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Teachers' Retirement System
P e n s i o n  a n d  P o s t e m p l o y m e n t  H e a l t h c a r e

Actuarial Contribution Under Projected Unit Credit Method
($ in millions)_________________

Funding
J »

July 1, 2004 July 1, 2005

1. Actuarial Accrued Liability $ 6,123 $ 6,499
2. Actuarial Value of Assets 3.845 3.959
3. Unfunded Actuarial Accrued Liability $ 2,278 $ 2,540
4. Funded Ratio 62.8% 60.9%
5. Annual Actuarial Contribution

-  Normal Cost $ 117 $ 119
Amortization of Unfunded (25) Years 146 166

-  Total Contribution S 263 $ 285
-  % of Pay 50.46% 50.83%

6. Member Contribution
-  Amount S 45 $ 49
-  % of Pay 8.68% 8.69%

7. Employer Required Contribution
-  Amount S 218 $ 236

% of Pay 41.78% 42.14%

Source: Buckconsultants, March 23-24 Report to A R M B  and House Ways and Means Committee

A l a s k a  R e t i r e m e n t  M a n a g e m e n t  B o a r d



T R S  F u n d i n g  R a t i o  H i s t o r y  

P e n s i o n  a n d  P o s t e m p l o y m e n t  H e a l t h c a r e  

B a s e d  o n  V a l u a t i o n  A s s e t s
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Public Employees' Retirement System
P o l i c e / F i r e  a n d  O t h e r s  C o m b i n e d  

P e n s i o n  a n d  P o s t e m p l o y m e n t  H e a l t h c a r e

Actuarial Contribution Under Projected Unit Credit Method
($ in millions) _________

F u n d in g J u ly  1, 2004 J u ly  1, 2 0 0 5

1. Actuarial Accrued Liability $ 11,444 $ 12,845
2. Actuarial Value of Assets 8.030 8,442
3. Unfunded Actuarial Accrued Liability $ 3,414 $ 4,402
4. Funded Ratio 70.2% 65.7%
5. Annual Actuarial Contribution

-  Normal Cost S 296 $ 338
-  Amortization of Unfunded (25) Years 219 285
-  Total Contribution s 515 S 623
-  % of Pay 35.00% 39.27%

6. Member Contribution
-  Amount $ 100 s 109
-  % of Pay 6.81% 6.84%

7. Employer Required Contribution
-  Amount $ 415 s 514

% of Pay 28.19% 32.43%

Source: Buckconsultants. March 23-24 Report to A R M B  and House Ways and Means Committee

A l a s k a  R e t i r e m e n t  M a n a g e m e n t  B o a r d



P E R S  F u n d i n g  R a t i o  H i s t o r y

P e n s i o n  a n d  P o s t e m p l o y m e n t  H e a l t h c a r e

B a s e d  o n  V a l u a t i o n  A s s e t s  P l a n  y ear Beginning July 1
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Conclusions and Comments
•  I n c r e a s e d  e m p l o y e r  c o n t r i b u t i o n  r a t e s  r e q u i r e d  f o r  P E R S  a n d  T R S

PERS TRS

2004 28.19% 41.78%
2005 32.43% 42.14%
Change +4.24% +0.36%

•  F u n d e d  r a t i o s  d e c l i n e d  o v e r  l a s t  y e a r

PERS TRS

2004 70.2% 62.8%
2005 65.7% 60.9%
Change (4.5%) (1.9%)

Source: Buckconsuttants, March 23-24 Report to A R M B  and House Ways and Means Committee

A l a s k a  R e t i r e m e n t  M a n a g e m e n t  B o a r d  6



Extend Amortization Period

Teachers’ Retirement System
Employer Supplemental Contributions, as of June 30, 2005

($ in thousands)

| Amortization 
Period (years)

Employer 
Contribution Rate

Normal Cost 
Rate

Average Member 
Contribution Rate

Past Service 
Rate

Supplemental 
Contribution Rate

Supplemental
Contributions

25 16% 21.25% 8.69% 29.58% 26.14% $146,655
30 16% 21.25% 8.69% 26.27% 22.83% $128,085
35 .6% 21.25% 8.69% 24.06% 20.62% $115,686
40 16% 21.25% 8.69% 22.51% 19.07% $106,990
25 21% 21.25% 8.69% 29.58% 21.14% $118,603
30 21% 21.25% 8.69% 26.27% 17.83% $100,033
35 21% 21.25% 8.69% 24.06% 15.62% $87,634
40 21% 21.25% 8.69% 22.51% 14.07% $78,938
25 26% 21.25% 8.69% 29.58% 16.14% $90,552
30 26% 21.25% 8,69% 26.27% 12.83% $71,981
35 26% 21.25% 8,69% 24.06% 10.62% $59,582

40 26% 21.25% 8.69% 22.51% 9.07% $50,886

Total Salaries: S561.038 Source: Buckconsuttants

A l a s k a  R e t i r e m e n t  M a n a g e m e n t  B o a r d



Extend Amortization Period
ra m  xaa»im.ia

Public Employees’ Retirement System
Employer Supplemental Contributions, as of June 30, 2005

(5 in thousands)

Amortization 
I Period (years)

Employer 
Contribution Rate

Normal Cost 
Rate

Average Member 
Contribution Rate

Past Service 
Rate

Supplemental 
Contribution Rate

Supplemental
Contributions

25 16% 21.32% 6.84% 17.95% 16.43% $260,726
30 16% 21.32% 6.84% 15.98% 14.46% 5229,464
35 16% 21.32% 6.84% 14.66% 13.14% 5208,517
40 16% 21.32% 6.84% 13.73% 12.21% 5193,759
25 21% 21.32% 6.84% 17.95% 11.43% 5181,382
30 21% 21.32% 6.84% 15.98% 9.46% 5150,120
35 21% 21.32% 6.84% 14.66% 8.14% 5129,173
40 21% 21.32% 3.84% 13.73% 7.21% 5114,415
25 26% 21.32% 6.84% 17.95% 6.43% 5102,037
30 26% 21.32% 6.84% 15.98% 4.46% 570,775
35 26% 21.32% J.84% 14.66% 3.14% 549,828
40 26% 21.32% 6.84% 13.73% 2.21% 535,070

Total Salaries: S1.586.891 Source: Buckconsuttants

A l a s k a  R e t i r e m e n t  M a n a g e m e n t  B o a r d  8



Calculating the Past Service Cost Rate
(1) Accrued Liability $ 5,835,609

(2) Valuation Assets $ 3,752.285

(3) Total Unfunded Liability, (1) -  (2) $ 2,083,324

(4) Expected Unfunded Liability $ 1,749,948

(5) (Gain)/Loss, (3) -  (4) $ 333,376

(6) Amortization Factor (25 years) 16.246963

(7) (Gain)/Loss Amortization, (5) -f (6) $ 20,519

(8) Pre-Existing Past Service Cost $ 110.359
Amortizations

(9) Total Amortization Payments, (7) + (8) $ 130,878

(10) Total Salaries $532.630

(11) Past Service Rate, (9) -f (10) 24.57%

Source: State of Alaska Teachers' Retirement System as of June 30. 2003. Mercer Human Resource Consulting

A l a s k a  R e t i r e m e n t  M a n a g e m e n t  B o a r d



Allocation for TRS Employers
• Creates a past service liability account.

• Requires an annual appropriation.

• Payments to TRS employers, other than the State and University of Alaska 
are based on 85% of the past service cost rate 3 years prior.

• Payments are pro-rated if less money appropriated than needed.

• Unexpended funds lapse at the end of the fiscal year.

A l a s k a  R e t i r e m e n t  M a n a g e m e n t  B o a r d  1 0



Allocation for PERS Employers
• Creates a past service liability account.

• Requires an annual appropriation.

• Payments would be made to municipalities, school districts, and REAA employers, other 
than the State and University of Alaska and would be based on the lesser of:
-  The past service rate and covered payroll of the employer three years earlier less 5%.
-  The average of the past service cost rates of all PERS employers three years earlier 

times the employer's covered payroll three years earlier.

• Provides a 50% incentive three years later for covered employers to prepay their 
unfunded liability.
-  Would reward municipalities that are paying full rate in FY 06 on top of the 5% 

assistance provided by the legislature.
-  Could be used to leverage the sale of pension obligation bonds.
-  Could be used by municipalities with large cash balances to transfer 50% of the 

liability to the state.

• Payments are pro-rated if less money appropriated than needed.

• Unexpended funds lapse at the end of the fiscal year.

A l a s k a  R e t i r e m e n t  M a n a g e m e n t  B o a r d  1 1



HB 3 7 5  Past Service Calculations

Employer

A

Employer 
Covered Payroll 
3 years Earlier

138,265,234

Employer Past 
Services Rate 
3 years Earlier

15.54%

Employer Past 
Service Rate 3 years 

Earlier less 5%

10.54%

Average Past Service 
Rate o f All Employers 

3 years Earlier

14.87%

Lower of 
Actual less 5% 

or Average

10.54%

Computation 
on Rate

10.54%

Cost to 
State

14,573,156

B 6,673,054 111.34% 106.34% 14.87% 14.87% 14.87% 992,283

6,673,054 19.87% 14.87% 14.87% 14.87% 14.87% 992,283

A l a s k a  R e t i r e m e n t  M a n a g e m e n t  B o a r d 1 2



Solution Goals

• Full Funding within 3 0  years

• Not cause severe disruption in public service

• State should participate in solution

• Accelerated contributions from employers should be rewarded

• State support should be equitable

• Should minimize supplanting Federal and other non-general fund costs

A l a s k a  R e t i r e m e n t  M a n a g e m e n t  B o a r d  1 3
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F I S C A L  N O T E

Revision Dale/Time (Note if correction):_____________________ Dept. AflectecJ:_________ Revenue_______
Title TRS & PERS past service liability accounts________ RDU ________________________

S T A T E  O F  A L A S K A  Fiscal Note Number; ______________

2 0 0 6  L E G I S L A T I V E  S E S S I O N  Bill Version: CS HB375 (Fin)
() Publish Date: -1/21/2006

__________________________________________________________Component Treasury 6 Alaska Retirement
Sponsor Hse Special Committee on Ways and Means_______  Management Board________
Requester Component No. 121

Exp end itu res/R even ues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPEN DITURES FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012

Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

|CAPITAL EXPEN DITURES | I 1

CHANGE IN REVEN UES 1 )
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Procjram Receipts
Bond Proceeds
Bond Bank Investment Earnings

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY200G) cost: 00
Mark this box (Xi if funding for this bill is included in the Governor's FY 2007 budnct proposal:

POSITIONS
Full-t me
Part-time
Temporary

ANALYSIS: (Attach a separate page il necessary)
This bill estab lishes 2 accounts into which annual appropriations could be made, and amounts would be 

distributed by the department each year to 2 distinct groups o f emp loyers. The department would pay each 
TRS  employer, other than the state and the University, the amount the em p loyer is expected to pay that fiscal 
year toward its past service liability. However the amount paid to each em ployer is based upon a formula 
looking buck 2 yea rs . Sim ilarly, municipal and school district PC R S  em p loyers would be paid for their annual 
past service liability payment using a different formula The department would m anage the accounts, make 
distributions and adopt regu lations. Account earnings and money not needed for appropriation as provided 
by the formulae would be deposited in the genera l fund annually

Prepared by: Tom Boutin______________________________________________  Phono >165-3669_______
Division Treasury_______________________________________________   Dale/Time 4/25/06 12 00 PM

Tom Boutin_________________________________________________  Date 4/25/2006_______
Agency Rovonuo____________________________________________________

OMUi Pago 1 of 1



F I S C A L  N O T E

S T A T E  O F  A L A S K A  Fiscal Note Number: ________________

2 0 0 6  L E G I S L A T I V E  S E S S I O N  Bill Version: CSHB 375 (FIN)
() Publish Date: _______________

Revision Date/Time (Note if correction): 4-25-06/10:00 a.m. Dept. Affected:_________ Administration_______
Title An Act establishing the TRS and PERS past service RDU Centralized Administrative Services
_____________ liability accounts in the Department of Revenue.... Component  Retirement and Benefits
Sponsor House Special Committee on Ways and Means ______________________________
Requester House Finance Committee______________________Component No. 64

Expenditures/Revenues__________________________________________ (Thousands of Dollars)________________________
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPEN DITURES FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012

Personal Services 0.0 0.0 0.0 0.0 0.0 0.0
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPEN DITURES

CHANGE IN REVENUES ( )

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1029 PERS Retirement 0.0 0.0 0.0 0.0 o.c- 0.0
1034 Teachers Retirement 0 0 00 0 0 0.0 0.0 0.0

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY200G) cost: 00
Mark this box (X) if fundinq for this bill is included in the Governor's FY 2007 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

AN ALYSIS: tAtuizn a page t!
H 3 375  estab lishes two new accounts in the Department o f R evenue , the T R S  Past Service Cost Liability 
Account and the- PE R S  Past Serv ice Cost Liability Account. Each o f these accounts provides a formula for 
payments to participating T R S  and P E R S  employers to assist with elim inating the employers' unfunded 
liabilities, subject to appropriations to the accounts.

This bill has no fiscal impact on the Division of Retirement and Benefits.

Prepared by Meiaruo Millhorn. pirrcior________________________________________ Phone 405-4406________
Division Retirement and Bond tr. Da'o.'Time 4 25'OQ 10 00 am

Approved by: Mike Tibbies. Deputy Comm --sioner______________________________  Date 4 35 2000________
Agency Department of Administration____________________________________
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A M E N D M E N T  I vJ j j j

TO: CSHB 375( ), Draft Version L

1. Page 3, line 13 following “and”

2 Delete “the lesser of

(1) the average past service cost rate of all employers in the system during the 
fiscal year that precedes the distribution fiscal year and under (c) of this 
section by three fiscal years; or

v2) the employer’s pas service cost rate less 5 percent, during the fiscal year 
that precedes the distribution liscal year under (c) of this section by three 
fiscal years.”

1. Page 3, line 13, following “and”

2. Insert S5% of the employer’s past service cost rate during the fiscal year that 
precedes the distribution fiscal year under (c) of this section by three fiscal years.”



L E G A L  S E R V I C E S

(907) '165-3867 or 465-2450 
FAX (907 ) 465-2029 
Mail Stop 3101

DIVISION OF LE G A L  AND R ESEA R C H  S E R V IC E S  
LEG IS LA T IV E  A FFA IR S  AGEN CY 

STA TE  OF A LA SKA State Capitol 
Juneau, Alaska 99801-1182 

Deliveries to: 129 6th St., Rm. 329

M E M O R A N I) U M April 27,2006

SUBJECT: Sectional Summary of CSMB 375(FIN), an Act relating to 
establishment of accounts for elimination of retirement past service 
cost liability. (Work Order No. 24-LS 1467\S)

TO:

FROM:

Representative Bruce Wcyhrauch 
Attn: Jacqueline Tupuo

Dan W ayneV ^^^
Legislative Counsel

You have requested a sectional summary of the above-described bill.

As a preliminary matter, note that a sectional summary of a bill should not he considered 
tin authoritative interpretation of the bill and the bill itself is the best statement of its 
contents. If you would like an interpretation of the bill as it may apply to a particular set 
of circumstances, please advise.

Section 1.

Teachers' Retirement System of Alaska (TRS).

See. 37.10.200(a) establishes in the Department of Revenue the teachers' retirement 
system (I RS) past service cost liability account consisting of appropriations made by the 
legislature, provides for management of the account according to the requirements of 
AS 37.10.071, and provides for development and adoption of any necessary regulations.1

See. 37.10.200(h) provides for reversion to the general fund at the end of each year the 
annual income from account investments plus the unspent portion ol money appropriated 
for the yea;.

1 AS 37.10.071 is a statute prescribing how investments shall be made by the fiduciary of 
a state account or a fiduciary's designee: how the account’s fiduciary shall exercise 
investment, custodial, or depository powers or duties: potential liability of the account's 
fiduciary; and the state's indemnification, in certain circumstances, of the account's 
fiduciary. In the draft bill the fiduciary means the commissioner of revenue and. if there 
is one, the commissioner's designee.



Sec. 37.10.200(c) provides for payment from the account each year, to each TRS 
employer other than the State of Alaska, the sum the employer is expected to pay the 
Stale of Alaska that year toward eliminating the employer's portion of the TRS past 
service cost liability.

See. 37.10.200(d) describes the calculation used to determine the annual amount that 
shall be paid by the account to a TRS employer. The calculation differs than the one used 
in the corresponding subsection of the bill's PERS liability repayment account.

Sec. 37.10.200(e) says that if money in the account that is available for the required 
payments to TRS employers is not sufficient to pay every employer the amount 
calculated under the preceding subsection (d), then the payment to each employer is 
decreased by a pro rata share.

Sec. 37.10.200(0 requires that any overpayment received from the account by a TRS 
employer be immediately returned by the TRS employer to the account.

Public Employees' Retirement System of A laska (PERS).

Sec. 37.10.202(a) establishes in the Department of Revenue the public employees’ 
retirement system (PERS) past service cost liability account consisting of appropriations 
made by the legislature, and provides for management of the account according to the 
requirements of AS 37.10.071, and development and adoption of any necessary 
regulations.

Sec. 37.10.202(b) provides for reversion to the general fund at the end of each year the 
annual income from account investments plus the unspent portion of money appropriated 
for the year.

Sec. 37.10.202(c) provides for payment from the account each year, to each PERS 
employer other than the State of Alaska, the sum the employer is expected to pay the 
State of Alaska that year toward eliminating the employer's portion of the PERS past 
service cost liability.

Sec. 37.10.202(d) describes the calculation used to determine the annual amount that 
shall be paid by the account to a PERS employer. The calculation differs from the tine 
used in the corresponding subsection of the bill's TRS liability repayment account.

Sec. 37.10.202(e) creates a future incentive for PERS employers to pay off their share of 
PERS past service cost liability more quickly, by rewarding an employer that pays, or has 
in the past paid, more for a fiscal year than the amount required of the employer for 
PERS past service cost liability payment in that year. It also rewards PERS employers

Representative Bruce W cyhrauch
April 27, 2006
Page 2



that have already, in certain years pre-dating the effective date of the bill, paid more than 
the amount they were required to pay.:

Sec. 37.10.202(1") says that if the money in the account available for the required 
payments to PERS employers is not sufficient to pay every employer the amount 
calculated in subsection (d), then the payment to each employer is decreased by a pro rata 
share.

Sec. 37.10.202(g) requires that any overpayment received from the account by a PERS 
employer be immediately returned by the PERS employer to the account.

Sec. 37.10.204. Definitions. This section defines the terms "average past service cost 
rate" and "past service cost rate" as they arc used in all sections of the bill.

Section 2 provides for a July 1, 2006, effective date.

DC Waned 
06-343. med

Enclosure

Representative Bruce Weyhraucli
April 2 7 ,2 0 0 6
Page 3

• There is no similar provision in the TRS account created in this bill.
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WORK DRAFT

CS FOR HOUSE BILL NO. 375( )

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWENTY-FOURTH LEGISLATURE - SECOND SESSION

B Y

Offered:
Referred:

Sponsor/s): I I O I S E  S P E C IA L  C O M M I T T E E  O N  W A Y S  A N D  M E A N S

A BILL 

FOR AN ACT ENTITLED 

"An Act establishing the teachers' retirement system past service cost liability account 

in the Department of Revenue; establishing the public employees' retirement system 

past service cost liability account in the Department of Revenue; and providing for an 

effective date."

BF IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section I. AS 37.10 is amended by adding new sections to read:
Article 4A. Teachers' am’ Public Employees' Retirement System Past Serf ice Cost

Liability Accounts.
Sec. 37.10.200. Teachers' retirement system past service cost liability 

account, lai There is established in the Department ot Revenue the teachers 
retirement system past service cost liability account, consisting of appropriations to 
the account, flic commissioner of revenue shall develop and adopt regulations 
necessary to accomplish the requirements of this section and shall manage the account 
according to the requirements of AS 37.10.071.

- I -
::- w -;v.v: c k j w r  a a c rc r  t e x t  d k a .v 'XTSp i
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(b) At the end of each fiscal year, after all distributions under (c) of this 
section are completed, money appropriated for use in that fiscal year reverts to the 
general fund and all income earned on the money shall be paid to the general fund.

(c) During each fiscal year, the commissioner of revenue shall distribute from 
the account established in (a) of this section, to each employer other than the state that 
is a member of the Teachers' Retirement System of Alaska, a payment in the amount 
the commissioner of revenue anticipates the employer will pay to the state for that 
fiscal year toward eliminating the employer’s past service cost liability to the Teachers' 
Retirement System of Alaska.

(d) A payment to an employer under (c) of this section must be based on 85 
percent of the payroll on which employer contributions to the Teachers' Retirement 
System of Alaska were required and that the employer reported to the Department of 
Administration for the fiscal year preceding by three fiscal years the fiscal year for 
which a distribution is made under this section, and the past service cost rate of the 
system for the fiscal year preceding by three fiscal years the fiscal year for which a 
distribution is made under this section.

(e) For any fiscal year that the money available for distribution from the 
account is insufficient to pay every eligible employer the amount due under this 
section, the amount distributed in that fiscal year to every eligible employer shall be 
decreased pro rata.

(0 An employer who receives an overpayment in excess of a distribution 
authorized by this section or in excess of the employer's past service cost liability shall 
immediately return the overpayment to the commissioner of revenue, who shall cause 
it to be returned to the account.

See. 37.10.202. Public employees' retirement system past service cost 
liability account, (at There is established in the Department of Revenue the public 
employees' retirement system past service cost liability account, consisting of 
appropriations to the account. The commissioner o! revenue shall develop and adopt 
regulations necessary to accomplish the lequiiements of this section and shall manage 
the account according to the requirements of AS 37.10.071.

lb) At the end of each fiscal year, alter all distributions under ic) and id) ol
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this section arc completed, money appropriated for use in that fiscal year reverts to the 
general fund and all income earned on the money shall he paid to the general fund.

(c) During each fiscal year, the commissioner of revenue shall distribute from 
the account established in (a) of this section, to each municipal employer or school 
district employer member of the Pubhc Employees’ Retirement System of Alaska, a 
payment in the amount the commissioner of revenue anticipates the employer will pay 
to the state for that fiscal year toward eliminating the employer's past service cost 
liability to the Public Employees' Retirement System of Alaska.

(d) A payment to an employer under (c) of this section must be based on the 
payroll on which employer contributions to the Public Employees' Retirement System 
of Alaska were required and that the employer reported to the Department of 
Administration for the fiscal year preceding by three fiscal years the fiscal year for 
which a distribution is made under (c) of this section and the lesser of

(1) the average past service cost rate of all employers in the system 
during the fiscal year that precedes the distribution fiscal year under (c) of this section 
by three fiscal years: or

(2) the employer's past service cost rate, less 5 percent, during the 
fiscal year that precedes the distribution fiscal year under tc) of this section by three 
fiscal years.

(e) In addition to the distribution under (e) of this section, an employer that 
paid to the Public Employees' Retirement System of Alaska in excess of the amount 
the employer was required to pay for the fiscal year preceding by three fiscal years the 
fiscal year that a istnbution is made under this section shall receive, in unrestricted 
funds, an incentive distribution from the account in an amount equal to 50 percent of 
the excess.

(ft Eor any fiscal year that the money available for distribution from the 
account is insufficient to pay every eligible employe! the amount due under this j 
section, the amount distributed m that fiscal year to every eligible employer shall be 
decreased pro rata.

(g) An employer who receives an overpayment in excess of a distribution or 
incentive distribution authorized by this section shall immediately return the
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overpayment to the commissioner of revenue, who shall cause it to be returned to the 
account.

See. 37.10.204. Definitions. In AS 37.10.200 - mS 37.10.204,
(1) "average past service cost rate" means the average of the past 

service cost rate of all employers as reported by the state's actuary for the fiscal year 
preceding by three fiscal years the fiscal year for which a distribution is made under 
AS 37.10.200 or AS 37.10.202;

(2) "past service cost rate" means the annual payment required to 
eliminate an employer's unfunded liability over the amortization period, divided by the 
payroll for which employer contributions are required and that is reported by the 
employer to the Department of Administration for the fiscal year preceding by three 
fiscal years the fiscal year that a distribution is made under AS 37.10.200 or 
AS 37.10.202.

* Sec. 2. This Ad takes effect July 1. 2006.
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the Department of Education and Early Development and Department of Commerce, Community and 
Economic Development for efficiencies in transferring the funds to the pension system participants 
according to their normal schedule of payments to political subdivisions, including regional educational 
attendance areas, participating in the pension systems.
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Juneau, Alaska 
99801-1182
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Sponsor Statement for House Bill 375

Alaska needs to solve the problem o f  a projected long-range, multibillion- 
dollar shortfall in the state-administered retirement funds. The shortfall is 
estimated at $6.9 billion to pay benefits to former and current employees 
already enrolled in Tier  1 through Tier 3. As with any debt, there's no time 
belter than the present to set up a payment plan and start whittling down the 
amount owed.

House Bill 375 establishes the Public Employees’ Retirement System Past 
Service Retirement Liability Account and the Teachers’ Retirement System 
Past Service Retirement Liability Account in the Department o f  Revenue. 
This legislation provides for a method to calculate a specific annual amount 
to be included in the Governor’s budget. HB375 also provides incentives for 
employers to pay down their unfunded liability. This bill anticipates that the 
ARM B would set the employer  contribution rate at the acluarially required 
rale, a funding plan patterned after the school debt reimbursement program. 
Appropriations would begin in FY2008 and then be ongoing for PERS and 
TRS employers.

House Bill 375 sets up a plan for the state, cities, boroughs and school 
districts to share the cost o f  making the retirement funds whole and provides 
some longer-term certainty as they plan their budgets.
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Sponsor Statement 
HI3 375

" A n  A c t  r e l a t i n g  t o  t h e  r e t i r e m e n t  b e n e f i t  l i a b i l i t y  a c c o u n t  a n d  

a p p r o p r i a t i o n s  f r o m  t h a t  a c c o u n t ;  a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  d a l e . "

HB 375 es tab l i shes the Reti rement Benef i t  L ia b i l i t y  Accoun t  in the 
Department o f  Revenue .

Money  in the Reti rement Benefi t L ia b i l i t y  Accoun t may be used for 
payment o f  the emp loye r  contr ibu t ions to past se rv ice  l i ab i l i t i e s  o f  the pub l ic  
em p lo yee s ’ ret i rement sy s tem and teachers' ret irement sy s tem for state and 
pol i t ica l su bd iv i s ion s  o f  the state, inc lud ing reg iona l educa t ions at tendance 
areas. Income that is earned on the money in the account w i l l  be 
appropriated back into the account.
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I. I n t r o d u c t i o n

As required by Senate Bill MI, the Alaska Retirement Management Board 
submitted its Report to the Legislature on January 20. 2006. At that time, the board 
provided the legislature with preliminary assessments, but noted that without updated 
actuarial data, it did not have information 011 which to base long-term recommendations. 
The board received a draft valuation report from the state actuary at Us March meeting, 
and now offers this report transmitting the board’s updated assessments and short and 
long term recommendations.

Senate Bill Ml charged the board with responsibility to report its findings and 
recommendations on the following five items;

1. the board’s preliminary assessment of the linancial health of all public 
employees’ retirement plans and all teachers’ retirement plans:

2. an assessment of the actual ial services purchased by the board;

3. recommendations for additional legislative or administrative policy to improve 
the linancial health of the retirement plans;

•I. short-term and long-term recommendations for addressing the unfunded 
liability of the retirement plans; and

5. recommendations for legislative procedures regarding fiscal notes for new 
legislation affecting the retirement plans.

I he board's goal is to identify cost saving and funding strategies to fully fund the 
retirement obligations to our public employees w ith a minimal impact on the services to 
the residents of Alaska. This repoit contains the assessments and recommendations to 
achieve that goal. Sections I. II, and III update the information and analysis provided 011 
January 20th. and a new Section IV outlining the board’s recommended legislative action 
completes this report.
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I I .  Report

A. Senate Bill 141 Report Requirements

/. Preliminary Assessment o f  the financial health o f  a ll public
employees' retirement plans and a ll teachers' retirement plans

The system’s actuary (Buck Consultants) presented a report to the board at its 
March meeting that reviewed the previous actuary’s 2004 actuarial valuation and 
provided the 2005 actuarial valuation results for the public employees’ retirement system 
and the teachers’ retirement system. The funding ratios and unfunded liabilities of each 
system are as follows:

(a) Public l-.mplovees Retirement System (PHRS) as of June 30. 2005. The 
Pb'RS defined benefit plan funding ratio (valuation assets to liabilities) declined to 65.7% 
from 70.2%, and the plan’s unfunded liability increased from S3.4 to S4.4 billion.

The average acluarially determined contribution rate for the PURS delined . enelit 
plan was 32.43%, up from 28.19%. Valuation data is used to set contribution rates in the 
future. Therefore. June 30, 2005 valuation data is used to set contribution rates for fiscal 
year 2008. The board will set the IY0N contribution rate at its September meeting. In 
October, the board set the fiscal year 2007 contribution rate at 21.77%. a 5 point increase 
in the rate for the prior fiscal year. This was communicated to employers prior to the 
formation of the board. The five point increase followed a previously adopted regulation 
to limit increases in the contribution rate from year to year to live percentage points.

(b) Teachers’ Retirement System (TRS) as of June 31). 20(15. The I RS delined 
benefit plan uinding ratio declined to 60.9% from 62.8% and the plan’s unfunded liability 
increaseil from $2.3 billion to $2 > billion.

1 lie acluarially determined contribution rate for the TRS delined benefit plan was 
42.14%, up from 41.78%. Valuation data is used to set contribution rates in the future.
I herelore, June 30, 2005 valuation data is used to set contribution rates for fiscal ycai 
2008 The board will set the FY08 contribution rate at its September meeting. In 
October, the board set the liseal year 2007 contribution rate at 26.00"... a 5 point increase 
m the rate for the prior fiscal year, as communicated to employers prior to the formation 
of the board.

(c) Judicial Retirement System ( IKS) as of June 30, 2004. I he .IRS defined 
benefit plan funding ratio was 88.01% and the plan had an unfunded liability of $9.6 
million. I his system was not updated in the 2005 Valuation Report from the actuary.

flic acluarially determined contribution rate for the JRS delined benefit plan was 
37,37%. Valuation data is used to set contribution rates in the future. Therefore, June 
30, 2004 valuation data is used to set contribution rates for fiscal years 2007 ;,nd 2008
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(valuations arc done every other year for this plan). The Commissioner of 
Administration set the fiscal years 2007 and 2008 contribution rates at 37.37%.

(d) National Guard and Naval Militia System (NGNMRS) as of June 30. 2004. 
The NGNMRS defined benefit plan funding ratio was 67.8% and the plan had an 
unfunded liability of S6.4 million. This system was not updated in the 2005 Valuation 
Report from the actuary.

The acluarially determined contribution amount for the NGNMRS defined benefit 
plan was SI,737,406. Valuation data is used to set contribution amounts for future years. 
Therefore, June 30, 2004 valuation data is used to set contribution amounts for fiscal 
years 2007 and 2008 (valuations are done every other year for this plan). The board set 
the fiscal years 2007 and 2008 contribution amount at 51,737,406 (breach vear.

2. Assessment o f  the a uaritil service^ purchased by the board

In November 2005 the division, on behalf of the board, procured the services of 
Buck Consultants as the actuary for the State of Alaska Public Employees’ Retirement 
System (PliRS), Teachers’ Retirement System (TRS), Judicial Retirement System (JRS) 
and the National Guard and Naval Militia Retirement System (NGNMRS). Buck 
replaces Mercer Human Resource Consulting, which had been the division's actuarial 
consultant for over 25 years.

Buck Consultants initially replicated the 2004 valuation prepared by Mercer in 
order to validate the assumptions used in preparing the 2004 Actuarial Report. The 
replication shows that Buck’s results matched the Mercer results closely for I RS, but that 
Mercer understated the healthcare benefits in the PERS valuation. Other differences in 
both systems were a "wash.” The employer contribution rate for I RS would have 
essentially been the same, but the PERS employer contribution rate would have been 
30.37% instead of 28.19%.

Buck Consultants will next conduct an experience analysis - a periodic study of 
assumptions in relation to past and expected future experience - to determine whethei the 
assumptions continue to be valid or if changes should be made. The study will cover 
fiscal years 2002 to 2005. This study will be presented to the board at its September 
meeting. Assumption changes approved by the board will be incorporated into the next 
valuation (June 30, 2006).

Senate Bill 1 11 required the board to procure a second actuary' to annually review 
health cost assumptions prepared by the stale’s actuary and, not less than every foui 
years, rc\ tew plan assumptions prepared by the state's actuary’. The board has contracted 
with Gabriel Roeder Smith A Company (GRS) to review and certify the assumptions 
used by the state actuary. GRS is currently reviewing the assumptions underpinning the 
2005 Actuarial Valuation prepared by Buck Consultants, and will also review the 
assumptions in the experience analysis when available in June
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Through this process, the board is confident that the statutory requirements lor 
actuarial services are met and the best practiees are established in carrying out the board’s 
fiduciary obligations for the state’s retirement systems.

3 . R e c o m m e n d a t io n s  f o r  a d d it io n a l le g is la t iv e  o r  a d m in is t r a t iv e  p o l ic y  to
im p r o v e  th e  f in a n c ia l  h e a lt h  o f  th e  r e t ir e m e n t  p la n s

The board reiterates and updates the two recommendations presented in the 
previous report as follows:

(a) No enhancements to benefits to the PliRS or ITS delined benelil plans for at 
least two years. Previously, the board recommended a one-year moratorium on benefit 
enhancements until it received updated actuarial information. Given that the funding 
ratio for the systems has declined further, and the long-term recommendations in this 
report, if enacted, will take some time to impact the unfunded liability, this moratorium 
should be extended. An exception to this recommendation would be if there was 
convincing evidence that passage of proposed legislation will result in an improvement in 
the financial condition of the fund.

(b) Index the beneficiary health deductible in the new delined contribution plan 
to increase commensurate to increases in the cost of livinu. I Iealth care costs represent a 
substantial component in the under funding of the defined benelil plans. liven though 
beneficiaries will be responsible for a larger proportion of their health care cost under the 
new plan, health costs will continue to be a significant cost item in the new plan. Given 
that the Alaska Constitution provides that retirement benefits cannot be diminished, it is 
important that the benefit that is available to a member at retirement is the same as what 
was intended when the member was hired. The board recommends that the administrator 
issue a health plan booklet for the new plans that indexes all relevant stipulated dollar 
amounts to the Anchorage CPI. The Division of Retirement & Benefits is working 
closely with the health plan consultant at Buck Consultants to accomplish this objective.

•/ S h o r t- te r m  a m i lo n g - te r m  r e e o m tn e n d a t io n s  f o r  a d d r e s s in g  th e  
u n f u n d e d  l ia b i l i t y  o f  t h e  r e t ir e m e n t  p la n s

The board deferred long term recommendations until updated actuarial 
assumptions were completed. I he board heard a preliminary report from the slate 
actuary in March, but the additional expeiience analysis report and certification by the 
second actuary will not be presented until the fall. The board will not receive detailed 
actuarial data for each employer until June, but believes that it is in the best interest of the 
retirement systems to address the under funding of the systems with a short-term 
recommendation lot the IY07 budget process, and a long term plan formulated to be in 
place for the l-'YON budget cycle. These recommendations are set forth in Section IV of 
this report. The board reiterates its suppott for the following short-term and long-term 
recommendations piesentcd m its pre\ ions report;
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(a) Short-Term Recommendations:

(1) Create new health plan for new hires alter June 30. 2006. It is the board’s 
recommendation that the Division of Retirement &. Benefits work closely with Buck 
Consultants and its health specialists to create a new retiree health plan for new hires with 
benefits comparable to what retirees have today, but with benefits indexed appropriately 
to ensure that dollar defined coverage docs not become too expensive for beneficiaries to 
sustain and that the plan liabilities do not increase at an unsustainable rate. While this will 
not impact the unfunded liability of the prior defined benefit plans, this is intended to 
avoid a future unfunded liability in the new defined contribution plan.

(2) Implement a preferred provider program in communities where possible. 
Preferred provider programs save money for the beneficiary and for the plan. It is the 
understanding of the board that the state active employee and retiree health plan have a 
preferred provider program, which is compulsory for active employees and voluntary for 
retirees. While the absence of multiple providers in many of our communities will limit 
widespread implementation, the board believes preferred provider programs should be 
implemented to the extent possible.

(3) Continue to amircssivclv promote the use of generic drues. It is the 
understanding of the board that the administrator, prior boards, retiree groups and health 
plan administrators have promoted the use of generic drugs and that the program has been 
successful. Estimates are that for every one percent of generic drug use. the plan saves 
SI million. Given that medical cost represents a large component of the unfunded 
liability and that the use of prescription drugs is increasing, it is the view of the board that 
the administrator and the board explore ad 'itional ways to promote the use of generic 
drugs.

(d) Implement other cost containment initiatives. The board has established a 
number of committees to investigate how to make the retirement plans operate more 
efficiently. Among the items the committees are likely to consider are: hospital and 
doctor preferred provider organizations, enhanced member outreach, paying for hospice 
care reimbursement, substitution of over the counter drugs for prescription drugs, 
formulary programs, education of members, education of physicians, and negotiated drug 
prices. Because the committees are just beginning their work, the board will endeavor to 
implement other cost containment initiatives as they become known.

(5) 1-stahlish pioeedtires for the periodic review of the elieibililv of retiree 
dependents.

The Division of Retirement and Benefits completed the first eligibility 
verification project for all retirees covered tinder the AlaskaCare Plan. Dependents 
include spouses and children up to age 23 if they are enrolled full-time at an accredited
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educational or technical institution. Retirees provided documentation that supports 
dependent eligibility. The estimated savings is approximately $16 million annually.

The retiree health plan is a qualified plan in accordance with Section *401 (h) of 
the tax code. Medical benefits for retirees, spouses and dependents as defined by the 
Internal Revenue Code, are tax-free, eligibility audits are conducted on health plans for 
two reasons: (1) ensure compliance with federal tax laws and (2) to reduce claims costs to 
the health plan. The board encourages the division to maintain plan compliance with the 
Internal Revenue Code through eligibility verification audits and in order to manage 
health care costs by establishing a review process to be conducted at regular intervals in 
the future.

(b) I.iDia-Ti'nn RccommcmliitioHs:

(1) Consider extendine the nav-olT period for the liabilities. Currently the 
calculations for employer contribution rates arc based on a payment schedule o f  25 years. 
A shorter payoff o f  the liability is desirable, but not mandatory. Given that projections 
indicate employer contribution rates as high as 50% of  payroll, it may be in the best 
interest of the citizens o f  Alaska to assure that funds are available to meet the obligations 
to public employees, but also to pay for them at a sustainable level. A longer payback 
period may reduce the employer rate such that impacts on services are minimized. The 
board has requested the actuary to provide actuarial calculations o f  various amortization 
schedules.

(2) Request contributions to systems. Buck Consultants has reported to the 
board that the combined unfunded liability of the PI-RS and TRS has grown to $6.9 
billion. Since the state is expected to have a large budget surplus this year, the board 
iceommends that the legislature make substantial contributions to the systems in order to 
increase the funded status and dampen the impact increased contribution rates will have 
on employers across the state in FY2007 and into the future. The board also recommends 
the legislature pass legislation that will promote annual budgeting of funds to address the 
past service liability.

(3) Adopt a tiindim: slraleuv that will set a limit on the rale o f  employer 
contributions This strategy will be linked to the first two strategies, It is recommended 
that full funding be pros ided annually. This recommendation is intended to be applied in 
combination with the strategy to extend the payoff period similar to a home mortgage. 
The board intends to explore combinations o f  employer contribution rales and payoff 
periods.

(•I) Additional Actuarial Data The board received the preliminary 2005
valuation data at its March meeting, and is expecting an additional report on the 
experience analysis that the consultant is currently undertaking. Evaluation of the 
assumptions and any recommendations for changes in assumptions will be rev iewed by 
the board at its September meeting.
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(5) Pension Obligation Bonds. The board received information on pension 
obligation bonds as a potential tool to assist employers in reducing exposure to unfunded 
accnted actuarial liabilities. The board will continue to assess the fiscal, practical and 
legal issues regarding issuance of such bonds by or for the benefit of public employers.

5. Recommendations Jbr legislative procedures regarding Jiscal notes fo r
new legislation affecting the retirement plans

Alaska statutes provide guidance for preparation of fiscal notes for bills and 
resolutions introduced in the legislature. AS 24.08.035 relates to all bills and resolutions 
introduced in the legislature and has applicability to retirement legislation. AS 24.08.036 
relates specifically to bills affecting the slate retirement systems.

AS 24.08.036. fis c a l notes on bills affecting state reti ement systems.
Before a bill which would have an effect on the retirement systems of the 
state is reported to the rules committee, there shall be attached to the bill 
an analysis of the k ng-term and short-term costs to the state if the bill is 
adopted, as well as the impact of the bill on the actuarial soundness of the 
fund. The analysis is in addition to the fiscal note requirements of AS 
24.08.035.

In many eases, the Division of Retirement and Benefits must use the division’s 
actuary in order to provide fiscal notes on bills that would affect the retirement systems.
I he division’s actuary requires time and resources in order to piepare a fiscal analysis on 
various bills. In order to coinpiy with AS 24.08.036 and the lime lines found in AS 
24.08.035, the board recommends that bills affecting the retirement system be submitted 
as early in the legislative session as possible, This will al'jw the actuary the necessary 
time to prepare a comprehensive analysis, the Alaska Retirement Management Board the 
opportunity to review and make recommendations on proposals, tir municipalities time 
to review the impact of proposals and the legislature more lime to hold public hearings.

In addition, the board recommends that fiscal note legislation include the 
follow mg:

a) if a bill provides for enhanced benefits, cost estimates should include a high 
and low case sccnaiio based upon the percentage of members electing to lake (vantage 
of the enhanced benefits:

b) the dollar amount of the unfunded liability increase or decrease iflhe proposal 
was enacted, as well as me percent change in employer and/or employee contributions:

e) identification of revenue somces to cover ongoing costs to the system;

d) information on unfunded liability, and that any excess accrued liability ovvi 
the assets of the plan constitu is annual payments for 25 years in order to amortize the 
unfunded liability,

Itn .At/ Reiireuunt M niuiyeiiu iit hi.h i 
I 'im il Report l<> the l.eyjshinnv Ip rtl !•!. 2tilth



e) certification that ;h: costs and revenues have been developed in accordance 
with generally accepted actuarial principles; and

I) any fiscal impact to individual employers.

K. Other Senate Bill 141 Kenuircmcnts

/. Defined Contribution Plan

The defined contribution plan becomes mandatory to all new entrants as of July I, 
2006. It is a plan in which employer and employee contributions are accumulated in 
individual accounts and invested by the members for the exclusive benefit of the 
members. Contribution provisions arc established by State law and may be amended only 
by the State Legislature. The plan also includes some defined benefit features, such as 
occupational death and disability benefits. It also includes provisions for a retiree 
medical program and individual health reimbursement arrangement (HRA) accounts.

The Alaska Retirement Management Board is the fiduciary for the defined 
contribution plan and is responsible for selecting investment options and investment 
managers. The investment options for the defined contribution plan were selected to 
provide broad exposure to the risk/return spectrum and to allow for diversification across 
several asset classes. Generally, higher potential return investments have a higher degree 
of risk as measured by volatility of returns.

The investment managers went through a rigorous hiring process and are high 
quality firms with significant institutional business. All firms are either investment 
advisors registered with the Securities and Hxchange Commission or bank/trust 
companies. All investment options and managers will be monitored on an ongoing basis 
by the board, investment staff, and consultants.

The following table provides information with respect to the investment options 
for the defined contribution plan and is arranged fiom highest potential risk and return to 
lowest.
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O BJE CT IV E
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E Hiandes lnslilulion.il 
"j International Equity Turn

I
To provide long-term capital appreciation. The Fund 

1 invests principally in common and picfcrred slocks o f 
foreign companies and securities that arc convcrliblc inti 
sttcli common slocks.

"  Inteniational Stocks 
2) Actively managcil 
J Brandcs Investment Partners, I..P

i  T. Rowe Price Small-Ca| 
•£ Stock Trust 
£

D.

To achieve long-tcnn capital giowth hy investing 
primarily in stocks o f companies in the Russell 2000 
Index, a widely used benchmark for small-cap slock 
performance.

di Smaller company common slocks
■i Actively managed
J' T. Rowe Price Associates, Inc.

x  Citizens Core (ifo«1h 
l;un J

To achieve long-term capital appreciation while investing 
in companies that arc managed in a socially . 'sponsible 
manner,

J fhc fund invests in the con panics that make up the 
Cili/cns Index, a proprietary index designed to serve as a 
benchmark for socially responsible investing. The 
Citizens Index T.M consists o f  approximately 300 
primarily hugc-cap companies, 
i  Actively managed 
J Citizens Advisers

S.Vl* 500 Slock Ind-'x 
Fund

To piovidc income a.id capital apprcctal an matching the 
total return o f the Standard A Poor’s 51 0 Composite 
Stock Price Index

’ All 500 of die equity securities in the SAP 500 Index, 
in proportion to the size o f each as measured hy its total 
market value 
i  Passively managed 
a Stale S ired  Global Advisors

Alaska Target 2025 To provide a diversified mix o f slocks, bonds, and cash 
for long-tcnn investors with a higher tolerance for risk. 
The fund is designed to gradually invest mute 
conservatively, with an emphasis on capital preservation, 
as the year 2025 approaches

i  Large- A Sm all-C jp slocks, inlcmalional slocks, 
govemiiienl A corporate bonds, mortgages, and money 
market instruments.
:  Combination o f Enhanced Index (Pas. ivc), Sliuetuied- 
Active, and Actively Managed IV illoh 's.
J T. Rowe Price Associates, Inc

Global HalanccJ Fund To achieve balanced loiig-lenn growth o f capital, current 
income, and conservation o f principal through 
investments in stocks and lixed-incotue sccuntics

i  Stocks ol large and small companies and corporate A 
government bonds based aiour.d the world 
. Actively inanaged 
) Capital Guardian Trust Company

Alaska Long-Term 
ll.il.inccd I mid

To provide a balanced and diversified mix o f slocks, 
bonds, federally guaianlccd mortgages, and money ntaikct 
instruments for mscsMrs with an average risk tolerance

1 Stocks ol Ijrgc A srrall U S A established 
international companies, invevlment-giade U S bonds, 
federally guaianlccd mortgages, and money market 
instruments

Combination o f  Enhanced Index (Passive l, Structured- 
Active, and Actively Managed PoilftTios 
) 1 Rowe Pnee Associates, Ilk

Alaska Hatallecd I nil,I

j

To provide a balanivJ and dtveiw'jied mix ol stocks, 
hinds, tods iall> guaranteed nvilgagev. and money ru.nkei 
nstrtltnenls lor mvectors with a low to average ink 
■iterance.

' Slocks of luigc A small U S A  established 
ntcm.iiioiial companies, invevtmcnt-grade U S hoiuls, 
sdei.dly guaranteed mortgagcv. and money market 
nstmmeats

Coinhinaiioii o! 1. nli.tncs.-d Index tPavvnv), Stritcniic'd- 
\ctive, and Actively Managed Poilt-dlos 
' T Rowe Price Associates, Inc

Government ( oiporatc 
lloitd I'llllll t

E
2o

o meet or exceed the return ot the 1 chtnaii llm tlicts 
Toveinmenl CTedit llonJ Index i

Investii'cnl-giade lived ineoiue securities iepieveiitc.1 
i the I chin.in lliulheis (iosem inent ( icdil lli-nd Index 

Actively jiiagcd 
Slat; S ited  Global Advivnts

Shoil-J m u  IntvKNt i unit 1

I '
jk:•2or
&5

o pieseive principal, otfci current income. and provide 
s)UldltV o

aI
Is
ir
•
J

< ash eijuisalcnl inslitimvnls ssith uiatuntii's less ttun  
ne year including coimnelcial pap a, b.inkei’s 
cccplallcc. s e iliti,a ll's  of ilcpo.it, obligations ot the 
Hik'd Stales Government and its agem iev, and 
purchase agiccm cnti collateralize by US Treasury
\tiun cuts
Actively managed
1 Rowe Puce Avsiteiatcv, Inc
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Health Reimbursement Arrangement Rian

Senate Bill 141 establishes the Health Reimbursement Arrangement Plan to allow 
medical care reimbursement from individual savings accounts of eligible persons. 
Employers shall contribute an amount equal to three percent (3%) of the employer’s 
average annual employee compensation to the plan.

AS 37.10.220(a)(6) provides in part that the board shall establish the rale to 
annually credit interest to each member's account in the health reimbursement 
arrangement plan under AS 39.30.300 -  39.30.495. It also provides that the rate shall be 
adopted on the basis of the probable effective rate of interest on a long-term basis, and 
the rate may be changed from time to time.

The interest rate will be credited annually. It is not imperative that the board 
establish the crediting rate for the health reimbursement arrangement until June of 2007. 
In order to ensure that assets in the health reimbursement arrangement plan am equal to 
or greater than the sum of the individual accounts, the board will have to take "ito 
consideration the fact that plan assets will start the year at zero and grow with each 
contribution over the course of a year. Accordingly, the first year crediting rate is likely 
to be one-half of what the board would consider to be a reasonable crediting rate once the 
fund is mature.

3. Office o f Administrative l/i/icals

The Office of Administrative Appeals is charged with hearing appeals bv 
members of PHRS and TRS. Appeals were formerly heard by either the Public 
Hmployees’ Retirement Hoard or the Teachers’ Retirement Board.
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III .  A la sk a  R e t i r e m e n t  M a n a g e m e n t  B o a r d

A. Trustee Appointment

Senate Bill 141 established the Alaska Retirement Management Board consisting 
of nine trustees: the commissioner of administration and commissioner of revenue; two 
trustees from the general public who are not members or beneficiaries of the retirement 
system; one trustee employed as a finance officer for a political subdivision in cither the 
public employees’ retirement system (PERS) or the teachers’ retirement system (TRS); 
two trustees who are members of PERS; and two trustees who are members of TRS.

Trustees must meet eligibility requirements for an Alaska permanent fund 
dividend and be professionally credcntialed or have recognized competence in investment 
management, finance, banking, economics, accounting, pension administration, or 
actuarial analysis.

In early October, Governor Minkowski made the following trustee appointments; 
Gail Schubert and Marlin Pihl (public members), Lawrence Scmmens (finance officer), 
Samuel Triveltc and Michael Williams (PERS members), and Gayle Harbo and John 
(Bob) Roses (TRS members), Commissioner of Administration Scott Nordstrand and 
Commissioner of Revenue William Corbus are ex oflic members. John (Bob) Roses 
resigned his seat in March; he is a candidate for statewide office, and statute prohibits 
holding a scat while seeking statewide elective office.

B. Board Ortinnizntion and Structure

I ’ulicii's and ( '(intrants. At the initial meeting of the Alaska Retirement 
Management Board October II. 2005. the trustees adopted Resolution 2005-01, 
accepting fiduciary responsibility for the funds of the retirement systems and on an 
interim basis subject to further review, the securities lending, custody, asset allocation, 
investment policies and contracts for external money managers and consultai is of the 
Alaska State Pension Investment Board.

Commit tecs. Committees are established to monitor ongoing investment
programs, and also provide governance, compliance and problem solving. Committees of 
the board, generally comprised of three to fine trustees, provide an opportunity for in 
depth and detailed oversight in fulfilling the responsibilities assigned to the trustees as 
fiduciaries of the funds. Committees take no action on behalf of the board; the committee 
role is to advise and recommend. Ad Hoc or temporary committees are sometimes 
mimed to facilitate a manager search or to complete a time-sensitive project. Committee 
meetings are open to the public and board members may attend any committee meeting in 
person or by teleconference.
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Investment Advisory Council. Senate Hill 141 provides that the board may 
appoint an Investment Advisory Council comprised of at least three but no more than five 
members. At the initial board meeting, the trustees approved by motion the staff 
recommendation that the Investment Advisory Council be maintained, and that the 
contracts with the three current members, Dr. Jcrrold Mitchell, Timothy M. O’Brien, and 
Dr. William Jennings, be continued.
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IV. Legislative A c t i o n

The board acknowledges that it is late in the legislative session for consideration 
of additional appropriation legislation, and appreciates the endeavors of legislators, 
committees and staff to address the unfunded liability. However, it is in the best interest 
of the retirement systems for the legislature to address the under funding of the systems 
in both the fiscal year 2007 and 200S budget process, or the unfunded liability will very 
likely grow larger. The board offers the following recommendations, listed by priority for 
action by the legislature. These recommendations, both short- and long-term, address 
employer concerns with escalating contribution rates and the growing actuarial shortfall 
of the retirement systems.

A. Prior i ty  1: Establ ish Past Service Ret i rement  .-.ability Accounts

This funding plan is patterned after the school debt reimbursement program 
(ASM.11.100), with annual appropriations from FY2008 going forward for PERS and 
TRS employers. This proposed legislation for the PERS and TRS funds is the board’s 
first priority and consideration during this legislative session is requested so that funding 
can be included in the FY08 budget cycle. The particulars for each fund are set forth 
below, with proposed legislation attached as appendices.

/. The Public Employees' Retirement S\ ■ ’em Post Sei vice R< lircment 
Liability At count

• Establishes the Public Employees’ Retirement System Pa t Service 
Retirement Liability Account in the Department of Revenue

• Provides for a method to calculate a specific annual amount to be included 
in the Governor’s budget.

• Is applicable to political subdivision and school district employer 
members of PERS

• Provides incentives for employers to pay down their unfunded liability
• Anticipates that the ARMB would act the employer contribution rate at the 

actualially required rate

The calculated amount to distribute shall be based on the total eligible payroll 
reported to the department of administration by the employer during the fiscal year three 
years earlier and either tlu average past service cost rate of all employers in the system 
during the fiscal year three years earlier, or the employer’s past service cost rate during 
the fiscal year three years earlier, lev. 5%, whichever is lower.

In order to provide incentives to employers to pay down their unfunded liability 
the amount shall be increased by 50% of the amount an employer paid to the system 
during the fiscal year three years earlier that was in excess of what the employer was 
required to pay to the system.

Sec Appendix I Proposed Legislation
Public Employees ' Retirement St stem Post Service Retirement I.nihility Account
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2. The Teachers' Retirement System Past Service Retirement Liability 
Account

• Establishes the Teachers’ Retirement System Past Service Retirement 
Liability Account in the Department of Revenue

• Provides for a method to calculate a specific annual amount to be included
in the Governor’s budget.

• Is applicable to TRS employers
• Anticipates that the ARMB would set the employer contribution rate at the

acluarially required rate

The calculated amount to distribute shall be based on 85% of the total eligible 
payroll reported to the department by the employer during the fiscal year three years 
earlier and the past service cost rate of the system during the fiscal year three years earlier 
of the teachers’ retirement system.

See Appendix 2 -  Proposed Legislation
Teachers' Retirement System Past Sen ice Retirement Liability Account

B. Priority 2: Appropriation for Increased Political Subdivision Employer Costs

In 2005 the legislature, through Senate Bill -16. provided funding for the increase 
in fiscal year 200b contribution rates that political subdivisions were required to pay. 
Although it is late in the current legislative session for proposing additional appropriation 
legislation, without state aid, most political subdivisions will absorb a 10% increase in 
rates. The board recommends that the state fund one-half of the approximate $37.2 
million increase, or SI8.6 million. This would have the stale and municipalities sharing 
50 50 of the increasing PERS costs. This recommendation does not impact the actuarial 
shortfall because total contributions are less than the actuarially required contributions.

Sec Appendix 3 - Proposed Legislation 
. Ipproprialion fo r Increased Municipal Employer Costs

('. Priority 3: Legislative Amuoniiation to fund Actnarinllv kctniired
Contribution

According to projections for EV07, to fully fund the retirement systems the 
acluarially required contribution is $-161 million for PERS, and $261 million for I RS. 
I he projected actual contribution for PERS using the adjusted employer rates is S3S| 
million, a difference of$l 10 million. I he projected actual contribution for I RS is $163
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million, a difference o f  S98 million. Without funding the actuarinlly recommended rates, 
the unfunded liability will continue to grow.

See Appendix */ -  Proposed Legislation
Legislative Appropriation to Fund Acluarially Required Contribution - PERS 

See Appendix 5 -  Proposed Legislation
Legislative Appropriation to Fund Acluarially Required Contribution - TRS
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A P P E N D I X  1

[ P r i o r i t y  1 1

The Public Employees’ Retirement System 
Past Service Retirement Liability Account



See. . AS is amended by adding a new section to read:

Sec _________ . Stale aid for pasl service retirement benefit liability costs, (a)
During each fiscal year, the state shall allocate to an employer that is a municipality or 
school district member of the Public Employees’ Retirement System the following sum:

(I) Payments to the retirement system anticipated to be made by the employer during 
the fiscal year for the retirement of past service liability of the employer to the 
Public Employees’ Retirement System.

(b) The commissioner of revenue shall administer the program of distribution 
authorized under this section and shall provide by regulation a procedure for calculating 
the amount of distribution to which an employer is due, and other regulations necessary 
to administer the program. The payment to the employer shall be based on the total 
eligible payroll reported to the department of administration by the employer during the 
fiscal year tiiree years earlier and either the average past service cost rate of all employers 
in the system during the fiscal year three years earlier, or the employer’s past service cost 
rate during the fiscal year three years earlier, less 5%, whichever is lower.

(e) The payment provided in (b) of this paragraph shall be increased by 50% of 
the amount an employer paid to the system during the fiscal year three years earlier that 
was in excess of what the employer was required to pay to the system.

(d) The Public Employees’ Retirement System Past Service Retirement Liability 
Account is established. Funds *o carry out the provisions of this section shall be included 
within the appropriation bill submitted by the governor under AS 37.07.020(a) (2) and 
may be appropriated amu.idly by the legislature. If amounts in the account are 
insufficient for the purpose of providing the share to which an employer is entitled under 
this section, those funds that are av ailable shall In distributed pro rata among the eligible 
employers.

(e) Funds in the Public Employees’ Retirement System Past Set vice Retirement 
Liability account which exceed the amount required lor the payments authorized in this 
section revert to the general fund at the end of the fiscal year for which the money is 
appropriated,

(0 Ii* an employer receives more state aid than it is entitled to receive under this 
chapter, the employer shall immediately remit the amount of overpayment to the 
commissioner, to be returned to the Public Employees' Retirement Svstem Past Service 
Retirement Liability account.

(g) If an employer receives state aid under this chapter in excess of the employer’s 
past service liability, the employer shall immediately remit the amount of overpayment to
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•lie commissioner, to be returned to the Public Emp'oyees’ Retirement System Past 
Service Retirement Liability account.

See. . Definitions. In this chapter, unless the context requires otherwise,
(1) “total eligible payroll" means the payroll reported to the department on which 

employer contributions are required.
(2) "average past sendee cost rate” means the past service cost rate of all employers 

as reported by the actuary for the fiscal year three years earlier.
(3) “commissioner” means the commissioner of the department of revenue.

See. . Effective Date. Effective for 2008 budget cycle.
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The Teachers’ Retirement System 

Past Service Retirement Liability Account

A P P E N D I X  2
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Sec . AS is amended by adding a new section to read:

AS__________State aid for past service retirement benefit liability costs, (a) During
each fiscal year, the state shall allocate to an employer, other than the stale, that is a 
member of the Teachers’ Retirement System the following sum:

(I) Payments to the retirement system anticipated to be made by the employer during 
the fiscal year for the retirement of past service liability of the employer to the 
Teachers' Retirement System.

(b) The commissioner of revenue shall administer the program of distribution authorized 
under this section and shall provide by regulation a procedure for calculating the amount 
of distribution to which an employer is due, and other regulations necessary to administer 
the program. The payment to the employer shall be based on S5% of the total eligible 
payroll reported to the department by the employer during the fiscal year three years 
earlier and the past service cost rate of the system during the fiscal year three years earlier 
of the teachers’ retirement system.

(e) The Teachers’ Retirement System Past Service Retirement Liability Account is 
established. Funds to carry out the provision of this section shall be included within the 
appropriation bill submitted by the governor under AS 37.07.020(a) (2) and may be 
appropriated annually by the legislature. If amounts in the account are insufficient for 
the purpose of providing the share to which an employer is entitled under this section, 
those funds that are available shall he distributed pro rata among the eligible employers.

(d) Funds in the Teachers’ Retirement System Past Service Retirement Liability account 
which exceed the amount required for the payments authorized in this section revert to 
the general fund at the end of the fiscal year for which the money is appropriated.

(e) If an employer receives more state aid than it is entitled to receive under this chapter, 
the employer shall immediately remit the amount of overpayment to the commissioner, to 
be returned to the Poachers’ Retirement System Past Service Retirement Liability 
account.

Sec.___. Definitions. In this chapter, unless the context requii es otherwise.
(1) "total eligible payroll" means the payroll reported to the department of 

administration on which employer contributions aie required.
(2) "average past service cost rate" means the past service cost rate of all employers 

that have a past service liability.
(3) "commissioner" means the commissioner of the department of revenue.

Sec.___ . Klicctive Date. Lffective for 2DUS budget.
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A P P E N D I X  3

[Priority 2]

Appropriation for Increased Municipal Employer Costs



Sec. . Retirement system funding for increased employer costs for political
subdivisions, (a) The stun of $18,581.921 is appropriated from the general fund to the 
Department of Administration to reduce the liability to the public employees’ retirement 
system of political subdivisions that arc members of that system, in order to reduce the 
increased employer costs resulting from fiscal year 2007 employer contribution rate 
increases. The Department of Administration shall allocate the appropriation to the 
public employees’ retirement system account of each political subdivision resulting from 
fiscal year 2007 employer contribution rate increases, as set out in this section. The 
appropriation made by this subsection is intended to reduce these increased employer 
costs.

For purposes of allocating the appropriation made by (a) of this section to the public 
employees’ retirement system account of each member political subdivision the 
allocation is as follows:

AKUTAN, C ITY OF  16 ,941
ALEUT IANS EAST  B O R O U G H  3 3 ,9 1 5
ALLAKAKET, C ITY  O F  3 ,0 5 6
A N CH O RA G E , MUN IC IPAL ITY  OF 6 ,9 1 3 ,2 6 2
A N D E R SO N , C ITY  O F  2 ,1 4 9
ATKA, C ITY  OF 4 ,6 2 8
B A R R O W , C ITY  O F  4 7 ,3 5 5
BETHEL , C ITY OF  2 8 2 ,7 1 6
B R IST O L  BAY B O R O U G H  8 1 ,4 7 2
C O RD O V A , C ITY O F  1 1 2 ,5 5 3
CRA IG , C ITY  O F  7 4 ,6 0 3
DELTA  JUNCT ION , C ITY  OF  1 3 ,5 0 7
DENALI B O R O U G H  7 ,8 8 9
D ILLINGHAM. C ITY  O F  1 1 0 ,4 2 6
EG EG IK , C ITY  O F  2 ,8 3 0
FA IRBAN KS  NORTH  STAR
B O R O U G H  9 2 9 ,0 2 3
FA IRBAN KS , C ITY O F  3 3 3 ,6 5 3
F O R T  YUKO N , C ITY  O F  2 4 ,2 0 9
GALENA, C ITY O F  9 5 ,9 8 4
HA INES B O R O U G H  8 5 ,8 1 4
HOM ER , C ITY OF 2 4 8 ,4 5 6
HOONAH, C ITY O F  3 5 ,2 9 9
H O O P E R  BAY, C ITY O F  1 ,5 7 6
HUSLIA . C ITY  O F  5 ,2 1 5
JUNEAU , C ITY AND B O R O U G H  O F  1 ,3 9 7 ,0 9 3
KACHEMAK, C ITY O F  1 ,1 9 3
KALTAG, C ITY  O F  8 7 0
KENAI PEN IN SULA  B O R O U G H  7 0 2 ,5 1 5
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KENAI, C ITY  O F  2 3 5 ,2 2 3
KETCH IKAN  G A TEW A Y  B O R O U G H  2 1 4 ,6 9 6
KETCH IKAN , C ITY  O F  4 0 0 , 4 6 0
K ING  CO VE , C ITY  O F  5 0 ,0 0 1
KLA W O CK , C IT Y  O F  3 1 ,9 1 7
KO D IA K  ISLAND B O R O U G H  1 1 8 ,0 4 7
KOD IAK , C ITY  O F  3 1 4 ,3 6 8
KO TZ EBU E , C IT Y  OF  1 6 9 ,9 2 0
K O Y U K , C ITY  O F  1 ,6 6 4
LAKE AND PE N IN SU LA  B O R O U G H  1 9 ,6 5 6
M A TA N USKA -SUS ITN A  B O R O U G H  5 8 3 ,4 9 1
M E K O R Y U K , C ITY  O F  611
MOUNTAIN  V ILLAGE , C ITY  O F  1 ,7 8 6
NENANA, C IT Y  O F  1 2 ,2 4 4
NOME. C ITY  O F  1 2 3 ,9 4 6
N O O RV IK , C ITY  O F  1 2 ,3 5 2
N O RTH  PO LE , C ITY  O F  8 0 ,5 2 5
N O RTH  S L O P E  B O R O U G H  2 , 0 0 6 ,9 5 6
N O R T H W E S T  A RCT IC  B O R O U G H  4 4 ,7 7 9
PA LM ER , C ITY  O F  1 5 4 ,3 3 3
PEL ICAN , C ITY  O F  7 ,6 5 7
P E T E R S B U R G ,  C ITY  O F  2 0 6 ,6 7 1
QU INHAGAK , C ITY  O F  1 ,9 2 0
SA INT PAUL , C ITY  O F  7 4 ,8 2 9
SA N D  PO INT , C ITY  O F  3 8 ,3 9 6
SAXMAN, C ITY  O F  5 ,6 3 7
SELDO V IA , C ITY  O F  2 ,4 0 5
S E W A R D , C IT Y  O F  1 8 6 ,0 2 6
S ITKA , C ITY  AND B O R O U G H  O F  4 3 9 , 0 1 0
SKA G W A Y , C ITY  O F  89 ,3 0 1
SO LDO TN A , C ITY  O F  1 3 6 ,7 5 6
TANANA, C ITY  O F  7 ,3 0 2
T H O R N E  BAY, C ITY  OF 10 ,435
T O K S O O K  BAY, C ITY  O F  5 8 3
UNALAKLEET , C ITY  O F  1 1 ,1 5 7
UNALASKA , C ITY  O F  5 2 0 , 7 7 2
VALDEZ , C ITY  O F  2 5 0 ,8 1 9
W ASILLA , C ITY  O F  2 2 8 , 3 8 0
W H ITT IER , C ITY  O F  4 9 ,9 0 4
W RA N G ELL , C ITY  OF 1 3 2 ,6 0 6
YAKUTAT, C ITY  AND B O R O U G H  O F  3 6 ,1 7 8

Appendix J- Proposed Legislation
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A P P E N D I X  4

| Priority 3)

Legislative Appropriation to Fund Actuarially 
Required Contribution - PERS



Section _________ . Retirement system funding to bring fiscal year 2007
contributions closer to actuarial rate, (a) The sum of $109,836,677 is appropriated 
from the general fund to the Department of Administration to reduce the contribution 
shortfall to the public employees’ retirement system resulting from an employers 
anticipated fiscal year 2007 contribution being less than the fiscal year 2007 rate 
calculated by the actuary. The Department of Administration shall allocate the 
appropriation to the public employees’ retirement system account of each employer as 
follows:

A LA SK A ,ST A T E  O F  
ALEUT IANS W E S T  C R S A  
ALLAKAKET , C ITY  O F  
A N C H O RA G E  PA RK IN G  A UTHOR ITY  
A N CH O RA G E  SD  
A N CH O RA G E , M UN IC IPAL ITY  OF 
B R IS T O L  BAY B O R O U G H  
B R IST O L  BAY B O R O U G H  SD  
CHATHAM SD  
CH UG A CH  SD  
C O P P E R  R IV E R  S D  
C O R D O V A  C ITY  S D
C O R D O V A  CO M M UN ITY  MED ICAL CEN TER
CO RD O V A , C ITY  O F
CRA IG  C ITY  SD
CRA IG , C ITY  OF
D ELTA /G REELY  SD
DENALI B O R O U G H
DENALI B O R O U G H  SD
D ILLINGHAM C ITY  SD
DILLINGHAM. C ITY  OF
EG EG IK , C ITY  OF
FA IRBA N KS  N ORTH  STAR

6 6 ,4 5 2 ,6 2 2
9 7 8

4 ,8 8 3
2 1 ,0 7 0

3 ,3 8 8 ,9 8 0
1 4 ,1 1 6 ,8 8 0

6 9 ,5 7 7
3 0 ,3 21
4 2 ,5 7 6
2 5 ,2 5 8
4 9 ,7 8 7

104 ,731
3 7 ,5 8 7

2 6 2 ,0 2 3
1 6 ,8 9 7
2 8 ,2 0 0
3 6 ,4 3 0
19 ,581
6 7 ,6 6 6
1 7 ,9 4 4
3 5 ,3 3 6

11

B O R O U G H 2 4 3 ,4 0 4
FA IRBA N KS  N ORTH  STA R  BO R O U G H  SD 1 ,2 7 4 ,3 2 8
FA IRBAN KS , C ITY  O F 5 ,9 3 8 ,3 5 1
HA INES B O R O U G H 67 ,6 21
HOM ER , C ITY  OF 4 4 4 ,7 3 6
HOONAH C ITY  SD 3 ,0 0 7
HOONAH, C ITY  OF 6 ,6 3 6
HUSLIA , C ITY  OF 5 ,8 2 0
H YD A BU RG  C ITY  S D 12 ,8 0 6
JUNEAU  B O R O U G H  SD 3 1 0 ,1 4 3
JUNEAU , C ITY  AND B O R O U G H  OF 2 ,2 9 4 ,0 2 6
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KACHEMAK, C ITY  OF 5 ,7 0 5
KALTAG, C ITY  OF 5 ,1 3 5
KENAI PEN IN SULA  BO R O U G H 8 2 7 ,5 6 2
KENAI PEN IN SULA  BO R O U G H  SD 1 ,1 8 1 ,7 3 1
KENAI, C ITY  O F 5 2 4 ,0 7 7
KETCH IKAN GATEW AY BO RO U G H 2 1 0 ,4 0 2
KETCH IKAN  GATEW AY BO RO U G H
SD 1 2 5 ,0 9 0
KETCH IKAN , C ITY  O F 3 7 7 ,2 3 3
K ING COVE , C ITY  OF 8 0 0
KOD IAK  ISLAND B O R O U G H 4 2 0 ,2 4 8
KOD IAK ISLAND B O R O U G H  SD 3 1 2 ,5 1 9
KOD IAK , C ITY  OF 7 3 3 ,1 0 6
K U S P U K  SD 5 2 ,0 4 9
LAKE AND PEN IN SULA  BO RO U G H 7 ,8 6 2
LAKE AND PEN IN SULA  BO RO U G H
SD 5 0 ,1 5 3
LO W ER  YU KO N  SD 3 6 6 ,5 3 2
M ATANUSKA -SUS ITNA  B O RO U G H 3 7 8 ,1 0 2
M ATANUSKA -SUS ITNA  BO RO U G H
SD 7 0 4 ,0 0 8
NOME. C ITY  OF 2 0 6 ,2 4 6
NORTH PA C IF IC  F IS H E R Y  MGMT COUNC IL 4 ,0 3 8
NORTH  PO LE , C ITY  OF 1 0 3 ,8 7 7
NORTH  S L O P E  B O R O U G H  SD 3 9 ,5 0 6
N O R T H W E ST  A RCT IC  BO R O U G H  SD 10 ,5 5 4
PALM ER , C ITY  OF 17 2 ,5 4 4
PELICAN , C ITY OF 5 6 7
P E T E R S B U P G  C ITY  SD 3 0 ,7 8 7
P E T E R S B U R G ,  C ITY  OF 4 3 ,8 1 4
SA INT PAUL , C ITY  OF 5 ,5 3 7
SAND PO INT , C ITY  OF 3 6 ,7 0 7
SAXMAN, C ITY  OF 7 ,9 8 2
SE W A RD . C ITY  OF 2 0 5 ,3 7 3
S ITKA  B O R O U G H  SD 2 1 9 ,7 0 0
SITKA  COM M UN ITY  HOSP ITAL 6 9 ,4 5 3
SITKA, C ITY  AND B O R O U G H  OF 5 0 9 ,2 5 2
SKA G W A Y  C ITY  SD 1 2 ,0 4 6
SOLDOTNA , C ITY  OF 1 6 6 ,2 9 5
SO U TH EA ST  ISLAND SD 1 2 3 ,7 6 5
SO U TH EA ST  REG IO NA L R E S O U R C E  CEN TER 2 9 ,5 5 9
SO U T H W E ST  REG IO N  SD 3 1 ,3 6 8
UNALAKLEET, C ITY  OF 3 ,3 2 5
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U N IV ERS IT Y  O F  ALASKA  4 ,9 0 4 ,6 3 2
VALDEZ C ITY  SD  3 0 0 ,0 5 2
VALDEZ , C ITY  O F  5 6 3 ,3 4 0
W H ITT IER , C ITY  O F  5 ,4 8 9
W R A N G E LL  PU B L IC  SU  5 4 ,9 8 2
W RA N G ELL , C ITY  O F  2 6 3 , 3 5 5
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A P P E N D I X  5

[Priority 3j

Legislative Appropriation to Fund Actuarially 
Required Contribution - TRS



See._________ . Retirement system funding to bring fiscal year 2007 contributions
closer to actuarial rate, (a) The sum of S 98.670,780 is appropriated from the general 
fund to the Department of Administration to reduce the contribution shortfall to the 
teachers’ retirement system resulting from an employers anticipated fiscal year 2007 
contribution being less than the fiscal year 2007 rate calculated by the actuary. The 
Department of Administration shall allocate the appropriation to the teachers’ retirement 
system account of each employer as follows:

ALASKA  D EPA RTM EN T  O F  EDUCATION  7 5 5 ,6 1 0
ALASKA  G ATEW A Y  SD  4 0 3 ,3 3 8
ALEUT IAN RE G IO N  SD  5 3 ,6 1 0
ALEUT IANS EAST  B O R O U G H  S D  4 3 4 ,9 7 8
A N C H O RA G E  S D  3 1 ,0 8 0 ,1 5 0
ANNETTE ISLAND S D  2 5 7 ,5 5 0
B E R IN G  STRA IT  SD  1 ,7 6 4 ,4 8 5
B R IS T O L  BAY B O R O U G H  S D  1 2 3 ,3 1 9
CHATHAM S D  1 6 9 ,0 1 0
CHUG A CH  S D  1 6 1 ,6 0 7
C O P P E R  R IV E R  S D  4 0 4 ,7 7 3
C O R D O V A  C ITY  SD  3 1 3 ,4 4 9
CRA IG  C ITY  S D  3 7 6 ,6 6 7
DELTA /G REELY  S D  6 0 0 ,7 4 9
DENALI B O R O U G H  SD  3 5 3 ,8 0 2
D ILLINGHAM C ITY  S D  4 3 8 ,1 4 6
FA IRBA N KS  N ORTH  STA R  B O R O U G H  S D  9 ,6 6 4 ,4 5 5
GALENA C ITY  S D  7 0 4 ,2 1 4
HA INES B O R O U G H  SD  2 3 8 ,3 1 5
HOONAH C ITY  SD  1 6 8 ,4 8 5
H YD A B U R G  C ITY  S D  1 1 7 ,6 5 6
ID ITAROD  A REA  SD  2 7 3 ,0 1 3
JUNEAU  B O R O U G H  SD  3 ,6 7 6 ,9 2 7
KAKE C ITY  S D  1 1 9 ,6 6 3
KASHUNAM IUT  SD  2 7 9 ,6 1 4
KENAI PEN IN SULA  B O R O U G H  S D  6 ,1 3 6 ,5 9 3
KETCH IKAN  GATEW A Y B O R O U G H  S D  1 ,6 5 3 ,9 4 3
KLA W O C K  C ITY  S D  1 7 2 ,3 6 3
KOD IAK  ISLAND B O R O U G H  S D 2 ,2 0 3 ,8 9 5
K U S P U K  S D  4 2 2 ,3 0 3
LAKE AND PEN IN SU LA  BO R O U G H  CD 6 4 9 ,5 9 3
LO W E R  K U SK O K W IM  SD  3 ,7 5 9 ,8 3 0
LO W E R  Y U K O N  SD  1 ,9 1 1 ,1 0 9
M A TANUSKA -SUS ITNA  B O R O U G H  SD  10 ,1 6 1 ,4 3 1

Appendix 5 - Proposed l.cpishnion
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NENANA C ITY S D 2 4 4 ,1 3 4
NOM E C ITY  SD 5 1 4 ,3 4 6
N ORTH  S L O P E  BO R O U G H  SD 2 ,3 3 1 ,6 4 8
N O R T H W E S T  A RCT IC  B O RO U G H  SD 2 ,1 0 1 ,7 3 0
PEL ICAN  C ITY S D 2 0 ,7 4 4
P E T E R S B U R G  C ITY  SD 4 5 0 ,7 1 6
P R IB IL O F  SD 1 3 4 ,8 1 4
SA INT MARY'S S D 1 2 6 ,6 0 7
S ITKA  B O R O U G H  SD 1 ,1 7 4 ,1 2 0
S K A G W A Y  C ITY  SD 11 7 ,1 0 2
SO U T H E A ST  ISLAND SD 2 5 3 ,7 3 4
SO U T H E A ST  REG IO NA L R E S O U R C E  C EN TE R 1 3 4 ,8 1 3
S O U T H W E S T  REG IO N  SD 8 5 4 ,8 9 3
S P E C IA L  EDUCAT ION  SE R V IC E  A GEN CY 15 4 ,3 1 8
TANANA SD 5 1 ,1 0 3
UNALASKA  C ITY  SD 44 0 ,9 8 1
U N IV E R S IT Y  O F  ALASKA 6 ,9 3 4 ,9 3 3
VA LDEZ  C ITY  SD 70 4 ,6 4 4
W R A N G E LL  PU BL IC  SD 2 8 4 ,9 0 8
YAKUTAT S D 12 3 ,2 6 3
Y U K O N /K O Y U K U K S D 7 2 6 ,3 3 9
Y U K O N  FLATS SD 3 2 8 ,9 4 5
Y U P I IT S D 45 7 ,3 0 1
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S t a te  of A l a s k a  

R e t i r e m e n t  S y s t e m s

Actuarial Presentation to the Alaska 
Retirement Management Board and 
Special Committee on Ways and Means

March 23 and 24, 2006

explore
excel ence



Agenda

• Actuarial Process

• Review of M ercer’s 2 0 0 4  Actuarial Valuation

• 2 0 0 5  Actuarial Valuation Results

• Questions
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State of Alaska Retirement Systems

• A laska consists of four traditional defined benefit (DB) pension 
plans
- Public Employees’ Retirement System (PERS)
- Teachers’ Retirement System (TRS)
- Judicial Retirement System (JRS)
- National Guard and Naval Militia Retirement System (NGNMRS)

• In addition to the traditional DB plans, a defined contribution 
(DC) plan was added effective for new hires after July 1 , 2 0 0 6

• A postem plcym ent healthcare plan covers all members in the 
DB and DC plans

• Actuaria l valuations are performed annually as of June 3 0 .
The most recent is as of June 3 0 , 2 0 0 5  for PERS and TRS. 
JRS and NGNM RS are performed biannually with the next 
scheduled valuation to be performed June 3 0 , 2 0 0 6



Actuarial Valuation

• Quantifies the benefit obligation

- Present value of future pension payments calculated using service 
at the valuation date

- Also called Accrued Liability

• Determ ines actuarial soundness of statutory contribution
- If not sound, additional contribution required by State
- Measures current funded status
- Early warning system for potential funding problems



Actuarial Valuation ( c o n t  d )

• The process includes:
- Membership data
- Financial data
- Benefit structure
- Actuarial assumptions
- Funding method
- Asset valuation method

• Expected benefit payments over future years is calculated and 
discounted back to the valuation date

• Calculations are performed on each m em ber and sum m ed



Actuarial Assumptions

• Used to quantify amount and value of future benefit payments
-  D e m o g r a p h i c  ( a m o u n t )

-  E c o n o m i c  ( v a l u e )

-  H e a l t h c a r e  ( c o m b i n a t i o n  o f  d e m o g r a p h i c  a n d  e c o n o m i c )

• Should be a realistic “best guess” based on:
-  P a s t  h i s t o r y

-  F u t u r e  e x p e c t a t i o n s

-  L o n g  t i m e  h o r i z o n  ( 4 0 +  y e a r s )

• Inflation should be consistently applied to salary increases/COLAs 
(liability), investment return (assets) and healthcare trend

• Assumptions are recommended by the Actuary, approved by the 
Alaska Retirement Management Board

• Should be explicit - each assumption individually reasonable

• Setting of assumptions is a blend of art and science

b;.icLoonsultants \.iii ... • 'ii.-.. 7 l . i  .r )•' if i*j! IV' » .



S u m m a r y  of Current Economic Assumptions

P E R S  & TRS
I n v e s t m e n t  R e t u r n  

I n f l a t i o n

I n t e r e s t  o n  C o n t r i b u t i o n s  

S a l a r y  I n c r e a s e s

-  I n f l a t i o n

-  P r o d u c t i v i t y

-  E c o n o m i c  P o r t i o n  

P a y r o l l  G r o w t h  

C O L A s

-  P o s t  R e t i r e m e n t  P e n s i o n  A d j u s t m e n t s

-  A l a s k a  

H e a l t h c a r e  T r e n d

8 . 2 5 %

3 . 5 0 %

4 . 5 0 %

3 . 5 0 %

0 . 5 0 % '

4 . 0 0 % *

4 . 2 5 %

1 . 7 5 %  a t  a g e  6 0  o r  a f t e r  5  y e a r s  

( 8  y e a r s  f o r  T R S )  o f  p a y m e n t s ;  

2 . 6 2 5 %  a t  a g e  6 5  o r  

u p o n  d i s a b i l i t y

1 0 %  f o r  t h o s e  l i v i n g  i n  A l a s k a

M e d i c a l  t r e n d  s t a r t s  a t  9 . 5 %  a n d  

g r a d e s  t o  5 %  o v e r  9  y e a r s ;  

P r e s c r i p t i o n  d r u g  t r e n d  s t a r t s  a t  1 4 %  

a n d  g r a d e s  t o  5 %  o v e r  9  y e a r s

' P r o d u c t i v i t y  f o r  P E R :S  P o l i c o / E i r o  i s  J % ,  n n d  t h o  e c o n o m i c  p o t  l i o n  i s  4 . 5 % .

3
buckconsuuanls

i l '  A I i: • ;! I



Actuarial Cost Method

• Used to allocate pension cost from year to year

• Determ ines pattern of funding - “Pay me now or pay me later”

• Projected Unit Credit Cost Method - Used to allocate cost 
between past and future service
- Normal Cost - cost of benefits due to service during the year 
beginning on .he valuation date and projecting salaries

- Accrued Liability - represents present value of benefits credited with 
respect to service earned as of the valuation dale

- Unfunded Accrued Liability - Accrued liability minus actuarial value 
of assets

- Actuarial Contribution - Normal cost plus amortization payment of 
unfunded liability (25 years) as a percent of pay



Funding Process
Projected Unit Credit Method

(/)
03
c  >> 
o£  Q_
=3

: 9  °  
-i=
C
O

o

X %  —

0 %  —

Past Service Cost 
or

Accrued Liability

Annual
NormaJ

Cost

D a te  o f  
H ire

V a lu a t io n  D a te  
(V D )

V D  + 1 Y r . D a t e  o f  
R e t i r em e n t

S e r v i c e  P e r i o d

Accrued Liability - Assets = Unfunded/(Surplus)
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Asset Valuation Method

• 5 -year smoothing of Market Value

• Each year, a base is determ ined equal to difference between 
expected and actual return

• 2 0 % of each base over last 5  years is recognized in Actuarial 
Value

• Constrained to be within 8 0 % and 1 2 0 % of Market Value

• Reduces volatility on actuarial contribution, but does not 
eliminate volatility

• Asset value reinitialized at M arket Value on June 3 0 , 2 0 0 2 . 
Phase-in o f 2 0 % of each base occurs over five years



Example of 

Asset Smoothing Method

$ in m illio ns A c t u a r i a l  V a l u e  v s .  M a r k e t  V a l u e

T im e

M a rke t V a lue  

A c t u a r i a l  V a l u e  i s  e x p e c t e d  to  b e :

A c tu a ria l V a lue

B e l o w  M a r k e t  w h e n  m a r k e t  i s  d o i n g  w e l l  
A b o v e  M a r k e t  w h e n  m a r k e t  i s  d o i n g  p o o r l y

buckconsultants K
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Review of Mercer’s 2004 Valuation

• Reviewed assum ptions and methods

• Replicated the 2004 valuation results

• Completed PERS and TRS

• JRS and NGNMRS will be com pleted later this year



C o m m e n t s  on Actuarial Review

• Projected Unit Credit Method is more likely to produce 
increasing normal cost rates. Entry Age Method is expected to 
produce more stable normal cost rates

• Investment return assum ption of 8.25% is reasonable long-term 
given current asset allocation policy

• Payroll growth assumption is overstated. We will recom mend 
reducing from 4.25%  to 4.0% for next valuation

• Demographic assum ptions are generally reasonable, although 
we want to carefully review retirement rates during the 
experience analysis



C o m m e n t s  on 2004 Replication

• Buck results matched M ercer results closely for TRS

• Minor differences in valuation process on TRS “washed out.” so 
differences not material

• Mercer understated the healthcare benefits in the PERS 
valuation by 7%

• Minor differences in valuation process of PERS pension benefit 
not material



E f

Replication of Mercer’s Results
T R S  ( $  i n  t h o u s a n d s )

M e r c e r  B u c k

P e n s i o n  A c c r u e d  L i a b i l i t y  S  4 , 2 1 6 , 4 8 0  5  4 , 2 0 0 , 3 4 1

%

( 0 . 3 8 % )

H e a l t h c a r e  A c c r u e d  L i a b i l i t y 1 , 9 0 7 , 1 2 0 1 , 9 3 3 , 6 2 4 1 . 3 9 %

T o t a l S  6 , 1 2 3 , 6 0 0 $  6 , 1 3 3 , 9 6 5 0 . 1 7 %

P e n s i o n  N o r m a l  C o s t $  7 1 , 1 1 9 $ 7 0 , 2 6 4 ( 1 . 2 0 % )

H e a l t h c a r e  N o r m a l  C o s t 4 6 , 1 0 4 4 6 , 1 9 4 0 . 2 0 %

T o t a l $  1 1 7 , 2 2 3 $ 1 1 6 , 4 5 8 ( 0 . 6 5 % )

N o r m a l  C o s t  R a t e 1 3 . 7 6 % 1 3 . 6 1 % ( 1 . 0 9 % )

P a s t  S e r v i c e  R a t e 2 8 . 0 2 % 2 8 . 1 4 % 0  4 3 %

T o t a l  E m p l o y e r  C o n t r i b u t i o n  R a t e 4 1 . 7 8 % 4  1 . 7 5 % ( 0 . 0 7 % )

1 "  ■ 1 1 '< '5" • f  * 1 /
b n c k c . • U f  i d ! ! t v l l  1 t . S  \

i r 1 . * • «.



Replication of Mercer’s Results
P E R S  ( $  i n  t h o u s a n d s )

M e r c e r B u c k %

P e n s i o n  A c c r u e d  L i a b i l i t y S  6 , 7 1 1 , 5 0 7 $  6 , 6 7 6 , 2 3 5 ( 0 . 5 3 % )

H e a l t h c a r e  A c c r u e d  L i a b i l i t y 4 , 7 3 2 , 4 0 9 5 , 0 8 8 , 3 0 8 7 . 5 2 %

T o t a l $ 1 1 , 4 4 3 , 9 1 6 $ 1 1 , 7 6 4 , 5 4 3 2 . 8 0 %

P e n s i o n  N o r m a l  C o s t $  1 6 5 , 0 0 3 $  1 6 4 , 8 3 4 ( 0 . 1 0 % )

H e a l t h c a r e  N o r m a l  C o s t 1 3 1 , 4 8 3 1 4 4 , 1 2 3 9 . 6 1 %

T o t a l $  2 9 6 , 4 8 6 S  3 0 8 , 9 5 7 4 . 2 1 %

N o r m a l  C o s t  R a t e 1 3 . 3 2 % 1 4 . 1 6 % 6 . 3 1 %

P a s t  S e r v i c e  R a t e 1 4 . 8 7 % 1 6 , 2 1 % 9 . 0 1 %

T o t a l  E m p l o y e r  C o n t r i b u t i o n  R a t e 2 8 . 1 9 % 3 0 . 3 7 % 7 . 7 3 %
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Changes Since Last Year

• No change in Benefit Provisions

• No change in Actuarial Assum ptions

• No change in Asset Valuation Method

• No change in Funding Method

• Changes to assumptions and methods will be recom m ended 
June with the results of the experience analysis



P u b l i c  E m p l o y e e s ’ R e t i r e m e n t  S y s t e m
P o l i c e / F i r e  a n d  O t h e r s  C o m b i n e d

P e n s i o n  a n d  P o s t e m p l o y m e n t  H e a l t h c a r e

T o t a l  S y s t e m  A s s e t s  ( $  i n  m i l l i o n s )

I
• i Year Ending

i
June 30,2004 June 30,2005

1 . Actuarial Value (BOY) $7 , 6 8 7 $8 , 0 3 0

Contributions 2 2 4 2 9 3

Disbursements (4 9 8 ) (5 6 7 )
Expected Return on Market Value 5 9 9 6 6 3

2 . Preliminary Actuarial Value (EOY) $8 , 0 1 2 $8 , 4 1 9

3 . 5 -year Smoothing ___  1 8 2 4 1
|4 . Actuarial Value (EOY) $8 , 0 3 0 $8 , 4 4 3

I 5 . 
»

Future Smoothing Amount 1 4 7 1 4 8

6 . Market Value (EOY) i $8 , 1 7 7
,

$8 , 5 9 1



Asset Smoothing for

Public Employees’ Retirement System
Pension and Postem ploym ent Healthcare 

1 9 9 6 - 2 0 0 5

$ in millions

F isca l Y ear E nd ing  June 30 

Market Value Actuarial Value
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P u b l i c  E m p l o y e e s ’ R e t i r e m e n t  S y s t e m
P o l i c e / F i r e  a n d  O t h e r s  C o m b i n e d

P e n s i o n  a n d  P o s t e m p l o y m e n t  H e a l t h c a r e

( $  i n  m i l l i o n s )

July 1,2004 July 1,2005

1 . N u m b e r

- A c t i v e 3 3 , 6 1 2 3 3 , 7 3 0

- I n a c t i v e  N o n  V e s t e d 1 1 , 8 6 0 1 2 , 7 6 1

- V e s t e d  T e r m i n a t i o n s 5 , 9 6 5 6 , 1 0 5

- R e t i r e d  a n d  b e n e f i c i a r i e s 1 9 . 5 7 2 2 0 , 7 0 3

- T o t a l 7 1 . 0 0 9 7 3 , 2 9 9

2 . A n n u a l  C o m p e n s a t i o n $ 1 , 4 7 2 $ 1 , 5 1 3

3 . A s s e t s

-  M a r k e t  V a l u e $ 8 , 1 7 7 $ 8 , 5 9 1

- A c t u a r i a l  V a l u e 8 , 0 3 0 8 , 4 4 3

-  %  A V  t o  M V 9 8 . 2 % 9 8  3 %

4 . A n n u a l  B e n e f i t  P a y m e n t s

- T o t a l $ 4 9 8 $ 5 6 7

- %  o f  M a r k e t  V a l u e 6 . 1 % 6 . 6 %

5 . A c c u m u l a t e d  M e m b e r  C o n t r i b u t i o n s

- T o t a l  f o i  A c t i v e s  a n d  I n a c t i v e s $ 1 , 3 3 9 $ 1 , 3 8 9

- A v e r a t j e  ( a c t u a l ) $ 2 6 , 0 4 0 $ 2 6 , 4 0 5



P u b l i c  E m p l o y e e s ’ R e t i r e m e n t  S y s t e m
P o l i c e / F i r e  a n d  O t h e r s  C o m b i n e d

P e n s i o n  a n d  P o s t e m p l o y m e n t  H e a l t h c a r e

Actuarial Contribution Under Projected Unit Credit Method  
   ($ in millions)

F u n d in g J u ly  1, 2004

j

J u ly  1; 2005

1. A ctuaria l A ccrued  L iab ility $ 11.444 S 12,845

2. Actuaria l Va lue  of Asse ts 8,030 8.443
j 3. U nfunded A c tua ria l A ccrued  L iab ility S 3,414 S 4 ,402
( 4. Funded Ratio 70.2% 05.7%

! 5 Annual A ctua ria l C on tribu tion  
■

Norm al C ost $ 296 S 338
A m ortiza tion  of U n funded (25) Years 219 285

Total C on tribu tion S 515 S 623
% of Ray 35.00% 39 27%

I 6 M em ber C ontribu tion

Am ount S 100 S 109
% of Pay 0.81% 0.84 %

7 H m ploynr R equ ired  C ontribu tion

Amount S 4 15 S 514
"n ( i f  R, IV 28 19% 32 43%



Public Employees’ Retirement System
P o l i c e / F i r e  a n d  O t h e r s  C o m b i n e d  

P e n s i o n  a n d  P o s t e m p l o y m e n t  H e a l t h c a r e

Actuarial Contribution Under Projected Unit Credit Method  
  ($ in millions)

& P o s te m p lo y m e n t
F u n d in g P e n s io n H e a lth c a re T o ta l

1. A ctuaria l A ccrued L iab ility S 7.087 S 5.758 S 12,845
2. Actuaria l Va lue of A sse ts 6,017 2.426 8.443
3. U nfunded A ctuaria l A ccrued  L iab ility S 1.070 S 3,332 S 4 ,402
4. Funded Ratio 84.9% 42.1% 65 .7%
5. Annua l A ctuaria l C on tribu tion

Norm a, Cost S 181 S 157 S 338
Am orti. ition of U n funded (25) Years 70 215

i
285

Total C ontribution S 251 S 372 S 623
% o f Pay 15 88% 23 44% 39.27%

J 6. M em ber C ontribu tion

A m ount $ 109
% of Pay 6 .84%

, 7 E m ployer R equired C ontribu tion

A m ount S 514
% of Pay 32 4:v
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P E R S  Actuarial Accrued Liability History
Pension and Postem ploym ent Healthcare

$ in thousands

14.000.000

1 2 . 0 0 0 . 0 0 0  

1 0 , 0 0 0 , 0 0 0

8 , 0 0 0 , 0 0 0

6 , 0 0 0 , 0 0 0

4.000.000

2 . 0 0 0 . 0 0 0  

0

Pension □  Postem ploym ent Healthcare

__  —

m i
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Plan Year Beginning July 1
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T H E  F O L L O W I N G  D O C U M E N T ( S )  

H A V E  B E E N  R E F I L M E D  T O  

A S S U R E  L E G I B I L I T Y  O R  P A G I N A T I O N

Central Microfilm Scrviet*
D epartm ent ot Education & Farly Development 
State n f  Alaska



P E R S  Actuarial Accrued Liability History
Pension and Postem ploym ent Healthcare

$ in thousands  

14,000,000 -

1 2 , 0 0 0 , 0 0 0

1 0 , 0 0 0 , 0 0 0

8 , 0 0 0 , 0 0 0

6 , 0 0 0 , 0 0 0

4.000.000

2 . 0 0 0 . 0 0 0

0

Pension □ P o s te m p lo y m e n t  Healthcare

i i I I 111111
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P E R S  Actuarial Accrued Liability History
Distribution % Between Pension  
and Postem ployment Healthcare

■  Pension □  Postem ploym ent Healthcare
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P E R S  Funding Ratio History
P e n s i o n  a n d  P o s t e m p l o y m e n t  H e a l t h c a r e  

B a s e d  o n  V a l u a t i o n  A s s e t s

Plan Year Beginning July 1 buckcu: isullai iis



Teachers’ Retirement System
P e n s i o n  a n d  P o s t e m p l o y m e n t  H e a l t h c a r e

T o t a l  S y s t e m  A s s e t s  ( $  i n  m i l l i o n s )

' Year End ing  

June 30,2004 June 30,2005

1 .  A c t u a r i a l  V a l u e  ( B O Y ) S 3 , 7 5 2 $ 3 , 8 4 5

C o n t r i b u t i o n s 1 2 6 1 5 0

D i s b u r s e m e n t s ( 3 2 9 ) ( 3 5 9 )

E x p e c t e d  R e t u r n  o n  M a r k e t  V a l u e 2 8 9 3 1 4

2 .  P r e l i m i n a r y  A c t u a r i a l  V a l u e  ( E O Y ) $ 3 , 8 3 8 $ 3 , 9 5 0

3 .  5 - y e a r  S m o o t h i n g 7 9

4 .  A c t u a r i a l  V a l u e  ( E O Y ) S 3 , 8 4 5 $ 3 , 9 5 9

5 .  F u t u r e  S m o o t h i n g  A m o u n t 6 7 6 8

6 .  M a r k e t  V a l u e  ( E O Y ) $ 3 , 9 1 2 $ 4 , 0 2 7



Asset Smoothing for 

Teachers’ Retirement System
P e n s i o n  a n d  P o s t e m p l o y m e n t  H e a l t h c a r e  

1 9 9 6 - 2 0 0 5

$ in m illio ns

F isca l Year E nd ing  June 30 

Market Value Actuarial Value
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Teachers’ Retirement System
P e n s i o n  a n d  P o s t e m p l o y m e n t  H e a l t h c a r e

($ in m i l l io n s )

« July 1,2004 July 1,2005/
1. Number

- A c t i v e 9,688 9,656
- I n a c t i v  N o n  V e s t e d 2,746 2,874

- V e s t e d  T e r m i n a t i o n s 724 826

- R e t i r e d  a n d  b e n e f i c i a r i e s 8,707 9.020
-  T o t a l 21,865 22,376

2. Annual Compensation $522 $536

3. Assets

- M a r k e t  V a l u e S3,912 $4,027
- A c t u a r i a l  V a l u e 3,845 3,959
- %  A V  t o  M V 98.3% 98.3%j

4. Annual Benefit Payments

- T o t a l S329 $359
- %  o f  M a r k e t  V a l u e 8.4% j 8.9%1

5. Accumulated Member Contributions

T o t a l  f o r  A c t i v e s  a n d  I n n c t i v o s $64 7 S672
- A v e r a g e  ( a c t u a l ) $49,203 $50,300
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T e a c h e r s ’ R e t i r e m e n t  S y s t e m
P e n s i o n  a n d  P o s t e m p l o y m e n t  H e a l t h c a r e

Actuarial Contribution Under Projected Unit Credit Method
($ in millions)_____________________

0

F u n d in g J u ly  1 ,2 0 0 4 J u ly  1, 2005

1. A ctuaria l A ccrued  1. iab ilily S 6 ,123 S 6.499

2. Actuaria l Va lue  o f Assets 3,845 3,959

3. U nfunded A ctua ria l A ccrued L iab ility S 2,278 S 2.540

1. Funded Ratio 62.8% 60.9%

5. A nnua l A ctuaria l C ontribu tion

N orm al C ost S 117 S 119

A m ortiza tion  o f U nfunded (25) Years 146 166

Tota l C on tribu tion S 263 S 285

% of Pay 50 46% 50.83%

t> M em ber C on tribu tion

A m ount S 46 S 49

% of Pay 8.68% 8 (59%

I 7 E m ployer R equ ired  C ontribu tion

A m oun t S 218 S ,!36

i 'If, o f Pay 41.78% 42 14%

buckconsultar.ts \



T e a c h e r s ’ R e t i r e m e n t  S y s t e m
P e n s i o n  a n d  P o s t e m p l o y m e n t  H e a l t h c a r e

Actuarial Contribution U nder Projected Unit Credit Method  
($ in millions)

P o s te m p lo y m e n t
F u n d in g P e n s io n H e a lth c a re T o ta l

1. Actuaria l a . ^ rued L iab ility S 4 .335 S 2,164 S 6,499
2. A ctuaria l V a lue  o f Assets 3,185 774 3,959
3. Unfunded A ctuaria l A ccrued  L iab ility S 1,150 S 1.390 S 2.540
4. Funded Ratio 73.5% 35.8% 60.9%
5. Annual A ctuaria l C on tribu tion

Norm al Cost S 71 S 48 S 119
A m ortiza tion  of U nfunded (25) Y ears 75 91 166
Total C ontribu tion S 146 S 139 S 285
% of Pay 26.04% 24.79% 50,83%

5 M em ber C ontribu tion

A m ount $ 49
'ft, of Pay 8.69%

7 Em ployer R equ ired  C on tribu tion

Am ount S 236
% of Pay 42 .14%



T R S  Actuarial Accrued Liability History
P e n s i o n  a n d  P o s t e m p l o y m e n t  H e a l t h c a r e

$ in thousands  

8 , 0 0 0 , 0 0 0

Pension □ P o s te m p lo y m e n t  Healthcare

7 , 0 0 0 , 0 0 0

6 , 0 0 0 , 0 0 0

5 , 0 0 0 , 0 0 0

4.000.000

3 . 0 0 0 . 0 0 0  

2 , 0 0 0 , 0 0 0  

1 , 0 0 0 , 0 0 0

0 i i l l l l l l l l
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Plan Year Beginning July 1
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T R S  Actuarial Accrued Liability History
D i s t r i b u t i o n  %  B e t w e e n  P e n s i o n  a n d  

P o s t e m p l o y m e n t  H e a l t h c a r e

■  Pension □  Postem ploym ent Healthcare
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T R S  Funding Ratio History
P e n s i o n  a n d  P o s t e m p l o y m e n t  H e a l t h c a r e  

B a s e d  o n  V a l u a t i o n  A s s e t s

Plan Year Beginning July 1
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Conclusions and C o m m e n t s

P E R S  a n d  T R S

• Modest asset gains on market value experienced during last 
year. Rate of return was about 8.55%, or .30% greater than 
8.25% assumed.

• Delayed gains from prior years along with the investment gain 
during last year resulted in Actuaria l Value return of 9.1 %, or 
.85% more than 8.25% assumed.

• Loss on liabilities due to decrem enta l experience, healthcare 
claims and trend, and changes from prior actuary

3 7
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Conclusions and C o m m e n t s  (cont’d)

• Changes in Unfunded Liability ($ in millions)

P E R S  T R S

2 0 0 4  U n f u n d e d  L i a b i l i t y $ 3 , 4 1 4 $ 2 , 2 7 8

-  E x p e c t e d  i n c r e a s e 6 5 4 1

-  A s s e t  ( g a i n ) ( 3 5 ) ( 1 5 )

-  D e c r e m e n t a l  a n d  o t h e r  l o s s e s 7 2 6 1 1 7

-  C o n t r i b u t i o n  s h o r t f a l l 2 3 2 1 1 9

2 0 0 5  U n f u n d e d  L i a b i l i t y $ 4 , 4 0 2 $ 2 , 5 4 0



Conclusions and C o m m e n t s  (cont’d)

• Increased em ployer contribution rates required for PERS and 
TRS

PERS TRS

2 0 0 4 2 8 .1 9 % 4 1 .7 8 %
2 0 0 5 3 2 .4 3 % 4 2 .1 4 %
Change +4 .2 4 % +0 .3 6 %

Funded ratios declined over last year
PERS TRS

- 2 0 0 4 7 0 .2 % 6 2 .8 %
- 2 0 0 5 6 5 .7 % 6 0 .9 %
- Change (4 .5 %) (1 .9 %)

3'J
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Conclusions &  C o m m e n t s  - Medicare Part D

• Medicare Part D subsidy is best near-term option

• W rap-around or PDP likely best long-term option (economically 
and for accounting)

• GASB proposes treating the subsidy differently than FASB:
-  F A S B  u s e s  l i a b i l i t y  n e t  o f  s u b s i d y ,  G A S B  d o e s  n o t

-  G A S B  P r o p o s e d  T e c h n i c a l  B u l l e t i n  N o .  2 0 0 6 - a

buokconsulianls A
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Conclusions &  C o m m e n t s  - Medicare Part A

• Impact of Medicare Part A proportional to members with Part A 
coverage

• This proportion will grow over time, lowering State costs

• It may be cheaper to pay Medicare Part A premiums than to pay 
"no-Part A" hospital claims

• Incent retirees to report FICA-covered non-State and FICA- 
covered spouse em ploym ent

• Medicare is likely to pay less to hospitals than the State 
currently pays

• Hospital backlash?



e x p l o  r e

excellence buckcon - lii.ctnis \
% * *



For the record, my name is Larry Scmmens. I am a member o f  the Alaska Retirement 

Management Board.

The ARM Board was established in October 2005 as a result o f  the passage of Senate Bill 

141. One of the most important provisions of SB 141 was direction to the board to prepare a 

report to the legislature with short-term and long-term recommendations for addressing the 

unfunded liability of the retirement plans. The ARM Board delivered our report to the House 

Ways and Means Committee April IS, 2006. The Board unanimously approved the Report. The 

legislation before you today is identified with the ARM Board’s P:iority One recommendation.

In arriving at our recommendation the hoard has heard presentations from numerous experts on 

topics ranging from pension obligation bonds to natural gas leases, in was the board’s goal to 

identify funding strategies to fully fund the retirement obligations to our public employees vv th a 

minimal impact on the services to the residents of Alaska. I would like to point out that one of 

the key assu iptions in connection with this recommendation is that the ARM Board would set 

the I V 2008 employer contribution rate at the acluarially required rate.

As you have no doubt heard, the combined unfunded liability of the FFRS/TRS systems 

has grown from $5.7 billion to $6.9 billion at June 50, 2005. Clearly the process of digging out 

of a $6.9 billion hole will not be pleasant, but delaying action will only make tilings worse.

I hank you for considering this legislation at this late date. We hope that it is adopted this 

session.

Mr. (iaty Bader. Chiel Investment Officer,Tieasury Division ol the Department ol 

Revenue is piesein with you today to piovide details and to answer questions. I will also .stand 

by here in Isenai it you have any questions of me.




