

* The cu rren t PERS  B oa rd  w i ll ove rsee  the D C R P
* The adm in is tra t io n  o f  the D C R P  w ill be in  the D iv is ion  o f R e tirem en t & Benefits
* The p ro p o se d  le v e l o f  s ta ffin g  is needed  to adm in iste r the D C R P
* The cu rren t le v e l o f  PERS  and  TRS s ta ffin g  w i ll con tinue in  the sho rt ru n  and  is

estim ated  to begin decreasing a fte r ap p rox im a te ly  six years
* The adm in is tra t ion  o f  the D C R P  is sub ject to the A la ska  p rocu rem en t code and

p e rs o n n e l ru le s
* P a rtic ip an t d irec ted  reco rd  keep ing  w i ll be m ain ta ined  b y  a con tracting  reco rd  keeper
* The re  w i l l be an  in -h ouse  d a ta  p rocess ing  system  to co llect con tribu tions , transm it

con tribu tion s to reco rd  keepers and  aud it accounts
* C u rre n t em p lo y e rs  in  the PERS  and  TRS  w i ll a lso  partic ipate in the D C R P
* D C R P  m em be rsh ip  w i ll g row  based on  the tu rn ove r rates o f  the PERS and  TRS and

assum ing  a 3%  p e r y e a r p o p u la t io n  g row th  rate fo r  PERS  and  a 1% ra te  fo r  TRS
* The e ffe c tive  date o f  com m encem ent is Ju ly  1 ,1 9 9 4  fo r  teachers and  January  1, 1995 fo r

state an d  p o lit ic a l subd iv is ion  em p loyees
* C u rre n t m em bers o f  the PERS  and  TRS  m em bers cannot jo in  the D C R P
* The em p lo y e r ra te  w i ll be 5 .0%
* T he em p lo y ee  ra te  w i ll be 4 .5%
* The cu rren t PERS  and  TRS  system  assum p tion s w ill con tinue o v e r the next 25 years
* The fisca l n o te  assumes a p a rtic ip a tion  le v e l w h ich  w ill increase o ve r tim e; any

a d d it io n a l s ta ffin g  needs w i ll be add ressed  in  the fu tu re .

* A start up time of at least five years w ill be required. Contributions in the first few years
w ill be insufficient to cover the administrative charges. During start up the state
would pay the administrative costs from the general fund. Thereafter, the DCRP
would be self sufficient and able to pay its own operating expenses.
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F inance C om m ittee  Substitu te fo r  Senate B ill 111 
F iscal N o te  Ana lys is 

P re p a red  b y  D iv is ion  o f  Retirem ent and  Benefits 
D ep a rtm en t o f  A dm in is tra tion  

A p ri l 2 ,1 9 9 3

The to ta l estim ated  adm in is tra tiv e  cost to the d iv is ion  b y  fiscal yea r is as fo llow s :

P E R SO N A L  SERV IC ES

1 R e tirem en t &c Benefits M anage r 
1 R e tirem en t Spec ia lis t m  
1 R e tirem en t Spec ia lis t I / E  
1 R e tirem en t Techn ic ian  I / E  
1 Accorn cant E l
1 A ccoun ting  Techn ic ian  IE
2  A ccoun ting  Techn ic ian  E  
2 A ccounting  C le rk s  E l
1 A ccoun ting  C le rk  E
1 C le rk  IV
2  C le rk s  IE
1 M ic rog raph ic s E qu ipm en t O pe ra to r 
1 P ro g ra m m e r/A n a ly s t  V  
1 P ro g ram m e r/A n a ly s t  E l/T V

Tota l P e rso n a l Services C o s t ......................... .

T R A V E L
T ra v e lin g  to  v a r io u s  lo ca tion s  th ro u g h ou t 
the state to counse l m em bers 
A d d itio n a l B oa rd  tra v e l to estab lish  D C R P  

T ota l T ra v e l C osts .................................................

C O N T R A C T U A L
C om pu te r system  design  400 .0 0
A c tua ria l c on su ltin g , in d ep end en t aud it,

re co rd  keep ing , an d  in ves tm en t m anagem  .it 125.0 270.9
C om pu te r serv ices 28.8 28.8
P rin tin g , p ostage 20.0 15.0
T e lephone  se rv ice  fo r  p h on es  1.6 3 .4
L ong  d istance c a ll expense 5 / ) 5.0

T o ta l C on trac tu a l C osts ..........................................................................$ 580 .4  $323.1

6.0
6.0

6.0
0.0

$12 .0 $6.0

FY  94 FY 95

66.7
58.5

43.9

22.6

33.6 
21.0
55.6
47 .7

66.7
58.5
51.3
42.0
58.5
51.3
90.6
75.6
34.6
37 .8  
67.2
42.0
71.4
63.6

$349 .6 $811.1
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Finance C om m ittee  Substitu te fo r  Senate B ill 111 
F iscal N o te  A na lys is 

P rep a red  b y  D iv is io n  o f  R etirem en t and  Benefits 
D ep a rtm en t o f  A dm in is tra tion  

A p r i l 2 ,1 9 9 3

FY  94
SU PPL IE S

O ffice  supp lie s  $7.2

E Q U IP M E N T
17 W o rk  s ta tion s 52.0
30 C ha irs  12.0
17 P e rson a l com pu te rs  93.5
O the r o ffic e  equ ipm en t (ca lcu la to rs , etc.) 12.0
17 Phones (1 1 0 0 / in s t ru m e n t ) 18.7

Im ag in g  equ ipm en t 25.0
1 C om pu te r O u tp u t P rin te r 18.0

T o ta l E qu ipm en t C ost $231.2

TO TA L  C ost.................... $1180.4

FY 95

$6.0

0 j0

$1146 .2
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Finance C om m ittee  Substitu te fo r  Senate B ill 111 
R e tirem en t System  F inanc ia l Im pact 

P re p a red  b y  D iv is io n  o f  R e tirem en t & Benefits 
D epa rtm en t o f  A dm in is tra t ion  

A p ri l 2 ,1 9 9 3

Estab lish ing  a n ew  re tirem en t system  w i ll h ave  an im pact on  the fu tu re  em p lo y e r con tribu tion  
rates o f  the PERS  an d  TRS . The affect o f  c los ing  the PERS and  TRS to new  en tran ts w ill be an 
increase in  the PERS  and  TRS em p lo y e r con tribu tion  rates o v e r the lo n g  term  as the PERS and 
TRS cove red  sa la rie s  dec line . T he o v e ra ll state con tribu tions , h ow eve r, w ill decrease as the 
am oun t o f c on trib u tion s  to the D C R P  increase.

The chart on  the n ex t page show s, in one  c o lum n , the an tic ipated  am oun t o f  em p lo y e r 
con tribu tions to  the PER S  and  TRS o v e r the n ex t 25 yea rs assum ing  n o  changes to the re tirem en t 
system s; and , in  the second  c o lum n , the am oun t o f  an tic ipated  em p lo y e r con tribu tions to the 
D C R P  and  to the PERS  and  TRS  u nd e r SB 111 w ith  the PERS and  TRS system s c losed  to new  
en tran ts . The th ird  c o lum n  show s the net d iffe rence  in  the estim ated  am oun t o f  em p lo y e r 
con tribu tions o n  a system  w id e  basis w ith  the passage o f  SB 111.

The in it ia l e ffect o f  the new  system  w i ll be to increase com b ined  net em p lo y e r con tribu tions fo r 
the f irs t 2  years ; th e rea fte r, the com b ined  con tribu tions w i ll dec line and  the sav ings sh ou ld  g row  
yea rly .

The g raph  at the b o ttom  o f  page 6 d isp lays the a ffe c t o f  SB 111 w hen  com pared  to  the cu rren t 
ac tu a ria l p ro jec tions o f  con tribu tion s to  the PERS  and  TRS w ith  n o  changes to those systems.

The figu res w ere o ro d u c ed  b y  the PERS  and TRS  actuary  assum ing  g row th  rates o f  the D C R P  
equa l to  those o f  t i e  PERS  (3% ) and  TRS (1% ).

The State o f  A la sk a  s h ou ld  experience ap p ro x im a te ly  40%  o f  the net e ffect due to it's num ber o f  
em p loyees . As an exam p le , in y e a r tw o , the chart show s an increase in net cost by $795 ,067 . The 
state's share o f  th a t inc rease w o u ld  be estim ated  to  be $318,027, In  yea r fiv e , the chart show s an 
estim ated sav ings to the systems' em p lo ye rs  o f  ap p rox im a te ly  $8 ,903.311 . The state's share o f  
that sav ing s is e s tim a ted  to b e  S3.561.324.
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Finance C om m ittee  Substitute fo r  Senate B ill 111 
R e tirem en t System  F inancia l Im pact 

P re p a red  by D iv is ion  o f R etirem en t & Benefits 
D epa rtm en t o f  A dm in is tra tion  

A p ril 2, 1993

F isca l NO SB 111 passage DB + DC5%
Year Projected PERS & TRS at .05 Emp

Future Employer cost Cost

Difference Between 
Employer cost with 
SB 111 and without

1
2
3
4
5
6
7
8 
9

1 0 
1 1 
1 2
13
14
15 
1 6 
1 7 
1 8 
1 9 
2 0  
21 
2 2
23
24
25

$106 
$223 
$233 
$244 
$255 
$271 
$289 
$309 
$329 
$348 
$374 
$400 
$433 
$465 
$495 
$536 
$578 
$638 
$692 
$743 
$771 
$832 
$924 
$1 ,n05 
$1,093

,323,000
,117,000
,461,000
,149,000
,880,000
,857,000
,554,000
,765,000
,559,000
,2 1 2 ,0 0 0
,817,000
,591,000
,476,000
,500,000
,637,000
,973,000
,576,000
,094,000
,767,000
,883,000
,447,000
,6 8 6 ,0 0 0
,351,000
,367,000
,134,000

$109,482,661
$223,912,067
$228,093,725
$236,531,093
$246,976,689
$256,639,021
$265,389,870
$270,872,202
$276,760,052
$283,273,383
$294,805,088
$307,605,275
$313,676,979
$320,854,166
$328,298,870
$344,001,492
$362,739,632
$376,043,772
$388,146,912
$399,602,052
$423,675,772
$448,515,974
$470,999,694
$491,847,415
$508,262,617

$3,159,661 
$795,067 

($5,367,275) 
($7,617,907) 
($8,903,311) 
($15,217,979) 
($24,164,130) 
($38,892,798) 
($52,798,948) 
($64,938,617) 
($80,011,912) 
($92,985,725) 
($119,799,021) 
($144,645,834) 
($167,338,130) 
($192,971,508) 
($215,836,368) 
($262,050,228) 
($304,620,088) 
($344,280,948) 
($347,771,228) 
($384,170,026) 
($453,351,306) 
($513,519,585) 
($584,871,383)

1 2 0 0 0 0 0 0 0 0  ■ 
1 0 0 0 0 0 0 0 0 0  
800000000 • 
600000000 ■ 
400000000 ■ 
2 0 0 0 0 0 0 0 0
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N E A - A l a s k a
Affiliated with the National Education Association

NEA-ALASKA POSITION PAPER 
SB 111

SB  111: An Act establishing the defined contribution retirement plan for public employees; requiring the preparation of certain actuarial valuations and actuarial and financial experience analyses of the teachers' retirement system; requiring the teachers' retirement system and the public employees' retirement system to be fully funded before granting a post retirement pension adjustment; and providing for an effective date.
NEA-A laska opposes th is  leg isla tion as a regressive approach tow ard  caring fo r those educational 
em ployees w h o  serve our public education ins titu tions. The curren t defined bene fit plan ties  a 
prom ised bene fit to  the earnings o f the  employee, fac to rs  in length o f service and fo r vested 
em ployees pays a percentage o f the  em ployees final average salary. A defined con tribu tion  plan 
pays bene fits  at re tirem ent based on m oney accum ulated in the em ployee 's re tirem en t account. 
Changing from  a defined bene fit re tirem ent program to  a defined con tribu tion  re tirem ent plan 
w ou ld  create  a g reater burden on educational employees to  manage long-term  personal financia l 
resources because defined benefit plans are not designed to  spec ifica lly  provide sta ted  re tirem ent 
bene fit levels.

A defined  bene fit plan provides the ab ility  fo r the em ployer to  design plans tha t a tte m p t to  sa tis fy  
sta ted  re tirem en t incom e objectives fo r vested employees. A  defined con tribu tion  plan outlined in 
SB 111 w ill take em ployer and em ployee contribu tions and fo r all p ractica l purposes, allocate 
these co n tribu tio ns  to  ind ividual accounts. Under th is  approach there is no w a y  o f know ing  in 
advance the  e xac t am ount o f assets th a t w ill be in the em ployee 's account at re tirem ent. The 
size o f the  accoun t w ill be a ffec ted  by the am ounts contribu ted , the im pact o f investm en t gains 
or losses and the  value o f rea llocated benefit fo rfe itu res.

NEA-A laska believes th a t defined con tribu tion  plans should be used to supplem ent an existing 
defined bene fit p lan. W e w ou ld  support such a program.

This b ill, w h ile  based on good in ten tions, only sets up a second bureaucracy to  manage another 
bene fit plan w h ich  w ill like ly  o ffe r no be tte r means fo r providing and managing fo r re tirem ent 
needs o f educationa l em ployees than the current system . If the in ten t o f SB 111 is to  trim  or 
red irec t the  s ta te ’s fu tu re  re tirem ent obligation, it should not be accom plished on the backs o f 
those w h o  w ill begin w o rk  next year. There are be tte r w ays to  utilize re tirem ent options to  a ffe c t 
savings.

G enerally the  reasons m any organizations consider changing from  defined benefit packages to  
defined co n tribu tio n  re tirem ent benefits  have to do w ith  fear o f large unfunded liab ilities. By 
lim iting  the  em ployers ' m axim um  con tribu tion , such organizations believe they  can contro l and 
con ta in  costs . A  defined bene fit plan can m inim ize unknow n cos t com m itm en t by pro jecting  
fu tu re  in te res t earnings, m o rta lity  rates, personnel tu rnover and salary increases thus, they 
a tte m p t to  estab lish a reasonable level funding patte rn . M oreover the re tirem ent system  boards 
and m anagers should be evaluating the defined benefit p lan 's assets and liab ilities at least 
annually a llow ing  fo r con tribu tion  ad justm ents if needed.

ANCHORAGE REGIONAL OFFICE *1411 W. 33rd Avenue • Anchorage, Alaska 99,503 • (907) 274-0536 • FAX: (907) 274-0551 
JUNEAU OFFICE • 114 Second Street • Juno.ni, Alaska 99801 • (907) 586-3090 • FAX: (907) 586-2744 

FAIRBANKS REGIONAL OFFICE *2118 Cushman Street • Fairbanks, Alaska 99701 • (907) 456-4435 • FAX: (907) 456 2159



Understandably, a s h ift to  a defined con tribu tion  plan is very u na ttra c tive  because it erodes 
benefits . The courts  have considered re tirees ' defined benefits , under some c ircum stances, as 
vested benefits  th a t canno t be taken aw ay. C urrent public and educationa l em ployees have been 
paying in to  the  system  w ith  the expecta tion  th a t the y  w ill have a guaranteed level o f benefits 
upon re tirem ent. C reation o f a tw o  tie r system , NEA-Alaska believes, w ill be con fus ing  and 
d ivisive because em ployees w ou ld  con tinua lly  com pare the bene fits  associated w ith  the  tw o  
plans.

W e are concerned about the  a ffe c t th is  change w ill have on the overall s ta b ility  and soundness o f 
the  cu rren t defined bene fit plan. SB 111 provides th a t beginning in the 9 3 -9 4  school year new  
hires w ill enter the  defined con tribu tion  plan. W ha t w ill the actuaria l im pact be in the short and 
long term  to  the cu rren t system ? W ill em ployees in the cu rren t plan be fo rced  to  increase the ir 
con tribu tion  in the system  in order to  con tro l an increase in unfunded liab ility  to  the  defined 
bene fit plan?

It appears th a t in vestm en ts  made under the  defined con tribu tion  plan w ill be made by a com pany. 
W e feel th a t under the  plan it w ill be too  easy fo r the  em ployer to  no t be concerned about fu tu re  
im pact poor in vestm en ts  w ill have. Risk to  the em ployer is m in im ized since the em ployer is 
required to  only pay an established am ount (9 .65% ) on a regular basis. In our defined benefit 
plan the risk is shared because the goal o f the plan is to  pay fo r prom ised benefits .

W e urge the  C om m ittee  to  vo te  aga inst SB 111 . D o n 't make A laska the  f irs t s ta te  to  require a 
defined con tribu tion  plan fo r em ployees.

3 /5 /9 3



8-LS0397M.1
Cramer
4/6/93

OFFERED IN THE SENATE BY SENATOR RIEGER
TO: SB 111

Page 4, line 8:
Delete "Inclusion"
Insen "For state employees and for employees of political subdivisions and public 

organizadons that have chosen to participate in the plan, inclusion"

Page 13, line 11, after
Insen "A teacher or member first contracting for service on or after July 1, 1993, 

with an employer that has elected not to participate i: the defined contribution 
retirement plan under AS 39.38 is subject to this chapter unless the teacher has elected 
to participate in the defined contribution retirement plan or the optional university 
retirement program."

Page 13, line 31, through page 14, line 1:
Delete "and before July 1. 1993,"

Page 14, line 21:
Delete "and"

Page 14, line 22, after "plan":
Insen ", or a person first hired on or after July L 1993. who is an employee of 

an employer that has chosen to continue participation in the system and who is 
otherwise eligible to participate in the system, and is, in either case"

Page 16, line 25, after "1993,":
Insen "or who was hired on or after that date and who is employed by a political

A M E N D M E N T

-1-



su b d iv is io n  th a t has chosen to p a rtic ip a te  in  the system "

Page 16, line 29, after "1993,":
Insert "and  fo r  an em ployee h ire d  a fte r th a t date w ho is em ployed bv a p o litica l 

su b d iv is io n  th a t has chosen to  p a rtic ip a te  in  the system ,"

Page 17, line 24, through page 18, line 9:
Delete all material.

Renumber the following bill sections accordingly.

Page 18, line 13, after "1993,'':
Insert " o r w h o  was f ir s t  h ire d  a fte r th a t date bv a p o lit ic a l su b d iv is io n  th a t has 

chosen to  p a rtic ip a te  in  the system ,"

Page 18, line 13, after "is”:
Insen " , in e ith e r case."

8-LS0397NJ.1
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SG 11/

LEGISLATIVE BUDGET AND AUDIT COMMITTEE
D ivision o f  L egislative A udit

P.O. Box 113300 
Juneau, AK 99811-3300 

(907) 465-3830 
FAX (907) 465-2347M E M O R A N D U M

TO: Members of the Legislative Budget
and Audit Committee " ' 3  8®}

FROM: Randy S. Welker
Legislative Auditor

DATE: February 12, 1993

RE: Teachers’ Retirement Fund Unfunded Liabilities

At your request, this memo discusses the main reasons for increases in the Teachers’ 
Retirement Fund (the Fund) unfunded liabilities.

Unfunded liabilities represent the excess of the accrued pension obligation over the assets 
available to pay for those accrued obligations. Unfunded liabilities and funding ratio of the 
Fund for the past five fiscal years have been reported as:

Unfunded Liabilitv Funding Ratio

June 30, 1987 $ (14.1) million 101.2%
June 30, 1988 15.9 million 98.8%
June 30, 1989 77.3 million 95.0%
June 30, 1990 232.8 million 87.7%
June 30, 1991 295.9 million 85.7%

As described in greater detail in our audit report, Department o f Administration, Teachers’ 
Retirement System, Review o f Selected Funding Issues dated January 11, 1993, there are 
various factors which affect unfunded liabilities, most all of which are impacted by actuarial 
assumptions. The major factors are:

• Assumed and actual investment returns
• Assumed and actual salary increases
• Assumed and actual employer contributions
• Unfunded benefit increases
• Changes in actuarial assumptions



Legislative Budget and
Audit Committee

-2- February 12, 1993

According to the State’s actuary, the increase in unfunded liabilities from $77 million as of 
June 30, 1989 to $233 million at June 30, 1990 is mainly attributed to the statutory changes 
in the teachers’ retirement system made by Chapter 97, SLA 1990 when a two-tiered benefit 
plan was established. A significant change was made by the introduction of the automatic 
post retirement pension adjustment (PRPA) feature in the pension plan. Alaska Statute 
14.25.143 was repealed and reenacted to read, in part:

(a) Once each year, the administrator shall increase benefit payments to 
eligible disabled members, to persons age 60 or older receiving benefits 
under this system in the preceding calendar year, and to persons who 
have received benefits under this system fo r at least eight years who 
are not otherwise eligible fo r an increase under this section.

(b) The increase in benefit payments applies to total benefit payments 
except fo r the cost-of-living allowance under AS 14.25.142. The 
amount o f the increase is a percentage of the current. enefit equal to

(1) the lesser o f 75 percent o f the increase in the cost of
living in the preceding calendar year or nine per cent, for 
recipients who on July 1 are at least 65 years old and 
fo r members receiving disability benefits; and

(2) the lesser o f 50 percent o f the inc> ease in the cost o f
living in the preceding calendar year or six percent, fo r
recipients who on July 1 are at least 60 but less than 65 
years old or fo r recipients who on July 1 are less than 
60 years old but who have received benefits from the 
system fo r at least eight years.

Another, although less significant, change was made in the multiplier used to calculate the 
amount of retirement benefit based on years of service.

The State’s actuary has estimated that the fiscal impact on the Fund’s unfunded liabilities as 
a result of the statutory amendments to the benefit levels was approximately $260 million. 
However, it is estimated that over the next 20 years the new legislation enacted in 1990 
would be cost neutral as the impact of the reduced cost of benefits for tier 2 employees are 
recognized. According to the actuary, this amount represents the past service cost of 
increased benefits, mainly attributable to the PRPA, for which funding had not been made 
up to the date of the passage of the PRPA. The normal cost for current and active 
employees for future PRPA is “pre-funded” through the annual calculation of the employers 
contribution rate. Offsetting the increase in unfunded liabilities due to the past service cost 
of the increased benefits were actuarial gains on other assumptions, resulting in a net increase 
in unfunded liabilities between 1989 and 1990 of approximately $156 million. The actuary

ALASKA STATE LEGISLATURE DIVISION OF LEGISLATIVE AUDIT



Legislative Budget and
Audit Committee

-3- February 12, 1993

has indicated that the impact of actuarial gains and losses from individual actuarial 
assumptions is not readily available and would require extensive analysis.

Under the retirement plan provisions, the $260 million increase in unfunded liabilities 
resulting from the PRPA and the change in the benefit multiplier is amortized over 25 years, 
or approximately $10.5 million per year. Under the past service cost amortization schedule, 
this would indicate that of the $296 million in unfunded liabilities at June 30, 1991, 
approximately $250 million is due to the unamortized portion of the past service costs 
attributed to the changes made by Chapter )7, SLA 1990. The remaining $46 million (2.3% 
of fund balance) of unfunded liabilities results from aciuariai assumptions not having been 
precisely achieved.

ALASKA STATE LEGISLATURE DIVISION OF LEGISLATIVE AUDfT



1 9 9 3  L E G IS L A T IO N  
P O S IT IO N  P A P E R  

D E P A R T M E N T  O F  A D M IN IS T R A T IO N

B ill No.: SB 111

B i l l  T i t le :  "A n  A ct e s ta b lis h in g  th e  d e fin e d  c o n t r ib u t io n  r e t i r e m e n t  p la n  fo r  
p u b lic  em p lo y e e s : r e q u ir in g  th e  p re p a ra t io n  o f  c e r ta in  a c tu a r ia l v a lu a t io n s  
a n d  a c tu a r ia l a n d  f in a n c ia l e x p e r ie n c e  a n a ly s e s  o f  th e  te a c h e rs ' r e t i r e m e n t

S e n a te  B i l l  1 1 1  p ro p o s e s  to  a d d  a  th i rd  t ie r  to  th e  S ta te 's  r e t i r e m e n t  
s y s tem s  b y  e s ta b lis h in g  a  d e fin e d  c o n t r ib u t io n  p la n . P re s e n t ly , th e  
r e t i r e m e n t  s y s tem  a d m in is te r s  a  d e fin e d  b e n e fi t  p la n , w h ic h  p a y s  a  
p re d e te rm in e d , g u a ra n te e d  le v e l o f  b e n e fi t s  to  p la n  p a r t ic ip a n ts  u p o n  
re t ir e m e n t . T h e  p re s e n t  s y s tem  h a s  d i f fe re n t  b e n e f i t  p la n s  f o r  em p lo y e e s  
h ire d  b e fo re  a n d  a fte r  J u ly  1 9 8 6 . T h e  d e fin e d  c o n t r ib u t io n  p la n  p ro p o s e d  in  
S B  1 1 1  w o u ld  in s te a d  g u a ra n te e  th e  e m p lo y e r 's  le v e l o f  c o n t r ib u t io n s  to  th e  
p la n , a n d  th e  p la n 's  b e n e fits  w o u ld  d e p e n d  u p o n  th e  v a lu e  o f  a n  in d iv id u a l 
em p lo y e e 's  a c c o u n t  a t  re t i r e m e n t . U n d e r  th e  b i l l ,  p a r t ic ip a t io n  in  th e  
d e fin ed  c o n t r ib u t io n  p la n  w o u ld  b e  m a n d a to ry  f o r  n ew  S ta te  em p lo y e e s . 
C u r r e n t  em p lo y e e s  c o u ld  e le c t e i th e r  to  c o n t in u e  u n d e r  th e  c u r r e n t  p la n  o r  
c o n v e r t  to  th e  n ew  p la n .

A lth o u g h  w e a re  c o n t in u in g  to  a n a ly z e  th e  s p e c if ic  r a m i f ic a t io n s  o f  m o v in g  to 
a  d e fin e d  c o n t r ib u t io n  p la n , th e  d e p a r tm e n t  s u p p o r t s  th e  d e fin e d  
c o n t r ib u t io n  c o n c ep t. I t  w o u ld  s ta b i liz e  th e  S ta te 's  p e n s io n  c o s ts , w h ic h  
n ow  f lu c tu a te  b a se d  o n  a c tu a r i ly  d e te rm in e d  n e e d s  to  fu n d  th e  g u a ra n te e d  
b e n e fits . In  a d d it io n , a  d e fin e d  c o n t r ib u t io n  p la n  w o u ld  n o t  h a v e  th e  
r e s id u a l lia b i li t ie s  a s s o c ia te d  w ith  p la n s  w h ic h  g u a ra n te e  a  b e n e fi t  le v e l. It  
w o u ld  a ls o  p ro v id e  in c re a s e d  p o r ta b i li t y  o f  th e  c o n t r ib u t io n s  i f  a n  em p lo y e e  
w ish ed  to  t r a n s fe r  th em  to  a n o th e r  e m p lo y e r  p la n . U n d e r  th e  p re s e n t  
s y s tem , se rv ic e  m a y  be t r a n s fe r r e d  o n ly  w ith in  th e  p a r t ic ip a t in g  A la s k a  
p u b lic  e m p lo y e rs . D e fin e d  c o n t r ib u t io n  p la n s  a re  w id e ly  u s e d  in  th e  p r iv a te  
s e c to r  w h e n  p e n s io n  p la n s  a re  p ro v id e d .

T h e  d e p a r tm e n t  is  p re s e n t ly  a s s e s s in g  th e  sp e c ific  im p a c ts  th e  p la n  
p ro p o s e d  u n d e r  S B  1 1 1  w o u ld  h a v e  o n  e m p lo y e r  c o s ts , em p lo y e e  p e n s io n  
b e n e fits , a n d  th e  c o n t in u e d  s o lv e n c y  o f  th e  p re s e n t  re t i r e m e n t  s y s te m s .
T h is  a s s e s sm e n t  is  n e c e s s a ry  in  o rd e r  to  d e v e lo p  m e a n in g fu l f is c a l 
p ro je c t io n s  a s  w e ll a s  to  e v a lu a te  th e  s t r u c t u r a l e ffe c ts  o f  s u c h  a  c h an g e .

sy s tem  . . .

Signature:
NC o m m is s io 'n e r
Departm ent of Adm in is tra tion
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Senate B ill 111 
Recom mended Changes

Section 1

AS 39. Chapter 38.
0 1 0  Change effective date-- January 1, 1995 fo r PERS and 

Ju ly 1, 1994 fo r  the TRS . This would provide time for 
many things; developing the plan document and getting an IRS 
tax qualification.

0 2 0 No separate B oa rd— The DCRP board should consist o f either 
a composite oi ‘he PERS and TRS boards or both boards 
combined.

0 4 0 Unnecessary without a new board—  amend 14.25 and
39 .35 to identify the add itiona l duties o f the boards.

0 5 0 Change lines 6 & 7 page 3 to r e a d -  "retirement plan as 
are provided in AS 39 .30 .175  fo r  the state Supplemental 
Benefits P lan . The first priority fo r investment o f assets is 
with the investment"

1 0 0  U nc lea r about which em p loyers, besides the state, a re 
requ ired  to partic ipate . C u rren t ly , TRS  employers are 
requ ired to partic ipate in the T RS .

1 1 0  Delete Sec. 39.38.110 (a ), (b ), (c ), (d ), and (e) b eg in n in g  
on line 13, page 4 and replace with—  A person who is a 
member o f a state retirem ent system o r who was firs t 
hired under a state retirem ent system p rio r to 
Ju ly  1, 1994 i f  having partic ipated under AS 14,25. o r 
January  1, 1995 i f  having partic ipated under either 
AS 39. 35. o r under AS 22.25.



1 3 0  (b ) Change lines 5 and 6, page 6 to re a d -  "paid from  
allocated federal funds, is included in the plan if the council 
elects to partic ipate as an employer under the p la n ."
(d ) Delete this subsection — Rem ove NEA, since they are 
currently in e lig ib le to participate in any o f the state retirement 
p lan s.

(0 Delete this subsection— on ly makes sense in the PERS

2 1 0  (a ) Change line 31 page 6 to read—  "participating in the 
plan an amount equal to 5 percent o f the em p loyee's

There are several issues pertaining to the amount o f em ployer 
and em p loyee contributions a llow ab le that w e intend to d iscuss 
with the com m ittee during testim ony.

(b ) Change lines 3 through 6 page 7 to read—  "amount eq u a l 
to 4 .5 percent o f the employees' compensation.
(d) add language at the end o f line 11 page 7 •• " The 
payments sha ll be made from  accounts established by 
the adm in istra tor on beha lf o f  each member. These 
accounts sha ll consist o f a ll em ployer contributions 
made on beha lf o f the employee as specified in (a ), the 
employee contributions as specified in (b ) and a ll 
earnings accruing o r losses a ttribu tab le  to the 
member's account."
(e) NEW  SUBSECT ION  -  "A ll costs o f administering 
the p rogram  established under AS 39.38 must be paid 
from  the contribu tions made under this section."



( 0  NEW  SUBSECT ION  ~  The member should vest in the 
employers' contributions over a seven year graduated vesting  
period, i.e.: 20% after 3 years, 40% after 4 years, 60% after 5 
years, 80% after 6 years and 100% after 7 years.

2 2 0 Change lines 13 and 14 on page 7 to read -  plan is the 
responsib ility o f the company or other entity designated by the 
re t irem en t board and is not the responsibility o f the...

Payments o f b enefits are the adm inistrative responsib ility o f 
the plan, the DCRP and the administrator, not the Pension  
Investm en t Board.

Additional language should be added, as in the SBS, which 
better defines the types o f  benefit annuity options. This 
section  needs major changes to address vesting requirements 
and other b enefit e lig ib ility  requirements.

3 1 0  D e le te  
3 2 0 (a ) Change line 29, page 8 to read—  to the 

adm in is tr a to r .

S ec t io n  4 Delete--- refers to NEA participation 

S e c t io n  7
D e le te  -- Any change to this statute w ill only affect future 
em p loyees and since no future em p loyees are to be included, 
no one w ill be affected .

Section 8Change lines 20 through 22, page 14 to read as 
fo l lo w s—  1993. w ho is e lig ib le  to participate in the system, 
and who is co \ cred by the system, limited to

Section 2.
Delete the new language contained in line 11 through 
14, page 15.-—  this language refers to a llow ing transfers



Section 10 Delete this section— adm inistrator o f  Court 
System  transfer

Section 13 and Section 14
A ll references to a llow ing employees to tran s fe r 

shou ld be deleted.

De le te — for the same reasons as stated in Section 7. 

Section 23
D e le te  th is  s e c t io n .—  D efined  Contribution Board 
reference— no new  board, no need

R ep ea ler s
Repeal AS 14.25.045 
Repeal AS 39.35.170(a)(1)



SECTION 415 LIMITS DISCUSSION

IRC Section 415 establishes limits which apply to the amount 
that an can be contributed to a qualified plan by both the 
employer and employee and establishes limits on the amount 
of benefits which can be paid from qualified plans.

A trust can be disqualified for tax favored treatment if an 
employer in the trust exceeds these limits, even if it is a multi­
em ployer trust.

The limits under 415(c) apply to defined contribution plans by 
limiting the amount of contributions allowable to the trust.

* That limit is currently 25 percent of the employees 
covered com pensation, or

* $30 ,000

The limits under 415(b) apply to Defined Benefit plans by 
limiting the amount of the benefit the member can receive at 
various ages.

When the emp'oyer provides both a Defined Benefit and 
Defined Contribution plan, 415(e) provides a formula which is 
to be used. Clearly, the formula gives the employer more 
latitude under the limitations.

Section 415 limits exclude contributions made under the Social 
Security System.

There have been attempts for the last 5 years to make changes 
to the code to address several concerns ,/hich public sector 
plans have with how the limits can impact multi-employer 
plans, disability benefits and 20 year retirem ents.
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SPONSOR STATEMENT

Senate B ill 111 creates a new  D e fin ed  C on trib u tio n  R e tirpm en t P lan . 
The p lan  w o u ld  a p p ly  to state em p loyees firs t h ired  a fte r Ju ly  1 ,1 9 9 3 .

The b il l p roposes  a tw o-tie red  system . Th is m eans that a ll em p loyees 
w ho are f irs t h ired  b e fo re  Ju ly , 1993 w ou ld  con tinue the ir p a rtic ipa tion  in  the 
existing PERS  and  TRS  system s.

M un ic ip a litie s  and  schoo l d istric ts m ay  jo in  the p lan ; i f  no t, new  
em p lo yees  o f  those subd iv is ion s  w o u ld  con tinue to  e n ro ll in the ex isting  
PERS o r  TRS system s.

In  its basic n a tu re , a de fin ed  con tribu tion  re tirem en t p la n  is a p la n  in 
which the p lan  specifies the le ve l o f  em p lo y e r and  em p lo yee  con tribu tion . 
F rom  the date  o f  the con tribu tion  fo rw a rd , the p rin c ip a l and  earn ings on  that 
con tribu tion  are invested , and  sepa ra te ly  accounted fo r  in  the nam e o f  that 
em p loyee . In  contrast, a de fin ed -bene fit p lan  specifies the le v e l o f  benefits 
p ayab le  to  an em p loyee . The con tribu tions o f  the em p lo y e r and  em p lo yee  are 
p o o le d , and re tirem en t paym en ts to a retiree a re  d raw n  from  the p o o l. PERS 
and  TRS a re  de fin ed -b ene fit p lans.

O ne  o f  the p ro b lem s  o f  d e fined -bene fit p lan s is that an em p lo y e r can 
sh o rt- fu n d  the system . Th is is because the con tribu tion  le ve ls  a re  n o t 
d e fin ed . W hen  sh o rt- fu n d in g  happens, the fu n d  can end up  w ith  in su ffic ien t 
fu n d s  to p ay  the retirees. Both PERS and TRS are a t p resen t each estim ated to 
be $300 m illio n  u n d e rfu n d ed , ($600 m illio n  to ta l).



The advan tages o f  a de fin ed -con tribu tion  p lan  o v e r a d e fin ed -b ene fit 
p la n  inc lude :

-R em oves the question  abou t w hethe r the re tirem en t p o o l is o f  
su ffic ien t s ize  to  cove r a ll re tirem en t benefits. Th is is because each 

em p loyee 's  con tribu tions and  earn ings b e long  100%  to that em p lo yee  
and  cannot be sho rt-fu nded  n o r ;ed  to p ay  the benefits o f  an o the r 
em p lo y e e ;

-The em p lo y e r and  em p loyee  kn ow  and  receive the fu l l cost and fu l l 
v a lu e , re sp ec tive ly , o f  the re tirem en t con tribu tions m ade 
o n  that em p lo yee ’s beha lf;

-R e tirem en t accounts a re m ore  eas ily  p o rtab le , m ean ing  tran s fe rab le  to 
a d iffe re n t re tirem en t account i f  an em p loyee  changes em p lo ye rs ;

-Em p loyees  can gain  m o re  c on tro l o v e r the investm en t o f  the ir 
re tirem en t fu n d s  i f  the p lan  o ffe rs  investm ent op tion s ; (the state's 
d e fe rred -com pensa tion  p lan  is an exam p le  o f  th is.)
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1..3(a) D e v e lo p m e n t  o f  T o ta l  E m p lo y e r  C o n t r ib u t io n  R a te  - F Y 9 4  
( in  t h o u s a n d s )

Normal Cos: Rate

(1) Total Normal Cost S 75,452

(2) Total Salaries 422,655

(3) Normal Cost Rate, (1) / (2) 17.85%

(4) Average Member Contribution Rate 8.80%

(5) Employer Normal Cost Rate, (3) - (4)
•

9.05%

Past Service Rate

(1) Accrued Liability S 2,075,405

(2) Valuation Assets 1,779,579

(3) Total Unfunded Liability, (1) - (2) 295,826

(4) Amortization Factor (25 year) 10.706612

(5) Past Service Cost, (3) / (4) 27,630

(6) Total Salaries 422,655

(7) Past Service Rate, (5) / (6) 6.54%

Total Emplover Contribution Rate 15.59%

William M. Mercer. Incorporated 13



1 .3 (b )  T h r e e - Y e a r  S m o o th in g  o f  T o ta l  E m p lo y e r  C o n t r ib u t io n  R a te

Valuation
Date

For
Fiscal
Year

Employer
Contribution

Rate

Three-
Year
Average

6-30*83 FY86 17.36%

6-30-84 FY87 17.36%

6-30-85 FY88 13.28%* 16.00%

6-30-86 FY89 11.16% 13.93%

6-30-87 FY90 8.19% 10.87%

6-30-88 FY91 12.27% 10.54%.

6-30-89 FY92 15.16% 11.87%

6-30-90 FY93 19.65%** 15.69%

6-30-91 FY94 15.59%*** 16.80%.

* A change in actuarial assumptions on June 30,1985 lowered the contribution rate from 
16.68% to 13.28%

«  A change in Plan provisions on June 30, 1990 increased the contribution rate from 
12.89% to 19.65%.

• i nn innr 30 1991 reduced the contribution rate fromA change in actuarial assumptions on June ju,
18.10% to 15.59%.

William M. Mercer, Incorporated
14
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The effect o f the second tier is already being felt in PERS because second tier participants 
began entering the System in 1986. Over 50% of current active participants are already 
second tier. For this reason, contribution rates are already reflecting some of the cost 
savings provisions of tier 2 and are not expected to decline in the short run. Another factor 
which retards the expected decline in contribution rates is the anticipated increases in future 
health premiums.

As contribution rates are not expected to decline significantly for about 20 years, we 
recommend the Board adopt the calculated rate of 13.72%, instead of the smoothed rate 
of 13.25%, for FY94. We will continue to monitor the expected pattern of future rates to 
take into account actual tier 2 patterns, System experience and changes in the Statute. 
Some smoothing of the contribution rate may be appropriate in the future, depending on 
how these factors affect projected contribution rates.

Summary

The following table summarizes the sources of change in the total employer contribution
rate:

(1) Last year’s average employer contribution r a t e ..................................  13.58%

(2) Decrease in past service rate due to retiree
medical insurance ...........    (1.30%)

(3) Decrease in consolidated rate due to retiree
medical insurance .........................................................   (1.87%)

(4) Increase due to investment performance ....................................... 0.48%

(5) Increase due to salary in crea ses....................................................... 0.26%
i

(6) Increase in past service rate due to employee data . .- ... 1.33%

(7) Increase in consolidated rate due to employee data .................... 0.69%

(8) Increase in average employer contribution rate
due to change in actuarial assumptions.................................................  0.55%

(9) Average employer contribution rate this y e a r ...............................  13.72%

William M. Mercer, Incorporated 7
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Staff Rfporter of Tnr Wall Strkict Jouhhal
NEW YORK- Despite a lackluster stock 

market and the lowest long term Interest 
rates In 20 years, many of the nation's 
largest companies are avoiding large con­
tributions to their pension funds by mak­
ing aggressive assumptions about what 
they w ill earn on their pension invest­
ments.

In a survey of 1,600 corporate and public 
pension funds and endowments, consult-, 
ant' Greenwich Associates found that 
about 400 funds, or 25%, are projecting 
investment returns for their pension funds 
higher than 8.75%. Greenwich says any 
return assumption above 8.757o Is risky. 
Many funds are assuming double-digit 
investment returns, the survey found.

By assuming they w ill earn high rates 
on (heir Investments, companies.can put 
off adding money to their reilrement 
plans, based on the notion that the extra 
investment Income w ill cover any shortfall 
In the funds. But such a strategy is leaving 
these pension plans and their retirees In a 
potentially risky situation, the Greenwich

study says.
Not all pension consultants believe that 

an adjustment to assumptions on rates of 
return is necessary now. Many Industry 
experts stress that companies’ investment 
assumptions are long term estimates and 
shouldn’t fluctuate based on one year’s 
results.

The Greenwich study argues, however, 
that pension plans can no longer count on 
the high returns that they earned In the 
1980s to continue. "In terms of return 
rates, the 1980s was an exceptional dec­
ade," the study says, with the Investment 
return on bonds the highest In 50 years, 
and the return on stocks the highest since 
the 1950s.

According to Greenwich, 17% of the 
1,600 pension plans they surveyed expect 
annual Investment returns averaging bet­
ter than 11% for the Standard & Poor’s 
500 slock Index over the next five years. 
About 19% are expecting annual returns 
above 8% from (heir bond portfolios. The 
survey Included Interviews with 1,106 large 
corporate pension plans and 314 public 
pension plans. It also included Interviews

with 174 endowments and foundations.
Among the companies assuming re­

turns of more than 9% annually are Gen­
eral Motors Corp., Inland Steel Industries 
Inc. and Marsh & McLennan COS.

Most pension funds have large holdings 
of both slocks and bonds. W ith the total 
relurn on the S&P 500, Including rein­
vested dividends, dropping to about 7% last 
year, and yields on 30-year bonds currently 
at 6.8%, pension funds need to make ad­
justments, says Rodger Smith, a Green­
wich partner. "Assumptions should be 
done in a long-term context, but long-term 
yields on bonds are sutficiently below 
these assumptions that it raises questions 
about whether we should re-evaluate," he 
says.

Companies (hat are avoiding costly 
contributions to (heir pension plans 
through too-hlgh Investment assumptions 
are "practicing deficit Spending," Mr. 
Smith says. While these high return as­
sumptions allow companies to avoid add­
ing to (heir pension fund now. their losses 
could be magnified If the stock market 
takes a tumble, he says. Even a 10% drop In

the stock market could leave many pension 
funds with big deficits, the Greenwich 
study says.

Equally as troubling is the possibility 
that pension funds w ill take on large 
amounts of risky Investments to try to 
achieve the high returns they have pro­
jected, Mr. Smith says. "We’ve learned 
that some plans have Increased their risk 
levels to meet their actuarial assump­
tions."

Pension funds are sidestepping adding 
money to their retirement funds at a time 
when concern is high about the growing 
number of companies with underfunded 
pension plans. Last year, the govern­
ment’s Pension and Benefit Guaranty 
Corp. said the shortfall in  underfunded 
corporate pension plans grew by SI0 b illion 
to $50 billion. The PBGC Itself, which Is 
supposed to serve as a backstop for corpo­
rate retirees’ pensions, has a current defi­
cit of about $2 billion.

At the end of each year, pension plans 
Judge whether their liab ilit ies, which are 
their obligations to current and future

P le a s e  T u rn  to  P a g e  C i l .  C o lum n  I
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Continued From Page Cl retirees, exceed their assets, or invest- ments. If their liabilities exceed their "■’-assets, they are then required to add money to the pension plan.k,* t If a corpora tion makes a contribution to ’' its pension plan, its earnings may be hurt. "In an environment where corporate -tJ... profits are under pressure, no one wants to V, increase contributions to the pension fund because it has a negative impact on earn- ridings." Mr. Smith says.-r.” .. Public pension funds, meanwhile, may need to put additional demands on tax­payers to make up their shortfalls, he adds.
A GM spokesman says the company’s return assumption reflects its long-term expectations for future returns. A spokes­man for insurance broker Marsh & McLen-- nan says the company "has exceeded a 9%•.. return in the past and expects to in the- future." He adds that Marsh's pension ■n. fund is "substantially weighted in equi-. nil ties."An Inland spokesman says the rate of »return on that company's pension fund v,. exceeded 9.5% last year, in part because of ! ■ successful junk-bond investments. He says the company thinks it will continue to earn •o returns above that level.During the 1980s, when interest rates ' were as high as 20%. many pension funds v : assumed they would earn rates of return of about 8%, Mr. Smith says. But, with the historically high returns on stock and *• '- bond Investments in the 1980s, pension •il.-..plans were able to earn even higher a.-returns than they had anticipated, allow- tng them to build up a financial cushion. As a result, a large number of pension funds have been able to avoid adding money to „„„,their pension plans .over the past few -t years.: Sdll, the cushions built up by pension-.■/’'-plans are dwindling. And, Mr. Smith adds, 

7i,. pension plans' surplus funds will shrink ivery rapidly if they fail to meet high return ». assumptions.
-•t/ Consumer Savings Rates
•I — Money Market Deposits-* 2.60%
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□
Someone7? home a lo n e  in one 
h ouseho ld  in fo u r About 22 mil- 
1: m people lived aJ~ne in 1989, says the 
Census Bureau in a new report on hous-

ing characteristics. That's twice as many 
as in 1970. Women living alone outnum­
bered solo men by three to two, were 
oider (median age 66 vs. 42) and were 
more likely to own their own homes (53 
percent vs. 38 percent). However, peo- 
pie living alone were more likely to rent 
(53 percent) than own (47 percent) their 
homes.

ia
Early vo ting  p rocedu res bring 
out crowds Voters turned out in large 
numbers to cast their ballots early in Col­
orado, Oklahoma and Texas, the three 
states that offered early voting last No­
vember. In Texas, 73 percent of those reg­
istered voted in the 1992 general election 
and about 30 percent of those voters took 
advantage of the opportunity to vote in 
person before election day. (Statistics for 
Colorado and Oklahoma were not avail­
able at press time, but officials expected 
comparable percentages.) In every state, 
eligible residents can mail in absentee 
ballots before the scheduled election 
date, but this was a new wrinkle: Resi­
dents were allowed to vote in person, be­
fore election day, at designated polling 
places. Oklahomans could vote before 
Election Day at county board of election 
offices. Most of Colorado's early voting 
was at county clerks' offices, although lo­
cal jurisdictions were authorized to des­
ignate additional locations. Early voters 
in Texas could cast their ballots in a vari­
ety of polling places, including shopping 
malls and mobile voting booths in some 
jurisdictions.

□
Bark ing  up the w rong log
Woodbuming stoves and fireplaces cre­
ate about 22 percent of Denver's visible 
air pollution (the "brown c.md"), so last 
fall Denver and its suburbs started offer­
ing a combination of waivers of sJes 
taxes and permit fees to homeowners 
who switch to cleaner natural gas and 
other heating systems. Gas logs are the 
cheapest alternative, and some 2,300 
homeowners have collected about 
575,000 in rebates to install them. Now, 
however, the Regional Air Quality Con­
trol Council-savs the gas logs are very 
energy-inefficient, sending 85 cents of 
every natural-gas dollar straight up the 
!lue. sucking the warm air out of a house 
and pulling cold air in. (Adding to the

problem is the requirement that fireplace 
dampers remain open 24 hours a day to 
prevent carbon monoxide buildup.)

m
Haw rasaarch on education f i ­
nance Analysis of federal aid to edu­
cation by Deborah Verstegen, an associ­
ate professor at the University of Vir­
ginia Currv School of Education, 
showed that federal aid was significant­
ly higher in states that spent the most on 
education and that the linkage grew 
stronger over the 1980s. Federal aid to 
education was significantly higher in 
wealthy states than in poor states, and 
significantly lower in states with higher 
percentages of poor and minority stu­
dents. In short, she writes, "These data 
show that federal aid to education exac­
erbates disparities betweer the states..

E l
Early  re tirem en t program s 
may net save m oney According 
to a story in The Mew York Times, a num­
ber of states that have tried to save mon­
ey by setting up early retirement pro­
grams in fact have increased expenses 
by millions of dollars because thev had 
not only to pay retirees' pensions, they 
had to replace the workers who retired. 
New York managed to save money in 
1991 by limiting its earlv-retirement offer 
to workers in positions that were going 
to be eliminated. A survey of earlv re­
tirement programs over two years found 
that incentives offered by 19 states in­
cluded state-paid health insurance poli­
cies, credit for several years' employ­
ment, enhanced pension payments and 
cash bonuses. Specifics about costs and 
savings were lacking because the states 
did not monitor their programs closely. 
An official of the National Association of 
State Budget Officers said that often ear­
ly retirement programs "mereiv transfer 
many costs from state operating budgets * 
to the state retirement systems." Actuar­
ies make the point that programs should 
be set up in such a way that the cost of 
the retirements and of administration do 
not outweigh the savings from payroll 
and benefits. '

Gat thosa a ir q ua lity  p lans in
by Novambar The Clean Air Act re­
quires states to submit plans to the En­
vironmental Protection Agency by Nov. 
15 for programs to reduce ai: pollution 
from stationary sources. These plans 
must include the sale of permits by the 
state agency responsible for air quality 
to industry for pollutants. The greater 
the pollution, the higher the fee. Permit 
fees are expected to amount to 5300 mil­
lion i year nationwide and will help 
pay for enforcement. About 15 states 
have adequate enabling legislation to 
develop their programs. Failure to de­
velop a program will trigger sanctions 
such as loss of highway funds. For a 
copy of the EPA's "Legislative Outreach 
Briefing Notebook" containing helpful 
information for state legislators, call 
Joanna Swanson at (919) 541-5' '2 or 
Kirtley Cox (919) 541-5399.

Stax leg tfU tura March 1993



POOR PLANNING IS BLAMED

Failures to Limit Programs to 
Workers in Expendable lobs 

Means More Are Hired

ay MICHAEL deCOURCY HINDS
Early-rctlrement programs for state 

workers, adopted In recent years asi 
cost-cutting measures In 19 states, are 
actually coating millions of dollars. fis­
cal experts and state officials sxy. I

The experts said many of the pro-'i 
grams hod been, poorly planned and I 
had follod to cut workers whose Jobs 
were no longer needed, forcing states 
to hire replacement workers at (he 
same time they were paying retire­
ment benefits to those who had ]ust 
left.

Many programs also ended up being 
fiscal schemes In which legislators 
shifted expenses from state budgets to 
pension systems, creating heavy future 
liabilities that will have to be picked up 
by taxpayers.

Many Retirees Replaced
In I960, for example, Rhode Island 

offered n.enerous retirement incentives 
to 1.500 employees. After the program 
had been offered, actuaries determined 
‘hat the utate would lose money even If 
the positions were left vacant for 10 
years. The state had to replace virtuol- 
ly ail tfw retirees within a matter of 
months.

New ,'ork Is one of the few Mates 
that actually handled the program 
properly, but only bocauso of its bitter 
experience with a 19*3 program that 
was supposed to save ISC million and 

. endod up coeting ISO million. Last year.
, the state limned Its retirement offer to 

workers in positions that were going to 
be eliminated. K expects 1130 million In

State Legislatures. "It's a triumph of ’ hope over experience, as Samuel John­son tald about second marriages in the lith century." “VPellew-Upe Are LackingSarfy retirement programs come in various forms. Some apply only to - workers within a few yean of retire- I ment Some specify length of employ- i ment and could effect workers In their
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health b in td u  alter they retire, which 
lt d  proved to b< «*pcmlve. Sunt* oiler 
rail) Inccntlvai and IncrceseJ pension 
payment*.

But »h*‘ Hi* problem program* 
hava in common l i  Hot they olfep' the 
Incentives 10 all eligible stale workers 
without regard 10 wlicilwr lha li )ot>s 
tra atienllaL 

Public employe# unions iuppott such 
program* as humsnt allernsllves M 
layoff!- U | is la io r i Ilk* them beceuse 
they promise savlngi. And the pro­
gram; carry little political risk be- 
csuex slate* rarely go back and ana- 
lyre hour much ihe program! anded up 
cnailng.

''Coverunttnia lend not lo document 
the •llcellvencsi of many el ihelr pro­
grams,” said David Kehltr, director of 
Ihc New Jersey Public Alfalra Re 
search Inslliu ia.
Ilsila Incentive 
that may ‘

Many Long-Tsrm Burdens 
In mosl rcc .n l programs, stales en­

couraged alder employes* tu icitra as 
many aa f t  years early by offering 
them Inccailva i, ranging la co il Irons
I N.aoa par amployea lo mura than 
1*0.*00, satd Albert Pika Id. the senior 

peniloii consultant at A. Poster Higgins 
snd Company e l Washington, which 
sdvisaa slate lu d  local governments on 
retirement eoilclsl.

The Higgins survey of early retire 
nssisi programe In ilia last two year* 
found that tncentlv ii o lfenJ by I I  
Halts had Included Hole paid health 
insurance policies, credit lor several 
years' employment, enhanced pension

••V’ . t

y  I ipwn i V ’ v r f ;
1  l . i i r n f g i g

slllu ie. "And ihsy hava very ''•o ' y ^ V f t ^ t i ^ ^ c  l-'̂  ̂ b o d iu U

s. ’ . Uanml±ri m 'mAl Jdn/MMlktil''''-'*

^  . . r ■ r.r: ' •'»
2 t.on^g/hpioyagb f>o4ct 6S drok ffV ty lih i^ j
«l io » i | ' l0y»Bid liiy fq a , an id ho ld ln j. iV Y . 
p b a lil'p ^  (fuhgdti'oiJ lpV ̂ lim!nv|l6fl< ; ' >.'!

> 000i: . ; : : . . v ' J S i i l
, * n  .  - r  • s n  . «

• i n'fiitlh o.-lta eshtry lot vvory y l i f  o l t ■*! 
earvlc a up to o maximum pi 30 month*
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HO  m illion saving# Irutii tuducod 
pay/oil In ll-O Orel yoftr

. I
T U  -%t-jto ttvtsao i i j piojaclu il saving*to.
J1201 ilillon uecpuau moro piojplo Ul*n ' \  
aspect *d oanidpHiad In iho prpgranv 
None t ‘I loo vacated )uii« hod to he |ii|»d. '

npkny nor
liter tihelr

payineat* and cash bonusss.
though Ih* survay dcsctlbcd the 

ic n u i of ihe prugrama. It was not tbl* 
to pravld* many specifics about costa
and savings because, tha comr1---
ad. its* it i t a i did not monll 
programs closely.

But based an Interviews with slata 
officials. Mr. Pika said that when states 
had carefully manaeed their pro­
grams. especially ones lor icachcra, 
they had succeeded Its reducing ex­
penses.

But Mr. Pika said be found that m o il 
stales war* filling vacancies left by 
retiring worker*. And he said that as

Few states follow 
early retirement 
programs to see if 
they really work.

ihcsa positions wart filled. Ih* siatcs 
found Ihelr saving* avaporatlng

jjjork&lmca
■ A  velueiiti h e m i r t f  b e k i l  

SSROOM RATES |
itu iion show our 
call I 800 A il-1 222 .

In trying lo Jeiermln* why s ta in  
offersd programs that hava proved 
burdensome Slsewhera. Mr. Pika said 
officials In many stale agendas iok 
him  they were rehiciant id bo openly 
critical of plan* thel were strongly 
supporied by colltaauei, unions and 
leglsltrore ''Tha Information Is our 
■hara aboul theia rs llrcnun i pto- 
grams.''ha said, "but p-wple don't |iko 
lu llin g  about It because they say It can 
be politically embarrassing.”

Other officials in slates that offered 
early rcllramem in Ilia Iasi few years 
blamo Ignoianct more tnsn politics.
Thsre's Just a blind fanh (hat thtie 

things wot k ” said Chuck Polan. Secu­
re ly of iha West Virginia Osparimtni 
uf Administration anti * lot mar Stare 
Senator.

Wen Vitglnl# pension officials said 
that 7.000 psopla had p ir ild p a t id  in an 
early retirement plsn offered In l l lg .  
raising iha siaia'a annual rciirement 
costs about 10 percent, or ntnra than 
|I0 m illion a year. Bui *l ih* asms 
lime, ihsy said, state sgenclee found 
they needed the departing workers snd 
soon rcplacsd them, incurring the pay­
roll and beilellls cons titty had hoped

in eliminate. In addition to the rethc men I coal*. Thu coniequnnr# wot n 
hug* liability a llnta trie ilitr. n/uld 
III afiord u. n* said.

Most Progratns M llilinnsgcd
"It Is common knowledge Him  i Im-.c 

ara cosily programs, which m cu ly  
iram lar many co il* from statu opcr it- 
Ing budget* to ih* stale roHrM-mu 
ly iie rn i/  s lid  Ir ia n  M R obo tty ..... .
ollV* director of the N e ilo n il Aeiocta- 
Hon of Sic., vudgsl O fllm rt in W.tih 
Ingloa In iUch cans, he said, the t lu lr 
rctiremeni systemsusually ( inno« me 
costa, which sometimes exceed fltki 
m illion Its larger slates, over tw.i or 
mora dacadis.

Actuaries ssy that it It ctsciitud in 
i d  up ihe orOgrem in such -i way th.ti 
ihe cost of ih* reilreiunnts .mJ ni ui 
mlnlHerIng the ptogr.itn will mu nut 
weigh ih* savings (rum p.aytoll -sn-l 
bonellts.

But In pracllce, siudies slto.*, n u n  
siatea m limansge soma a->pcn ul th.< 
program* and and up spending ihc 
money they save. While tome si.n<« htl 
v*c*m poililcns. o lh e il gtvn promo- 
Horn and rtlte* lo remaining employ­
ee* a* they gain sanlotlly.

In Pennsylvania, legislator* Int.-n- 
ilonally ignored the eaparlcnce u| other 
slates Is lt year when shay tillered -in 
tarly railramant program. >aiJ elate 
Senator Robert J. Mellow, the Kcpubh 
can minority leader and an pccmmi ant 
‘Wt fall. Iha sludlaa done In uthcr 
Hales would be totally Irrelevant." Mr. 
Mallow said In an Interview. "W t h id  
to Imd our own innovative wsv. to 
control costs and he humane in Jo.cn- 
slilng government.”

I'ntnsylvn.dii'a p iogiam  gavn nuto 
titeilc c ic .ilia  lor ssrvlce end free 
h is lth rare, two <d the most expensive 
Incentives lit April 1990. Juil hrforolhe 
ptogiem look efleci. Sir. Mellow told 
rcpotu-ro he es ilin .iiid  1,000 employ 
eca would lake vdvsnthgc of the pri- 
a i.im  and. If unlv 10 ueriH ii uf t* 
vucAndes were llll.-d. the ttntc wc 
save |oS million In payiall expenses In 
iho fu l l  year

llolltccs Paid as Consultants
II Is not yi-i d o r  if the slate w ill 

m m  Its g ..il Hut -v|ih (aw lim its oil 
pB ilh lpnilon. fl./OO employees took 
eatly tc ihem cn l, many nf thorn 
nut see. pioHrsor*. enxlneers ond oth 
c i j  In crucial porltiona Thot led many 
at At ci eyenc lll to rshlrc a number Ol 
Ihe dep.iitinu employees 14 consult 
•ms for .is foil# is Htree munihs oi 
than old jn l.j. Vile M.ue ended up pay­
ing mein both as cetlirrs and at .iJvli- 
c r i >

E lt l lc i this yc.tr. In a mova to in ­
duce staffing III Scfcded agem-lci slid 
|uh c.itcg.iilss. Pr-nniylvinM laid off 
T.noo of tit Iyi) uoo cmpluyccs (lilt at 
(ho 4nmo time agondrs wete laying-iff 
untkcrs. they ware also permanently 
filling po illlnnt left vacant by early 
ir llr c e i As of iim c 39, agencies hud 
lilted 1.690 v.icantlet and h id  author! 
ration to (ill l.tbO oihut« this year, 

Viccma h Wtxara. o d u ll engineer 
with 31 yean itn lo ilty . wos among in* 
early relit cot who continued to work at 
a con.-.ullnn! Mr. Vergara. *2yesM0ld. 
Sold his early tcllrernent hcntflis in- 
rinded health care ond SiT.OhO In 
monlhly p .iym rn li ovur thtra years In 
audition. In- earned more than lld.eoo 
working Huvc months ss a conjuttant

And he said ha may be called bock h mora consulting.
"'01* program made sense lur ihai ndm took advantage of It.” ha .am "bu It might have created some dtsmption bccmtsa thera was no lima to (urn ovc responsibilities in tut orderly wty "
ilap ld ly Slitlnklng lispcdsilons 

Ih a  program's cost iu the Pcnmyl 
vanla n llrcm en: ay ilen i was 101 mil 
lion In paymanis Ihut began Immadl 
arely. ond ihg staia has alroady seeled 
down I I I projection* of payroll savins* 
lo I lk  mllllOA In Ihe first year from i l l  
m illion, "Once you gu bsyond tcplaclng 
30 percent of (ha rellscd cmploycci. 
savings blcome very Jtflicull." sold 
Anthony SalAmOne, eaccuitve dltccior 
of Per.niylvsma's 'State Public Em ­
ployed Retirement Study Commissl-ni 

In New iersey. 2.400 slate employer • 
look advanllge of an e.Hly reilremcnl 
program Its! year. Stale agencies hove 
slrjHdy l l l l ld  1,900 ol the positions and 
■nay (III ihe rest, said Richard Me- 
Ureth, a spokesnisn fur the siuie 
Trca iuty Deperiniem Even so. lie slid 
(lie 1110 m illion pcuursm was expected 
lo general* 110 mjlllon In p.iyroll sav­
ings tha flrtt year, and less In succeed­
ing Y*ail- "If avervthlna holds Hi-lily, 
we w ill tresk even In Ihreeyeors,” Mr 
McGrath iah i'

New Vork Is one of tltc (<w H.ties 
that monitored Its ptugi.ims xnd 
learned from IIS mistakes A 1911 pro­
gram IhM was supposed lo l iv e  130 
m illion wound up coiling 130 million, 
•aid Claudia 5 Hutlon. a luokeimsn 
for Gov. MatiO S. Cuomo'> liudgei of-' 
lire . "Wo had tha double ohsmmy ol 
p ly ing for ihc rcilrcineni incentives 
and rapleeing nearly evetybody," *•<- 
said

In I9f0 end 1961. Ihe stale again 
offered rcilremeni ptogrsnti. but Ms. 
Iliilton  said th iy  were * pa i(ol • l l( |c r  . 
■ asirucluring effori In whlcn ihe stale 
offered Incentives only <o employed In 
pc alone ll Intended (0 eliminate 

M i. Ilu t io n a ild lh a l d,000employees 
participated in J  that she slate oxpcii- 
ed to sav* 1120 m llllun by cllmlnatirig 
ihe lr puslilonl. The csilmsle Is tniseii 
nn payroll savings fur Id months, 
which, on avoraga. was the length uf 
time each employee woulJ have it  
m iined on llto Job without ihe catty 
vllrcmenl program 
If New Vork'l experience is *ny In  

son. budget expcrta eay, II Is that uto- 
grams hastily concocted during budget 
crises w ill probably not fate well 

" ih c te  urograms seem lo take the 
hear ell tne budget for g-hlle. but 
nobody aoee back lo l ie  how they real­
ly work.' s lid  Rita Horwitr. executive 
iftrcctor of ih e  Texse pertslun Review 
Botrd. which eurveyed slat* programs 
in it/aa ‘The ba ll we could tell was 
ih l i  the programs were expensive."

M o re  n o t io n a l news 
nppeot* on  page A 14



lis evening: Juneau residents 
: this evening, as an offshore 
southern Gulf of Alaska to Ya- 

> and rain. The National Weath- 
d warding for the Juneau area
ted with ihe low system moving 
Juneau area will be buffeted by 
' Stockton, forecaster with the
evening is calling for rain, sus- 
nph with gusts to 65 mph, ard 
ind should diminish somewhat
:d at the Federal Building this 
in reported morning gusts of 63 
orded at Metlakalla’s boat liar-
»•
■esday and Wednesday: The
irings on the district’s 1993-1994 
?day at district offices at 12th 
at 7 p.m Wednesday at Floyd
; a budget shortfall of more than 
nt Helen McIntyre said today. A 
ibers. administrators, teachers spared a list of potential cuts in 
n, McIntyre said, 
narily due lo increases in costs
lile state and federal dollars re-•1
at would not impact directly the said. • • • •

bool-funding plan: Gov. Wal- 
mal support or three Fairbanks- 
of Alaska Board .of Regents for instruction and repair.
i F r i i r lm n k c  M n v o r J im  H a v e s
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By ED SCHOENFELD
THE JUNEAU EMPIRE

Alaska’s public school leachers retirement fund is nearly $300 mil­lion short of whal it will need to 
pay its anticipated debts over the next two decades.But a study by the Legislature s 
auditors says the amount is not un­usual for a fund its size -  about $2 billion.And, teacher and school district payments will make up the miss­ing money by the time it is needed, 
said Randy Welker, who runs the Legislature’s audit office.

“ It’s not that there is any inabil­ity to pay current retirees," Wel­ker said.
National Educational Associa- tion-Alaska president Claudia Douglas said her group, which rep­resents many of Alaska’s public 

school teachers, agrees wilh Wel­ker’s assessment.‘.’
"We’re cautiously optimistic (hat the projections dr indicate in the long run that those unfunded li­abilities Will be made up,”  she said Friday.'The fund pays pbtisions to about

3,600 eligible persons, most of whom are retired teachers. Anoth­
er 9,240 teachers are paying into the program with the expectation that they, too, will earn benefits.The unfunded portion of the an­ticipated debt -  $296 million at 
last count -  essentially equals the anticipated pension costs for those 
teachers still at work.That part of the anticipated debt, called an unfunded liability, stems largely from changes the Legislature made lo the Teachers. Retirement System in 1990, said stale retirement and benefits di­
rector Bob Stalnaker.The changes created two tiers of fund beneficiaries -  leachers hired before June 30, 1990, and those hired afier that d&te.Those hired earlier were grand­fathered into an older, more expensive retirement system that al­
lows retirees tc collect a pension atage 55, or 50 under early retire­ment.Teachers hired later are in a 
less expensive system. They have to wait until age 60 to collect a pen­sion,1 oir.55 if they take early retire­

ment. They also have to pay their own health insurance premiums 
during the time they collect pen­
sions before they turn 60.The Legislature’s changes also 
included some provisions, such as a more predictable svslem of cost- of-living raises fo. pensioners, that have driven up short-term costs.That, said Stalnaker, has driven up the anticipated debt."You get hit with the liability right off the bat, but you experi­ence the savings as you bring on more less-expensive employees," 
Staln?''er said;Rau.er than pay a lot more into the fund for a few years and then greatly reduce payments after that, the system’s managers have decided lo average out the costs over several decades.That's why the system’s antici­pated debt includes an unfunded li­ability of $296 million, a figure that 

: is expected to grow higher before it drops, Stalnaker s a i d . 'Studies cited by the audit pro­ject the unfunded liability, will ' peak at somewhere between $400. ' million and $600 million 10 to 15

™ ™ ii"/4

i n t o
THE ASSOCIATED RHEAS

KETCHIKAN -  Call it a turn­
about on an old cliche. Rob Swift is his dog’s best friend.

Hearing neither breathing nor a heartbeat, Rob placed his mouth 
over the dog’s nose and exhaled."I had some trouble getting a

years from now, then drop to more than $160 million in the 
lowing five lo 10 years.I f  Ihe number of teachers insystem grows by as much as 2 1

' 1 endcent a year, the fund could i 
with a surplus of almost $670 l lion in about 25 years.Welker did question the ej 
ings projections of the fund, po ing out that they are t ;gher L those of similar funds elsewhenStalnaker, however, said ej ings so far have generally b higher than projected, not lowei

Employees and employers ■ 
a percentage of wages into fund, based on annual determ tions of how much money is n« ed lo maintain a financially s account.There have been concerns I the decision to average out anr contributions over several ye came from political pressure, part from to reduce school dlst costs by decreasing employer i tributions to the fund.’ •. The auditors, however, de mined the decision Uo^aver .costs was not political.

•“«■»»»! *i»*r



I m p e r i l e d  P r o m i s e s

Pvisk t o  R e t i r e e s  R is e s  
A s  F i rm s  F a i l  t o  F u n d  
P e n s io n s  T h e y  O f f e r
The Tab May Have to Be Paid 

By U.S. Guaranty Agency 
And Healthy Companies

Chance of Taxpayer Bailout

By Albert R. KajwStaff Rcpur* of The Wall Street Journal
WASHINGTON - As Pan American 

| World Airways struggled to survive in the 
I 1980s, the now-defunct airline sent letters, 

to workers' homes. assuring them their 
pensions were prntecteil under federal law, 
should worse come to worst.

But after Pan ,\r>i entered Chapter 11 
bankruptcy proceedings and terminated 
the pension plan, workers got a jarring 
surprise. Says Tom Christie, who was a 
je t englne repair manager at New York's 
Kennedy airport: "Yuu think your pension 
is intact, and then you find out it’s not."

Mr. Christie, who lives in North Mer­
rick. N.Y., had been promised that if he left 
Pan Am. he would get a pension of more 
than Sl.OOO a month when he turned 55 in 
late 1991. But the federal Pension Benefit 
Guaranty Corp.. which took over the Pan 
Am plan, determined that it is obliged 
to pay him only 5590 a month. After being 
out of work for 10 months, Mr. Christie has 
taken a job as an aircrafl-maintenance 
analyst at less than half his former 
pay.
Many Broken Promises

As more giant companies fall on hard 
( nes. retirees may face a wave of broken 
promises. The government, through the 
PBGC, backstops the pensions of 41 million 

; Americans who have ihe plans that the 
: U.S. has promised to insure. But often, as 

with Pan Am's Mr. Christie, pensions 
; promised by employers aren't fully cov­

ered by the agency.
Although S5G of PBGC-insured plans 

are fully funded, the system falls far 
I short of what many pensioners are led to 

believe is universal government protection 
t under the 1974 law that created the agency.
; The PBGC currently sets a maximum 

guarantee at S29.250 a year, it also dis- 
1 counts retirement payments according to 

the retiree's age: these reductions can 
amount to a two-thirds cut (or younger 

: retirees. And it doesn't cover must early- 
retirement supplements, among other ex- 

1 emptnins.

/T R jX fttnfr pw lmwrsjfcBd i n f :
FtMJlfiy corporatwm and taxpayers are at 
ns*. too. With more and more troubled 
companies underfunding their pensions, 
the PBGC could someday face an ava­
lanche of terminated plans, much as the 
federal deposit insurers were snowed un­
der by hundreds of failed thrift in«t*:utior.r- 
in the late 1990s. As a result, companies 
premiums to the PBGC could rise.

To cuver a growing shortfall in its own 
funding, in fact, the PBGC says It will have 
to raise premiums 'or the pension funds it 
covers. Unless the government imposes 
new constraints on corporate underfund­
ing. premiums would have to triple, the 

i agency says -a prospect that angers many 
companies with fully funded plans. The 
higher premiums could accelerate the 
current flight of about m  of the corporate 
plans from the PBGC system every year, 
widening the agency's financing problem 
by reducing its premium income.

Ultimately, the taxpayers could be left 
lo pick up a sizable tab if a bailout proves 
necessary.
Relying on the Government

Particularly disturbing to the PBGC Is 
the fact that many companies are doing 
what Pan Am did - holding back on oen- 
sion eonlributions. with the assurance .hat 
the government will at least partly hor, - 
their promises to their workers. In d i" ' . 
many companies have not only short­
changed their existing pensions but also 
made their plans more generous without 
increasing their contributions.

The e'm s that the government says are
Y.iunded do meet minimum funding 

requirements under the law. Pan Am. for 
example, obtained Internal Revenue Serv­
ice waivers in the 1980s letting it forgo its 
usual pension '•ontributions. Companies 
taking these so-called funding holidays say 
they will plow money into their plans later, 
perhaps when times are rosier. But those 
times may never arrive, and, in the mean­
time. the underfunded are taking a gam­
ble with their retirees, other companies 
paying PBGC premiums-and taxpayers.

"Too many employers cont:- e to 
operate severely underfunded , iston 
plans.'' says Rep. J.J. Pickle, chairman of 
the House Ways and Means Committee's 
oversight subcommittee. The Texas Demo­
crat says they have deliberately continued,
"year after year, to make empty pension 
promises - promises they cannot or do not 
keep.'1 He warns that unless the pattern 
stops, "inevitably. Congress will be called 
upon to bail ru t the PBGC."

General Motors Corp., for example, 
has agTeed to raise pension benefits fre­
quently since 1983, including S3 billion of 
new benefits in 1990, even as its pension- 
plan underfunding increased S13 billion, 
the PBGC says. CM recognizes the pension 
shortfall and plans to contribute more to its 
underfed plans. "Our goal over the long­
time horizon is to be fully funded on a 
real-world or economic basis by the end of 
the century." a GM spokesman says.

Trans World Airlines and Continental 
Airlines have each added $100 million in 
pension benefits while under Chapter U P tfG lS
bankruptcy protection, with the bank- I O

Please Turn to Page AH, Column I
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Imperiled Promises: Underfunding of Pensions Poses 
Risk for Guaranty Agency, Retirees and Taxpayers

Continued From First Page 
ruptcy judges' blessing. And Uniroyal- 
Goodrich. a Michelin Group unit, lifted 
benefits in one pension fund by 50G to SOG 
between I9SS and 1991 front several earlier 
union contracts, even though the plan was 
woefully underfunded, the PBGC says. The 
company disputes the PBGC estimate of 
how much the plan was expanded.

Many employers, if they're low on 
funds, "take the path of least resistance " 
to worker demands for improved wages or 
benefits, says Howard Weizmann. vice 
president for benefits consulting at Aetna 
Life Insurance Co. Since more generous 
pension benefits are costs that aren't in­
curred foryears-and may be picked up by 
the government anyway-some companies 
would rather promise bigger pension bene­
fits than face the immediate costs of higher 
wages. Mr. Weizmann. a former executive 
director of the Association of Private Pen­
sion and Welfare Plans, an employer 
group, says many companies consider the 
PBGC backstop, paid for by corporate 
insurance premiums, as part of their fi­
nancial resources. And they regard pen­
sion increases as "written on PBGC's 
account," Mr. Weizmann says. "You can 
increase benefits because you know that 
other employers support the system."

Meanwhile, companies can mislead 
employees as to just how far-reaching that 
pension support Is. On Oct. 5. 1990. the 
PBGC terminated Eastern Airlines' pen­
sion plans, but 20 days later, the airline's 
pension and Insurance director wrote East­
ern retirees assuring them that no benefits 
would be cut and early-retlrement pay­
ments would continue.

In addition, a later PBGC brochure said 
the agency guarantees disability pay­
ments (or disabilities existing before plans 
are terminated.
Dismayed Former Pilot

Frank Dysart. a former 560,000-a-year 
Eastern pilot on disability retirement since 
19S9 because of an inoperable rup'ured 
disk in his back and a heart condition, says 
he was assured by the PBGC and Eastern's 
management that his disability pay 
wouldn't be affected. But Ihe PBGC 
slashed it to 5984 a month from 52,200. And 
he has written off a promised increase ' 
52,500 a month under the company plan.

Mr. Dysart's only health coverage is 
Medicare even though he now is only 19 
years old. And the Pine Lodge, Ga., man 
says, "I can't even get a job as a newspa­
per hoy, because of my disability.' With­
out SI.100 a month In Social Security 
disability benefits. "I don't know what the 
heh I'd do." he says.

In the fiscal year ended last Sept. 10. 
the PBGC took over terminated pension 
plans covering 52.000 people, double the 
year-earlier total of 26.000. In all. n has 
assumed responsibility lor more than I.Too 
plans, involving 424.000 retirees and 
workers.

The government insures only "defined- 
benefit" plans, under which employers 
promise specific pension payments when a 
worker retires, and it has to come up with

2-

the money to pay those benefits. Compa­
nies with defined-benefit plans must par­
ticipate in the system, and those choosing 
to withdraw from it must first restructures 
their pension plans.

In 71 terminated plans recently studied 
by the General Accounting Office, the 
congressional watchdog agency, partici­
pants in .at of the plans lost a total of 12G of the plans' promised benefits.

Certainly, participants can suffer if 
their plans terminate," says James Lock­
hart. who was the PBGC executive director 
until leaving two weeks ago with the 
change in admi""::ations. President Clin­
ton hasn't named a replacement. 
Lawsuits by Retirees

The PBGC has been sued by some 
retirees, who have chargeu that the agency 
unfairly interpr»t ;d the lav and refused to 
pay promised benefits. In some cases, the 
PBGC has been ordered to make certain 
payments or has agreed lo a settlement.

Kathleen Utgofl. who headed the 
agency until 1989, says it has developed "a 
basic bunker mentality." The view now is 
one of 'an S&L situation, and they do 
everything they can to reduce claims," she 
says. Mr. Lockhart says the agency merely 
adheres to restrictions under the law.

Addressing the corporate pension un­
derfunding that leads to all these PBGC 
troubles. Rep. Pickle plan: a hearing today 
on legislation that he introduced along 
with Sen. James Jeffords, a Vermont Re­
publican. It would force companies with 
underfunded plans to narrow the funding 
gap and would limit their ability to raise 
pension benefits without a commensurate 
increase in fund assets.

"We want to be careful that legislation 
doesn't pul companies out of business or 
into bankruptcy" from being forced by 
Congress to speed up funding, comments 
Christopher Bowlin, an employee-beneflts 
official at the National Association of Man­
ufacturers. The NAM says sc< urios rosier 
than the one advanced by the PBGC are 
just as likely, and it doesn't want legisla­
tion based on predictions that may not pan 
out. It also says employees are better off if 
a company maintains its overall viability, 
rather than jeopardizing it by trying to 
fully fund pension plans.

Yet many large PBGC-insured plans- 
especially in the troubled auto. tire, airline 
and sieel industries - fall short of being 
fully funded. To spotlight the problem, the 
PBGC issues a controversial "top 50" list of 
companies with underfunded plans, 
ranked by percentage of liabilities - bene­
fit promises-not covered by plan assets.

Mr. Lockhart notes that many compa­
nies on the list are in good financial shape 
ind that their pension plans aren't in 
danger of folding. But he warns that some 
are so weak that their plans could well be 
terminated in coming years, transferring 
the liability to the PBGC and posing a 
serious financial problem for the agency.

In another House hearing, on Tuesday, 
Mr. Lockhart said th» agency now has a 
pessimistic piujcclion" that Its 52.5 bil­

lion deficit - the excess of its liabilities 
over its assets - as of last Sept. 30 could

3

climb to a 516 billion to 523 billion range in 
a decade. Last year, its worst-case forecast 
was an SIS billion deficit in 10 years.

"There are some scenarios where we 
could get to be a very major crisis," Mr. 
Lockhart says. "It's hard to predict where 
the big hits are going lo occur, but the big 
hits can be very, very big."

How did so many pension funds get in 
this fix? As employers struggle to make 
ends meet, it's relatively easy to give short 
shrift to pension plans. The money isn't 
paid out until workers retire, and then only 
in monthly increments over decades. 
Fundingcan be postponed until a hoped-for 
sunnier day.

Many companies' malnourished pen­
sion plans are traceable to mergers and 
acquisitions in recent years. When compa­
nies acquire a weak operation, they often 
end up with some underfunded pension 
plans as well. National tntergroup. for 
example, took on some sour funds when It 
acquired Weirton Steel Corp. Also inherit­
ing badly underfunded plans through ac­
quisitions have been American National 
Can Co.. Anchor Glass Container Corp. 
and Ravenswood Aluminum.

Labor unions play a major role In 
pension-benefit Increases that worsen the 
underfunding problem. Rather than nail­
ing down hard-cash wage increases, they 
often find it easier to win benefit gains that 
won't be paid for years and will be covered 
by the PBGC if the company falters.

"Instead of Increased wages, we 
bought benefit-type packages every year." 
says Timothy Buckston. a Cleveland-based 
official ol the United Steelworkers of 
America. Speaking of benefit Increases 
that the union wrung out of troubled LTV 
Corp.. now under Chapter 11. he says, 
"They knew the PBGC protection was 
there." But when the PBGC took over that 
plan In 1987, It refused to pay a 5400 
monthly supplement covering early retire­
ment for shutdowns. The pension dispute 
exploded into a protracted wrangle be­
tween LTV and the PBGC, prolonging the 
bankruptcy proceedings.

In 1991. Goodyear Tire & Rubber Co.. 
another company on the PBGC top-50 list, 
granted the United Rubber Workers union 
a 2SG pension-benefit lncre...e when it was 
heavily underfunded.
New neport Due

At today's congressional hearing, the 
GAO is expected to release a report on 
pension-benefit increases granted in 1990 
and 1991 by eight large companies with 
underfunded plans. In that study, the GAO 
found that the two biggest companies in 
each ol the auto, steel, airline and tire 
industries had a combined 55 billion widen­
ing of their underfunding gap. The GAO 
found that tOGof the Increase was attribut­
able to moves to expand benefits.

Although many companies with under­
funded plans contend that ihe PBGC over­
states the problem, the agency says it may 
well be underplaying the danger because 
underfunding olten baUoons when a plan 
must be terminated. And the GAO agrees 
that corporate figures may understate the 
problem. In a recent report on "hidden 
liabilities," it said the PBGC had deter­
mined that 44 plans It studied had total 
unfunded liabilities ol 52.7 billion when the 
plans were terminated, or 58G more than 
what the companies had shown in their last 
filings with the government.

No one predicts an immediate crisis. 
But the problems are building. "We can 
hide it for a while, but it's going to get 
worse." Mr. Lockhart warns.
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M unicipality
of

Anchorage

P.O. BOX 196650
ANCHORAGE, ALASKA 99519-6650 
(907) 343-4433
T O M  F I N K ,  

M A Y O U

OFFICE OF THE MUNICIPAL MANAS EH

April 7, 1993

Senator Drue Pearce, Co-Chair 
Senate Finance Committee 
State Capitol 
Juneau, Alaska 99801
Ra: SB i l l ,  Defined Contribution Plan
Dear Senator Pearce:
During the course of analyzing the impact to the Municipality of 
Anchorage of SB i l l ,  Defined Contribution Plan, we consulted with 
our pension consultants at the Wyatt Company. The attached letter 
from the Wyatt company outlines what they consider to be the most 
major and critica l questions they have regarding the proposed 
legislation.
The Municipality supports the concept of a defined contribution 
plan since the employee and the employer can plan on the outcome. 
Under the current system both have to depend upon tOG many 
variables in determining funding levels. The amount obligations of 
many plans in the past have grown at a rate that was never 
expected. This has bean particularly true of retirement medical 
costs. I'm sure you are aware of what private companies have been 
going through with Financial Accounting Standards Board (FASB) 106.

We would appreciate the Committee'a consideration of these 
questions prior to taking any action on the legislation, and would 
like to work closely with you on any proposed changes to the Public 
Employees Retirement System.
S i n e a r e l v .

Larry/p. Crawfor̂ r 
Municipal Manager
c c :  S e n a t e  F in a n c e  C o m m it te e  M em bers



The Wyuii Company Suite 1910 TelqAoDe 208 625 1125
Cono ilttnu and Attuariea 701 Fifth Avenue F «  206 447 8867

• Seattle, Wuhington 98104*7059

March 19,1993

Ms. Susan Lindemuth 
Manager
Records and Benefits 
Municipality of Anchorage 
P.O. Box 19665G 
Anchorage, A K  99159-6650 0t Anchors*

Re: Bill to Create D.G Plan

Dear Susan:

Thanks for your letter of March 15,1993, The idea of a statewide defined contribution plan 
is quite intriguing. As requested, we have prepared a list o f major issues and concerns, 
many of which are reflected in your March 9, 1993 memo to Larry Crawford. The issues 
are organized under separate subheadings to facilitate your review.

Basie Plan Design

Should employees be covered under a defined benefit or defined contribution plan?
(a) Do the Bill’s sponsors realize that young terarinees will get much larger benefits than 

under the current program (contribution will be stilted away from retirees toward 
younger terminees)?

(b) Do the Bill’s sponsors realize that they will lose the ability to define a specific 
retirement target, tailor early retirement incentives (If necessary), disability benefits, 
or provide post-retirement adjustments?

(c) Do the Bill’s sponsor realize that employee directed investments tend to under 
perform when compared with employer managed investments?

Ofncei in principal dil«« woildwldc



Ms. Susin Lindemuth 
Manage?
March 19, 1993 
Page Two

Plan legal^uthorite

Can the employer "pick-up* a variable employee contribution under IRS Code Section 
414(h)? [This appears to negate the legislative change which precluded public employers 
from sponsoring 401(k) plans.]

(a) Are there any discrimination requirements?

(b) Are there any maximum contribution limitations?

(c) Are there coordination problems with existv'.' plans?

ActuarialJmpad

How would contribution rates change for existing covered employees?

(a) Would current/future retirees ever get cost-of-living adjustments?

(b) What happens to future actuarial gains/losses?
(c) What happens to an employer who has no active defined benefit participants, oniy 

retirees?
(d) Would future, contributions be based on separate contributing employer 

characteristics?

Specific D.C. Plan Design Questions 

What is the nature of th* new plan?

(a) What are vesting requirements
(b) What are investment options?

(c) What are administrative details?

(d) Are guarantee burdens placed on sponsoring employers?



Ms. Susan lindemuth 
Manager 
March 19, 1993 
Page Three

Side Questions

Who would be eligible to purchase health coverage?

Susan, we could certainly provide many, many more detailed questions; but the above ones 
are so major and critical, it seems like it is beat to get them answered, before proceeding 
further.
Pm interested to see how all of this turns out

Sincerely,

Richard R. Joss 
Consulting Actuary

RRJ/set
(07969/20/012)

(Moata<UlU-«.UJI
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FELY DELOSANTOS 
1713 LARCH STREET 
KODIAK, AK 99615

Senator pearCE 
State Capitol 
Juneau AK 99801-1182

I am strongly opposed to the passing of senatw bill III and I think it 
wrong to discriminate and segregate state omployec-.s when it comes to new or 
old hire and ceritfied or classifed employee retirement benifits.

State employees have worked long and hard years while looking forward to 
thier future retirement. Why take that privilege away from us now? There are 
people in Alaska who neither work for the state or just move here in order to 
receive a permanent dividend while some people who have lived here for years 
and should rightfully receive one are being questioned. Those are the prob­
lems that need your attention. Why try to fix it when it isn't broken?
Hard working employees needn't be sacrificed at the expense of others.

Please share this retter with the rest of the committee and assure them 
that i cm not the only one with the the same view of this subject.

Thank-you for your attention.

rely DeloSantos
Kodiak Island Borough School District 
Classified Employee

lfah
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OF'ELIA P. AURE 
1317 LARCH STREET 
KODIAK, AK 99615

Senator pearce 
State Capitol 
Juneau Ak 99801-1192

Please share this letter \ iith the rest of the committee that I am opposed 
to the passing of senate bill III. I think it is discriminating to segregate 
the state employees whether it is certified or classified; now or old hire when 
it comes to retirement benifits.

As a state employee, I have worked long faithfull years while looking 
forward to future retirement benifits. Why is it that the state is gi.lng 
away dividends to people who do not even reside in Alaska long enough to be 
justified worth receiving a dividend or to some people who have moved to 
Alaska Just to receive the benifit when they do not even work for the state?
Why sacrifice your hardworking employees when obviously ve aren't really the 
major problem at hand.

Please consider my views on this subject which 1 am sure aren't going 
to be the only ones on this matter. Other people feel quite the same as I.

Thank-you for your time.

Kodiak Island Borough School District 
Classified Qnployee

Ifah
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April 06,1993

Senator Pearce 
State Capitol 
Juneau, Ak, 99801-1182
I am writing you in regards to Senate B ill 111, which deals with 
and i f  passed w ill have an effect on the current TRS/PERS system. 
After having read the SB111 I feel that SBili would not be 
advantageous to current TRS/PERS members or new employees, and 
would in fact probably be the beginning of the end of TRS/PERS.
I would request that you help defeat SBlll now while i t  is in 
committee.
Respectfully;

Kenneth R. Parker 
P.O. BOX 3335 
Kodiak, Alaska 99615
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April 06,1993

Senator Pearce 
State Capitol 
•Juneau, Ak. 99801-1192

Ref. Senate B ill i l l  
Dear Senator Pearce,
Senate B ill 111 is of great concern to me and most people I ' ve 
spoken with who are in the PERS/TRS retirement systems. With a new 
plan in place, what guarantees do we (who are currently on the 
pers/tu systems) have that the current program w ill have monies 
le ft when oui turn at retirement occurs?
Xf this h il l was a good b ill, why was i t  not made public enough for 
the unions to hear about i t  or why are the Senators exempt from it?
Too many questions for a b ill to just be passed without the issues 
being faced firs t.
Please help us stop this b ill while i t  is s t i l l in committee. 
Thank you.

i

Nancy Perry 
P.O. !iox 1772 
Kodiak, Ak. 99615



April 6. 19^3

V IA  P A X  - 4 6 5 - 3 8 7 2

D e a r  S e n a to r  P ea rce :

A s a n  em p lo y e e  o f  th e  K o d ia k  is la n d  B o ro u g h  a n d  p a rt ic ip a n t in  P E R S , 
I s t r o n g ly  u rg e  y o u  a n d  y o u r  fe llow  m em be rs  o f  th e  S en a te  F in an ce  
C om m itte e  to  vo te  A G A IN S T  S ena te  B i l l 1 1 1 .

I h a v e  sp o k en  w ith  th e  m a jo r ity  o f  the  em p lo yee s  h e re  a t  the  B o ro u g h  
a n d  a t  the  S c h o o l D is tric t , a n d  it  the  o v e rw h e lm in g  con sen su s  th a t  n o  
o n e  w an ts  o u r  re t irem en t p ro g ram  changed .

T h is  n ew  b i l l w ou ld  in trod uce  a  p la n  th a t h a s  n o t  b een  p ro v e n , a n d  
w ou ld  o n ly  b en e fit th e  few  in su ran ce  peop le  in v o lv e d  b y  g iv in g  th em  a  
c om m iss ion  o n  som eon e  e lse 's  m on ey . O u r c u r re n t  re t irem en t p ro g ram  
is  a  g ood  p la n  a n d  sh ou ld  be le ft  a lo n e .

P le a se  u se  th e  p ow e r y o u  h ave  been  e lected  to  u se  to  t r u ly  re p re s e n t the  
p eop le  w ho h a v e  e lected  y o u , a n d  V O T E  A G A IN S T  S E N A T E  B I L L  
I I I .

S in c e re ly ,

E i le e n  P ro b a sc o  
PO  B o x  3 1 4 9  
K od ia k , A la s k a  9 9 6 1 5

I 'd •yoa QWHTSI >WICIO» £0:60 £6, 90 ddb



April 6, 1993

V IA  FA X  - 465-3872

D ea r S e n a to r  P earce :

A s a n  em p loyee  o f  th e  K od iak  Is la n d  B o rough  a n d  p a r t ic ip a n t in  PERS, 
I s t r o n g l y  u rg e  y o u  a n d  y o u r  fellow  m em b e rs  o f  th e  S e n a te  F in a n c e  
C om m itte e  to  v o te  A G A IN ST  S en a te  Bill 111,

I h a v e  sp o k en  w ith  th e  m a jo rity  o f  th e  em p loyees h e re  a t  th e  B o rough  
a n d  a t  th e  S choo l D istric t, a n d  i t  th e  o v e rw he lm ing  c o n s e n s u s  t h a t  n o  
o n e  w a n ts  o u r  re t i r em e n t p ro g ram  ch ang ed .

T h is  n ew  b ill w ou ld  in tro d u c e  a  p lan  th a t  h a s  n o t  b e e n  p roven , a n d  
w ou ld  o n ty  b en e f it th e  few  in su ra n c e  peop le  invo lv ed  b y  g iv in g  th em  a  
c om m iss io n  o n  som eo n e  e lse 's  m oney . O u r c u r re n t  r e t i r e m e n t p ro g ram  
is  a  g ood  p la n  a n d  sh o u ld  b e  le ft a lone.

P le a se  u s e  th e  p ow e r y o u  h a v e  b e e n  e lec ted  to  u se  to  t ru ly  r e p re s e n t th e  
p eop le  w ho  h a v e  e le c ted  you, a n d  V O TE  A G A IN ST  SE N A T E  B ILL  
111.

S incere ly ,

1818 M ission  R oad  
K odiak . A la sk a  99615

•y og  C M H S I >W iaOX W 3 :6 0  EG , 9 0  ydU
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T o t  S e n a t e  F i n a n c e  C o m m i t t t e e  M e m b e r s ;  
S t e v e  F r a n k  
D r u e  P e a r c e  
G e o r g e  J a c k o  
T i m  K e l l y  
S t e v e  R i e g e r  
B e r t  S h a r p  
J a y  K e r t t u l a

F r o m s  C r a i g  P e r s s o n  
P . O .  B o x  0 2 3 2 4  
F a i r b a n k s *  AK 9 9 7 0 0  
P h o n e  # s  4 3 7 - 3 7 2 7  
W o r k  P h o n e  f t :  4 7 4 - 2 3 3 3

R E G A R D I N G ;  S e n a t e  B i l l  1 1 1 -  D e f i n o d  C o n t r i b u t i o n  R e t i r e m e n t  
P l a n

S B l l l ,  t h e  D e f i n e d  C o n t r i b u t i o n  P l a n . ,  i s  a  l a w  t h a t  w i l l  
b a e i e a l l y  s e t  u p  tx t w o  t i e r e d  r e t i r e m e n t  s y s t e m .  I  a m  
o p p o s e d  t o  t h i s  p i e c e  o f  l e g i s l a t i o n .  I  o f f e r  t h e  f o l l o w i n g  
r e a s o n i n g  t o  m y  o p p o s i t i o n  o f  t h i a  b i l l i

1 .  L i n d e r  t h i s  b i l l ,  t h e  s t a t e  o r  p u b l i c  e m p l o y e r  h a s  n o  
a c c o u n t a b i l i t y  o r  r e s p o n s i b i l i t y  t o  i n s u r e  a n  e m p l o y e e  i n  
t h i s  n e w  p l a n  r e c e i v e s  o r  m a i n t a i n s  a  r e t i r e m e n t .  I f  
a n o t h e r  E x e c u t i v e  L i f e  f i a s c o  h a p p e n s  w i t h  t h e  e m p l o y e e ' s  o r  
r e t i r e e ' s  f u n d s  t h e  e m p l o y e e  o r  r e t i r e e  c o u l d  b e  l e f t  w i t h  
n o  o r  l i t t l e  r e t i r e m e n t .

2 .  T h i s  b i l l  c o n t a i n s  h e a l t h  i n s u r a n c e  c o v e r a g e  f o r  r e t i r e e s  
o f  t h e  n e w  s y s t e m ,  b u t  a t  t h e  r e t i r e e ' s  e x p e n s e .  H e a l t h  
i n s u r a n c e  i s  n o t  e v e n  p a r t i a l l y  c o v e r e d  u n d e r  t h i s  b i l l .
I n  t i m e s  w h e n  h e a l t h  c a r e  i s  s o  c o s t l y  t h i s  s p e a k s  - f o r  
i t s e l f .

3 .  U n d e r  S B 1 1 1  e x i s t i n g  e m p l o y e e s  m a y  c h o o s o  t o  s t a y  i n  
P E R S ,  T R S *  J u d i c i a l  R e t i r e m e n t  S y s t e m  o r  t h e  U n i v e r s i t y  
R e t i r e m e n t  S y s t e m .  A l l  n o w  e m p l o y e e s  h i r e d  a f t e r  J u l y  1 ,  
1 9 9 3  w o u l d  b e  u n d e r  t h e  n e w  D e f i n e d  C o n t r i b u t i o n  R e t i r e m e n t  
P l a n .  T h e  m a i n  p r o b l e m  w i t h  c l o s i n g  t h e  s y s t e m  t o  n e w  
p a r t i c i p a n t *  i s  T H E  W H O L E N E S S  AND S E C U R I T Y  O F  T H E  P R E S E N T  
R E T I R E M E N T  S Y S T E M S ! ! ! !  N e w  e m p l o y e e s  i n  m a n y  p u b l i c  a n d  
p r i v a t e  p e n s i o n  p l a n s ,  i n c l u d i n g  s o c i a l  s e c u r i t y ,  r e l y  o n  
p a y m e n t s  f r o m  p a r t i c i p a n t s  w h o  r e p l a c e  r e t i r e e s  t o  k e e p  t h e  
r e t i r e m e n t  s y s t e m  s o u n d  f o r  t h e  f u t u r e .  D o  t h e  u n d e r w r i t e r *  
o f  t l i *  b i l l  k n o w  w h a t  t h e  l o n g  t e r m  e f f e c t s  w i l l  b e  t o
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f u t u r e  r e t i r e e s  w h o  s t a y  i n  t h e  c u r r e n t  s y s t e m s ?  I n  2 0  t o  
3 0  y e a r s  t h e r e  w i l l  b e  n o  o n e  p a y i n g  i n t o  t h e  o l d  s y s t e m s ,  
b u t  t h e r e  w i l l  p r o b a b l y  b e  a t  l e a s t  t e n  t h o u s a n d  r e t i r e e s  
d r a w i n g  t h e i r  p e n s i o n  f r o m  t h e  o l d  s y s t e m s . .  W h a t  e f f e c t  
w i l l  t h i s  h a v e  o n  t h e  P E R S ,  T R S .  J F S  a n d  U n i v e r s i t y  
r e t i r e m e n t  s y s t e m s ?

T h e  c u r r e n t  r e t i r e m e n t  s y s t e m s  i n  A l a s k a  a r e  s o u n d  a n d  h a v e  
w o r k e d  w e l l  f o r  m a n y  y e a r s .  S p l l t t :  n g  t h e  p u b l i c  e m p l o y e e  
r e t i r e m e n t  s y s t e m s  i n t o  a  t w o  t i e r  s y 3 t e m  w i l l  c r e a t e  t w o  
s y s t e m s  t h a t  a r e  b o t h  u n k n o w n  a n d  i n s e c u r e  f o r  p u b l i c  
e m p l o y e e s  a n d  p u b l i c  e m p l o y e e  r e t i r e e s .  T h e  c u r r e n t  s y s t e m s  
a r e  s e c u r e  a n d  f a i r  t o  a l l  e m p l o y e e s  a n d  r e t i r e e s .

S i n c e r e l y ,

C r a i g  P e r s s o n
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4-6-93

SENATOR PEARCE 
SENATE CAPITAL 
JUNEAU, AK. 99801-1.182

Dear Senator Pearce,
I t  Is my understanding that Senate B ill 111 Is being heard in the 
Senate Pinance Committee tomorrow morning, 4-7-93. I believe that
th is b ill is not in the best interests of the state of Alaska or
those employees who are now in the PERS retirement system, or those 
who W ill enter the system in the future. I t is my recommendation 
and request that you vote against this b ill. Following are my 
reasons:

1. With no new monies coming into the OLD system, 
i t  w ill not be long before the old system is 
broke, thus stranding those employees who worked 
so hard and gave so muah to the system and the ir 
employers.

2. I do not believe for one minute that this b ill 
was submitted to benefit the employees, rather
i t  appears to me that the sole beneficiary of th is 
b ill are those who are connected with insurance agencies 
and banks who deal with private retirement programs. In 
other words, th is b ill is not for us, but is a special 
interest b ill designed by someone who w ill no doubt
benefit from i t  in some way, either directly or
j (directly.

3. The present retirement system works exceptionally well 
as i t  is , and yearly REP early retirement offerings w ill 
strengthen the system more than any other offering, while 
at the same time provide new employment opportunities 
and promotional opportunities for others, thus making 
employment in Alaska c iv il service something that can 
draw the best people.

Again, i t  is my request and recommendation that you vote aqatmbt
n a i l  i m . H im

K O D IA K  P O L IC E  S E R G E A N T
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April 7, 1993

Senator Pearce 
State capital 
Juneau AK 99801-1182
Dear Senator Pearce;

I t  is my understanding that Senate B ill 111 is being heard at 
9:00 am on Wednesday in the Senate Finance Committee. I implore 
you to vote AGAINST b ill 111.

This b ill does not appear to be in the best interes' of 
employees currently working under the PERS/TRS system. There are 
no guarantees that funds w ill be available in the new plan at the 
time of my retirement, and i f  I choose to remain in the eld 
(current) plan, no new monies w ill be invested into the plan, which 
could possibly result in bankruptcy at retirement. Either va y, i t  
is too much of a gamble to take.

Currently, our present retirement system is satisfactory, some 
say i t  is the best in the country; I am against any change that 
could possibly jeopardize this.

I ask that you please share th is le tte r with the rest of the 
Committee, and encourage them to VQTS AGAINST SENATE b ill 111.

Thank you for your consideration in this matter.
Sincerely,

Laurl whiddon
Admn. Asst./City of Kodiak 
112-A Fiv^ Fingers Court 
Kodiak AK 99615
(907) 487-2761/home 
(907) 486-8000/work
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April 6, 1993

Senator Frank State Capitol Juneau, Alaska 99801-1182
Dear Senator Frank:

I have 20 years in PERS. It has worked well! Please do not allow our Retirement System to he changed by "special interest groups".
I would appreciate your help in defeating SB111 and also support from your committee members to defeat this Bill. Thank you.

P.O. Box 76Kodiak, Alaska 99615(907)486-3168
Jtnv

Sincerely,

Jan M. Williams
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April 6, 1993

Senator Pearce Senate Office Juneau, AK 99801-1182
Dear Senator Pearce:
hppn iS "0t suPP“rted bY the majority, I don't believe there has
to NOT support SB*111 a '*««* 1  «S» J™
Sincerely,

Jennifer Spencer (907) 486-3183
/ j e
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April 6, 1993

Senator Pearce 
Stata Capitol
Juneau, Alaska 99801-1182 

Dear Senator:

as contrlh,B^ dS C° 5* lil* B1™ ™ a break! Why take something away tha 
as contributing employees have relied on and depend on upon retirement?

t*. A. 1 ^  urflng y°u t0 take whatever means necessary to DEFEAT SB 111, 
it la a crock,and is very unfair.

Sincerely,

>enett Terrell 
(907) 486-8245

/RT

we
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Apr:,! 6, 1993 Kodiak, Alaska

Senator Frank State CapitolJuneau, Alaska 99801-1,182 
Dear Senator:

I appreciate your consideration in defeating SB 111.

a u u  w a n a e r  w ho  could possibly benefit by it.

am requesting your support in 
il strongly that our retirement 
"ow? I am baffled about SB 111

Sincerely,

PO Box 842 Kodiak, AK 99615 (907) 486-5066
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April 6, 1993

ment system since 1974. 
ty years, X am questioning 
a Bill 111. I don't believe 
y, Since I am eligible to 
e will be funds in it for

bill. There is not enough 
rent TRS/PERS program.

Thank you for your consideration.

ec: Mr. Reiger

Senator Pearce
State Capitol
Juneau, AK 99801-1182

RE; SB 111

1 have been involved with the TRS/PERS ratirt 
After paying into it off and on over the past twei 
the reasoning for the change as asked for in Senal 
that the alternative has been researched adequate 
retire in another 15 years, I am wondering if the; 
my retirement.

X am writing to ask that you not support ttai; 
legitimate research to support a change in the cu

I
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Senator Pearce 
State Capitol 
Juneau, Ak 99801-1182

April 6 , 1 993

Dear Senator Pearce,
I am writing to you because I am very concerned about SB 111. I see it as 

possibly the biggest financial burden to be put on the State since the Mental 
Health Lands screw up. With the State having the obligation to pay all the present 
people in the State's Retirement Program, with No new money coming in from new 
hires, the fund can not last for 50 to 60 years which is the life expectance of the 
people presently In the system. If the fund runs out of money, which it surely 
will, the State will find itself with the burden of providing retirement to 
thousands of retired teachers and public employees who have earned a retirement 
check. This money will then have to come out of the General Fund rather that from 
all the employees because the State will have set up a second retirement fund 
from which they can not draw interest. I urge you to vote No on SB 111 and 
save the young people of our state this unneeded burden, when the burden should be 
on the employees of the State as it now is, Don't try to fix something that is not 
broke ju3t so Insurance companies and investment brokers can n ake big bucks off 
Ihe employees of the State of Alaska.

Thank You

^John  Nuttall 
Box 2554 
486-5594
Kodiak, Alaska 99615
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APRIL 6 ,  1993

SENATOR PEARCE
CO-CHAIRMAN SENATE FINANCE COMMITTEE STATE CAPITOL 
JUNEAU, AK 9 9 8 0 1 -1 1 0 2
DEAR SENATOR PEARCE,
I AM WRITING TO EXPRESS Mr CONCERN REGARDING SB M l WHICH 
ADDRESSES CHANGES TO THE STATE EMPLOYEE RETIREMENT SYSTEM,
I FEEL THIS B ILL  WILL HAVE THE EFFECT OF JEOPARDIZING 
RETIREMENT BENEFITS FOR PRESENT WORKERS AND THOSE CURRENTLY DRAWING BENEFITS.
1 AM REQUESTING YOU TO OPPOSE THIS B IL L .
SINCERELY ,

MARCIA A. STELZER 
BOX 2412
KODIAK T AK 99615
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Honorable Senator Pearce 
State Capitol 
Juneau, AK 99615

April 6, 1993

Dear Senator Pearce:

I am writing concerning SB 111. i do not teel that the consequences of 
changing to the proposed system have been thoroughly weighed. Will both 
systems be solvent at the time of and during all employees retirements?

I hope you will oppose this bill.

S incere ly .

Mary Keller 
2686 Turner Lane 
Kodiak, AK 99615 
486-9231 WK. 486-6325 HM.
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April 6, 1993 
Kodiak, Alaska

Senator Drew Pearce 
State Capitol
Juneau, Alaska 99801-1182 

Dear Senator Pearce,

I am writing to obtain your support in opposition to SB 111. This ill- 
advised piece of legislation serves the interest of no one who is currently 

under TRS or PERS. In addition, the financial implications of this 
legislation are at best unknown, and could have the State involved in 
costly litigation for years to come.

When a system is working, as ours is, why is a major change under 
way when no one in the system wants to change it? Is this legislation 
being promoted for the personal interests of those involved in its 
drafting? I certainly question their motives in coming up with such a 
piece of irresponsible legislation.

Has this legislation been submitted to the retirement system for 
financial analysis by their actuaries and if not, why not?

I respectfully request your assistance in supporting the defeat of 
SB111 and the continuation of our retirement system as it currently is.

Charles T^/Simpler 
P.O. Box 465 
Kodiak, Alaska 99615 
(907) 486*5897
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i
. S ena to r D rue Pearce, Co-Chair 
^FAX 465-3872
; Senate F inance Com m ittee ;
'.State C apito l ■
Juneau, A k  99801-1182 ,

, if
D ear S ena to r Pearce, ■I

I  am  ve ry  concerned  abou t SB  111, from  a num ber o f  standpoin ts. I  h av e  
.been teach ing  in  A laska since 1970.1 love w hat I  am  do ing  and  fee l {hat I  s till 
| have som eth ing  to  con tribu te, so I  have n o  im m ediate p lans to  retire^ H ow ever, I  
; expect the system  to be so lven t when I  do  retire and tha t it w ill con tinue to  be  
so lvent w h ile I  am  retired. I  believe so lvency is in  jeop a rdy  w ith  thijs p lan, as no 
new  m onies w ou ld  b e  in jec ted  in to  the plan.

I
! I t  is m y  understand ing  that the cu rren t retirem ent system  is in  .excellent
•shape. F u rth er i t is self-sustaining. W hy correc t som ething w h ich  isii’t broken? 
iWho w ill this benefit? W ill a  specia l in terest g roup benefit a t th e  expense o f  a ll 
'public employees? W here  a re  the studies on  how  the m oney  w ill b e  invested, w h a t 
m y re tu rn  w ill be, etc.? •

. I  rea lly  do n o t see w here the push fo r  this b ill is com ing from . It seem s to  
'me tha t w hen  wo have an  excellen t system  in  place, w h ich is self-sustaining, w hy  
try to change it? I f  th ere is a perce ived  need  to change it, th en  why n o t do som e 
^studies to  see i f  the concerns are ju stified  and to  try to  m ake educatecj decisions 
!on the b es t rem edy to pursue.

* i
! A lthough I  am  n o t one o f  you r constituents, I  h ave b een  im pressed
observ ing you  as a leg is la to r fo r severa l years and tru st tha t you will, con tinue  to 
m ake thoughtful, conservative decisions.* * J
; T hank  you  fo r  y o u r time.
tJ ,
: S incerely,

j Box 1313 i

P a tJ rc o b so n
486-3954



April 5 , 1 9 9 3

Senator Steve Frank and Senator Drue Pearce, Co-Chairpersons 
Senate Finance Committee 
State Capitol
Juneau, Alaska 99801-1182

Dear Finance Committee,

It was a shock to me to learn about Senate Bill 111. This is to let you know that I am 
apposed to the passage of this biH. Please do not vote to move this bill out of 
committee. If it does go to the whole Senate for a vote, I ask you to defeat it.

I am a member of TERS and have serious fears about the viability of that system if you 
choose to suddenly change to this new proposal. Not only do I think that this has not 
been studied enough to know the long term ramifications, but I personally believe that 
they will be negative. I cannot see how this move can do anything but harm to the 
present system and create a weak and undesirable system for future employees.

I am looking forward to the news that this objectionable biH has died in committee.

Daniel L. Busch 
Box 1162
Kodiak, Alaska 99615 
907-486-5310

T O T R L  P . B



March 31 , 1 9 9 3

Senator Drue Pearce
Senate
State Capitol
Juneau, Alaska 99801-1182

Dear Senator Pearce,

Recently, I have been made aware of Senate Bill 111 and the effect that it will have 
upon not only my own retirement but the retirement of future Alaskans. This is to let 
you know that I am vehemently opposed to SB 111.

This bill looks like nothing less than some misguided attempt to throw business to 
insurance agents who will be able to sell newly retired, older Alaskans a health plan 
and a paid-up annuity. It also appears to be a sure way to reduce or eliminate the 
future retirement benefits of present members of PERS and TERS when that fund is 
depleted. How can supporters of this bill justify themselves? Alaska should be proud 
to have one of the best and most successful retirement systems in the United States. 
Why tamper *ith it?

I certainly hope that you will listen to the opponents of this bill. Please do not vote to 
move this out of the Finance Committee. If it does go to the floor for a vote, please do 
not vote in favor of it.

S in rp rp lv

Randy Reichmann Busch 
Box 1162
Kodiak, Alaska 99615 
(907) 486-5310



T H E  F O L L O W I N G  D O C U M E N T  
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B U T  IS  A V A I L A B L E  I N  T H E  

O R I G I N A L  F I L E



A L A S K A  S T A T E  L E G IS L A T U R E
LEG ISLATIVE BUDGET AND AUD IT COMM ITTEE

M embers o f the Legislative Budget 
and Audit Committee:

In accordance with the prov.sions of Title 24 o f the A laska Statutes, the attached report is 
subm itted for your review.

DEPARTM ENT OF ADM INISTRATION 
TEA CHERS’ RETIREM ENT SYSTEM 

REVIEW  OF SELECTED FUNDING ISSUES

January 11, 1993

Audit Control Number 

02-4447-93

The audit addresses the circumstances surrounding the April 1992 decision o f the T eachers’ 
Retirement System Board to adopt an enhanced actuarial projection methodology utilizing 
population and asset projection features. Additionally, the audit discusses the impact o f the 
enhanced actuarial projection methodology on em ployer contribution rates and projected 
funding ratios. It also addresses concerns com m on to public pensions.

The audit was conducted in accordance with governm ent auditing standards. Fieldwork 
procedures utilized in the course o f developing the findings and discussion presented in this 
report are discussed in the Objectives, Scope, and Methodology section o f this report.

D iv is io n  o f  L e g is la t iv e  A u d i t

P. O. Box 113300 
Juneau, AK 99811-3300 

(907) 465-3830 
FAX (907) 465-2347January 11, 1993




