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State Affairs Special Committee - PERS/TRS open work session 2.19.05 10am

There are three ways people arc approaching PERS/TRS
I. Changing the administration of PERS / TRS (the board)

Il. Questioning the actuarial rates: weather the actuarial assumptions were good, the
investment strategies, etc.

We wont be dealing with these aspects at this time.

Il. Finding a solution- a bill- that is attractive to both employers and employees

1. Defined contribution

In State Affairs we want to develop something to cure the BIG problem that we have in
PERS and TRS now. We want to look at the elements involved in designing a system to
solve the problem and move forward. We are trying to find a common ground between
employers and employees so we can put together in a bill.

a. Can we design a system that would be beneficial to employees? Take a look at
the universities Optional Retirement Plan (ORP) model.

b. Explain the graph on page 25 - How much money would we have to place in an
account dedicated to paying off the past service rate of tier TV.employees. This
would give employers an incentive to undertake such drastic changes.

c. Employee bears a portion of the risk - either an equal employee/ employer
contribution or any such arrangement where the employee does not contribute at a

fixed rate.

2. A new defined benefit tier

a. Calculate using a three year average, five year average, career average
Base pay only: don’t base retirement benefits on geographic cost
differential, overtime pay, or bonuses.

Eliminate COLA.

Raise retirement eligibility age

Floating employee contribution

Establish a floor for employer contributions

Change the health care component to reduce costs (ex. HRA)
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M aterial for House State Affairs PERS/TRS
tier initiative oversight hearing

UNIVERSITY OF ALASKA
Statewide Office of Human Resources

Summary of the
Optional Retirement Program

The universitys Optional Retirement Program (ORP) is a defined contribution
alternative to the state sponsored defined benefit plans for faculty and executive staff,
the Teachers’Retirement System and the Public Employees’ Retirement System
respectively.

The university’s obligation under ORP is to make a contribution that is tied to a
rolling three year average of the TRS rate. In FY05, the employer contribution is 13%,
the employee contribution is 8.65%, for a total of 21.65%. By comparison, the TRS
rates this year are 16.00% from the employer, 8.65% from the employe, for a total of
24.65%. There is no health benefit provided by ORP. Vesting is immediate. The
employee’s plan choice — whether to participate in ORP, or TRS or PERS — is
irrevocable.

ORP% advcjitages to the university include an enhanced ability to compete in
the national market for top faculty and administrators with other universities and
corporations offering primarily defined contribution plans like ORP. In addition, the
university has the advantage of relieving its liability under the retirement plan from the
obligation to provide a costly health benefit upon retirement. ORP participants
generally prefer the plan because it provides full portability, although some are
concerned about the absence of a health benefit in the plan and the inherent
uncertainties of the market.

Approximately 750 faculty and staff participate in ORP. Faculty comprise 90%

of plan participants and executives 10%. At present, ORP% assets are $315 million.

January 25, 2005



Pl ..Type
Internal Revenue Service
Governing Code
Social Security
Replacement Plan
State O f Alaska
Governing Code
Eligibility

Vesting

Health Coverage
After Retirement

Contribution Rate
Setting Authority
Methodology For Setting
Rates

Rates For FV04

Projected Rates FY05

Subject O f Bargaining
Participation Rate

Average Age

RETIREMENT PROGRAM COMPARISION CHART

Teachers Retirement
Svstem (TRS)
Defined Benefit
401(a)

Yes
AS 14.24

Faculty

8 years ofservice

Yes

Tier | — Medical at no cost
Tire Il — Medical at age 60
at no cost

State of Alaska Division of
Retirement
Actuarial Model

Employer 12%
Employee 8.65%
Total 20.65%
Employer 16.00%
Employee 8.65%
Total 24.65%

No

ACCFT - 174 (56%)
UNAC - 328 (39%)
Executive - 23 (24%)
Total - 525 (95% faculty)

Public Employees Retirement
System (PERS)

Defined Benefit

401(a)

Yes
AS 39.35

Administrative and Executive Staff
5 years of service

Yes

Tier | — Medical at no cost

Tier It — Medical at age 60 at no
cost

Tier 111 — Musi have 10years of
service and be 60 for no cost
medical

State of Alaska Division of
Retirement

Actuarial Model

Employer 5.58%

Employee 6.75%

Total 12.33%

Employer 10.58%

Employee 6.75%

Total 17.33%

No

Faculty do not participate in PERS

UA Optional Retirement
Program (ORP)

Defined Contribution
Employer contribution 401(a)
Employee contribution 403(b)
Yes

AS 14.40.661
Faculty and Executive StafT

Immediate
No

University of Alaska

3 year rolling average of the TRS

contribution rate
Employer 11.66%
Employee 8.65%
Total 20.31%
Employer 13.00%
Employee 8.65%
Total 21.65

Possible

ACCFT- 139(44%)
UNAC-511 (61%)
Executive - 73 (76%)
Total - 725 (90% faculty)
ACCFT - 53
UNAC-50
Executive - 55



February 10, 2005
Recommendations of the:

AML Revenue and Finance Subcommittee of the Le%islative Committee and
Ad Hoc Municipal/School District/UA Committee on PERS/TRS

The committees have been meeting for the past seven months to propose solutions to
control PERS/TRS costs and define a reasonable program for the future. Municipalities,
school districts, and the U of A comprise 63% ofthe PERS/TRS system. The State and
all other PERS/TRS employers have exactly the same interests in stabilizing the

PERS/TRS programs.

Summary of recommendations:

1. Hold all bills that could increase costs to the PERS/TRS System untit:
a. An adequate PERS/TRS benefit change review process has been adopted, and
b. New retirement program benefit “tiers” have been considered.
Holding bills that could increase costs will stabilize the program immediately to avoid
new irrevocable permanent costs to the State, municipalities, schools, and the

University.

2. Adopt a bill that creates an appropriate review and analysis of the impact of
changes to PERS/TRS benefits. uniike any other legislative decision, under
Alaska’s Constitution a PERS/TRS benefit can never be “diminished or impaired”
(Article XII, Section 7). The current “fiscal note” process for bills is not sufficient to
accurately determine the long-term impacts of changes. Over a long time period the
lack ofan adequate analysis process has been the cause of a significant portion of the
current cost crisis. Implement:

a. A statutory 90 day review process prior to legislative committee review that
includes,
i. A comprehensive long-term actuarial analysis by the PERS/TRS
Boards, and
ii. PERS/TRS hearings with all affected employers, and
iii. A full report and recommendation ofthe PERS/TRS Boards to the

legislature.

3. Introduce bills to consider the PERS/TRS “Tiers” developed by the PERS/TRS
Boards: After a close vote by the joint PERS and TRS Boards these comprehensive
alternatives we;e not adopted for action, however, there are simply no other long term
options on the table to reduce long-term costs of the program. The alternatives
include a thoughtful analysis of the major provisions ofthe PERS/TRS retirement
benefit programs and some or all ofthe recommendations should be implemented.

4. Look for short-term and long-term financial solutions to meet crushing cost
increases for past liability:
a. Support State appropriations to offset the 5% PERS/TRS cost increase for FY
06 and the cumulative 10% cost increase for FY 07.
b. Consider the long-term cost impacts a direct pay down of the approximately
$5 Billion past liability. For example, a $2 Billion pay down could lower
iong-term PERS/TRS rate increases significantly.



Consider the creation of a State and Local Retirement Pension Bond
Corporation to finance the PERS/TRS $5 Billion past liabilitywith low
interest bonds. Estimated bond rates of 5.5 to 6 % could save an estimated over
$100 million/year on the PERS/TRS unfunded liability currently charged to
employers at 8.25%.

Balanced and Expanded Representation:
MunicipJities, Schools, and the University represent 63% of the PERS/TRS
programs but do not have direct representation on the PERS/TRS Boards.

a.

Consider adding direct employer representatives to the PERS/TRS Boards,
or;

Create a separate public retirement system corporation (somewhat similar to
AHFC orAIDEA) tomanage all aspects of the retirement systems. (With
representation as in (a) above.)

Financial Administration

a.

Third party review: Review of actuary assumptions and rates by a
disinterested third party at least every three years.

Improve forecasts of future trends: Actuaries primarily use historical trends
to make future projections. More work should be done to forecast future
trends using disinterested third parties from a variety of disciplines.

Minimum employer contribution rates: Consider settingminimum
employer contribution rates in the future to avoid wide swings inemployer
rates.



ALASKA STATE HOUSE OF REPRESENTATIVES

Session:
Interim Address: (907)-465-2689
345 W. Sterling Hwy FAX# (907) 465-3472
Suite 102B State Capital
Homer AK 99603 Room 102

(907)-235-2921
Fax# (907)-235-4008

HOUSE STATE AFFAIRS COMMITTEE
Representative Paul Seaton, Chairman

VEMORANDUM

Date: January 27, 2005

To : Melanie Millhom, Director, Division of Retirement and Benefits

From: Louie Flora
House State Affairs Committee Aide
4963

Re: Compiled Questions on PERs /TERs from the House State Affairs Committee

1. What isaconservative discount rate for calculating pension liabilities?
Please show sensitivity based on 7.25% and 9.25% rates of return?

2. List the five primary assumptions in calculating the pension liability and detailtheramifications of
forecasting errors.

a) what are the impacts of a significant error on any one of the assumptions?
b) what are the impacts of a significant error on two or more of the assumptions?

3. Would you characterize the management of both the assets and liabilities as conservative?

4. Why isthe liability of the pension system managed by The Department of Administration, the assets by
the Department of Revenue and what is the role of the PERS and TERS Boards?

The legislature has been provided a suggestion from the Kenai Peninsula Board calling for an “Alaska
Public Employees Retirement Corporation.”” Have you reviewed it? Is ita more efficient manner of doing

business?



10.

11.

12.

13.

14.

15.

16.
17.

18.
19.

20.

Would itbe prudent to increase the overall investment risk of the fund?

Could PERS and TERS invest in the gas pipeline?

Do all tiers pay the same price per dollar of payroll?

Are tier 3 employee paying the same price as tier one, but getting a whole lot less?

What policy decisions of the PERS and TERS board improved the financial condition of the plan?
What policy decisions of the PERS and "HERS board impaired the financial condition of the plan?
What policy decisions can the Administration make to improve the plan?

What policy decisions can the Legislature make to improve the plan?
Is there anything that can be done besides adding assets to the plan to improve its fiscal condition.

Please provide in a graph the actual cash flows in and out of tne various existing plans for the periods
listed below as well as what you anticipate (base case) for the next three years - please aggregate if
possible so that we can more easily see the “big picture.”” Please feel free to utilize the following chart:

FY Total Total Benefits Difference Total Assets of all Plans
Contributions Paid atend of Period

Pre

2000

2000

2001

2002

2003

2004

2005

2006

2007

2008

What is the effect of utilizing the “highest three years””for calculating Retirement/Benefitsvs.utilizing
the average wage over the employees tenure with the state?

Can we change to an average benefit?

What isthe actuarial liability to the system ifcalculated on an average instead of "highestthree years””
system?

What is the effect ifwe don Tallow overtime or geographic COL A to factor into Retirement/Benefits?
Ifwe went toa “fefined contribution”’program, what would this do to the schedules of payment/liability?
Please explain whether or how the rehire of retired employees under HB 242 (2001) has affected

PERS/TERS



21. Please explain the great difference in increased health costs between PERS and TERS - is thisdue to
teachers retiring in 20 years?

22. Explain the news GASB rules - are we sure the siaic is required to comply, since the state self-insures? Or

are we already compliant?
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Financial Summary
Employer Contribution Rates - PERS

FY05 FY06
Normal Cost Rate: 13.31% 13.24%
Average Past Service Rate: 11.60% 12.39%
Average Contribution Rate: 24.91% 25.63%
Board Adopted Rate: 11.77% 16.77%

« The normal cost rate provides for benefits expected to be earned by active

members during the fiscal year

« The past service rate is the part of the contribution that is intended to pay

off the unfunded liability (over 25 years)

Slide 2
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A Financial Summary
$aHB Employer Contribution Rates - TRS

FY05 FY06
Normal Cost Rate: 14.70% 14.28%
Past Service Rate: 20.81% 24 .57%
Total Contribution Rate: 35.57% 38.85%
Board Adopted Rate: 16.00%  21.00%

« The normal cost rate provides for benefits expected to be earned by

active members during the fiscal year

e The past service rate is the partofthe contribution that is intended to

pay off the unfunded liability (over 25 years)

Slide 3
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Report Highlights (continued)

TRS Funding Ratio History

120%

100% T

et Human Resource Consutin State of Alaska Teachers' Retirement System Sligey4B
g e man Resouree qnsuiting as of June 30,2003 age
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0 Rising contribution levels

<\/olatile investment returns

< Investment uncertainty

=Rising medical costs

Mercer Human Resource Consulwig

A

Overview

tjiflIP ~*K ey information

Key information gathered and analyzed

(0}

(o}

Employer survey
Member focus groups
Benchmarking

Benefit levels

Demographic projections
Implications of Medicare changes

Trends, issues and alternatives

m=Cost analysis and projections

Mercer Human Resource Consulting
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J b Employer Survey - PERS
Important Conclusions

o Employers want the retirement program to continue to provide medical
coverage

<=Many employers open to the possibility of providing differing levels of
medical coverage based on service or having members share in the

cost of coverage
0 Other potential cost savings areas that some employers seem open
to:
= Lowering the post-retirement cost-of-living adjustment
= Not providing medical coverage to vested terminated members

<=Some responses seem to favor continuing a defined benefit approach
< Reward long service

o However, responses leaned towards shiftin'- investment risk to

members
Slide 7
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Employer Survey - TRS
i :M|jmportant Conclusions

=Employers want the retirement program to continue to provide medical
coverage

o0 Many employers, particularly the largest employers, open to the
possibility of providing differing levels of medical coverage based on
service or having members share in the cost of coverage

o Other potential cost savings areas that some employers seem open
to:
- Lowering the post-retirement cost-of-living adjustment
m Not providing medical coverage to vested terminated members
0 Some responses seem to favor continuing a defined benefit approach

= Reward long service

However, responses leaned towards shifting investment risk to

members .
Mercer Hamen Resource Graultig Qll-bg



Overview
System Objectives and Constraints

Based on information gathered and stakeholder feedback, the Tier
Committee drafted the following objectives:

o The System should provide medical benefits to retirees
< Members should bear a greater share of the cost
m Members should have to retire from the System to be eligible

0 Benefits should favor longer-service members
Employer contributions should be more predictable and stable
o Investment risk should be shared by employers and members

0 Healthcare inflation risk should be shared by employers and members

Slide 9
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I# Overview
I System Objectives and Constraints

Based on information gathered and stakenolder feedback, the Tier
Committee drafted the following constraints:

~ Non-medical benefits must be sufficient to satisfy minimum
requirements for employers who do not participate in Social Security

m=Benefit changes must take the form of new "tiers”

o Annual cost of benefits should be less than the current Systems’
normal cost rates

Morcer Human Rosource Graulting Slide 10



m Trends and Alternatives
3P Refined Benefit Observations

o Plans have experienced higher cost levels and greater cost volatility
Funded status has declined in last 3 years

Advantages (tc employer) of defined benefit plans
m Retent it.centives, lower turnover cost
= Workforce management
m Cost allocated to longer-service employees

Mercer Homan Resource Consulting SI |de \ 1

Trends and Alternatives
M  Defined Benefit Observations (continued)

Advantages (to employee) of defined benefit plans
m Pooling of longevity risk
m In most cases, employer bears investment risk

« Predictable, s'able retirement income

o Challenges (for employer) of defined benefit plans
= Investment risk
= Cost volatility

Slide 12
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A Trends and Alternatives
< 3 H Defined Contribution Observations

<Advantages (to employer) of defined contribution plans
= Predictable cost

= Stable cost
Employee assumes investment risk

No long-term administrate 3 commitment
= Contribution equity among employees
=Advantages (to employee) of defined contribution plans
= Portability
= Ability to direct investments
m Contribution equity among employees

Slide 13
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Trends and Alternatives
| B Defined Cont-.bution Observations (continued)

=Challenges for defined contribution plans
= More difficult to manage workforce
m Employee directed money often earns less
= Amount needed at retirement is often underestimated
= Employees need to contribute in excess of 10 percent, but most do
not

m Retirees generally not equipped to transform lump sum into
monthly payments that last for a lifetime (difficult to manage

longevity risk)

Slide 14

Mercer Human Resource Consulting
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j&to Proposed Alternatives
aMM Overview

=>Two alternatives are being presented to the PERS and TRS Boards, with the

Tier Comm ittee recommending Alternative 1

o Components of Alternative 1
« defined benefit
« defined contribution
¢ medical
¢ health reimbursement account (HRA)

=> Components of Alternative 2
« defined contribution

¢ medical
« health reimbursementaccount (HRA)

Member contributions under both alternatives are higher than the current tiers

<> Contribution r&ies for the defined contribution component are higher for

Alternative 2

Post-retlrement medical program is the same for both alternatives

Mercer Human Resource Consulting Slldl
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Proposed Alternatives
Defined Benefit Alternative

Key features of Alternative 1 defined benefit program

1 percent of career average pay

=Pay is indexed from year received to year preceding retirement (or
termination) based on the Anchorage CPI

= for example, 1997 pay for a member retiring on December 31,
2009 would be increased at Anchorage CPI for 12 years

0 Base pay only

o Normal retirement at the earlier of
= (1) age 60 with 5 years of service (8 years for TRS), or
= (2) 25 years of service (30 years for PERS *“others™)

0 Post-retinjment pension adjustments similar to current tiers

o No 10 percent Alaska cost-of-living adjustment (COLA)
Slide 17
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Proposed Alternatives
Defined Contribution Alternatives

X
Key features of defined contribution components
<=>|ndividual accounts are maintained for each member
me=Contributions are a percentage of base pay
0 Various investment options (member-directed)

o 100% vested

<=Terminating or retiring member takes account (eligible for rollover)

Mercer Human Resource Consulting Slide 18
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Proposed Alternatives
Accrual of Non-Medical Benefits - TRS

—Cavira?2
Mercer Human Resource Consulting Sllde 19
Proposed Alternatives
Accrual of Non-Medical Benefits - PERS
a0 siopE00
Qlat a9
_Nepsse
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Proposed Medical Program
NP MK ey Features

Key features of pcst-retirement medical program
& Members must retire directly from the System to be eligible

o0 System sponsored her'th plan with varying levels of subsidy or cost to
members

0 Early retirees get “access only” prior to normal retirement eligibility
Defined doliar benefit from normal retirement to Medicare eligibility
(currently age 65)

o Defined health benefit after Medicare eligibility, similar to the current
program with the following key exceptions:
+ Method of coc rdination with Medicare

1 Retired members will share in the cost through premium
contributions

Mercer Human Resource Consulting Slid® 21

Proposed Medical Program
System Sponsored Health Care Plan

=> System sponsored health plan available to all eligible retirees, but with
varying levels of subsidy

0 Basic plan design elements

. Current Plan Alternative Plan
Medica
« Coordination with Medicare Total AiiowaD*€ Maintenance of B eflts
« Deduct)We 5150'porson. $450damiiy 5250/person. i -d/lomdy
« Out of Pocket w 52.50C
« Outpatient Surgery Coinsurance 0 80%
Prescription Drug
* Retail 90 day supply 30 day supply
- Generic 55
Brand Formulary § 515
« Brand Nor Formulary 58 530
« Mail Order 90 day sup] 90 day supply
- Generic @ 55
Brand Formulary 515
« Brand Non-Formulary 50 530
Dental. Vision. Audio No Change

Slide 22
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Proposed M etical Program
Eligibility

m=Normal retirement eligibility for medical benefits will be defined as the
earlier of

m (1) age 60 with 10 years of sen'ice
m (2) 25 years jf service (30 years for PERS “others" retirees).

o Disabled participants w Il be eligible

Terminated vested participants are not eligible. A member must retire
directly from active service in order to receive coverage

Mercer Human Resource Consulting

Proposed Medical Program
Early Retirement

<=Early retirees who have not reached normal retirement eligibility
m Receive “access only"” plan
= Will not be eligible for subsidized retiree health plan costs
= Pay 100%b of the pre-Medicare eligible (currently pre-age 65) per
member per year (PMPY) claim costs

Dependent spouses of early retirees will pay 100%b6 of the appropriate
pre-Medicare or Medicare eligible PMPY claim cost

Slide 24
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Proposed Medical Program
Normal Retirement to Medicare Eligibility

m=Members who retire directly from the Systems will he eligible for a
"defined dollar’ benefit upon reaching eligibility for normal retirement

<>Fixed dollar subsidy toward system sponsored health coverage

7 Access to system sponsored retiree medical plan as outlined above

m=Subsidy amount is based on length of service

~ Subsidy amount indexed each year by healthcare inflation up to a
maximum of 5 percent (with a “catch up™ provision based on years
when healthcare inflation is less than 5%9)

Slid®© 25
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Proposed Medical Program
Normal Retirement to Medicare Eligibility

o Upon becoming eligible for Medicare, such members will become
eligible for the “denned health" benefit

m=Pre-Medicare dependent spouse is eligible for the same subsidy as
retiree

o Medicare eligible dependent spouse is eligible for the Medicare
eligible benefit level, with contribution percentage based on retiree

length of service

Slid© 26
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Proposed Medical Program

Normal Retirement to Medicare Eligibility

X

o0 Apply percentages to the applicable subsidy base to arrive et the
appropriate subsidy amount.

o Defined Dollar Subsidy Base Annual PMPY for fiscal year ?004:
Pre Medicare $5,962*

m=Subsidy Percentage
Service (yrs) Subsidy %

10-14 30%0
15-19 45%
20-24 60%0
25-29 75%

30+ 90%

<=Member contributions are determined by subtracting the annual
subsidy amount from the annual claims cost for a given year.

& ‘Equtvaiei! to FY2004 pra-Ua ‘icare projactod claim cost .
: . Slide 27
Mercer Human le t ujrco CcnsuHin j

Proposed Medical Program
After Medicare Eligibility

<=Defined health benefit similar to current program

<=Retirees who were previously eligible for 100%6 subsidy of retiree
health plan costs will now participate in the premium cost.

=Contributions are per covered individual

Pre-Medicare dependent spouses are eligible to receive a defined
dollar subsidy with percentage based on retiree length of service

~ Medicare eligible dependent spouses are eligible to receive the same
defined health benefits as the retiree and pay the same contributions

Merger Hur"an Resource (irsulltirg Slide 25



Proposed Medical Program
After Medir,are EHijibility

& Contribution Bara " APY for fiscal year 2004:
M»> Jicare Eligible $2,667
~ Contribution Per .jntage

Service (yrs) Cot tribition %6

10-14 30%
15-19 25%
20-24 20%
25-29 15%0

30+ 10%0

==Apply percer.ages to the contribution base to arrive at the applicable
contribution amount

QNHp 0Q
Mercer Human Rceouxt. Consulmg

th Reimbursement
unts (HRASs)

X
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Page ..



Health Reimbursement Accounts
JR Overview
A

=Arrangement ti .at:
= Is solely emplover paid
m Reimburses employees for medical expenses
= Provides reimbursements up to a maximum dollar amount for a
defined coverage period
0 Unused funds are carried 'orward to the next coverage period

& Usually, but not requireo to be, associated with high-deductible health
plans or consumer directed health plans

o0 Includes aspects of FSAs
o0 Also known as

= Health Reimbursement Arrangements

= Defined contribution health care plans
Qitb~1

Mercer Human Resource Consulting

Health Reimbursement Accounts
Overview

Funding
=>Employer only
Employer sets own limits

Notional or funded accounts

e general assets
+ VEBA
* other trusts
Eligibility
Current and former employees (including reared employees), spouses and
dependents
A COBRA participants
o Dependent m<~dical expenses on death of employee
Qito

Mercer Human Resource Consulting
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Jfa| Health Reimbursement Accounts
Overview

Benefits

o Reimbursements for medical expenses as defined in IRC section
213(d)

o No IRS limit on reimbursements

<=Employee responsible for substantiating expenses

o Cannot use for over-the-counter drugs

o Can be used for after tax insurance premium payments (LTC is gray
area)

m=Cannot have any right to receive cash benefit

o0 Can be used with FSA, but special rules apply

Mercer Homan Resource Consulting Slide

Health Reimbursement Accounts
Overview

Plan design
o0 Plan sponsor dictates plan design
m Contribution amount
= Covered expenses
= Termination provisions
Tax Treatment
~ Requirements for exclusion from employee/retiree income:
= Employer funding only - no employee contributions
m Only reimbursed for qualified medical expenses

0 Subject to non-discrimination rules under IRS code section 105(h)

Slide 34
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Health Reimbursement Accounts
m Comparison of tax advantaged health care
Accounts

Roloverof ruasdfinct Ilnussdftrdsrdlwsrlrrh‘irrtdy Agrd JpnsT0S @ Ny sioned
Norfo<killte We antdeto ny bt QCBRANG agpy %bthmtedmrigts

QORA @B |'d v (IreQomaw N <e**Berecaviy a
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Health Reimbursement Accounts
Comparison of tax advantaged health care
accounts
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Health Reimbursement Accounts
Projection scenarios

o lllustrate the HRA fund value at retirement, thetotal costs expected to
be borne by the retiree during the pre-Medicare period ofretirement
and the retiree's expected net cost after HRA reimbursements

«=>Four scenarios
e Early hire, 1.0% funding - hire at 25, retire at 55
« Early hire, 1.5% funding - hire at 25, retire at 55
« Late hire, 1.0% funding - hire at 40, retire at 60

e Late hire. 1.5% funding - hire at 40, retire at 60

Key assumptions

* Hire date 0f 7/1/2004

« Normal retirement at 25 years or age 60

e Funded as percent of average salary Torgroup
e Average salary forgroup of $35,000

« Wage inflation 4.0%

*heMna . enf=@sVB Sid® 3i

Health Reimbursement Accounts
Projection scenarios

o Key assumptions (continued)
* HRA accumulation rate 8.25%
m Early retirement access-only plan as described in the proposed medical
program
« Normal retirement to Medicare eligibility defined dollar subsidy as

described in the proposed medical program
« Benefitcosts increase at proposed valuation trend

« Retirees transition to defined health benefit plan at M edicare eligibility

<=Other assumptions
e Participant retires from system and is receiving system-sponsored benefits
« Demographic composition of fut 're pre-M edicare retiree group remains
constant

« No spend down of HRA during active benefit period

[
Cg’loff Jo

Mercer Human Resource Consulting
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Health Reimbursement Accounts
Projection scenarios

Grot* Retire* HRA at Nat Retirt#

Coet Retirement Coat
Early Hire. 1.0% $153,721 $64,622 $72,348
Early Hire. 1.5% $153,721 $96,933 $12,714
Late Hire. 1.0% $ 68,993 $23,052 $44,543
Late Hire. 1.5% $ 68.993 $34,579 $30,580

N Gross retiree cost is the total medical premium cost expected to be paid by
the retiree less any System-sponsored subsidy. Does notinclude retiree cost
sharing via plan design elements such as deductibles and coinsurance.

HRA at retirement is the beginning fund balance at the year of retirement.

o Netretiree cost is the gross retiree cost less expected reimbursements from
the HRA. HRA balance continues to earn interest after medical expenses are

reimbursed each year.

Slide 39
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Proposed Alternatives
Alternative 1- Normal Cost Rates

“Normal cost" rates for Alternative 1 are expected to be as follows:

Normal Cost Ratos

TRS PERS
Medical normal cost rate 3.75% (9.07%) 3.5% (8.68%)
Defined benefit normal cost rate 50% (13.90%) 45% (11.37%)
Defined contribution rate 8.5% (N/A) 7.0% (N/A)
HRA contribution rate 15% (N/A) 1.0% (N/A)
Gross normal cost rate 18.75% (22.97%) 16.0% (20.05%)
Member contribution rate (10.0)% (8.69%) (8.0)% (6.81%)
Employer rormal cost rate 8.75% (14.28%) 8.0% (13.24%)

Normal! cost rates for the current program (all tiers) are shown
in parenthec®s for romoarative purposes.
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Proposed Alternatives
Alternative 2 - Normal Cost Rates

0 "Norma! cost" rates for Alternative 2 are expected to be as foi'nws:

Medical normal cost rate
Defined contribution rate
HRA contribution rate
Gross normal cost rate
Member contribution rate
Employer normal cost rate

Mercaf Hum< i Resource Consuitirg

Normal Cost Rates

TRS
375%
135%

15%
18.75%
(100)%

8.75%

PERS
35%
115%
10%
160%
(80)%
80%

Slide 41
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»te of Alaska
dsion of Retirement P Benefits
>rmal Cost rate and Actuarial Competed Rate from FY 1983 through FY 2006

Actuarial Normal

Valuation Fiscal Normal Computed Cost Actuarial

jport date year of Cost rate Rate rate Computed

IJune 30 rate PERS PERS TRS Rate TRS
1980 1983 11.46% 13.78% 11.95% 16.84%
1981 1984 12.03% 13.68% 13.51% 17.42%
1982 1985 11.36% 13.62% 13.64% 17.96%
1983 1986 11.82% 13.59% 13.13% 17.36%
1984 1987 12.31% 13.84% 13.91% 13.28%
1985 1988 11.13% 9.55% 11.62% 13.28%
1986 1989 10.20% 9.38% 9.36% 11.16%
1987 1990 9.23% 9.30% 9.14% 8.19%
1988 1991 10.37% 12.00% 11.86% 12.27%
1989 1992 12.00% 14.20% 13.26% 15.16%
1990 1993 12.83% 13.58% 14.07% 19.65%
1991 1994 10.18% 13.72% 9.05% 15.59%
1992 1995 10.90% 13.70% 8.57% 13.36%
1993 1996 11.29% 12.82% 9.06% 12.48%
1994 1997 10.36% 12.14% 9.70% 14.96%
1995 1998 10.61% 11.90% 10.10% 14.94%
1996 1099 9.85% 7.74% 8.97% 10.52%
1997 2000 9.89% 7.36% 9.21% 13.00%
1998 2001 8.67% 7.03% 8.99% 10.55%.
1999 2002 8.07% 6.56% 8.88% 7.09%
2000 2003 10.07% 6.12% 9.40% 8.29%
2001 2004 9.53% 6.77% 10.36% 14.44%
2002 2005 13.31% 24.91% 14.76% 35.57%
2003 2006 13.24% 25.63% 14.28% 38.85%

Uormal Cost Rate: p‘esent value of benefits, which are expected to be credited with respect to service
luring the year beginning on the valuation date.

Actuarial Computed Rate: after comparing plan assets and liabilities, an actuarial rate is computed that would fully
jnd the retirement systems over 25 years. There are two components: the normal cost rate and the past service rate
lecessary to pay any unfunded liability. Both rates account for differences between actual experience versus
Inticipated results, changes in actuarial assumptions and /or methods, changes in statutory provisions, and the
lifference between the rate actually adopted by the Boards for a particular year versus the computed rate.
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State of Alaska
Division of Retirement & Benefits
Normal Cost Rate and Actuarial Computed Rate from FY 1983 through FY 2006

Actuarial Normal

Valuation Fiscal Normal Computed Cost Actuarial
report date year of Cost rate Rate rate Computed
June 30 rate PERS PZRS TRS Rate TRS
1980 1983 11.46% 13.78% 11.95% 16.84%
1981 1984 12.03% 13.68% 13.51% 17.42%
1932 1985 11.36% 13.62% 13.64% 17.96%
1983 1986 11.82% 13.59% 13.13% 17.36%
1984 1987 12.31% 13.84% 13.91% 13.28%
1985 1988 11.13% 9.55% 11.62% 13.28%
1986 1989 10.20% 9.38% 9.36% 11.16%
1987 1990 9.23% 9.30% 9.14% 0.19%
.33 1991 10.37% 12.00% 11.86% 12.27%
1989 1992 12.00% 14.20% 13.26% 15.16%
19V) 1993 12.83% 13.58% 14.07% 19.65%
1991 1994 10.18% 13.72% 9.05% 15.59%
1992 1995 10.90% 13.70% 8.57% 13.36%
1993 1996 11.29% 12.82% 9.06% 12.48%
1994 1997 10.36% 12.14% 9.70% 14.96%
1995 1998 10.61% 11.90% 10.10% 14.94%
1996 1999 9.85% 7.74% 8.97% 10.52%
1997 2000 9.89% 7.36% 9.21% 13.00%
1998 2001 8.67% 7.03% 8.99% 10.55%
1999 2002 8.07% 6.56% 8.88% 7.09%
2000 2003 10.07% 6.12% 9.40% 8.29%
2001 2004 9.53% 6.77% 10.36% 14.44%
2C02 2005 13.31% 24.91% 14.76% 35.57%
2003 2006 13.24% 25.63% 14.28% 38.85%

Normal Cost Rate: present value of benefits, which are expected to be credited with respect to service
during the year beginning on the valuation date.

Actuarial Computed Rate: aftei comparing plan assets and liabilities, an actuarial rate is computed that wo
fund the retirement systems over 25 years. There are two components: the normal cost rate and the past 5
necessary to pay any unfunded liability. Both rates account for differences between actual experience vei
anticipated results, changes in actuarial assumptions and | or methods, changes in statutory provisions ar
difference between the rate actually adopted by the Boards for a particular year versus the computed rate.
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Valuation Results

1.5(c) Actuarial Projections - Effect of Economic Scenarios

Key Assumptions
m All assumptions and methods arc the same as Section 1.5(a) except
Results are shown only under the 1% population growth scenario

The actuarially calculated contribution rate isadopted in each year beginning in FY06,
but rate cannot increase by more than 5% per year.

Investment returns are assumed as follows:

Total Portfolio Investment Return Under Each Scenario

Year Ending Base Prolonged
June 30 Case Growth Recession
2004 15.08% 15.08% 15.08%
2005 8.25% 10.00% -3.50%
2006 8.25% 10.00% -3.50%
2007 8.25% 9.50% 2.10%
2008 8.25% 9.00% 7.75%
2009 8.25% 8.25% 71.75%
2010 8.25% 8.25% 7.75%
2011 8.25% 8.25% 71.75%
2012 8.25% 8.25% 71.75%
2013 8.25% 8.25% 7.75%
2014 8.25% 8.25% 7.75%
2015 8.25% 8.25% 7.75%
2016 8.25% 8.25% 7.75%
2017 8.25% 8.25% 7.75%
2018 8.25% 8.25% 7.75%
2019 8.25% 8.25% 7.75%
2020 8.25% 8.25% 7.75%
2021 8.25% 8.25% 7.75%
2022 8.25% 8.25% 7.75%
2023 8.25% 8.25% 7.75%
2024 8.25% 8.25% 1.75%
2025 8.25% 8.25% 7.75%
2026 8.25% 8.25% 71.75%
2027 8.25% 8.25% 7.75%
2028 8.25% 8.25% 7.75%
2029 8.25% 8.25% 7.75%
Mercer Human Resource Consulting 1 State of Alaska Public Employees' Retirement System
g'iire\Mwed\2003M\<yojtct*y»VTi*w>«ereqvect)en2SVnnten «re<)ue*tpeftOl*06ocx, s SofJuflQ 30,2003
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Valuation Results
1.5(c) Actuarial Projections - Effect of Econon.ic Scenarios (continued)

Contribution Rate

50%
45%

40% \

2034 2009 2014 2019 2024 2029

Fiscal Year Ending

Prolonged Recession mBase Case Growth

Mercer Human Resource Consultin State of Alaska Public Employee " RetlrementSyse

¢ VXIAVMIOQltS oropctorel NqMﬁ<99m%at«r>mM pmr 4Bt Ps of June 30, 2003
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Valuation Results

1.5(c) Actuarial Projections - Effect of Economic Scenarios

Key Assumptions

m All ssunytions and mcth Js arc the same as Section 1.5(a) except:
Results arc shown only under the |'% population growth scenario

The acniarially calculated contribut'on rate L adopted in each year beginning in F-Y06,
but rate cannot increase by more than 5% per year.

Investment returns are assumed as follows:

Total Portfolio Investment Return Under Each Scenario

Year Ending Base Prolonged
June 30 Case Growth Recession
2004 15,08% 15.08% 15.08%
2005 8.25% 10 00% -3.50%
2006 8.25% 10.00% -3.50%
2007 8.25% 9.50% 2.10%
2008 8.25% 9.0070 7.75%
2009 8.25% 8.25% 7.75%
2010 8.25% 8.25% 7.75%
2011 8.25% 8.25% 7.75%
2012 8.25% 8.25% 7.75%
2013 8.25% 8.25% 7.75%
2014 8.25% 6.25% 7.75%
2015 8.25% 3.25% 7.75%
2016 8 25% 8.25% 7.75%
2017 8.25% G.25% 7.75%
2018 8.25% 8.25% 7.75%
2019 8.25% 8.25% 7.75%
2020 8.25% 8.25% 7.75%
202 8.25% 8 25% 7.75%
2022 8.25% 8.25% 7.75%
2023 8.25% 8.25% 7.75%
2024 8.25% 8.25% 775%
2025 8.25% 8.25% 7.75%
2025 8.25% 8.25% 7.75%
2027 8.25% 8.25% 775%
2026 8.25% 8.25% 7.75%
20?Q 8.25% 8.25% 7.75%

Mercer Human Resource Consultin State of Alaska Teachers' Retirement System
Clbioc ST RTS TSI Dikarert b s as of June 30, 200
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Valuation Results
1.5(c) Actuarial Projections - Effect of Economic Scenarios (continued)

Contribution Rate

2004 2009 2014 2019 2024 2029

Fiscal Year Ending

— Prolonged Recession -m 1 Base Case " - Growth

Mercer Human Resource Consultin

nepvtpn Mrera U 0L e

State of Alaska Teachers' Retirement System

as of June 30, 2003
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Proposed Alternatives
Cost Projections - PERS

Contribution Comparison - PFRS

35.009

Fiscal Yaar Ending

— Quatflan o Jew? :
Mercer Human Resource Consulting S Ilde 43
Proposed Alternatives
Cost Drojections - TRS
Contribution Comparison - TR*.
60.00%
50 00%
40 00%
30.00%
e
e
030%
Fiscal Ytar ending
— (CetP Te :
CretFen i Slide 44
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Public Employees’ Retirement System
Teachers’ Retirement System

Senate Finance Briefing on Proposals for New Tiers

rencc* in ihc existing and proposed Tiers for

itchanges and a cost comparison.

Alternative i

DB/DC Plan

8% at! members

8.5% Police/Fire
1.0% School District

Same

Same

25 Police/Fire members
25 Teachers

1% DB; 8% DC

(8% includes HRA)

1% DB; 10% DC
(10% includes HRA)

e Must retire directly
from system to be
eligibie.

i* Must have 10 years
of service.

e Member pays mere
through “tost share””
design elements.

8% reduces noimal cost

rate by 40%

8.75% - this reduces
normal cost rate by 39%

Employer continues to
have risk in two areas:
(i) 1% DB component
and (2) medical
inflation component

Aiterna/ive 2

DC Plan

8% all members

8.5% Police/Fire
i1.0% School Distiict
10%

Any age

12.5% DC
(12 5% includes HRA)

15% DC
(15% includes HRA)

Same as Alternative 1

8% reduces nonnal
cost rate by 40%

8.75% - this reduces
normal cost rate by
39%

Minimal Exposure to
employer inone area
only: (1) medical
inflation w/capped %.

January2z, 2005
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_ Alaska Division of Rstirarwnt and Benefits
Public Eployee” Retirement System (PERS) Flan Conrparison Chart

«]S*K 11 1

otoyee Pre-tax Contribution
6 75% beginning 1/1 87 —all others
75% begrm.g 1/1/S7—ptfee anfl tiie
9 6% beginning 7/1/99—school district

Member* vest with 5 years ot service

. Normal retiroment age is 65

. Ea>, retireme it age is 50

. Pol/ice/Ue members can retne at any age
alter 20 years olpolice/fire sente

. All other members can retire at nny age after
30 yeai ot membership seivtce

. 2% defined benefit tormula lor first 10 years
and all years ot service par to July 1, 1986

. 2.25% lor Ihe next 10 years. 2.5V per year
thereafter (avorig i ot the fngn three
consecutivo years' salary)

. PoiiCe/Fire « 2% benelrts lormula (or first 10
yen-s and 2.5% lor all years ahet It)

. Medicsl coverage is provided to all benefit
recipler.is and their eligible dependents The
retime medical plan premiim is paid by the
retirement systim

Tne aucrryjtic PRPA legislate* in 1986
applied to all members regardless of hire
dale

. Alaska Cos'-uf-Lrvm’j Allowance ol 10% ol
base benolrt is payable to benefit recipients
who remain domicied in Araska alter
retirement

G.cubi-cations/nandboovs/peis tier cnart nroposed tier «vdo;

Employe* Pre-tax Contribution

6 75% beginning 1/1/87"_all others
7.5% beginning 1/1/87— police and Are
P.6% beginning 7/1/99—school dafnct

Members vest with 5 years ol service

. Normal retirement age is 80

. Early retirement at oge 55

. Polre/fire members cnn retiro at a iy age
alter 20 years ol policeffire service

. “"An otlwr members can ret ro at any age
attor 30 years ot membership service

. 2% defined benefit formula torf-st 10 yaers

. 2.25% (or the next 10 years, and 2.5% p»r
year thereafter Benefit calculation is
determined cn the average ol trie high three
consecutive years' salary

. Police/Fire - 2% benefit tormula tor first 10
years and 2 5% lor all years after 10

Medical coverage is provide? to disabiMants.
regardless of age and bencitl reorients over age
60 or

« police/tire members with 25 years of
police/fire service

« all other members with 30 ytars of
membersi ip service

and lheir eligible dependents The retirement
system pays the retiree medical plan premium

Retirees and su/vrvcr- under age 80 must pay the

lull premium cost Kthey want coverage

. Automatic PRPA adiustments to disabled
members, rolirees 80 and over, and those
wio hnve received oenefits tor 5 years

. Aloskc Cosl-cl living Allowance of 10% ol
ba»e benefit it payable lo benefit recipients
65 or older or dtsabi'rty benefit recrprenfs
regardless of ago wlio remain domiciied ,n
Alaska after retirement

(Rev 1/1S/05)

Rev January 15, 2005

*ntrf*d Mi orafter 7/1/M f I |

Employee Pre-tax Contribution

6.75% beginning 1/1/87—all others

7 5% beginning 1/1/87—police and fire
9.6% beginning 7/1.99—school disIncl

Members .ail wth 5 years of service

. Normal retirement age is 60
. Early reliremenl at age 55

. Pohce/lire members can retire r) any age
after 20 years of polce/fire serve*

. 'All other” members can retire at any age
after 20 years n* membership service

. 2% defined benefit formula tor first 'O years

2.25% for the next 10 years, and 25% per
yea' fere 'ter (benefit cafcu'atton Is averag
of ftxr high tlv* consecutive years salary)

. Police/Fire « 2% benefit formula for first to
years end 2.7% for all years after 10 (benefit
celeutstlon is three consecutive years
regardless nl tier (effective 2002r

Midlest same as Tier It

. Except, employees must accrue a minimum
of 10 yoarx of credited ae-vice' to nave
system-paid coverage at age 60

. Employees with less than 10 years musl pay
ti.e M| prumiur.is as long as they w,*n to
continue medical coverage

. Automatic PRPA udjusiments to ctisao eh
members, retirees 60 and over, anl those
who have received benefits for 5 years

. Alaska Cosl-of-Lnnng Allowance is payable to
benefit recipients 65 or older or disah.lity
benefit recipients regardless ol age oho
remain domiciled in Alaska al'er retirement
The allo'vanue is 550 or 10% of the base
benefil. whichever is greater

Entered on cr attw 7/17000

Employee Pre-tax Contnbution

8% all .nembnrs beginning 7/1/2006

8 5% beginning 7/1/2006 - police end fire
11.0% beginning 7/1/2006 School Sictncl

Members vest with 5 years of service

. Normal retirement age is 60
. Early rttirement at age 55
. Pofice'fire mombers can retire at any ege

aTai 25 years of pdce/fire service

. ‘All other members can retire at any age
after 30 years of membership sender

. 1% defined benefil formula
» 6.'i% defined contribution role

. A portion o." the defined contnbution rate may
be allocated to en account to provide tor
meucal expenditures (HRA)

. Benefit calculation is computed on indexed
career average

Medical

. Employees must retire directly from the
system to be efigOle and

. Accrue a minimum ol 10 years of credited
service*

. Earty retirees gel "access only” pnor lo
normal retirement age * must pay premium

. HRA contribution

. Oefined dollar benefit from normal retirement
to age 65

. Defined health benefit after age 65 (cost
share based on length ot service)

. Automatic PRPA adjustments lo disabled
members, retirses 60 and over, and those
who have received benefits lor | years

. None

‘C'edited service Inc'udes all service used In the calculation o' a retirement b* /ief.;

Ttar (V- Utemottv* 2 PufD PC Ptaa
EntMd onordur T/1IO0ON
Employee -re-ia> Contnbution
8% alt members beginning 7/1/2006
8 5% beginning 7/1r?006 - polee and fire
11 0% beginning 7/1/2006 School Dtstncl
100% Vested upon enroliment

. Can leave employment at any age and take
account balance vrth it em, leave account
balance in plan or rollover to another qualified
plan

o 12.5% defined contribution rate

. A portion of the defined conlnbuhon rate may
be allocated lo an account to provide for
medical expenditures (HRA)

Medical

. Emoloyees must retire directly from lhe
system to be eligible and

. Accrue a minimum of 10 years of credited
senate”

. Early lelirees gel'access only” pnor lo
normal reliremenl age - must pay premium

. HRA contnbution

. Defined dollar benefit horn normal retirement
to age 65

. Defined health benefit alter age 65 (cost
share based on length of service)

. None

. None



Alaska Division of Retirement and Benefits
Teachers' Retirement System (TRS) Plan Comparison Chari
Rev January 15,200E

TaM

Tterl
Proposed AJtemaifva 2 - DC "ten

Entered on or after >71/90

Tier |
7",/55 «tm /K

Entered on or after 7/1/2406

Employee Pre-tax Contribution
10 % begirmadk) 7/1/2005

Employee Pre-tax Com.

Em[8/ee Pre-tax Contnbution:
10% beginning 7/1/2W

Err8)yee Pre-tax Contnbution
5% beg rning 1/1/91 5% banning 1/1/91

Members vest with 8 years ol service

Members vest with 8 years ot service I.Members vest with 8 years ol service 100% Vested at time of enrolment

Normal retirement age is 55
Early retirement at age 50

teachers can retire at any age alter 20 years o( membership
service

2% defined benefits tormula (or the Arsl 20 years and all years tA
senrice prlof to July 1,1990

2 5% thereafter Benefit cataJa&on is dele-nined on the average
of the high three contract salaries

Medical coverage is provid r 4w all benefit recipients and their
eligible dependents

Automatic PRPA legislated in 1990 applied lo all members
reganJess ol hire date.

Alaska Cost-of-Living Allowance is pay. trie lo benefit recipients
who reman domiciled in Alaska after retirement The allowance
is 10% of Ihe base benefit

Norma! retirement age « 60
Eady retirement at age 55

ieachers can retire at any aqe after 20 years

2% defined benefit formula (or the first 20 years

2.5% thereafter Benefit calctiaion is determined on the average
of the high three contract salaries

Medical premiums are paid (or all disabikta.us regardiess of age
and

Retirees and siyvtvors over agt jO end for retirees with a; least
25 years of service including eligible dependents

Retirees and survivors under age 60. with lesc than 25 years of
members! .ip service must pay the fui premium cosl if they want

coverage

Automatic PRPA adjustrrunis to disabled members retirees 60
and over, and those who have received benefits for 8 years.

Alaska Cost-of-Living Allowance Is payable to benefit recipients

65 or older or disability benefit recipients regardtess of age who

@ain domkJed m Alaska after retirement The allowance is
of the base benefit

G /pubiications/finndbooksrtrs tier chan proposed tier nl doc (Rev t/15'05)

Normal mtirenienl age Is 60
Early reb-tr.ient atag» w

Teachers can reive at any age alter 25 years

l defined benefit formula ail years ol service
defined contribution rate

A portion ol the defined contnbution rate may be sincatr dlo an
account to prohdt. for medical expenditures (HRA)

Benefit calculation is computed on indexed career average

Medical

Employees must retire directly from the system to be eligible and
Accrue a minimum of 10 years ol credited service'

Early retirees get ‘access only* prior to normal retirement age -
must pay premium

HRA contnbution
Defined dollar benefit from normal retirement to age 65

Defined health benefit after age 65 (cost share based on length of
service)

Automatic PRPA adjustments to disabled members, retirees 60
and over, and inose who have received benefits (or 8 years

Can leave employment at any age and lake account balance with
them, leave account balance m plan or recover to another
qualified plan

15 0% definud contnbution rate

A portion of the defined contribution rate ,nay be allocated lo an
account lo provide for medical expenditures (HRA)

Medical

Employees must retire directly from the system to be eligti,
Accrue a minimt  of 10 years of credited service'

Earty retirees get'acceu only" prior to normal retirement age -
must pay premium

HRA contribution

Defined djtlar benefit from normal retirement to age 65

Defined health benefit after age 65 (cost share based on length of
service)
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'ggs Employer Survey - PERS
Key

The following pages illustrate the responses to the employer survey sent to all
PERS employers in total, 89 employers responded. PERS represents
employers of various sizes. As a way to show the five largest employers’
responses (of those who responded), we have included the letters A - E on the
charts to represent how they answered The employers have been assigned
the following letters:

# Active Code
SmoteYtr Employees Letter
State of Alaska 15,259 A
Anchorage SO 2,496 B
Anchorage, Municipality of 2,351 C
Fairbanks North Star Borough SD 790 D
North Slope Borough 788 E

Slide 45
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Employer Survey - PERS

1. Long-Service Employees
kY Hph Md Lo
Plan should not distinguish
on account of length of service

Plan should favor long-service employees

9O U M m m

Key Comments
o Retirement plans should favorlong-service employees

With qver 15 PER il | Ifactor Ifthat hi
i ke

ne of our problems is that baby boomer ‘glut” of long service ( nptoyoes  Whio they shauld bo compensated for
%elrtlme t ere seems 10 ea%ortageo fprofession %I people% t%nngtatmmunu alspﬁﬁlcservmep

Key Implications
Rewarding long-service employees supports career employment

0 Unn‘?rm allqcatlon can be an important attraction tool, but allows dollars to “walk out the door+ when short-sorvice
employees leave the System

MG Human Resource Greuittig Slide 46
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Importance

Employer Survey - PERS
m 2. Older Employees tire .

Plan shook) favor older ¢ Iployees Plan should not distinguish
on account of age

Key Comments
m Lengtha tervice should 6e more important man ago m determining retirement borons
m Inflation anddecreases t Salary rwsos am historical In Alaska - Young nood to sao opportunity tt this state

Key Implications

o Rewarding oKtor employees sipporrs career employment

<e Untorm allocation can be dl mpurant attraction tool, but arrows 0MalS lo h|ra|k out the Poor' Mien younger members
feeve the SyStem

Mercer Human Resource Consulting Slide 47
k-i Employer Survey - PERS wow
f P 3. Benefits Build Up
Hn MO Low

Benefits should build up slowly, so ‘early

Benefits should build up quickly, so
leavers' have littie

“early leavers' have good benefits

Key Comments

= Benefits shouldaccrue ata constant rate rather than increase alter so many years of service
» It should not pay to leave system as soon as vested

< Atemployeesare important Early leavers should accrue good benefits

Key Implications
Does not affect career employees who stay untilretroment

o Untorm allocation can bean important attraction tool, but allows doian to ‘walk out the door* when younger members
leave the System

_ ri:jJJ 0
Mercer Human Resource Consulting 0 lItH | *K>
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A Employer Survey - PERS iniHBflang
4. Mid-career Hires L U

I's OK for mid-career hires

Mid-carour hires should
to accruv. smaller benefits

accrue exclient benefits

Key Comments
o This o/Tan me chance lo attract employees with experience

0 TheyshoiMstart at the same porrt as everyone eise When Sarting a newoOeisawre. 0

Key Implications

« Sufficient bonehts lot mic-career hires can be an important tool n ordler lo attract experienced talent
0 Providing higher benefits equals higher cost

ahhd<areer hires may be sacnhcing good bonehts to switch employers

Mercer Human Resource Consulting Slide 49
Importance
Employer Survey - PERS
5. Remaining in Alaska @ a

The System should N0t reward The System shout reward

retirees who remain in Alaska

retirees who remain in Alaska

Key Comments

& They should start at the same pont as everyone else when staring a newjob elsewhere

o Livingin state could benefit the economy  Should ben state for minimum ot 9 months per year to quality
o when people have given and earned their retirement, let them live where they choose without ponalty

Key Implications

0 ProvidingdCOLA re?(ults mhigher System costs, hut Alaskan economy beneTits from additional donas spam by those
whoreman mAlaska
COLAfa residents promotes Ufetong resrdoncy
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Employer Survey - PERS
6. Med Coverage to Term. Vested Members | B .

The System should NOt provide medical

The System should provide medical
coverage to terminated vested members

coverage to terminated vested members

Key Comments

a Thaaroa ntads to b» mntwtd andmodllad to rglt%) control costs |t may ha nocassary to guattfy lor ben»Hs or look
at providing a Hat dollar amount lor benefits with the retiree paying the dffarence

0 Perhaps the madKai benefl could increase lor those who retire trom active serviceidecrease tor those terminated
vested members
o Helps withrecnilment Many come to Alaska lo get vested mme need to encourage this trend

Key Implications
*» Opportunity lor cost savings exists by cutting back medical benefits tor terminated vested members
m By eliminating, employers wouldlose out on a recruiting tool
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Employer Survey - PERS
7. Medical Coverage |
dd  Low

The program should not

The retirement program should
provide medical coverage

provide medical coverage

a 1 ?

Key Comments
& Biggest setting point m recruiting - medcai
o Coverage important. Put retirees could pay a share, perhaps based on years ot services

& Amust'

Key Implications

o Elimination ot medical coverage would lower Systeni costs sigmicantty over tree

& E||m| t|n meqbfalcovea e Wo ddrasncal cra cur ent(aeswgn and hmderattractcfnand retention ol employees
aswe as 0ssibly provicling insurf mentover ret cnt enefits 1o meet retirees’ needs
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A Em ployer Survey - PERS Importance
8. Medical Coverage based on Service L F

The System should provide the same level of

The System shook) provide levels ot medical
medical coverage regardless of years of service

coverage that depend on years of service
<a

| H |

Key Comments

& Thesystem cannotaltord to provide the sama law otmadical cowage  The years ol semce should Da consrdemd
ttwork 20 30 years bonehts should he higher than someone who vast then quits
« Vestedat 10 years otservice « adequate Alter vested lime a met. seme leW ot coverage tor all pamctpints

Key Implications
wm Rewarding long-service employees supports carver employment
m Employees m same tier with dttenng years ot service could potentially have ditterem lew's ol medical cowage
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i J f C 9. Medical Coverage and Medicare H H
S Hh M m

The System should provide medical coverage only to

The System should provide medical coverage to all
those retirees Without access to Medicare coverage

retirees regardless of Medicare eligibility

I 6

1 2 3 4 s e 7

Key Comments
etrm recotvmg medjical cmé/‘fra e shoHI cye coY)erara royided until the retiree reaches Medicare age and then it
shouldbecome a™supplemental poficy and Medicare becomes the primary earner

# ggr%%ﬁﬂﬁ) rb]efore Medicare should oo bated on the years of service, current employment of the rutroe, and ma <mur

s Need to make sure Medicare gaps can be covered
o Not t 'nhdent that Medicare wit be solvent down the road.

Key Implications
A Limiting cove ago would decrease Systa.ii costs over time
* Could result  inadequate medics' covr age for Medicare oligiblQretirees

Slide 54

Mercer Human Resource Cc't .jfInfl

Page ..



Employer Survey - PERS
10. Medical Coverage and Medicare H i

The System should provide medical coverage only to

The System should provide medical coverage to all
those retirees wttn access to Medicare coverage

retirees regardless of Medicare eligibility

mHH HrS

Key Comments
« Medical coverage snomd Suppleriont Medicare up to a me* mumamount pasad on a tormula defermtned by numoar
of years of service

e Reduce beneffiv when eligible tor Medicare Hrer *o early should have option to purchase heath insurance

» Future rvtroos shouto pay their own medical it eligible lor Medicare

Key Implications
o Umlttng coverage w utd decrease System costs over rime
< wimou fetiree medical coverage botore Medicare members would be more Inclined o wort untl Medicare eligible

0 nmedical COV\(/jiege e not oflered by Ihe System to premedicare retirees, access lo health coverage wHbe
significantly reduced
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Employer Survey - PERS
11. Medical Coverage H N‘U
Low

The System should not offer the same medical coverage

The System should offer the same medical coverage
to active and retired members

to active and retired members

HSIH.EE*1 | S

Key Comments

o ProvKfe dolver amouri(t of modest for retirees. Hmaodest coverrge for active employees provides better coverage, grve
retirees option to make co-pay

Those M)oore retired ore less able to provide coverage

Key Implications
o Potential cost savings by providinglesser medical coverage for retired members
Different benefit levels for active and retired members may load to communication and potential equity challenges
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Employer Survey - PERS
12. Retiring Age i R _

Wewantl) be abte to encourage We don'tcare when people retire

retireme'.r ata particular age range

Key Comment*
o Emp Ioi*_s productivity am) contnbution an nor sutjecf ].0 aga so mandatory nttnmantat a cartam age may not be

*» itanava we wit need to discourage early retrement as the erasable workforce decreases

o 20tnd outneeds lo be changed It anyone should be 20 and out | should be law enforcement

Key Implications

» By encouraging retirement at a pedicular age. the System may runthensk ollosing productive members too soon
indtot unproductive members Hanging on" too long
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Employer Survey - PERS
Jt B Retiring after Years of Service

We want to be able to encourage retirement We don’t care when people retire

alter a particular number of years of service

Key Comments

/li'_ .eMtf'v ‘he number otyoars ot service required. tvhen age is nota factor, woutd reduce the cost to the retir tmer*

o Wh*e high salary people are a budget concern, their otpenonce and expertise is a tremendous plus tor a small
organization

As long as tho employoo meets fOb qualifications and is productive. This is the realissue

Key Implications

8/ encouraging retirement at a pedicular number otyears ol servee. the System may runthenskot losing productive
members too scon andor unproductive members Hanging on' too long
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Employer Survey - PERS
14. Early Retirement
Vv

We want to be aMe to encourage early retirement Wedonlcare about encouraging early
with ad hoc enhanced benefits through the plan retirement, or will handle it through other methods

m ® Em - ®m ® H R

Key Comments

o RIP and severance plans which offer early retnm tnt nave been shown lo have a detramental financial effect on the
retirement system

o This would help to manege the wortdomo end take advantage of lite knowledge and skRs of older workers

Key Implications
*» Being able to provide ad hoc enhanced retirement benefits gives me System and individual employers an eddetona’
foot to manage tne workforce
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Employer Survey - PERS
m 15. Retirement Income | B .

We want to provide employees with a specific amount of W o will contribute to our employees retirement,

retirement income they can count on at retirement but each employee should be entirely
e responsible for managing their retirement

Key Comments

= Seems like mis Is defined benefits vs contnbution - which is the key issue lor debate and cannot be answenjdthls
aasly - itneeds economic ano markof analysis on long term ebhty to attractand totem employees

w A delmod contnbution plan would be more predictable. In terms ol costs to the retirement system, ano less expensive
than a defined benefit plan
» Peop'e should be responsible lor themselves Investment advice should bo avalaU t

»» Should notbe a crapshoof

Key Implications
o By not providing members with a specific amount of retremenl Income, members may not be savmg enough rv taking
ttie appropriate responsibility to ensure a comfortable retremenl
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Employer Survey - PERS
16. Investment Risk Responsibility | B .

Employer shook) assume investment risk

Employees shook) assume investment nsk

Key Comments
» Employes jftook) assume rosponsOMy Howmmrampfoyws may »w t Ic unit tmmstmehf opbons to mmimm nsk
‘i Empfoyer shoufd nottssump nvostmpntns*

o Thom should bo o balance between me employee and employer

Key Implications

o Bearing Lheme%glntg ex OSﬁSthe %Yste lo coal igcreasesandvolat . hut can also jhan achieve higher
returns than an matviauc] due toalonger lime hortron and professional management

= Members can often Invest loo conservatively or too aggressively for their given situation and needs

Moreer Human Resoor™.  insulting Slide 61
Impgflgnce
Employer Survey - PERS
18. Inflation Risk Responsibility
Md Low

Employers should adjust benefits

Employees should assume
for post-retirement inflation

post-ratirement inflation risk

2

Key Comments
Il needs economic and market analysis on long term ability to attract and retain employees
& Employees should assume more nsk for post-retirement filiation

~ Employer rates should nSect a more conservative estimatod annual inflation rate and annual filiation adjustments
shoulcthave an annual infiation cap

Key Implications

> ProvKtng post re,tiremen‘in[)liati n rotecHon woulo ensure that the value of member's benefits at retremen
continue to remair, as valuable throdghout thef lifetime

o Provdmg post retirement inflationary protection is a cost to tho System
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Importance
Employer Survey - PERS A

19. Longevity Risk Responsibility O I

Employees should assume longevity nsk Employers should assume longevity nsk

Key Comments
*» Employers can no longer alTonlto sssuma an future cost nasaias

19 Why shotAd an Alaska employer become the lifetime guarantor (and ttattme risk taker) lor at employees?

*9 Employers can assume this risk bolter

<9 It should be the employees obligation to assume some nsk

Key Implications

® Providing longevity protection Is acost to the System

By assuming the longevity nsk. the System could predict and manage it more accurately tor the entire group than any
employee could do individually

«
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Employer Survey - PERS _om

A2 0 . Savings ||
. W, Hh M
The program should permit

The retirement program should heavily
but not push savings

encourage savings in the plan

Key Comments

*9 There are lots otother options « 40t(K)'s, IRA's and 4S7plans Bui at least one should be heaviy pushed to
employee

<9 Employees need to assume more respon.«blity tor then retremenl Programs should bo structured to educate and
encourage employees to save for retirement

*9 Employees should be allowed to contnbuto and enhance their retirement security
Key Implications

o Wrthout strongly encouraging members to contribute to ther retremenl. many w* not have adequate funds to retre

comfortably
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-mployer Survey - PERS -
J H ploy y

Cost of Medical Coverage |

Employer should assume the

Employees should share in
cost of providing medical coverage

the cost of medical ".overage

Key Comments
mJ Employers can no longer afford lo pay "ip ontte.imounl lot medical insurance Employees shook) sham m the cost
o Teachertthtmmislretor salary Does not reflect “high »j ges.” hence this beneltt siioult) be provided

«a The more you share in the cost, the more you make wise decisions

Key Implications

o Members sharing tn the cost ot medical coverage wouldprovide cost savings to the System over time
o Wouldbe asignificant shin from current design and increase financial burden on retirees
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Employer Survey - PERS

22. Cost of Medical Coverage L |
h Md law

Employees should assume responsibility Employer should assume responsibility

for medical cos* increase «. 27

Key f omments

*5 Z.npioyoes should participate ini tedicai cost ncreoses
ain | think the ump/oyvo should hold this responsibiity along with some help from employer

o Cost,shanng is the key_ Then employees willha/o an incentive to be vnser consumers and the system can manage
Cost increaSes mare efficiently.

VA~ fbr medical cost increases

Key Implications
o Membersa turning the responsibility for medica’ cost increases wou'dprovide cost savngs to the System over time
o would be a shift from current design and increase financial burden on retirees,
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A Employer Survey - PERS
JJP P 1 23. Access to Contributions HV
v HO IM Tk
Employoes should have tO access
to plan assets until retirement

Employees should have access to as much of their
own retirement contnbutions ?s legaPy possible

Key Comments
o Smallporuvishould be avatabia for'emorgtncy only"slualion
<» Uthe employee paid to u t!l should be Ihetr choice lo have a whenever and how much they want

a Employees generally have other ddoned comp plans available lo them h, meetemergency needs PERS Is nota
savings plan, buta long-term reliremenl vehicle

Key replications
»> Members may spend reliremenl income during workrvj lifetime and as a result maybe unable lo refse

o The capability ‘o use reliremenl plans for pre-'otiromont needs such as a home purchase can be a valuable benefit

. 8 liHo R7
Mercer Human Resource Consulting liue O#

Importance

Employer Survey - PERS

24. Understandability
v R o

Understandability is the primary concern

B

We Il sacrifice understandability if necessary to
achieve our workforce and benefit objectives

1 .3 4 5 0 7 0 e

Key Comments
=> Employees need to understand this plan

Employers need to provide good communication and sommars to explain plans, but the plan must be stnjctu’ed so i-s
simple enough for the majonty of people to understand.

o

o Raise the bar Ask people to be more responsible
o Employees noed to bo involved m the* retirement

o College should teach n1

Key Implications
Generally a more complex formula can meet n wider vanety of specific objectives

o Members may perceive more value in a retremenl plan that« more understandable
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n ,Employer Survey - PERS IS
25. Tangible and Relevant Plan
B Mo

it's OK if thi> plan is tangible and

Allemployees should find the
relevaf* mainly lo older employees

plan tangible and relevant

1 . ... 6 7 0

| Key Comrents 1

0 Huma. nature a such thatretnment beiiefls are valued more as you approach retement 1/you wantyoung
employees to become wtdiy enthusiast you have to give away the farm

o al/lemployees should be responsible tor their own decisions

*  Allemployees need to sen the benetits of the plan

Key Implicatiort*

o Members may perceive more value m a retirementplan thatis tangible and relevant
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Importance

Employer Survey - PERS

26. Predictability and Stability
Md Low

We want maximum predictability We're willing to accent volatility

and stability of contributions as part of our asset strategy

r . . .+ < 0 . 0 .

o For budgetng purposes. employers need a high degree of predictability
o Governments ha/eto budget They need to | now wha: to expect

& Wide budget swings are hard to deal with

o Asan employer, we're witng to accept volatility as part otour asset strategy, as long as fluctuation isn| too drastic
Such as our mcreasu over the next two years

Key Inplications

o volaihty is tho result ota higher-nsk asset strategy with higher potential rewards
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Employer Survey - PERS

27. Change in Cost
A Hh M9 L™

Aggregate retirement contritutions Marginal cost increases are

should i>e esi thsn the/ore now appropriate v>meet other design goals

8 — 1 m B n

Key Comments
a Employees contribution -a..s ma« need ‘o Inaeasell
a We understand trial cmts are increasing Want to heap plans competitive write keecmg plan costs roasonabm

» [tworld be a tairy tale lo want aggregate retirement contributions to be less than they are now

Key Implications
®» Lcweung contnbutions wt) resultin generally lower level ol benefits tor retirees

= System 6-wefts may or may not be competitive against oeor group tl benelris are decrecsed
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Employer Survey - TRS
f 1 Key

The following pages illustrate the responses to the employer survey sent to all
TRS employers. In total, 36 employers responded. TRS represents employers
of vanous sizes. As a way to show the five largest employers' responses (of
those who responded), we have ii.eluded the letters A - E on the chans to

represent how they answered The employers have been assigned the

following letters:

# Active
Emolovar EmDIlovsos
Anchorage SL) 3,464
Fairbanks North Star Borough SO 988
Matj luska-Susitna Borough SD 936
Kenai Peninsula Borough SD 723
Juneau Bureau SD 372

Meaer Human Resource Consulting

Employer Survey - TRS
1 Long-Service Employees
< P

Plan should favor long-
service employees

Key Comments
o incentives to reduce to,eater turnover always help
o Anything that keeps employees, saves time mrecruitment, hiring, and training

0 Retainin%quali emplgy

retirement ~ Veteran employees deserve re

Key Implications

o Rtwarding long-service employees supports career employment

A

m o © w

Code
Letter

Slide 73

Importance

) M

Plan should not distinguish
on accojnt of length of service

Tes is far more imwar}ggt Employees ter hire consider immediate compensation, not

o Uniform allocation can be an important attraction tool, butallows dollars to ‘walk out the door" when short-service

employees leave the Systom

Mercer Human Resource Consulting
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Employer Survey - TRS Y

J H 2. <Older employees E L
Pt8n should favor older employees Plan should not distinguish
on accountof age

Key Comments
<» Length ol service should be more cn; Ytanlthen age in determining retirement benefits

o Inflation and decreases in sanity rases are historical m Ales** Young need lo see opgodunly is lies stele

& Equalbalance regardless ot age

Key Implications
Rewarding olcler employees suppolz re>eer employment

o Uniformallocation can be an 'mpo>it »attraction too! but stows dollars to “walk out the door+when younger
members leave the Systom

Mercor Human Resource Consulting Slide 75
Importance
Employer Survey - TRS
3. Benefits Build Up |
X MW Low
Benefits should build up quickly, so Benefits should build up slowly, so "early
fearers' have little

"early leavers" have good benefits

H I Rjfl

Key Comment;.
o faorderto saYe costs ina defined benefit plan, bonehts should accnje at a constant rate rather than increase after so
many years ol service

o The ngstem shoul%romote n optm. Lma Horserwce tine that encourages turnover of tho workforce withoutloss of
good éxperience r-hUe providing & decent rohron-ont

Key Implications

o Dos»not affect career employees who stay unma vmet.

o unnoym allocation can be an knporiwt atraction to0l, but t > .vs donars /o “walk out the door” when younger
members leave the Svjtem.
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4t0 mployer Survey - TRS g

—Mid-career Hires

I's OK for mid-career hires

Mid-career hires should
tu accrue smaller benefits

accrue excellent benefits

r . . . . 0 . 6 .

| Key Comments
o This often the chanco to attract employees with experience

Toachersladmmotralors need an infusion of mid-career change people Wa naad that axpenancas and nsrghtm
educating our kids We need lo not penalize them m retirement planning

o

o Mid-career employees probably have other benefits

Key Implications
o Sufficient benefits tor mid-career hires can be an important tod m order to attract experienced talent

0 Providing higher benefits equals highur cord

a Mid-career hires may be sacrificing good  .efits to switch employers
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Employer Survey - TRS III
o LEJL('W

5. Remaining in Alaska

The System should reward

The System should N0t reward
retirees who remain in Alaska

retirees who remain in Alaska

1 2 3 4 5 0 7 0 9

Key Comments

o Rottoes should bo oncouraged to stay in A'aska.

& When people have given and earned their retmment. let them live whero they choose w,tnout penalty
o Alaska needs to promote Holong state citizenship

o spend money whore they want The employee has earned it

Kc-y Implications
o Providing COLA results in higher System costs, but Alaskan economy benefits from additional dollars spont by those
who remain in Alas*»

~ COLA for residents promotes lifelong residency
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46p Employer Survey - TRS I e
6. Med Coverage to Term. Vested Members

The System should not provide medical

The System should provide medical
coverage lo terminated vested members

coverage to terminated vested members

1 . 2 « s ¢ 1 8 .

| Key Comments I
o This area needs to be reviewed and modfiod lo help contra costs It may be necessary 0 quaffy tor benefits orlook
at pmvtdhg a Hat doaar amount tv benefits win tlie retiree payin’; me dlterence

o Helps wdh recruitment Many come to Alaska to get vested we need lo encourage this trend
MedKal coverage shodd be available after vesting and attaining a certam spec!led age tiny f>) or direct retirement |

pnor lo 60

Key Implications
=m0 Opportunity for cost savings exists by cutting beck medical benefits lor terminated vested members

9 By dxdnating employers would lose out on a recruiting tod
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Employer Survey
7. Medical Coverage

The retirement program should The program should not

provide medical coverage provide medical coverage

Key Comments

*9 Biggest soiling pomt In recruiting smedical

=9 Delaying medical coverage will only force potential retxees lo stay in the system longer el the top-end ot salary

Q Coverage Important, but retirees could pay a share, perhaps based on years d sendees

o Medical coverage Is very important But with costs increasing as they ore we need to consider changes to the current

structure

Key Implications
o Ef/iminat-on of med> ai coverage would lower Systom costs significantly over time

& Eliminating medical coverage would drastically change current design and hinder attraction and retention of employees
as well as possibly providing insufficient overall retirement benefits to meet retirees’ needs.

Slide 80

Mercer Human Resource Consulting

Page ..



J |li Employer Survey - TRS 8
8. Medical Coverage hased on Service

The System should provide the same level of

The System shouk) provide levels of medical
medical coverage regardless of years of service

coverage that depend on years of service
*
a

Key Comments
»» Contnbutions lo mMical coverage cotSd be ba m s lomms dnpundmg on ytars ol s»i *o
«. This w* help main teachers beyond 8 year mntnum

re EUgibify tor fuH retirement (20 years) should ma*« one eligible lor ful medical benefss

Key Implications
*» Rewarding tong-sonice employees supports career employment

Employees m same tier wen differing years ol service could potentiely have ddterenl levels olmec cal covers™

Slide t1
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Employer Survey - TRS JaaalMSS-

10. Medical Coverage and Medicare _
Hh Md lon
The System should provide medical coverage only to

The System should provide medical coverage lo all
those retirees with access to Medicare coverage

retirees regardless of Medicare eligibility

i« BnTKB ,hnh ,EDI

Key Comments
Not bemgable lo see into the future to dotermino what Medcaro w4t took like, it would seem irresponsible to not
provtdo retrees with some sense of comfort m a predictable benefit

o

& Medtcal coverage should supplement Medicare up to a maximum amount based on a formula determnod by number
ofyears ofservice

& Medicare should notbo a factor

Key Implications

o Limiting coverage would docroase System costs over time
Without retiree medical coverage before Medicare, members would bo more inclined to work unti Medicare ohgibte

o if medical coverage is not offered by the System to pre-medicare rutroos. access to health coverage wit bo

signtcantty reduced
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EmNPIderSurvey-TRS ITorere:
11. Medical Coverage

The System should NOt offer the same medical coverage

The System should offer the same medical coverage
to active and retired members

to active and retired members

Key Comments

o Provide tfortsr amount oImadicel lorntm s; ! modical cowaga for aclrva emptoy.es provides Heller coverage, jrvo
retirees option lo make co-pay

o Those who are reOreOare less aUe to provipe coverage

> This Is a composite olmany employers Medical bonetlts are a legotletod Sentat the bargaining taUo

Key Implications
m»» Potential cost savings by providing lesser medical coverage lor retired members

o Ddlerent benefit levels lor active and retired members may lead to communication and perceived eguly challenges
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Employer Survey - TRS
12. Retiring Age m E

Mo Ned Low

We want to be able toencoura-je We don'tcare when people retire

retirement at n “mD'tvoiar age range

Key Comments
Employees productivity and contribution are not subfoct to age so mandatory retirement at a certain age may no ‘te
benehctal

The* years of service should determine benefits notthe*age Tho loopholes allowing shod service and full benefits
should bo closed

0 20andoutneeds to be chan J Ifanyone should be 20 and out it should be law enforcement

o

Key Implications
By encouraging retiremen ot a particular ago. tho System may run the rts* of losing productive members too soon
andlor unprofoctrvo members Jmnging on’ too long
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Employer Survey - TRS
13. Retiring after Years of Service

m

We want to be able lo encourage retirement
after a particular number of years of service

We don’t care when people retire

Key Comment*
®» Increasing the number of years of service requred, when age is not e factor. mould reduce the costto me retremenl

system
<a While high salary people are a bodget concern, [THNexperience and atpemsa Is a tremendous plus lor a emal

organization
<* 20years, alleast50, arsmage
Key Implications

«a By encouraging retremenl at a particular number of years olservice me System may run the nsk ollosing productive
members too soon andtor unproductive members "hanging on’ too long
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P 14. Early Retirement | a

We don’t care about encouraging earty

We want to be able lo encourage earty retirement
retirement, or will handle it through ott.ar method >

with ad hoc enhanced be ‘fits through the plan

m

| Key Coraiments |

a rip and severance plans which offer early retremenl have been shovm to have a detrimental financial effect on the

retirement system
Given NBA/union's impact on teaching force per seniority, this is needed to bnng m new blood to the organization

> In tunes of financial stress this wll allow us to be more creetive.

Key Implications
Bong able to provide ad hoc enhanced retremenl benefits gives the System and individual employers an additional

tool to manage the workforce
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Employer Survey - TRS
15. Retirement Income 12 1 -

m
We want to provide employees with a specific amount of
| retirement income they can count on it retirement

We will contribute to our employ? e i retirement,
buteach employee should be entirely
responsible for managing their retrement

Key Comments
o Au *'td conlrtbutlon plan would Dom en pmfictabb in terms ol costs to the retirement system, and >ess expensive
than a defined benefit plan

«a Should not be a crap shoot!

*a Some DexiDiity on this might be useful

Key Implications
» 8y nor providug members with a specific amount of retirement income, members m e/not be saving enough or takng
the appropriate responsibly to ensure a comfortable retirement

Slid® 07
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Employer Survey - TRS Irportance

16. Investment Risk Responsibility S B

Employees should assume investment risk Employer should assume investment risk

Key Comments
o Employees should assume responsibility Howeveremployers may want to limn investment options to minimi/e risk.
& Our employees neither have the time nor tho investment skits to manage n retirement portfolio

o Defined contnbution pians are bad public policy Employer should provide access to a pre-tax dokar investment
program, buta stable retirement income must be in place

Key Implications

o Bearing tho investment risk exposes the System to cost increases and volatility, but can also often achieve higher
returns than an individual due to a longer time horizon and professional management

4> Members can often invest too conservatively or too aggressively for their given situation and needs,
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17. Inflation Risk Responsibility

Employees should assume :
pre-retirement inflation nsk benefits for pre-retirement inflation

M m

Key Comments

» Employers should e<Husl bonelts lor pro-relremenl rtHadon

F Employers should ﬁdlust

>» This should lad by a low years

Key Implica.ions

o Vatue ofbenefits for members "bo terminalu pnor to retremenl can o'odo over tme from inflation
*  Providing pre-retirement inflationary protection is a cost to the System

o Thetrial average pay plan design provides some automatic preretirement inflation protection
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18. Inflation Risk Responsibility I fll
« Hdgh  Hod Lo
Em on{,ees should assume Emploelers should adjust benefits
post-retirement Inflation risk or post-retirement inflation

$

Key Comments

Employees should assume more risk for post-retmment mllaUor

& This should lag by a few years

Key Implications
o Providing post-rots. ment inflationary protection would ensure that the value of member's benefits at retremenl
contnue to remain as valuable throughout their Hfetma

o Providing post-rct.roment inflationary protection is p cost to the System
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19. Longevity Risk Responsibility
Employee* should assume longevity risk MQHSMdMMMW

Key Comments

o Employers can no longer altord to assume a! future cost increases

» Employees need lo be on tho boll <nmis area

Key Implications
= Providing longevity protection Is a costlo lhe System
o Byassuming the longevVy nsk. mo System could predictand manage it more accurately lor the entire group than any

employee could do individually
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20, Savings gj * m
P -0

The retirement program should heavily The program f houk] pé?r?it
encourage savings In the plan bt not push savings

1 .DBH , mmm! , O
2 3 4 5 7 0 9

Key Com"..-" its
Emplcyeesnoeo to assume more responsibility for their retirement Programs should bo structured to educate and
encourage emp»oyees to save for retrement

& Employees should bo allowed to contribute and enhance ther retirement security

o Sawwigs n one plan should encourage long careers

Key Implications
o Without strongly encouraging members to contnbute to their retrement. many w il not have adequate funds lo retire

comfortably
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21. Cost of Medical Coverage

m

Employees should share in
the cost of medical coverafj
s

1 2 3 4 5 5

| Key Comments
o

o
They also contribute via co-pays, deductibles and Medicare Part B premiums

Key Implications

Importance

Employer should assume the
cost of providing medica coverage

a N
H N
7 e 9

Employers can no longer a/lon) lo pay tho entre amount lor medKal risurance Employees should thare in me cost

Taochenadminlistralof salary does notreflect “high wages * hence this benefit should be provided

Employees share m the cost of medtcaf coverage and retirement benefits through thetr active career contnbutions

o Members sharing m the cost of mertcai coverage would provide cost savings to the System over true

o WouKJbe d s/gntcan: shift from current design and increase financial burden on retrees

Me' or Homan ~esoorce Consulting
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22. Cost of Medical Coverage

Emplog_ees should assume responsibility
for mediical cost Increases

5

Key Comments

o The retirement system shoe
responsible tor cost increases

-0 Both should assume cost responsibttles. [TS notether or

Key Implications

Slide 93
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Fgh N Llow

Employer should assume responsibility
for medical cost increases
0

oe responsible tor the management of the medKal coverage white tho relme should bo

* Members assuming the responsibiity lor medKal cost ncreases would provide cost savings to the System over time

o Woufd be o shift from current design and increase faancial burden on retirees
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23. Access to Contributions

Evrwlo /ees shfuld haB/e access fo a? much %‘ their Employees should have no access
own retirement contributions s legally possible 0 plan assets until retirement

Key Comments

e Smalportion should Da avalabla tor'amargancy o n f stuation

x> Access should certainly Da very lImaad

o Only wrth Oonefif otunderstanding ice consequences

Key Implications
» MamDers may spend ranramant Incoma During working uteltme and as a rasun may Da unable to retire

o Tho capabfty lo use retirement plans tor preretirement needs such as a Home purchase can be a valuable benefit
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24. Understandability x|

We'll sacnfice understandability if necessary to

Understandability is the primary concern
achieve our workforce and benefit objectives

Key Comments

o Employers need to provide good commw .ication and seminars to explain plans, but the plan must bo structureds o't is
simple enough tor the ma/orny ot people lo understand

o Lot individuals who wont complexity and flextbi/ty do so on their own apart from this
& itis theirresponsibly to understand n

o Coliege should teach it!

Key Implications
o Generaty a more complex formula c8&>meet a wider variety of specific objectives

o Members may perceive more value in a retirement plan that is more understandable
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25 Tangible and Relevant Plan "

ees should find the It's OK if the plan is tanrglble and

Al emplo;g
plan tangible am’ relevant relevant malnlytooldere ployees

Key Comments
o AHemployees should understand and value tha retireinuntplan

S' Recruiting tool

Key Implications

o Members may perceive nore value in a retirement plan that is tangiblo and relevant

Slide 97

Mercer Human Resource ConsulUig

Employer Survey - TRS I

26. Predictability and Stability

Hdh Nad Low

We're willing to accept volatility

We want maximum predictability
as partofc irasset strategy

and stabi<fv 1 ontnbutions

4 M m

Koy Comments
o For budgeting purposes, employers need a nigh degree of predictability

jn 1l schools are adequately tended. pmBdtb Uy and stable/ are very important Hadequate tundmg is ever
establish volatility can Be more ease, handled

o

a Cantswingin a major way in a short period 5% Is loo much ola swing t-2% is doable

Key Implications
o Volatility Is the result ofa higher nsk asset strategy with higher potential towards

Qirj. QQ
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x» 27. Change in Cost

m

b cost ncteases a
Agoregate retirement contributions _ Marginal cost increases are
sr%%lag be less than they are now appropriate to r%eet othar design goals

S.jnll H H

Key Comments

o Employees contribution rales may need lo ncreaso™

*0 We understand that costs are increasing Want to keep plans competitive while keeping plan costs reasonable
o0 We nave to contain costs or everyone losei,

m Costs need lo be suincienl to do thejob.

Koy Implications
o Lowering contnbutions mil result m generally lower level ol benefits tor retirees

o System benefits may or may not be competitive against peer group it benefits are decreased
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29. Most Important Questions
%

12 3 4 5 6 7 S 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28

(Responses are weighted)

The four most important questions with preferred spectrum comment
m Question # 7: 'The retirement program should provide medical coverage"

e Question #26: "We want maximum predictability and stability of contributions"

« Question #1: "Plan should favor long-service employees"

m Question #6: (The responses did not indicate a significant difference between the two)

e ‘The System should provide medical coverage to terminated vested members'

< "The System should not provide medical coverage to terminated vested members"
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