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SPONSOR STATEMENT
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"An Act relating to employee and employer contributions to the teachers' retirement system and
the public employees' retirement system; and providingfor an effective date."

CSFB 177 is the second of three bills (HB 170 & HB 191) introduced by the sponsor in response
to the growing unfunded liability in our state retirement systems.

CSHB 177 would adjust the existing unretired employee contribution rates in the Public
Employees’ Retirement System (PERS) and the Teachers’ Retirement System (TRS) from a
fixed rate as currently established in statute to a variable rate that may be increased by no more
than .5% annually with a maximum increase of 5%. In addition, CSHB 177 stipulates that the

increase in employee contributions will only apply to the past service cost rate.

Further, CSHB 177 includes a legislative intent statement the clearly states that money collected
from these increases “be used solely for the purpose of stabilizing, restoring, and protecting” the
Teacher Retirement and Public Employee Retirement Systems.

The present value of the unfunded liability of the two systems exceeds $5 billion, and the future
value of that liability is predicted to be triple that amount over the next 25 years. Now, it is
essential that the Legislature implement measures that will stop the unfunded liability from

growing and will eliminate it over time.

The adoption of a new Defined Contribution (DC) tier in PERS and TRS (HB 191) will help to
eliminate the risk of unfunded liability associated with new hires. We believe that changing
employee contribution rates to provide for greater sharing between employers and employees to
help offset the increased costs of benefits and eliminate the unfunded liability is a matter of
equity. Alaska’s government employers cannot pay 26-47% of employees’ gross pay to fi.nd



retirement and retirement medical benefits without raising local property and sales taxes. The
majority of non-beneficiary Alaskans are likely to resist this action. However, if public
employees and their employers share the burden to a greater extent, we believe Alaskan:
work together to resolve the funding shortfall and make the systems, once again, financially
sound. Increased contributions early in the 25-year period will result in significantly lower total
costs to Alaska’s government employers and employees. This bill would change monthly
contributions for existing Tiers, but would not decrease benefits.

vill

We urge jour support of CSHB 177.

Member, Huuse Finance Committee
Representative Mike Kelly @levis.state.ak. us
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Sectional Analysis

CSHB 177C )
(WO - LS0429\F)

"An Act relating to employee and employer contributions to the teachers' retirement system and
the public employees' retirement system; and providingfor an effective date."

Section 1. - The original section one has been replaced with a legislative intent statement (Page
1, lines 7-11)

Section 2. - Like the original version this section changes the member contribution rate for TRS

from 8.65% to a variable rate that shal be calculated under the newly created AS 14.25.052.

(Page 1, lines 13-14 through Page 2, lines 1-9)

Section 3. - While this section creates the new statute, AS 14.25.052 as mentioned above, it is
much more limited than the original version. First, it establishes a minimum contribution rate of
the existing 8.65%. Second, it establishes mat the contribution rate may not exceed an increase
of .5% annually. Third, it stipulates that the increased contribution rate may only be applied to
Lastly, it provides that the employee contribution rate may never

the past service cost rate.
This section also provides for definitions that apply

exceed 13.65% (or a total increase of 5%).
specifically to the section. (Page 2, lines 10-31)

Section 4. - This section establishes contribution rates for TRS employers. It makes the

stipulation that an increase in the employer contribution rates may not exceed 5% annually.
(Page 3, lines 1-9)

Section 5. - This is the corresponding language for PERS for Section 2 above. It changes the

member contribution rates from a fixed rate (7.5% for police and fire, and 6.75% for all others)
to a variable rate to oe calculated under the newly created AS 39.35.16? (Page 3, lines 10-23)

Section 6. - This is the corresponding language for PERS for Section 3 above. First, it
establishes a minimum contribution rate of the existing 7.5% for police and fire and 6.75% for all



other PERS members. Second, it establishes that the contribution rate may not exceed an
increase of .5% annually. Third, it stipulates that the increased contribution rate may only be
applied to the past service cost rate. Lastly, it provides that the employee contribution rate may
never exceed 12.5% for police and fire and 11.75% for all other PERS members (or a total
increase of 5%). This section also provides for definitions that apply speci fically to the section.

(Page ? lines 24-31 through Page 4, lines 1-19)

Sertio i 7. - This section establishes contribution rates for PERS employers. It makes the

stipu'ation that an increase in the employer contribution rates may not exceed 5% annually.
(Pa 'e 4, lines 20-22)

Section 8. - This section provides for an effective date of July 1, 2005 for this act (Page 4 line
23)

Member, House Finance Committee
Representative Mike Ke'h @leeis.state,ak.us
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"An Act relating to employee and employer contributions to the teachers' retirement system and
the public employees' retirement system; and providing for an effective date."

HB 177 is the second of three bills (HB 170 & KB 191) introduced by the sponsor in response to
the growing unfunded liability in our state retirement .systems.

HB 177 would adjust the existing unretired employee contribution rates in the Public
Employees’ Retirement System (PERS) and the Teachers’ Retirement System (TRS) from a
fixed rate as currently established in statute to a floating rate, which would eventually equal the
employer contribution rate. Although initial adjustments to the employee contribution rates
would result in increases in contribution rates, HB 177 also provides a mechanism for
corresponding decreases in contribution rates for both employers and employees as the unfunded

liability is paid off.

The present value of the unfunded liability of the two systems exceeds $5 billion, and the future
value of that liability is predicted to be triple that amount over the next 25 years. Now, it is
essential that the Legislature implement measures that will stop the unfunded liability from

growing and will eliminate it over time.

The adoption of a new Defined Contribution (DC) tier in PERS and TRS (HB 191) will help to
eliminate the risk of unfunded liability associated with new hires. We believe that changing
employee contribution rates to provide for a 50/50 sharing between employers and employees to
help offset the increasing costs of benefits and eliminate the unfunded liability is a matter of
equity. Alaska’s government employers cannot pay 26-47% of employees’ gross pay to fund
retirement and retirement medical benefits without raising local property and sales taxes. The
majority of non-beneficiary Alaskans are likely to resist this action. However, if public



employees and their employers share the burden, we believe Alaskans will work together to
resolve the funding shortfall and make the systems, once again, financially sound. Increased
contributions early in the 25-year period will result in significantly lower total costs to Alaska’s
government employers and employees. This bill would change monthly contributions for
existing Tiers, but would not decrease benefits.

We urge your support of HB 177.

Member, House Finance Committee
Rer’esentative Mike Kelh@ leQis.state.ak.us
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CS FOR HOUSE BILL NO. 177( )
IN THE LEGISLATURE OF THE STATE OF ALASKA
TWENTY-FOURTH LEGISLATURE - FIRST SESSION

BY

Offered:
Referred:

Sponsor®): REPRESENTATIVE KELLY

A BILL
FOR AN ACT ENTITLED
"An Act relating to employee and employer contributions to the teachers' retiremen.

system and the public employees' retirement system; and providing for an effective
date."

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

* Section 1. The uncodified law ofthe State of Alaska is <imended by adding a new section

to read:

LEGISLATIVE INTENT. It is the intent of the legislature that the money collected

from the increased employee contributions authorized by AS 14.25.052, added by sec. 3 of
this Act, and by AS 39.35.162, added by sec. 6 of this Act, be used solely for the purposes of
stabilizing, restoring, and protecting in perpetuity the teachers' retirement system (AS 14.25)
and the public employees' retirement system (AS 39.35).

*Sec. 2. AS 14.25.050(a) is amended to read:

(@) Except as provided in (c) of this section, beginning July 1, 2005

[JANUARY 1, 1991], each member shall contribute to the system a percentage [AN
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AMOUNT EQUAL TO 8.65 PERCENT] of the member's base salary accrued from
July 1to the following June 30, as determined under AS 14.25.052. The employer

shall deduct the contribution from the member's salary at the end of each payroll

period, and the contribution shall be credited by the system to the member

contribution account. The contributions shall be deducted from employee

compensation before the computation of applicable federal taxes and shall be treated

as employer contributions under 26 U.S.C. 414(h)(2). A member may not have the

option of making the payroll deduction directly in cash instead of having the

contribution picked up by the employer.
* Sec. 3 AS 14.25 is amended by adding new sections to read:
Sec. 14.25.052. Calculation of member contribution rate, (a)Each active

member shall contribute a percentage of the member's base 'alary to be determined

annually in advance by the administrator. The minimum member contribution rate is

8.65 percent.
(b) The member contribution rate may be increased overthe minimum
member contribution rate only if the increase is needed to pay the system's past service

cost. The member contribution rate increase may not be applied toward the normal

cost of the system.

(c) Nctwithstandirg (b) of this section, the member contribution rate may not

increase more than 0.5 percentage points each fiscal year and may never exceed 13.65

percent.
(d) In this section,

(1) "normal cost" means the value of member benefits expected to be

earned by active members during a fiscal year;
(2) "past service cost” means the annual payment to be made over a

stipulated number of years to amortize the system's unfunded liability; .n this

paragraph,
(A) "accrued liability" means the present value of all member

benefits accrued by member service during a fiscal year;

(B)  "unfunded liability" means the amount by which the

accrued liability of the system exceeds the assets of the fund;

CSHB 177( ) .
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*Sec. 4. AS 14.25.070 is amended to read:
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Sec. 14.25.070. Contributions by employer. An employer shall contribute to
the system an amount equal to the percentage, as certified by the administrator, of the
sum total of the base salaries of all members that is required in addition to member
contributions to provide the benefits of this chapter times the sum total of the base
salaries paid to members, including any adjustments to contributions required by
AS 14.25.173(a), by the employer. The maximum increase in the contribution rate

for employers from one year to the next mav not be more than five nercentage

points, as actuarially calculated.

*Sec. 5. AS 39.35.160(a) is amended to read:

(a) Beginning July 1, 2005 [JANUARY 1, 1987], each peace officer or fire
fighter shall contribute to the system a percentage [AN AMOUNT EQUAL TO
SEVEN AND ONE-HALF PERCENT] of the peace officer's or fire fighter's
compensation as determined under AS 39.35.162, Except as provided in (d) of this
section, beginning July 1, 2005 [JANUARY 1, 1987], each other employee shall
contribute to the system a percentage [AN AMOUNT EQUAL TO SIX AND
THREE-QUARTERS PERCENT] of the employee's compensation as determined
under AS 39.35.162. The contributions shall be deducted by the employer at the end
of each payroll period. The contributions shall be deducted from employee
compensation before computation of applicable federal taxes, and the contributions

shall be treated as employer contributions under 26 U.S.C. 414(h)(2). A member may

not have the option of making the payroll deduction directly instead of having the

contribution picked up by the employer.

*Sec. 6. AS 39.35 is amended by adding a new section to read:

Sec. 39.35.162. Calculation of member contribution rate, (a) Each peace

officer or fire fighter shall contribute a percentage of the peace officei’s or fire fighter's

compensation to be determined annually in advance by the administrator. The

minimum peace officer or fire fighter contribution rate is 7.5 percent. Each other

employee shall contribute a percentage of the employee's compensation to be

determined annually in advance by the administrator. The minimum contribution rate

for each other employee is 6.75 percent.

-3- CSHB 177( )
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(b) The rate for peace officers, fire fighters and other employees may be

increased over the minimum rate set in (a) of this section only if the increa se is needed

to pay the system's past service cost. A rate increase may not be applied toward the

normal cost of the system.

(c) Notwithstanding (b) of this section the rate for members may not increase
more than 0.5 percentage points each fiscal year and may never exceed 12.5 percent
for peace officers and fire fighters or 11.75 percent for other employees.

(d) In this section,

(1) "normal cost” means the value of benefits expected to be earned by

active members in the system during a fiscal year;
(2) "past service cost" means the annual payment to be made over a

stipulated number of years to amortize the system’'s urJunded liability; in this

paragraph,
(A) "accrued liability" means the present value of all member

benefits accrued by member service during a fiscal year;

(B) "member" means a peace officer, fire fighter or other

employee who isa member of the retirement system in this chapter;

(C) "unfunded liability" means the amount by which the
accrued liability of the system exceeds the assets of the fund.

*Sec. 7. AS 39.35.250 is amended by adding a new subsection to read:

(d) The maximum increase in the contribution rate for employers from one
year to the next may not be more than five percentage points, as actuarially calculated.

* Sec. 8. This Act takes effect July 1, 2005.

CSHB 177( ) 4
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rate for county and
local agencies is
13.5%, composed of
a minimum ee rate of
3.5% to a max of

8 5%, and a
minimum er rate of
5.0% to a max of

10.0%
7.0%

6.0%

7.5%
6.25%

8.75% for state
employees, 9.5% for
teachers

7.0%; 8.0% for
public safety
personnel

6.5%

6.0%

6.0% ; public safety
personnel contribute

8.0%

Employers may elect
the non-contributory
option; otherwise,
5%

noncontributory for
most state and
higher ed employees;
5% for teachers

8.0%

employer
contribution rate for
PFRS for fiscal year
ended March 31,
2004 was
approximately 5.8%
of payroll.

13.31% state,
13.55% local
employers, 16.70%
law enforcement and
public safety
personnel

19.5% for police;
24.0% for Are

14.0%
14.0%

10.0% for state eris;
the combined ee and
er rate for county
and local agencies is
13.5%, composed of
a minimum ee rate of
3.5% to a max of
8.5%, and a
minimum er rate of
5.0% to a max of

10.0%

11.5%

11.31% for the state
Scc's; 11.11% for
schools; 9.08% for
police & fire; 9.73%
'n aggregate for
political subdivisions

3.37%
1.1%

7.68% for state
employees; range for
teachers from 4.63%
to 6.93%

rates vary based on
participating plans’
valuation

10.3%

7.55% for state
employers and school

districts

6.0% ; public safety
personnel contribute

8.0%

Varies by employer
based on actuarial

valuation

7.29% for state and
higher ed employees;
3.39% for teachers

8.0%

12/31/2003

12/31/2002

6/30/2003
6/30/2004

6/30/2004

6/30/2004

6/30/2004

6/30/2004
12/31/2003
6/30/2003

6/30/2003

6/30/2004
6/30/2004

6/30/2004

6/30/2004

6/30/2004

12/31/2003



TX

TX
TX

TX

uT

VA

VA

VT
VT
WA
WA
WA
WA
WA
WA
WA
Wil
wVv
w\,

wYy

Houston Firefighters

Texas Countv & District
Texas ERS
Texas 1IECQS

Texas Municipal

Texas Teachers

Utah Noncontributorv

Fairfax Countv Schools

Virginia Retirement System

Vermont State Emolovees

Vermont Teachers
W ashinaton LEOFF Plan 1
W ashington LEOFF Plan 2

Washington PERS 1
W ashinaton PERS 2/3

Washington School Emolovees Plan 2/3

W ashinaton Teachers Plan 1
W ashinaton Teachers Plan 2/3
Wisconsin Retirement System

West Virginia PERS
West Virainla Teachers

Wvomma Public Emolovees

SQto Tog

No

Yes
Yes
Yes

Yes

No

Yes

Yes

Yes
Yes
Yes
Yes
Yes

Yes

Yes
Yes
Yes

Yes

Return to Report Selection Screen

7.7% ; rising to
8.35% 9/1/03 and
9.0% 7/1/04

6.79%
6.0%
non-contributory

5%, 6%, or 7%,
depending on ER
election

6.9% , which Includes
0.5% for health care
benefits.

non-contributory

2.0%

5.0%

4.49%
3.9%
0%
5.11%
6.0%
1.67
0.85%
6.0%
0.87%
5.4%
4.5%
6.0%

5.57% ; law
enforcement
personnel pay 9.3%

| Logout

15.4%

9.1%

6.0%

0%

Matching of 100%,
150%, or 200% of EE
contributions

7.4% , which Includes
1.4% for health care
benefits.

11.70% for state and
school employees;
9.62% for local
government
employees

4.0%

1.07% for state
employees (for
disability only);
3.77% for teachers;
rates vary for
political subdivisions
from 0% to 22%

6.70%
3.9%
0.22%
3.1%

1.40%

[N

9%

i

07%

1.39%

i

.39%
5.2%
10.5%
21.62%

5.68%

| Home

6/30/2C03

12/31/2003
8/31/2004
8/31/2004

12/31/2003

8/31/2004

12/31/2003

6/30/2003

6/30/2004

6/30/2004
6/30/2004
6/30/2004
6/30/2004
6/30/2004
6/30/2004
6/30/2004
6/30/2004
6/30/2004
12/31/2003
6/30/2003
6/30/2003

12/31/2003



No.

10

11

12

13

14

15

16

17

18

19

20

21

g

Then click column headings to sort

D »

Scroll through Plans alpha by State

blic Fund Survey

-Actuarial Funding Levels

uv.bin, uun ujr v-uiumu n”aaings

Click single ‘Plan Name" to view report lor selected record
View graph showing funding levels and liabilities

Dollars ara In 000's

Default aort la Aacanding by Stata. To awltch aort ordor to Daacendlng, aalact button:

Actuarial Actuarial Actuarial
Funding Assets Liabilities
Ratio (000's) (000°s)
Aggregate for the 122 Plans shown here 88.9% $2,009,287,328  $2,349,106,832
Actuarial Unfunded
Funding Actuarial Actuarial Liability
State Plan Name Ratio Assets Liabilities (Surplus)
AK Alaska PERS 72.8% $7,687,281 $10,561,653 $2,874,372
AK Alaska Teachers 64.3% 3,752,285 $5,835,609 $2,083,324
AL Alabama ERS 95.4% $6,100,846 $8,493,369 $392,523
AL Alabama Teachers 93.6% $18,110,470 $19,357,735 $1,247,265
AR Arkansas PERS rig.7 % $4/138,000 $5,005,000 $567,000
AR Arkansas Teachers 85.9% $8,113,000 $9,445,000 $1,332,000
AZ Arizona Public Safety 93.6% $4,435,373 $4,739,613 $304,240
Personnel
AZ Arizona SRS 96.8% $22,572,000 $22,935,000 $363,000
AZ Phoenix ERS 88.5% $1,330,584 $:,/704,125 $173,541
CA California PERF 67.7% $158,596,000 $180,922,000 $22,326,000
CA California Teachers 82.5% $108,667,000 $131,777,000 $23,110,000
CA  contra Costa County 89.6% $3,296,736 $3,677,624 $380,888
CA LA County ERS 99.4% $28,262,129 $28,437,493 $175,364
CA  san Dieoo County 75.4% $3,831,334 $5,078,067 $1,246,733
CA San Francisco Cltv 8. Countv 117.9% $11,102,516 $9,415,905 ($1,686,611)
co Colorado Municipal 80.2% $1,907,786 $2,379,229 $471,443
CO Colorado State & School 75.2% $28,522,222 $37,914,502 $9,392,280
Co Denver Schools 90.6% $2,531,746 $2,793,788 $262,042
cr Connecticut SERS 61.6% $7,893,700 $12,806,100 $4,912,400
CT Connecticut Teachers 75.9% $10,387,300 $13,679,900 $3 292,600
DC DC Police & Fire 100.0% $1,097,300 $1,097,300 $0*

Page 1o0f5

Unfunded
Liability
(Surplus)
(000's)

$259,819,504

Actuarial
Valuation
Date

6/30/2003
6/30/2003
9/30/2002
6/30/2003
6/30/2004
6/30/2003

6/30/2003

6/30/2003
6/30/2003
6/30/2003
6/30/2003
12/31/2002
6/30/2002
6/30/2002
6/30/2002
12/31/2003
12/31/2003
1/1/2004
6/30/2002
6/30/2002

10/1/2000
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22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

47

48

49

50

>2

53

54

55

56

DC

DE

FL

GA

GA

HI

KS

KS

KS

KY

KY

KY

MA

MD

MD

ME

ME

MI

MI

Mi

MN

MN

MN

DC Teachers
Delaware state Employees
Florida RS
Georola ERS
Georala Teachers
Hawaii ERS
lowa PERS
Idaho PERS
Chicago Teachers
Illinois Municipal
Ilinois SERS
Illinois Teachers
Illinois Universities
Indiana PERF
Indiana Teachers
Kansas PERS
Wichita Employees
Wichita Fire ft Police
Kentucky Countv
Kentucky ERS
Kentucky Teachers
Louisiana SFRS
Louisiana Teachers
Massachusetts SERS
Massachusetts Teachers
Maryland ngRS
Maryland Teachers
Maine Local
Maine State and Teacher
Michiaan Municipal
Michigan Public Schools
Michigan SEAS
Duluth Teachers
Minneapolis ERF

Minneapolis Teachers

Muit wjr v.uiuiim ncaumgs

100.0%

103.0%

112.1%

100.5%

101.1%

71.7%

88.6%

83.8%

92.0%

97.6%

54.2%

61.9%

66.0%

99.2%

42.1%

75.2%

106.8%

106.1.%

75.1%

70.9%

69.4%

59.3%

68.9%

83.9%

69.6%

91.2%

92.8%

117.1%

69.4%

79.8'".

86.5%

88.8%

95.7%

92.3%

50.8%

$798,900
$5,387,560
$106,707,426
$12,428,736
$42,372,661
$8,797,133
$16,951,943
$6,297,800
$10,494,755
$17,529,891
$9,990,187
$31,544,729
$12,586,300
$8,994,854
$6,176,574
$10,853,462
$374,171
$361,687
$7,541,441
$7,167,473
$14,414,000
$6,071,631
$11,826,926
$15,930,753
$17,074,000
$11,514,655
$20,155,415
$1,537,235
$5,877,158
$4,133,000
$38,726,000
$10,441,000
$278,467
$1,519,421

$877,764

$798,900
$5,229,927
$95,185,433
$12,370,563
$41,905,676
$12,271,331
$19,128,411
$7,512,400
$11,411,528
$17,966,103
$18,442,665
$50,947,451
$19,078,600
$9,066,132
$14,664,661
$14,439,546
$350,444
$340,524
$10,041,709
$10,112,600
$20,784,200
$10,237,574
$17,173,256
$18,996,053
$24,519,000
$12,621,578
$21,724,178
$1,313,083
$8,469,835
$5,181,200
$44,769,000
$11,761,000
$291,109
$1,645,921

$1,729,551

$0*
($157,633)
($11,521,993)
($58,173)
($466,985)
$3,474,198
$2,176,468
$1,214,600
$916,773
$436,212
$8,452,478
$19,402,722
$6,492,300
$71,278
$8,488,087
$3,586,084
($23,727)
($21,163)
$2,500,268
$2,945,127
$6,370,200
$4,165,943
$5,346,330
$3,065,300
$7,445,000
$1,106,923
$1,568,763
($224,152)
$2,592,677
$1,048,200
$6,043,000
$1,320,000
$12,642
$126,500

$715,069

Page 2 0f5

10/1/2000

6/30/2004

7/1/2004

6/30/2003

6/30/2003

6/30/2004

6/30/2004

7/1/2003

6/30/2003

12/31/2003

6/30/2004

7/1/2004

6/30/2004

7/1/2002

6/30/2002

12/31/2003

12/31/2003

12/31/2002

6/30/2004

6/30/200-*

6/30/2004

6/30/2004

6/30/2003

12/31/2003

1/1/2002

6/30/2003

6/30/2004

6/30/2002

P/30/2002

12/31/2002

9/30/2003

9/30/2003

7/1/2003

7/1/2003

7/1/2004
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57
58
59
60

61

62
63
64
65
66
67
68

69
70
71

72

73
74
75

76

77
78
79
80
81

82

83

84

86
87

88

MN
MN
MN
MN
MO

MO
MO
MO
MO
MO
MS
MT
MT
NC
NC

NC

ND
ND
NE
NH

NJ
NJ
NM
NM
NV

NV
NY
NY
NY
NY
NY

Minnesota “ERF
Minnesota State Emolovees
Minnesota Teachers

SL-Paul.Teachers

Missouri DOT and Hlahwav
Patrol

Missouri Local

Missouri Non-Teachers
Missouri state Employees
Missouri Teachers

St..iouis SChOOl Employees

Misslsslddl PERS

Montana PERS

Montana teachers

Charlotte Firefighters

North Carolina Local
Government

North Carolina Teachers and

Nfirth E4kota PERS
North Dakota. Teachers

Nebraska Schools

New Hampshire Retirement
System

New Jersev PERS

New Jersev Police & Fire
New Jersey Teachers
New Mexico PERF

NeW Mexico Teachers

Nevada Police Officer and
Firefighter

Nevada Regular Employees
New Ygrfc.gtY ers

New York Cltv Teachers
New York State Teocners

NY State 8 Local ERS

NY State & Local Pc ice &
Ore

76.7%
99.1%
100.0%
71.8%
56.4%

95.9%
82.7%
84.6%
82.0%
82.1%
74.9%
100.0%
83.4%
93.9%
104.2%

108.7%

94.0%
80.3%
87.3%
711%

107.3%
95.8%
100.0%
93.0%
81.1%
717%

80 5%
99.9%
100.0%
99.4%
100.0%
100.0%

$11477961
$7,757,292
$17,519,909
$898,860
$1,363953

$2,808,907
$1,837,308
$6.118214
$21501,572
$873,300
$17103285
$3076,781
$2,484,800
$261,022
$11,393460

$43226,837

$1,272,900
$1,445,600
$5118011
$3901,151

$27576,238
$18425172
$35,148,246
$9,275,676
$7,518.200
$3159,795

$13670516
$43561,103
$34177,750
$71,780,400
$107,610,000
$19412,000

$14,959,465
$7.830671
$17518,784
$1,251,460
$2418146

$2929172
$2,221210
$7,230011
$26,225259
$1,063,200
$22,847,260
$3077,764
$2,980,100
$277843
$10929,356

$39,770839

$1,196,500
$1,800400
$5.864,260
$5,355,387

$25,689,891
$19,227,962
$35146,592
$9973755
$9,266,600
$4,408373

$16,977,008
$43,619936
$34,181,065
$72.209400
$107,610,000
$19412,000

$3481504
$73379
($1,125)
$352,600
$1054,193

$120,265
$383902
$1111,797
$4,723,687
$189,900
$5,743,975
$933
$495,300
$16821
($464,104)

($3455,998)

($76,400)
$354,800
$746,249
$1454236

($1,886,347)
$807,790
($1,654)
$698,079
$1,748,400
$1.248578

$3,306,492
$58833
$3315
$429,000
$0*

O *

6/30/2004
6/30/2003
6/30/2004
6/30/2004
6/30/2003

2/29/2004
6/30/2004
6/30/2004
6/30/2004

1/1/2003
6/30/2004
6/30/2002

7/1/2002

7/1/2003
12/31/2002

12/31/2002

6/30/2004
7172004
711/2004

6/30/2003

6/30/2002
6/30/2002
6/30/2002
6/30/2004
6/30/2003
6/30/2004

6/30/2004
6/30/2002
6/30/2002
6/30/2003
4/1/2002
4/1/2002
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B8EHRBLBLRYXY

©

7

101

102

103

104

105

106

107

108

109

110

111

112

113

114

115

116

118

119

120

121

122

OH

OH

OH

OH

OK

OK

OR

PA

PA

RI

RI

SC

SC

SD

TN

TN

T

T

X

>

>

>

uT

VA

VA

WA

WA

WA

WA

WA

WA

QRS

Ohio Police & Fire

Ohio School Employees
Ohio Teachers
Oklahoma PERS
Oklahoma Teacher?

Oreaon PERS

Pennsylvania School
Employees

Pennsylvania State ERS
Rhode Island ERS
Rhode Island Municipal
Sauth.Carcilne Police
South. Carolina RS
Sovih.Pekota PERS

tn Political Subdivisions
TN State and Teachers
fltX.oX».MSt»n.ERS
Houston Firefighter;
Texas County 8 EJstrict
Texas-EBF

Texas -ECOS

Texas Municipal
Ic*asXeachers

Utah Noncontribvtpry

Fairfax Countv Schools

Virginia Retirement Svstem

Vermont State Employees

Vermont Teachers
washinaton LEOFF Plan |
Washinaton LEOFF Plan 2
Washinaton PERS 1

Washinaton PERS 2/3

Washinaton School

Washinaton Teachers Plan |

wwtwttui AAWIMAIllgd

85.9%

92.8%

82.5%

74.8%

76.1%

47 3%

86.1%

97.2%

104.9%

65.1%

99.7%

91.5%

82.3%

97.7%

91.9%

99.8%

86.9%

112.9%

100.5%

97.3%

109.3%

82.6%

91.8%

92.5%

95.6%

96.4%

97.6%

90.2%

112.4%

100.0%

80.6%

100.0%

100.0%

88.0%

$43,706,000
$9,076,469
$0,772,000
$52,253,798
$5,412,167
$6,660,900
$38,400,000

$52,900,500

$27,466,000
$5,695,359
$1,527,847
$2,511,369
$20,197,936
$4,937,500
$3,605,529
$22,099,252
$1,348,800
$1,863,100
$10,871,670
$20,036,647
$679,243
$10,815,100
$88,784,000
$11,640,475
$1,619,889
$39,243,000
$1,081,359
$1,284,833
$4,803,000
$2,740,400
$10,227,000
$10,084,230

$1,546,000

$9,086,000

$50,872,000

$9,785,766
$10,634,000
$69,867,425

$7,114,778
$14,080,100
$44,600,000

$54,443,800

$26,180,000
$8,746,641
$1,532,471
$2,744,849
$24,398,931
$5,051,700
$3,923,475
$22,151,745
$1,551,800
$1,650,800
$10,813,500
$20,591,848
$621,457
$13,100,100
$96,737,000
$12,587,893
$1,693,956
$40,698,000
$1,107,634
$1,424,662
$4,275,000
$2,740,400
$12,692,000
$10,842,300

$1,546,000

$10,325,000

$7,166,000
$709,297
$1,862,000
$17,613,627
$1,702,611
$7,419,200
$3,983,400

$1,543,300

($1,286,000)
$3,051,282
$4,624
$233,480
$4,200,995
$114,200
$317,946
$52,493
$203,000
($212,300)
($58,170)
$555,201
($57,786)
$2,285,000
$7,953,000
$947,418
$74,067
$1,455,000
$26,275
$139,829
($528,000)

o!

$2,465,000
$758,070

$0*

$1,239,000

iJage 4 of 5

12/31/2002
1/1/2002
6/30/2003
6/30/2004
7/1/2004
6/30/2003
12/31/2003

6/30/2003

12/31/2003
6/30/2003
6/30/2003

7/1/2003
7/1/2003
6/30/2003
7/1/2003
7/1/2003
12/31/2003
7/1/2001

12/31/2003
8/3'72004
8/31/2004

12/31/2003
8/31/2004

12/31/2003

6/30/2002
6/20/2003
6/30/2004
6/30/2004
9/30/2003
9/30/2003
9/30/2003

9/30/2003

9/30/2002

9/30/2003
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100.0% $3,949,000 $3,949,000 $0* 9/30/2003

123 WA W ashington Teachers Plan

211
124 wi Wisconsin Retirement 99.2% $62,685,300 $63,211,700 $526,400 12/31/2003
System
73.2% $2,699,941 $3,691,001 $991,060 6,30/2003

125 WV \est Virginia PERS

126 W \est Virginia Teachers 19.2% $1,190,882 $6,243,834 $5,052,952 6/30/2003

127 WY wyoming Public Emolovees 91.7% $4,657,898 $5,077,443 $419,545 1/1/2004

*Funds with an unfunded liability of zero use the aggregate cost actuarial valuation method. Under this method, the actuarial value
llabllit'es Is equal to the actuarial value of assets and no unfunded : ability Is Identified.

Goto Top | Return.to RfQQrt Selection Screen | Logout | Home
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State

AK

AK

AL

AL

AR

AR

AZ

AZ

AZ

CA

CA

CA

CA

CA

CA

co

»Mavwiu i lovioiuua, ouu oy “oiumn .Headings

Public Fund Survey - Norm al

« Default sort Is Ascending by State. To switch to Descending, select button:

« Then dick column headings to sort
Click single 'Plan Name' to view report lor selected record
View graph showing median retirement multipliers

Scroll through Plans alpha by State

Normal Retirement

Plan Name (age/svec)

60/5, any/30

Alaska Teachers 60/8, any/20

Alabama ERS any/25, 60/10

Alabama Teachers any/25, 60/10

Arkansas PERS 65/5, any/28, 55/35

any/28, 60/5

Arizona Public Safety Personnel 62/15, any/20

Arizona SRS 65/any, 62/10, Rule of 80

Phoenix ERS 60/10, 62/5, Rule of 80

60/5; 50/5 or 55/5 for puullc
safety personnel, depending on
employer election

60/5

50/10, any/30, 70/any

LA Countv ERS 50/10, any/30; 50/10, any/20
for public safety personnel
60/10, any/30, 70/any; 50/10

50/20, 60/10; for public safety
personnel, 50/25

65/5, 50/30, Rule of 80

Colorado Municipal

Page 1of6

Retirement Provisions

Benefit Factor

2% for first 10 years, 2.25%
for years 11-20; 2.5% for years
thereafter. Public safety ee's
receive 2% for the first 10
years and 2.5% thereafter

2% for first 20 years, 2.5%
thereafter

2.0125%
2.0125%
1.72%
2.15%

for 20 to 25 years of service,
50% of FAS plus 2% for each
year above 20; for more than
25 years, 2.5% for each year

above 20

2.1% for first 20 years, 2.15%
for 20 to 25 years, 2.2% for 25
to 30 years, and 2.3% for 30 or

more years
2.0%

2.0% at 60/5, rising to 2.416%
at b3/5. ompioyers m»y select
from a -anso of benefit
structures, including 3.0% at
50 and 55 for law enforcement

personnel
2.0%, rising to 2.4% at age 63

based on age at retirement,
from 0.83% at age 50, rising to
1.73% at age 65

1.66%; 2 % for public safety
personnel

3.0%
1.67% for general employees,
50% of FAS plus 3% for each

addition year of service for
public safety personnel

2.5%
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co
co

ct

CT
DC
DC

DE

GA
GA

HI

KS

KS
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AMIWINVILL | luviMuiib, oun uy c-oiumn Headings

Cuiorado State & School

Denver Schools

Connecticut Teachers

DC Police & Fire

DC Teachers
Peliiware.State Employees

Flor.da RS

Georgia ERS
Georgia Teachers
Hawaii ERS

lowa PERS

Idaho PERS

Chicago Teachers

lllinois Municipal

lllinois Teachers

lllinois Universities
ini.ana Ptifif

Indiana Teachers

Kansas PERS

Wichita Employees

65/5, 50/30, Rule of 80
65/5, 55/25, 50/30

62/5, 60/25; any/20 for public

safety personnel

60/20, any/35
55/5, any/25
62/5, 60/20, 55/30
62/5, 60/15, any/30

62/6, any/30; 55/6, any/25 for
public safety personnel

65/10, any/30

60/10, any,'30

62/10, 55/30

65/any, 62/20, Rule of 88

65/5; 60/5 for public safety
personnel

55'20, 62/5

55/35, 60/8; 50/20 for law
enforcement personnel

60/8, Rule of 85

62/5, 60/10, 55/35

62/5, 55/8, any/35
65/10, 60/15, Rule of 85

65/10, 60/15, Rule of 85 at
age 55

65/any, 62/10, Rule of 85

62/7

Page 2 of 6

2.5%
2.5%

1.33% plus 0.5% for salary
above Social Security
breakpoint (approx. $36,400 In
2003); 2.5% for public safety
personnel

2.0%
2.5%
2.0%
1.85%

2.0% for teachers, who do not
participate In Social Security;
1.60% for most general
employees; 3.0% for most
public safety personnel

2.0%
2.0%
1.25%
2.0%

2.0%; 2.3% for public safety

personnel

2.2%; 1.67% for service before
7/1/98 for each of first 10
years, 1.9% for years 11-20,
2.1% for years 21-30, and
2.3% for each year above 30.
Svc earned befor* 7/1/98 can
be upgraded to 2.2% thru
higher ee contributions

1.67% for first 15 years and
2.0% for years In excess of 15;
2.5% for first 20 years for aw
enforcement personnel, plus
2.0% for years 20 to 30, and
1.0% for each year above 30

1.67%; 2.2% for those not
covered by Social Security

2.2% for service after 7/1/98;
for previous service: 1.67% for
first 10 years; 1.9% for next
ten years, 2.1% for next ten
years, and 2.3 % for years
above 30. Members may
upgrade service earned before
711/98 to 2.2% thru service
purchase

2.2%
1.1% plus a DC component

1.1% plus a DC component

1.75%

2.25%

3/8/2005
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KS

KY

MA

MA

MD

ME

ME

mn

MN

mn

MN

MN

MN

Wichita Fire 8 Police

Kentucky Countv

Kentucky ERS

Lanisjana SERS
Louisiana Teachers

Massachusi ts SERS

Massachusetts Teachers

Maryland PERS

Maryland Teachers

Maine Local

Maine State and Teacher

Michigan Public Schools

Puluth .Teachers

Minneapolis ERF

Minneapolis Teachers

Minnesota PERF

Minnesota State Employees

Minnesota Teachers

**WliJluuo,

own 0y vAuiuuui neaaings

any/30, 50/20

Non-hazardous: 65/any,
any/27; Hazardous: 55/any,
any/20

Non-hazardous: 65/any,
any/27; Hazardous: 55/any,

any/20

60/27, 55/5

any/30, 60/10, 55/25
65/20, 55/25, any/30

65/10, any/20; 60/10 for
public safety personnel

65/10, any/20

any/30, 62/5, 63/4, 64/3, 65/2

any/30, 62/5, 63/4, 64/3, 65/2

60/5

60/5, 62/5, 62/10; any/25 for
state police

60/10; participating employers
may also choose other
retirement criteria

any/30, 60/10

60/10, 55/30

Same as age of eligibility for
full Social Security benefits, not
to exceed age 66

60/10, any/30

66/3

Upon attaining normal Social
Security retirement age, not to
exceed 66

Same age as eligibility for full
Social Security benefits, not to

exceed age 66.

Upon attaining normal Social
Security retirement age, not to

Page 3 0of 6

2.5%

Non-hazardous: 2 20% ;
hazardous: 2.5%

Non-hazardous:1.97% to
2.2%; Hazardous: 2.49%

2.5%, 3.0% ifthe member
retires with 30 years of service;
members Joining after 6/30/02
who accrue less than 10 yrs of
service receive 2.0%

2.5%
2.5%

2.5%

2.5% ; teachers who elected
Into RetlrementPlus and have
30 or more years of service
receive an additional 2% for

each year of service above 24

larger of: 1) 1.2% of FAS for
service prior to 6/30/98; 2)
0.8% FAS up tr> "SIL* plus
1.5% FAS ab. chat level for
service prior to 6/30/98; 3)
1.4% FAS after 6/30/98.
larger of: 1) 1.2% of FAS for
service prior to 6/30/98; 2)
0.8% FAS up to SSIL* plus
1.5% FAS above that level for

service prior to 6/30/98; 3)
1.4% FAS after 6/30/98.

2.0%

2.0%

1.3% to 2.5%, depending on
employer election

1.5%

1.5%

1.7%

2% for first ten years plus
2.5% for each additional year

1.7%
1.7%

1.7%

1.7%
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MN

MO

MO

MO

MO

MO

MO

MS

mt

NC

NC

ND

ND

NH

NJ

NJ

NJ

NM

nm

NV

NY

St. Paul Teachers
Missouri DOT and Highway Patrol

Missouri Local

Missouri Non-Teachers

Missouri State Employees

Missouri Teachers

St. Louis School Employees

Mississippi PERS

Montana PERS

Charlotte Firefighters

North Carolina Local Government

North Carolina T‘ achers and State Employees

North Dakota Teachers

New Hampshire Retirement System

New Jersey PERS

New Jersev Police & Fire

New Mexico Teachers

Nevada Regular Employees

New York Cltv ERS

New York .City.Teachers

uull yjj ~uiuum neaaings Page40f6

exceed 66

65/3 1.7%

62/S, Rule of 80 1.7%

60/5; 55/5 for public safety varies based on employer

personnel election; most are 1.5%; many
are 1.25% and 1.0%

60/5, any/30, Rule of 80 1.61%

62/5, Rule of 80 for MSEP 1.7% for MSEP 2000; 1.6% for

2000; MSEP: 65/4 If active, MSEP

65/5, 60/15, Rule of 80

60/5, any/30, Rule of 80 2.5%; 2.55% for 31 or more

years of service

65/any, Rule of 85 20%

2.0% for the first 25 years and

60/4, any/25
2.5% for each year thereafter

any/30, 65/any, 60/5 1.785%; 2.0% for members
with 25 years of service

any/25, 60/5 1.667%
50/25, 60/5, any/30 2.6%

65/5, 60/25, any/3C; 50/15 for 1.82%
public safety personnel

65/5, 60/25, any/30; 55/5 for 1.82%

public safety personnel

65/3, Rule of 85; 55/3 for 2.0%
public safety personnel

65/any, Rule of 85 2.0%
65/5, Rule of 85, any/35 2.0%

60/any for general employees 1.67% for general employees

and teachers; 45/20, 6c/any and teachers prior to age 65,
for police and fire 1.5% after attaining age 65;
2.5% for police and fire

1/55 for each year of service

60/10
(1.818%)

55/10 2.0%

60/10 1/55 for each year of service
(1.818%)

65/5, 64/8, 63/11, 62/14, 3.0% for service after 12/96

61/17, 60/30, any/25

65/5, any/,"5, Rule of 75 at age 2.35%

60

55/10, *0/20, any/25 2.5%; 2.67% for svc earned
after 7/1/01

65/5, 60/10, any/30 2.5% for svc earned before
7/1/01 and 2.67% for svc
earned thereafter

62/5 1.67% If service is less than 20
years, 2.0% if service is 20 or
more years, and 1.5% for each
year above 30

62/5, 55/30 1.67% if service is less than 20
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NY

NY

NY

OH

OH

OH

OH

OR

PA

R

R

SC

SC

c>

TN

New. York Sate Teachers

NY State & Localers

NY_State a Local Police 8 Fire

Ohio PERS

QiUO-Eolice & Fire

Ohio School Fmolovees

Ohio Teachers

Oklahoma Teachers

Oreoon PERS

Pennsylvania School Employees
Pennsylvania State ERS

Rhode Island ERS

Rhode Island Municipal

South Carolina Police

South Carolina RS

tn Political Subdivisions

62/5, 55/30

62/5, 55/30

62/5, 55/30

50/5, 55/25, any/30; for law
enforcement officers, 48/25

48/25, 62/15

60/5, 55/25, any/30

65/30

62/8, Rule of 90; members
who Joined before 7/1/92
qualify for the Rule of 80
62/5, Rule of 90; members
who Joined before 7/1/92
qualify for the Rule of 80

50/5

62/1, 60/30, any/35
60/3, any/35

60/10, any/28

58/10, any/30; 55/10, any/25
for public safety personnel

55/5, any/25
65/5, any/28

65/3, Rule of 85; 55/3; Rule of
75 for public safety personnel

60/5, any/30

lage JU U

m Qi aciviwe i» £V Ul
more years, and 1.5% for each

year above 30

2% up to 30 years (1.67%) if
less than 20 years), plus 1.5%
for each year above 30

1.67% If service is less than 20
years, 2.0% If service Is 20 or
more years, and 1.5% for each
year above 30

1.67% if service Is less than 20
years, 2.0% if service is 20 or
more years, and 1.5% for each

year above 30

2.2% up to 30 years and 2.5%
thereafter; for law enforcement
officers, 2.5% up to 25 years
and 2.1% thereafter

2.5% for first 20 years, 2.0%
for next 5, 1.5% for each year

thereafter

2.2%, 2.5% for each year
above 30

2.2% up to 30 years; for each
year above 30, formula rises by
0.1% per year, beginning with
2.5% for year 31, not to exceec
100% of final average salary;
the Combined Plan factor Is

1.0%
2.0%

2.0%

1.67%; 2.0% for public safety
personnel

2.5%
2.5%

1.7% for first 10 years, 1.9%
for the next ten years, 3.0% foi
the next 14 years, and 2% for
year 35.

2.0%

2.14%
1.82%

Higher of Enhanced Benefit,
which is 1.625% for svc before
7/1/02 plus Base Benefit:
1.55% for svc after 7/1/02 ; or
Alternate Bcneflt-see SDRS

website for details

1.5% plus .25% of FAS over
SSIL
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TN

X

TX

TX

X

X

X

TX

uT

VA

VA

VT

VT

TN State and Teachers

City of Austin ERS

do.uston Fireflohters

Texas Countv & District
Texas ERS

lew s LECQS

Texas MunldDal

Texas Teachers

Utah Noncontrlbutorv
Fairfax Countv Schools
Virginia Retirement Svstem
Vermont State Emolovees
V-eimont-Teachers

W ashinaton LEOFF Plan 1

W ashinaton LEOFF Plan 2
W ashinaton PERS 1

W ashinaton PERS 2/3

W ashinaton School Emolovees Plan 2/3

W ashinaton Teachers Plan 1

washinaton Teachers Plan 2/3

Wisconsin Retirement Svstem

West Virginia PERS
WesLViralnla Teachers

Wyoming Public Employees

uuii uj v™wiuiuii ncuuings

60/5, any/30

62/5, any/23, 55/20

any/20

60/8, any/3C, Rule of 75
60/5, Rule of 80
£0/any, Rule of 80, any/20

depends on ER election; most
have chosen 60/5 and 50/25 or

any/25

65/5, Rule of 80
any/30, 65/4
60/5, any/30
65/5, 50/30
62/any, any/30
62/any, any/30

50/5

50/20, 53/5
60/5, 55/25, any/30
65/5

65/5

any/30, 60/5, 55/25
65/any

65/any; 55/any for public
safety personnel

60/5, Rule of 80
60/5,55/30, any/35

60/4, Rule of 85; for law
enforcement personnel, any/25
at age 50
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1.5% plus .25% of FAS over
SSIL

3.0

2.5% for first 20 years and 3%
for additional years up to 30;
1.7% for those retiring with
less than 20 years cf service
na

2.3%

2.8%

TMRS Is a form of cash balance
plan. Benefits depend upon the
sum of the employee's
contributions, with Interest, and
dty-funded credits, with
Interest. Credits are a
percentage (100%, 150%, or
200% ) of the employee's
accumulated contributions.

2.3%
2.0%

0.8%

1.7%

1.67%

1.67% up to 50% of FAS
2.0% for 20 or more years of
service; 1.5% for 10 to 19
years; 1% for 5 to 9 years
2.0%

2.0%

2.0%

2.0% for Plan 2 members;
1.0% for Plan 1

2.0%

2.0% for Plan 2 members;
1.0% for Plan 3

1.6%; 1.765% for service
before 2000

2.0%
2.0%

2.125% for firstls years,
2.25% for each yearofservice
thereafter

GHQTop | return t0 Report Selection Screen | Logout | Home
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LEGAL SERVICES

DIVISION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

(907) 465-3867 or 465-2450 STATE OF ALASKA State Capitol
FAX (907) 465-2029 Juneau, Alaska 99801-1182
Mail Stop 3101 Deliveries to: 129 6th St., Rm. 329
MEMORANDUM January 29, 2005
SUBJECT: Accrued benefits of public employment retirements systems and

legislative changes to the employee contribution rate
(Work Order No. 24-LS0429)

TO: Representative Mike Kelly
Attn: Heath Hilyard

FROM: Barbara R. Craver
Legislative Counse

You have asked questions regard the scope of Article XII, sec. 7 of the Alaska
constitutionl and how it affects the legislature's ability to amend the employee
contribution rates of the teacher's retirement system (TRS) and the public employee's
retirement system (PERS).2 In our conversations about this request you asked about

changing the contribution rates of vested employees.3

1Alaska Constitution Article XII, Sec. 7:
SECTION 7. Retirement Systems.
systems of the State or its political subdivisions shall
contractual relationship. Accrued benefits of these systems shall not be

diminished or impaired.
This provision protects the "accrued benefits” of the systems.
here is whether the employee contribution rate is part ofthe "accrued benefits."”

Membership in employee retirement
constitute a

The question considered

2AS 14.25.050 and AS 39.35.160 respectively.

3PERS has three tiers at this time, the contribution rates are the same for employees in all
tiers, but the benefits are decreased in Tier Il and Tier Ill:
police and fire employees - 7.5% (last increased in 1987)
"other"” employees - 6.75% (last increased in 1987)
school district employees - 9.6% (last increased in 1999)
Tier | is for employees first employed between January 1, 1961 and June 30, 1986,
Tier 1l is for employees entering service between July 1, 1986 through June 30, 1996,
and Tier 111 applies to employees entering service July 1, 1996 and later.

TRS has two tiers, the employee contribution is 8.65%, last increased in 1991.
Tier | is for teachers first employed between July 1,1955 and June 30, 1990,
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Employee contribution rates have been raised on several occasions in the past without
creating a new tier of employees. In 1986 the PERS employee contribution rates were
changed from 5% to 7.5% for firefighters and police officers, and the contribution rates
for all others were raised from 4.25% percent to the current 6.75%.4 In 1990 the TRS
employee contribution rates were raised from 7% to 8.65%.J Both of these changes in
compensation rates were made after the Hammond v. Hoffbeck decision in 1981.
Hammond v. Hoffbeck. 627 P.2d 1052 (Alaska 1981).* ~hese increases in contribution
rates apparently did not result in legal challenges. This memorandum, thus, considers

whether a new law which raises the employee contribution rates in TRS and PERS while

maintaining the accrued benefits in each Tier would be subject to constitutional

challenge.

While such a challenge may certainly be brought, it is not a foregone conclusion that the
argument would prevail. A strong counter argument can be made that the employee
contribution rates are not part of the "accrued benefit" to whicn members are entitled.
The accrued benefits are the rights to receive the retirement and medical plan offered
upon employment; the rights accrue as they are earned. A person's contribution rate
cannot be changed retroactively for benefits that have already accrued, however, it can be

argued that the employee contribution rate can change prospectively to pay for vested

benefits.

An employee facing an increased contribution rate for vested benefits can reject the
increase by terminating employment while still preserving the employee's vested right to
"accrued benefits."7 An accrued benefit is one that has already been earned, it is not one

Tier Il is for teachers first employed on July 1, 1990 and later.

4sec. 15, ch. 82 SLA 1986.

3 sec. 1, ch. 97 SLA 1990. There was at least one other change in PERS for
noncertificated employees of school districts to 9.6% in 1999.

6 The reductions in benefits in the Hammond v. Hoffbeck case involved a reduction in
occupational disability benefits for public safety employees, a requirement that an
employee be totaPy unemployable in orde* to be eligible for an occupational disability
pension rather than "incapacitated for service in the position held” and reducing
occupational death benefits fron one hundied per cent to forty per cent of monthly salary

at the time of dtcth.

7A New York case (New York has constitutional protection of pension benefits like
Alaska) involving diminution of disability benefits to employees in the public service
makes this point, that employees do not have a constitutional right to stay in public

employment:
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that has not yet been earned. The constitutional promise is that earned benefits cannot be
diminished, and the future right to a spe ified benefit is vested, however Hoffbeck
recognized that "rigid adherence to labels like "gratuity,” "compensation,” "contract,” and
"vested rights” has not allowed courts the flexibility necessary to deal properly with
legitimate legislative response to changing economic and social conditions." The
Hoffbeck court found the following language in a California case to be "instructive."”

An employee's vested contractual pension rights may be modified prior to
retirement for the purpose of keeping a pension system flexible to permit
adjustments in accord with changing conditions and at the same time
maintain the integrity of the system. Such modifications must be
reasonable, and it is for the courts to determine upon the facts of each case
what constitutes a permissible change. To be sustained as reasonable,
alterations of employees' pension rights must bear some material relation
to the theory of a pension system and its successful operation, and changes
in a pension plan which result in disadvantage to employees should be
accompanied by comparable new advantages.9

Following that discussion the decision found:

We agree with this analysis and hold that the fact that rights in PERS vest
on employment does not preclude modifications of the system; that fact
does, however, require that any changes in the system that operate to a
given employee's disadvantage must be offset by comparable new
advantages to that employee.

An important qualification is found in note 11 of Hoffbeck. It may apply to the situation
at hand wheie the system finds that failing to increase employee contributions, and thus
increasing the projected unsupportable burden on employers, will threaten the fiscal

future ofthe system as a whole:

It is long settled, however, that the fact that there can be no
constitutional impairment of pension system benefits does not
create a constitutional right to stay in public employment. To do
this would place the regulation of public employment beyond the
control of any authority, which certainly was not intended by our
Constitution (Gonnan v. Citv of New York. 280 App Div 39, 45,
affd 304 NY 865).
Cook v. Binghamton. 48 N.Y.2d 323, 332 (N.Y., 1979)

1Hammond v. Hoffbeck. 627 P.2d at 1057

" d.
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V/e are not called upon to consider the problem, which has frequently
arisen in other jurisdictions, presented by a pension fund that is
insufficient to satisfy all employee claims brought under its provisions.
We intimate no view as to the appropriate legal analysis of any legislative

alteration in employee benefits systems made in response to such

circumstances.

In this case, it may not be that the system is currently insufficient to handle current
claims, and no alteration in the benefits to be received is contemplated. However, the

continued fiscal health of the plan for future claims by current beneficiaries may

reasonably require a prospective increased contribution rate. Such an argument is not

precluded by Hammond v. Hoffbec' .

Four other states have constitutional protection for public employee retirement benefits
Hawaii,®Michigan,” New York and Illinois12 There is a case
The Michigan Supreme Court was asked to
rate for certain

very similar to Alaska:
from Michigan which is squarely on point.
determine whether a statute increasing the employee contribution
employees was constitutional. Advisory Opinion re Constitutionality of 1972 PA 258.
389 Mich. 659, (Mich. 1973). The court found that ’‘the Legislature cannot diminish or
impair accrued financial benefits, but we thin! it may properly attach new conditions for

earning financial benefits which have not vet accrued."13 The Michigan court found that

raising the employee contribution rate was a "new condition” which was not "a

diminishment or impairment of such accrued benefits unless the new conditions were
unreasonable and hence subversive of the constitutional protection.™

DArt. XVI, Section 2 of the Hawaii Constitution, provides:
Membership in any employees' retirement system of the State or any
political subdivision thereof shall be a contractual relationship, the accrued

benefits of which shall not be diminished oi impaired.

U Michigan's constitution, art 9, sec. 24 reads:
The accrued financial benefits of each pension plan and retirement system
of the state and its political subdivisions shall be a contractual obligation
there*.1f which shall not be diminished or impaired thereby. Financial
benefits arising on account of service rendered in each fiscal year shall be
funded during that year and such funding shall not be used for financing

unfunded accrued liabilities.

W hile the constitutional provisions are similar in Illinois and New York the cases have
focused on the time of vesting, not relevant to this discussion.

BAdvisory Opinion re 1972 PA 258. 389 Mich. 659, emphasis added.
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A case in Hawaii involved determining the date a firefighter was considered to have
begun his retirement Chun v. Employee's Retirement Svs.. 607 P.2d 415, 421 (Hawalii
1980). The court discussed its constitutional protection of public employee retirement
systems and found that although benefits attributable to past services could not be
reduced, the legislature could make general changes in the retirement system. While not
discussed in that case, it could be argued that the employee compensation rate for
continued benefits may be a condition that can be changed without violating the

constitutional protection of accrued benefits. 44

After Hoffbeck the next discussion of Article XII, sec. 7 by the Alaska Supreme Cou t
occurred in 2003 where the court considered how to evaluate changes to public employes
benefits, specifically health plans. Duncan v. Retired Public Employees of Alaska. Inc.
(DuncanJ 71 P.3d 882, (Alaska 2003) The state argued that health insurance benefits
were not covered by Article XII, sec. 7, and if they were, the dollar amount of the

Kid. at 421, citations omitted.

This court has never been called upon to examine or construe this
particular provision of the Hawaii Constitution. It was proposed from the
floor of the 1950 Constitutional Convention and adopted by the
Committee ofthe Whole. The Committee ofthe Whole Report states:

It should be noted that the above provision would not limit the
legislature in effecting a reduction in the benefits of a
retirement system provided the reduction did not apply to
benefits already accrued. In other words, the legislature could
reduce benefits as to (1) new entrants into a retirement
system, or (2) as to persons already in the system in so far as
their future services were concerned. It could not, however,
reduce the benefits atti.butable to past services. Further, the
section would not limit the legislature in making general
changes in a svstem. applicable to past members, so long as
the changes did not necessarily reduce the benefits

attributable to past services.

The Committee of the Whole's interpretation of the provision, which we
accept, indicates that a member of the retirement system is entitled to the
benefits available under the system that have been accrued by the member.
From the Committee of the Whole Report, we conclude that the pro\ision
was meant to protect an employee from a reduction in accrued benefits.
However, the extent of such benefits as well as the conditions under which
an employee should receive benefits, are governed bv applicable statutory

provisions.. . ..
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premium was all that was protected, not the type of coverage, and third if the first two
arguments failed, that changes could be made to vested health benefits so long as any
disadvantages from changes were outweighed by advantages, as considered from a group
perspective. The court agreed with the third argument only, and found that health
benefits could be changed without violating the constitution. Duncan states that "[t]he
natural and ordinary meaning of "benefits" in a health insurance context refers to the
coverage provided rather than the cost ofthe insurance."5

The language in Duncan does not preclude an argument that the employee contribution
rate, applied prospectively, does not diminish accrued benefits. The Michigan case
illustrates the {irgument that employee contribution rates are a condition of current and
prospective employment and do not diminish accrued rights. Because the Alaska court
has not spoken in regard to the rate of employee contributions in public retireirmt
systems, there can be no certainty. However, there have been changes in employee
contrhution rates since Hoffbeck. none of them generating a constitutional challenge.
Increasing the contribution rates of employees prospectively is not explicitly barred by
Hoffbeck. or Duncan. Other states with similar constitutional protections have either
allowed increases in contribution rates or have acknowledged the need for some
flexibility in administering the retirement programs while protecting accrued benefits of

public employees.

If 1 may be of further assistance, please advise.

BRC:med
05-066.med

BDuncan. 71 P 3d 882 at 888 - 889. One of the issues in Duncan was whether health
benefits consisted of a certain level of coverage, or only a certain dollar amount applied
towards health insurance premiums.



