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"An Act relating to defined contribution systemsfor members ofthe teachers' retirement system
and the public employees' retirement system; and providing for on effective date."

HB 191 is the last of three bills (HB 170 & HB177) introduced by the sponsor in response to the
growing unfunded liability in our state retirement systems.

HB 191 creates new tiers for the Public Employees’ Retirement System (PERS) and Teachers’
Retiremei.t System (TRS). These new tiers involve a substantial shift in the structure of the
retirement systems, from a Defined Benefit (DB) model to that of a Defined Contribution (DCV

In drafting this bill, the sponsor used the Tier Redesign Plan-Alternative 2 proposall,
commissioned by the Division of Retirement and Benefits, with a notable exception. Unlike the
Alternative 2 option wherein members are 100% vested at the time of entering the system, HB
191 creates a graduated vesting system over the first five years of employment.

HB 191 follows a growing trend of public and private pension plans converting from DB to DC
plans for compelling reasons. A 2000 report2offers some historical background of this trend in
the public sector. Since the mid 1990s, government entities are increasingly moving to full or
partial DC plans as a means to provide flexibility and mitigate the risk of significant unfunded
liability. In 1997, Michigan was the first state to move from a DB plan to a pure DC plan.

In drafting HB 191, the sponsor has identified a number of advantages in adopting a DC plan:

» Contribution amount is easily determined, easy to understand and usually constant from
year to year, in the absence of DC amount changes.

1Mercer Human Resource Consulting. "State ofAlaska: PERS  TRS Tier Redesign Study". 2004.
2"Texas House ofRepresentatives: Interim Report 2000, p, 26



 DC plans often provide more income for non-career employees. In the new millennium,
employees will be expected to change employers and careers more often than in the past.

« Account balances may be easily transferred to a terminating employee's next retirement
plan hence the plans tend to be very portable.

 Employer and Employee contributions are allocated to individual accounts. Employees
can easily identify a specific dollar amount that is earmarked for them.

» Pension benefits are continuously fully funded.

» Cost of administration is generally less than for a defined benefit plan.

We believe it is essential for the State of Alaska and other government employers in our state to
be able to attract and retain high quality teachers and employees in order to provide essential
services. A competitive retirement system is one tool to accomplish that objective. We believe
a DC plan for new employees coupled with retirement health benefits and competitive wages
will provide the best all-around method for maintaining a quality workforce in the future. It is
essential that the Legislature take immediate action to address the $5.6 billion unfunded liability
of the PERS and TRS systems. A DC plan will help protect Alaskans from such liabilities in
the future. A DC plan for new hires will not affect the retirement benefits of existing
employees, but will have a positive impact by helping to reduce the unfunded liability over

time.

Menber, House Finence Gonmrittee
Represaative Mke Kellv@levissae &k us
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MKMORANDUM March 14, 2005
SUBJECT: Sectional Summary of HB 191 (Work Order No. 24-LS0461VG)
TO: Representative Mike Kelly
Attn: Heath Hilyard
FROM: Barbara R. Craver

Legislative Counsel

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

As a preliminary matter, note that a sectional summary of a bill should not be considered
an authoritative interpretation of the bill and the bill itself is the best statement of its
contents. 1f you would like an interpretation of the bill as it may apply to a particular set
of circumstances, please advise.

Section 1 This new section lists the sections in AS 14.25 (the Teachers' Retirement
System or TRS) which only apply to teachers first hired before July 1, 2005.

Section 2. This new section adds a new article to AS 14.25 (TRS), which describe the
retirement benefits that only apply to teachers first hired on or after July 1, 2005 (TRS
Tier 3). The new statutes within this bill section are:

Sec. 14.25.310. Listing of the sections which apply to TRS Tie. 3.

Sec. 14.25.320. This retirement system is a defined contribution system intended
to qualify under the IRS as a qualified retirement plan.

Sec. 14.25.330. Provides the purpose of the retirement plan and the effective
dale.

Sec. 14.25.340. Members shall contnbute 10 percent of base salary.

Sec. 14.25.350. Employers shall contribute a percentage of each member's base
salary based on the years of service of a member, with a 100 percent contribution for all
members with five or more years of service.

Sec. 14.25.360. Employers to transmit contributions to the retirement plan.

Sec. 14.25.370. Members are fully vested in all member and employer
contributions as soon as those contributions are made.

Sec. 14.25.380. The distribution rules for the memb r's accumulated balance in
the retirement plan.

Sec. 14.25.390. Terminated members may take the member's balance out of the
plan, subject to limitations for married members (spouses must consent to the refund.)

SPXTIONAL



Representative Mike Kelly
March 14, 2005
Page 2

Sec. 14.25.400. Allows for "qualified domestic relations orders™ (QDROs) which
may require the member’s account to be divided as part of a divorce decree.
Sec. 14.25.410. Provides for members to transfer a distribution from the plan into

another qualified plan.
Sec. 14.25.420. Requires the plan to begin distribution to members no later than

the member’s "required beginning date." Distribution must begin due to various
circumstances, such as death of the member, date of a distribution election, date of
retirement or the member attaining 70 1/2 years of age.

Sec. 14.25.430. Provides for how beneficiaries of the member's account are to be

determined if the member dies.
Sec. 14.25.440. The retirement plan must make adjustments to the members'

account as provided in this section.
Sec. 14.25.450. Adjustments required under AS 14.25.440 may be waived by the

board upon an appeal by a member or beneficiary.
Sec. 14.25.495. Definitions for Tier 3 sections.

Section 3. Amends AS 14.40.671 which concerns University of Alaska teachers and the
transfer of assets from a state retirement program into the University's program to include
references to TRS Tier 3 and the new Public Employees' Retirement System Tier 4

(PERS Tier 4.)

Section 4. This new section lists the sections in AS 39.35 (the Public Employees'
Retirement System or PERS), which only apply to members first hired before July 1,

2005.

Section 5. This new section adds a new article to AS 39.35 (PERS), which describe the
retirement benefits that only apply to members first hired on or after July 1 2005 (PERS
Tier 4). The new statutes within this bill section arc:

Sec. 39.35.700. The sections which apply only to PERS Tier 4.

Sec. 39.35.710. This retirement system is a defined contribution system intended
to qualify under the IRS as a qualified retirement plan.

Sec. 39.35.720. Members serving as peace officers or fire fighters shall
contribute 8.5 percent of compensation, and others shall contribute eight percent of
compensation.

Sec. 39.35.730. Employers shall contribute a percentage of each member's base
salary based on the years of service of a member, with a 100 percent contribution for all
members with five or more years of service.

Sec. 39.35.740. Members are fully vested in all member ard employer
contributions as soon as those contributions are made.

Sec. 39.35.750. The distribution rules for the member's accumulated balance in
the retirement plan.

Sec. 39.35.760. Terminated members may take the member's balance out of the
plan, subject to limitations for married members (spouses must consent to the refund.)
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Sec. 39.35.770. Allows for "qualified domestic relations orders” (QDROs) which
may require the member's account to be divii ;d as part of a divorce decree.
Sec. 39.35.780. Provides for members to transfer a distribution from the plan into

another qualified plan (rollovers).
Sec. 39.35.790. Requires the plan to begin distribution to members no later than

the member's "required beginning date.” Distribution must begin due to various
circumstances, such as death of the member, date of a distribution election, date of

letirement or the member attaining 70 1/2 years of age.
Sec. 39.35.800. Provides for how beneficiaries of the member's account are to be

determined if the member dies.
Sec. 39.35.810. The retirement plan must make adjustments to the members'

account as provided in this section.
Sec. 39.35.820. Adjustments required under AS 14.25.440 may be waived by the

board upon an appeal by a member or beneficiary.
Sec. 39.35.830. Provides that the Alaska State Pension Investment Board is the

manager and fiduciary of the retirement fund.
Sec. 39.35.850. Provides for contributions and service credit for qualified

military service under federal law.
Sec. 39.35.860. Provides that the retirement funds held for a member are not

subject to taxation or seizure.
Sec. 39.35.870. Provides the time limit for an application for distribution.

Sec. 39.35.880. Makes defrauding the retirement system a Class A misdemeanor.
Sec. 39.35.895. Definitions for PERS Tier 4 sections.

Section 6. Tells the Revisor of Statutes to change the terms used in the TRS and PERS
statutes to conform to the changes in the retirement plans made in this bill.

Section 7. The effective date section.
If I may be of further assistance, please advise.

BRC:jad
05-157.jad
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SUM M ARY
CSHB 191 ( )

Key Comimiftnt 1B 191 - # *
Pure Defined Yes
Contribution t an?
Employee Cot mhution  TRS
Rates 10%

PERS

Public Safety 8.5%

Others 8%
Employer Contribution ~ Employer contributions will eventually reach 8% for TRS and 8.75%
Rates (Retirement/Non-  for PERS over the course of a five year period in ihe following

medical) increments:

Year 1- 0%

Year 2 - 25%
Year 3 - 50%
Year4-75%

Year 5 - 100%
(*g 3;Pp 14-15)

Vesting 100%> at the time of enrollment

Medical Benefits Yes. There are two components of the medical benefits provided in
(Health Reimbursement this bill depending upon the members’ status (active or retired).
Arrangement if Retiree Major

Medicallnsuranee) Health Reimbursement Arrangement

Established under AS 39.30.300, which creates a managed “trust”
account, which is comprised of an employer co itribution in ihe



Investment Flexibility

Rollovers

Transfer Existing
Employeesto DC

State Financial
Assistance

Sinmrary
HB 141
2

lamount of 1% employees average annual compensation not to exceed
$500.

Retiree Maior Medical Insurance

As noted above, as part of the employer contribution to the individual
retirement accounts, the employer will pay 3.75% to provide for an
insurance benefit at the time of retirement. In order to access this
benefit a member must meet one of several criteria. In summary,
these are:

* The member must retire directly from the system;

* In order to retire, the member must have 30 years of service
to the system or be 65 and have at least 10 years of service
with the system

» The member has been an active member for the whole school
year during the 12 months prior (TRS only)

Yes. A member’s ability to select from a number of investment
options is expressly provided for.

Yes. This newest version of HB 191 includes provides to allow
rollovers to and from qualified programs.

Yes. This version provides a one-year enrollment period, from the
effective date of the bill, for existing non-vested employees to
transfer their current balances to the DC plan.

No. This plan makes no provision for a specific funding source to
help mitigate current or future employer liability.



FISCAL NOTE

STATE OF ALASKA Fiscal Note Number:
2005 LEGISLATIVE SESSION Bill Version' HB191
0 Publish Date.

Revision Date/Time (Note ifconrectian): Dept Affected: Adhinistration
Titde An Act relaiin © TRS and PERS aeatiga  RDU Certralized Adhinistrative Servioes
defined antributian and health reimbursement plans Component Retirement and Barefits
Sponsor Representative kelly
Requester House State Affairs Component No. &4
Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not incluce nflatian unlless otherwise noted bellow.
OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Personal Services 265.5 216.5 152.1 152.1 =1 =1
Trael 375 17.5 35 5.0 50 5.0
Contrectual 587.0 317.0 #A2.0 387.0 387.0 3870
Suplies 18.0 5.0 50 5.0 50 5.0
Equipment 0.0
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 938.0 556.0 502.6 50.1 509.1 59.1

CAPITAL EXPENDITURES
ICHANGE INREVENUES ( )

FUND SOURCE (Thousands of Dollars)
1002 Federal Receiipts

1003 GF Match

1004 GF 938.0 556.0 502.6 549 1 510.1 540.1

1005 GF/Program Receipts
10. GFMNVental Health

Other Gecafy Typo-Do ot adoreviate)
TOTAL 938.0 556.0 52.6 50.1 541 50.1
Estimate of any current year (FY2005) aost: 0.0
Check this box (X)) iffunding for this hilll is included in the Governor™s FY 2006 budget proposal :
POSITIONS
Rl me
Part-tine
Temporary

ANALYSIS:  (Attach a separate page ifnecessary) _
This bill will create a new defined contribution retirement plan and a health reimbursement arrangement for

new employees of the PERS and TRS hired after the effective date of July 1. 2005. As the new plan
significantly c'i'fers from the current defined benefit plans, the division will be required to reprogram its
computer systems, set up and account for two new plans, create new plan publications and forms, train staff,
employer contacts and new members, create new employee benefit education methods on the web, benefit
seminars and one on one appointments, and to contract for financial planning services for members of the
new plan. The fiscal note assumes fund manager fees, custody, and record keeper's individual account fees

are separata.

Prepared by:  Melanie Millhom, Director Phone 465-4408
Divisiin Retirement and Berefits Date/Time 3/29/05 2:18 PM
Approved by:  Mike Tibbies, Deputy Commissioner Date 3/29/2005
Agency Department of Administration

Rvised 9212004 OVH Page 1o0f2
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Si ATE OF ALASKA
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ANALYSIS CONTINUATION

The estimated administrative costs to the division by fiscal year are as follows:
FY 2006

PERSONAL SERVICES:
1 -Analyst-F'gmr 1l -DC-Benefits Sys -R 16
1*Accountant Il -Range 16 P/T
1-R&B Tech I/II-ER Rpting/Contrib. Recon.-Range 12. P/T
1-Non Permanent Publications Tech Il or Spec | -Rangn 13
1-Non Permanent Retirement Counselor -Range 18

TRAVEL:
Employer Reporting Software Upgrade Install S Help
Employer Plan Education
Regional Counselor travel

CONTRACTUAL:

Communications & Postage

Computer system mods -Employer Reporting

Computer system mods -PERS /TRS Record Integration
Computer system mods -DC /Web /Remit Modules
Audit, Accting, Tax, Benefits Consulting, Legal

Training \ Risk Management

Employee financial planning services

SUPPLIES: Office supplies, calculators, desk-top software
EQUIPMENT: Workstation & cubicle, chairs, file cabinets, computers,
telephone, set-up costs

TOTAL

64.4
41,0
46.7
49.0
64.4
265 5

30.0
7.5
0.0

37.5

82.0
80.0
80.0
80.0
100.0
15.0
150.0
587.0

18.0

300
48.0

938.0

BILL NO. HB 191

FY 2007

64.4
41.0
46.7
0.0
64.4
216.5

15,0
0.0
2.5

175

17.0
5.0
5.0

10.0

75.0
5.0

200.0
317.0

5.0

0.0
5.0

5560

FY 2008 FY 09-11

64.4 64.4
41.0 41.0
46.7 46.7
0.0 0.0
0.0 0.0
152.1 1521
0.0 0.0
0.0 0.0
35 5.0
35 5.0
17.0 17.0
5.0 5.0
50 5.0
10.0 10.0
50.0 50.0
5.0 0.0
250.0 300.0
342.0 387.0
5.0 5.0
0.0 0.0
5.0 5.0
502.6 549.1

The above funding source is initially listed as General Fund because the exiting tiers of PERS /TRS are Defined
Benefit plans, and the present DC plans. SBS and DCP are legally separate from the intended plan. The new tier

members would have to repay the startup costs through fees as the size of the fund grows.

The new plan effective date is July 1. 2005. Therefore, startup costs will start in FY 05, although they have not been
provided for. Further, such startup costs also have the same issue, they really are not costs of the PERS and TRS
Defined Benefit plans. Tiers 1, 2, and 3 are logically related, tier 4 PERS and Tier 3 TRS would not be. The purpose of
the bill is to separate the DB und DC side. Some arrangement wi'l have to be worked out to allow expenditure of funds

for the startup that will be reimbursed later,
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C'S FOR HOUSE BILL NO. 191( )
IN THE LEGISLATURE OF THE STATE OF ALASKA
TWENTY-FOURTH LEGISLATURE - FIRST SESSION

BY

Offered-
Referred:

Spomor(s): REPRESENTATIVE KELLY

A BILL
FOR AN ACT ENTITLED
"An Act relating to the teachers' and public employees' retirement systems and creating
defined contribution, medical insurance benefits, and health reimbursement plans for
members of the teachers' retirement system and the public employees' retirement

system who are first hired on or after July 1, 2005; and providing for an effective date.
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

*Section 1 AS 14.25 is amended by adding a new section to read:
Article 1. Teachers First Hired before July 1,2005.
Sec. 14.25.005. Applicability of AS 14.25.005 - 14.25.012, 14.25.040 -
14.25.169, 14.25.173, 14.25.175, and '4.25.220. Theprovisions of AS14.25.005 -
14.25.012, 14.25.040 - 14.25.169, 14.25.173. 14.25.175, and14.25.220 apply onlyto

members first hired before Juiy 1, 2005.

* Sec. 2. AS 14.25.220(41) is amended to read:
(41) ‘"system" means the Teachers' Retirement System of Alaskaa

which includes all retirement plans in this chapter;

-1- CSHB 191( )
New Text Underlined [DELETED TEXT BRACKETED]
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*See. 3. AS 14.25.220 isamended by adding a new paragraph to read:

(46) "plan" means the defined benefit retirement plan provided to

members in AS 14.25.005 - 14.25.012, 14.25.040 - 14.25.169, 14.25.173, 14.25.175,

and 14.25.220.

*See. 4. AS 14.25 is amended by adding new sections to read:

Article 2. Teachers First Hired on or after July 1, 2005.

See. 14.25.310. Applicability of AS 14.25.310- 14.25.495. The provisions of
AS 14.25.310 - 14.25.495 apply only 10 members first hired or. or after July 1, 2005.

See. 14.25.320. Defined contribution retirement plan established; federal
qualification requirements, (a) A defined contribution retirement plan for teachers
of the state is created.

(b) The retirement plan established by AS 14.25.310 - 14.25.495 is intended to
qualify under 26 U.S.C. 401(a) and 414(d) (Internal Revenue Code) as a qualified
retirement plan established and maintained by the state for its employees, for the
employees of school districts and regional educational attendance areas in the state,
and for the employees of other employers whose participation is authorized by
AS 14.25.310- 14.25.495 and who participate in this plan.

() An amendment to AS 14.25.310 - 14.25.495 does not provide a person
with a vested right to a benefit if "he Internal Revenue Service determines that the
amendment will result in disqualification of the plan under the Internal Revenue Code.

Sec. 14.25.330. Purpose and effective date. (a) The puipose of
AS 14.25.310 - 14.25.495 is to encourage qualified teachers to enter and remain in

service with participating employers by establishing a defined contribution retirement

plan on behalf of the members.

(b) All eligible employees first hired on or after July 1, 2005, shall participate

in the plan set out in AS 14.25.310 - 14.25.495 in which retirement and death benefits

are provided through the purchase of annuity contracts, either fixed, variable, or a

combination of fixed and variable.
Sec. 14.25.340. Contributions by members. Each member shall contribute

to the plan an amount equal to 10 percent of the member's compensation accrued from

July 1to the following June 30. The employer shall deduct the contribution from the

<IIB 191( ) -2-
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member’s salary at the end of each payroll period, and the contribution shall be
credited by the plan to the member individual account. The contributions shall be
deducted from employee compensation before the computation of applicable federal
taxes and shall be treated as employer contributions under 26 U.S.C. 414(h)(2). A
member may not have the option of making the payroll deduction directly in cash
instead of having the contribution picked up by the employer.

See. 14.25.350. Contributions by employer, (a) An employer shall
contribute to the plan a maximum of eight percent of each member's compensation
accrued from July 1to the following June 30 as provided in this section.

(b) The maximum employer contribution rate to a member's individual

account is 4.25 percent of each member’s compensation from July 1 to the following

June 30.
(c) The maximum employer contribution rate for retiree major medical

insurance is 3.75 percent of each member's compensation from July | to the following
June 30. This contribution shall be paid into the group health and life benefits fund
established by the commissioner of administration under AS 39.30.095 and shall be
accounted for in accordance with regulations established by the commissioner.

(d) Employer contributions under (b) and (c) of this section are graduated as a
percentage of the maximum employer contribution rate based upon the employee's
years of service with the employer. The employer contribution during the member's

(1) first year of service with the employer is zero percent;
(2) second year of service with the employer is 25 percent of the

maximum employer contribution rate;
(3) third year of service with the employer is 50 percent of the

maximum employer contributor! iate
(4) fourth year of service with the employer is 75 percent ol the

maximum employer contribution rate;
(5) fifth and all subsequent years of service with the emj 'oyer is 100

percent of the maximum employer contribution rate.

(e) For purposes of this section, "year of service" has the meaning given in

AS 14.25.220. except part-time service shall be credited on a pro rata basis only if the

3 CSHB 191( )
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part-time ser ‘ice was for regular employment that is at least 50 percent of full-time
service.

See. 14.25.360. Transmittal of contributions, (a) All contributions
deducted in accordance with AS 14.25.340 shall be transmitted to the plan for deposit
in the retirement fund not later than 15 days following the close of the payroll period,

with the final contributions due for any school year transmitted not later than July 15.

(b) The contributions of employers under AS 14.25.350 must be transmitted to

the plan for deposit in the retirement fund at the close of each pay period. If the
contributions are not submitted within 15 days after the close of each payroll period,
interest must be assessed on the outstanding contributions at one and one-half times

the most recent actuarially determined rate of earnings for the plan from the date that

contributions were originally due. In addition, the amount of the contributions and

interest may be deducted by the Department of Education and Early Development
from the state funds due the school district and the amount so deducted transmitted to
the plan for deposit in the retirement fund. Amounts due from the University of
Alaska and interest as prescribed in this section may be deducted by the commissioner
of administration from any state funds due the University of Alaska and the amount
deducted transmitted to the administrator for deposit in the retirement fund.

Sec. 14.25.370. Retirement benefits and vesting. A member is immediately
and fully vested in that member's contributions and in the employer contributions
made on that member's behalf to the member's individual account.

Sec. 14.25.380. Investment of individual accounts, (a) The board shall
provide a range of investment options and permit a participant to exercise investment
control over the participant's assets in the member's individual account as provided in
this section. Ifa participant exercises control over the assets in the individual account,
the participant is not considered a fiduciary for any reason on the basis of exercising
that control.

(b) A participant may direct investment of plan funds held in an account
among available investment funds in accordance with rules established by the board.

(c) A participant may elect to chance or transfer all or a portion of the

participant's existing account balance among available investment funds not more

4

191( ) -4-
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often than once each day in accordance with the rules established by the administrator.
Jnly the last election received by the administrator before the transmittal of

contributions to the trust fund for allocation to the individual account will be used to

direct the investment of the contributions received.
() Except to the extent clearly set out in the temis of the investment plans

offered by the employer to the employee, the employer is not liable to the participant
for investment losses if the prudent investment standard has been met,

) The employer, administrator, state, board, or a person or entity who is
otherwise a fiduciary is not liable by reason for any participant's investment loss that
results from the participant's directing the investment of plan assets allocated 1o the
participant’s account.

(0 To the extent that a member’s individual account has been divided as
provided in a qualified domestic relations order between participants, each participant
shall be treated as the holder of a separate individual account for purposes of
investment yields, decisions, transfers, and time limitations imposed by this section.

(0) In this section, "participant” means the person who has a vested right to an
individual account, such as a member, an alternate payee il the account is subject to a
qualified domestic relations order, the member's beneficiary il the member is
deceased, or an alternate payee's beneficiary if the alternate payee is deceased.

Sec. 14.25.390. Distributions of member individual account, (a) A
member is eligible to receive distribution of that person’s member individual account
upon termination of service.

(b) Upon the death of a member or terminated member, the member individual
account of that deceased member is considered to belong to the designated
beneficiary, if any, of that deceased member. If a valid nomination ol a designated
beneficiary is not on file with the board, the board, in a lump sum distribution, shall
distribute the member individual account to a legal representative, it any. of the
deceased member's estate.

(c) A former member or designated beneficiary may elect one or a

combination of several of the following methods of distribution of the member

individual account:

-5- CSHB 191( )
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(1) alump sum distribution to the recipient;

(2) a lump sum direct rollover to another qualified plan, to the extent
allowed by federal law;

(3) periodic distributions, as authorized by the board;

(4) no current distribution, in which case the accumulated balance
must remain in the plan until theformermember ordesignated bcncfidary elects  a
method or methods ofdistribution under thissubsection, to the extent allowedby
federal law.

(d) If the former member's individual account balance is less than $5,000, the
board shall automatically refund the member's individual account balance upon
termination of employment. The member may waive the refund if the member
submits a written statement to the board, within 120 days after termination, requesting
that the member's individual account balance remain in the plan.

Sec. 14.25.400. Refund upon termination, (a8) EXxcept as provided in (b) of
this section, a terminated member is entitled to a refund of the balance of the member
individual account.

(b) A member who is terminated and who is married at the time ofapplication
for a refund or whose rights to a refund are subject to a qualified domestic relations
order is entitled to receive a refund of the balance of the member individual account
only if the member's present spouse and each person entitled under the order consent
to the refund in wiiting on a form provided by the administrator. The administrator
may waive written consent from the person entitled under the order if the
administrator determines that the person cannot be located or for other reasons
established by regulation. The administrator may waive written consent from the
spouse if the administrator determines that

(1) the member was not married to the spouse during any period of the

member's employment with an employer;
(2) the spouse has no rights to benefits underAS 1425.310 -

14.25.495 because of the terms of a qualified domestic relations order;

(3) the spouse cannot be located,;

(4)the member and spouse have been married for less than two years

CSIIB 191( ) -6-

New Text Underlined (DELETED TEXT BRACKETED]



WORK DRAFT WORK DRAFT 24-LS0461U

and the member establishes that they are not cohabiting; or
(5) another reason established by regulation exists.

Sec. 14.25.410. Rights under qualified domestic relations o.der. A former
spouse shall be treated as a spouse or surviving spouse under AS 14.25.310 -
14.25.495 to the extent required by a qualified domestic relations order. Rights under
the order do not take effee* until ihe order is filed with the administrator.

Sec. 14.25.420. Rollover distributions and rollover contributions, (a) A
teacher entering the plan may elect, at the t ac and in the manner prescribed by the
administrator, to have all or part of a direct rollover distribution from an eligible
retirement plan owned by the member paid directly into ihe member's individual

account.
(b) Rollover contributions do not count as a purchase of membership service

for the purpose of determining year, o 'service.

(c) A distributee may elect, at the time and in the manner prescribed by the
administrator, to have all or part of an eligible rollover distribution paid directly to an
eligible retirement plan specified by the distributee in the direct rollover

(d) In this section.
(1) “direct rollover" means the payment of an eligible rollover
distribution by the plan to an eligible retirement plan specified by a distributee who is

cligi le to elect a direct rollover;
(2) “distributee™ means a member or a beneficiary who is the surviving

spouse of the member or a former spouse;
(3) "eligible retirement plan” means
(A) an individual retirement account described in 26 U.S.C.

408(a);
(B) an individual retirement annuity defined in 26 U.S.C.

408(b);
(C) an annuity plan described in 26 U.S.C. 403(a);
(D) aqualified trust described in 26 U.S.C. 401(a);
(E) an annuity plan described in 26 U.S.C. 403(b); or
(F) agovernmental plan described in 26 U.S C. 457(b);
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(@) "eligible rollover distribution™ means a distribution ofall or part of
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a total account to a distributee, except for
(A) distribution that is oneof a scries of substantially equal

installmer payable not less frequently than annually over the life expectancy

of the distributee or the joint and last survivor life expectancy of the distributee

and the distributee's designated beneficiary, as defined in 26 U.S.C. 401(a)(9);
(B) a distribution that is one of a series of substantially equal

installments payable not less frequently than annually over a specified period

of 10 years or more;
(C) adistribution that is required under 26 U.S.C. 401(a)(9);
(ID) the portion of any distribution that is not includable in
gross income;
(E) adistribution that is on account of hardship; and
(F) other distributions that are reasonably expected to total less
than $200 during a year.

Sec. 14.25.4.-0. Distribution requirements, (a) Ihe entire interest of a
member must be distributed or must begin to be distributed not later than the member's
required beginning date.

(b) If a member dies after the distribution of the member's interest has begun
but before the distribution has been completed, the remaining portion of the interest
shall continue to he distributed at least as rapidly as under the method of distribution
being used before the member's death.

(c) If a member has made a distribution eL :tion and dies before the
distribution of the member's interest begins, distribution of the member's entire interest
shall be completed by December 31 of the calendar year cr -taining the fifth
anniversary of the member’ death. However, if any portion of the member's interest
is payable to a designated beneficiary, distributions may be made over the life of the
designated beneficiary or over a period ceitain not greater than the life expectancy of
the designated beneficiary, commencing on or before December 31 of the calendar
year immediately following the calendar year in which the member died, and. if the

designated beneficiary is the member's surviving spouse, the date distributions are

CSHB 191( ) 8
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required to begin may not be earlier than the later of December 31 of the calendar year
(1) immediately following the calendar year in which the number died, or (2) in which
the member would have attained 70 1/2 years of age, whichever is earlier. If the
surviving spouse dies after the member but before payments to the spouse have begun,
the provisions of this subsection apply as if the surviving spouse were the member.

(d) If a member has not made a distribution election before the member's
death, the member's designated beneficiary must elect the method of distribution not
later than December 31 of the calendar year (1) in which distributions would be
required to begin under this section, or (2) that contains the fifth anniversary of the
date of death oi the member, whichever is earlier. 1 the mcmocr does not have a
designated beneficiary or if the designated beneficiary does not elect a method of
distribution, distribution of the member's entire interest must be completed by

December 31 of the calendar year containing the fifth anniversary of the member's

death.
(e) For purposes of (c) of this section, distribution of a member's interest is

considered to begin (1) on the member's required beginning date, or (2) il the
designated beneficiary is the member's surviving spouse and the surviving spouse dies
after the member but before payments to the spouse have begun, on the date
distribution is required to begin tc the surviving spouse. If distribution in th ? form of
an annuity irrevocably commences to the member before the required beginning date,
the date distribution is considered to begin is the date that the distribution actually
commences.

(f) Notwithstanding any contrary provisions of AS 14.25.310 - 14.25.495. the
requirements of this section apply to all distributions of a member's interest and take
precedence over any inconsistent provisions of AS 14.25.310-14.25.495.

(g) All distributions required under this section arc determined and made in
accordance with 26 U.S.C. 401(a)(9) and regulations adopted under that statute,

including any minimum distribution incidental benefit requirement.

(h) In this section,
(1) "designated beneficiary” means the individual who is designated as

the beneficiary under the plan in accordance with 26 U.S.C. 40!(.i'j(<>) ar.d regulations
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adopted under that statute;
(2) “interest" means the accumulated balance in the member's

individual account;
(3) "required beginning date” means the first day of April of the

ca'endar year following thecalendar yearin which the member either attains 70 1/2

years of age or actually retires,whichever islater.

Sec. 14.25.440. Designation of beneficiary, (a) Each member shall
designate the beneficiary or beneficiaries to whom the administrator shall distribute

benefits payable under AS 14.25.310 - 14.25.495 a* * consequence of the member's

death. Notwithstanding a previous designation of  neficiary, a person who is the

spouse of a member at the time of the member's death automatically becomes the

designated beneficiary if the spouse was married to the member during part of the

member’s employment for an em rlayer

(1) except to the ecfent a qualified domestic relations order filed with

the administrator provides for payment to a former spouse or other dependent of the

member; or
(2) unless the member filed a .evocation of beneficiary accompanied
by a written consent to the revocation from the present spouse and each person entitled
under the order; however, consent of the present spouse is not required if the member
and the present spouse had been married for less than two years om the date of the
member's death and if the member established when filing the revocation that the
member and the present spouse were not cohabiting.

(b) Except as provided in (a) cf this section, the member may change or
revoke the designation without notice to the beneficiary or beneficiaries at any time.
If a member designates more than one beneficiary, each shares equally unless the
member specifies a different allocation or preference. The designation of a
beneficiary', a change or n vocation of a beneficiary, and a consent to revocation of a
beneficiary shall be made on a form provided by the administrator and is not effective

until filed with the administrator.

(c) Ifa member fails to designate a beneficiary, or if no designated beneficiary

survives the member, the death benefit shall be paid

CSITB 19t( ) -ID-
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/1) to the surviving spouse or, if there is none surviving;
(2) iu "he surviving children in equal parts or. if there are none

surviving;
"T-) to the surviving parents in equal parts or, if there arc none

surviving;
(4) to the estate.
(d) \ person claiming entitlement to benefits payable under AS 14.25.310 -

14.25.495 if aconsequence of a member's death shall provide the administrator with a
marriage certificate, divorce or dissi hn on judgment, or other evidence of entitlement.
Documents establi'*hing entitlement may be filed with the administrator immediately
after a ch;iroe in the member's marital status. If the administrator does not receive
notification of a claim before the date 10 days after the member's death, the person

claiming entitlement is not entitled to receive from the division of retirement and

benefits any benefit already paid by the administrator.

Sec. 1-.25.450. Retirement, (a) In order to obtain medical benefits under
AS 14.25.461) and access to the health reimbursement arrangement plan under
AS 39.30.300, i member must retire directly from th plan. A member is eligible to
retire from the plan if the member has been an active member for the whole school
year during the 12 months before application for retirement and

(1) ;he member has at least 30 years of service: or
(2) the member reaches the normal retirement age of 65 years of age
and has at least 10 years of service.

(b) A member must apply to the administrator for retirement and medical
benefits enrollment. Application shall be made on forms and in the manner prescribed
by the administrator

(c) A member who continues in ihe employ of the employer after reaching
normal retirement age shall continue to participate in the plan and to have

contributions allocated to the member's account.

Sec. 14.25.460. Medical benefits. \a) The medical benefits available to
eligible persons are access to the retiree major medical insurance plan and to the

health reimbursement arrangement. Access to the retiree major medical insurance

-11- CSHB 191( )
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plan means that an eligible person may not be denied insurance coverage e'-“cpt for
failure to pay the required premium.
(b) The following persons are eligible for the retiree major medical insurance

plan provided under this section and the heaith reimbursement arrangement:
(1) a member with at least 30 years of service and who retires directly

firm the plan:
(2) the surviving spouse of a member who elected coverage under (1)

of this subsection;
(3) a mcmbci who reaches the normal retirement age of 65 years of

age, has at least 10 years of service, and retires directly from the plan;

(4) the surviving spouse of a member who elected coverage under (3)
of this subsection.

(c) Retiree major medical insurance plan coverage elected by an eligible
member under this section covers the eligible member, the spouse of the eligible
member, and the dependent children ot 'be eligible member.

Cd) Retiree major medical insurance plan coverage elected by a surviving
spouse of an eligible member under this section covers the surviving spouse and the
dependent children of the surviving spouse.

(e) Major medical insurance coverage takes effect on the first day of the
month following the dale of the election and stops when the person who elects
coverage under (b) of this section dies or fails to make a required premium payment.

(f) The coverage for persons 65 years of age or older is the same as that
available for persons under 65 years of age. The benefits payable to those persons 65
years of age or older supplement any benefits provided under the federal old age,
survivors and disability insurance program.

(g) The medical and optional insurance premiums owed by the person who
elects cove/age under (b) of this section maybe deducted from the health
reimbursement arrangecvent. If the amount of the health reimbursement arrangement
becomes insufficient to pay the premiums, the person who elects coverage under (a) of

this section shall pay the premiums directly.

(h) The cost of premiums for retiree major medical insurance coverage for an

CSHB 191( ) -12-
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eligible member or surviving spouse who is
(1) not eligible for Medicare is an amount equal to the full monthly

group premiums for rei rce major medical insurance coverage;
(2) eligible for Medicare, is the following percentage of the premium
amounts established for retirees who are eligible for Medicare:

(A) 30 percent if the member had 10 or more, but less than 15,

years of service;
(B) 25 percent if the member had 15 or more, but less than 20,

years of service;
(C) 20 percent if the member had 20 or more, but less than 25,

years of service;
(D) 15 percent if the member had 25 or more, but less than 30,

years of service;

(E) 10 percent ifthe member had 30 or more years of service.

(i) The eligibility for and cost of premiums for retiree major medical insurance
coverage for an alternate payee under a qualified domestic relations order shall be
determined based on the years of service of the member to which the alternate payee is
entitled under the order.

(1) A person who is entitled to retiree major medical insurance coverage shall

(1) be informed by the administrator in writing
(A) that the health insurance coverage available to retired

members may be different from the health insurance coverage provided to

employees:
(B) of time limits for selecting optional health insurance

coverage and whether the election is irrevocable; and
(2) indicate in writing on a form provided by the administrator that the
person has received the information required by this subsection and whether the

person has chosen to receive optional health insurance coverage.

(k) The monthly group premiums for retiree major medical insurance coverage
are established by the administrator in accordance with AS 39.30.095. Nothing in
AS 14.25.310 - 14.25.495 guarantees a person who elects coverage under (a) of this
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section a monthly group premium rate for retiree major medical insurance coverage

other than the premium in effect for the month in which the premium is due for

coverage for that month.
(/) In this section.

(1) "health reimbursement arrangement” means the plan established in
AS 39.30.300;

(2) Mretires directly from the plan” means that the member is an active
member at the time that the member applies to the administrator for retirement and
medical benefits enrollment and that the member continues as an active member up
through the day before the day the member is eligible for medical benefits enrollment.

Sec. 14.25.495. Definitions. In AS 14.25.310 - 14.25.495, unless the context
requires otherwise,

(1) "administrator” has the meaning given in AS 14.25.220;

(2) "beneficiary” means a person designated by a member to receive
benefits that may be due from the plan upon the member's death;

(3) "board" has the meaning given in AS 14.25.220;

(4) "compensation" has the meaning given in AS 14.25.220;

(5) "employer" has the meaning given in AS 14.25.220;

(6) "fund" means the assets of the plan;

(7) "Internal Revenue Code™ has the meaning given in AS 14.25.220:

(8) "member" has the meaning given "teacher” in AS 14.25.220;

(9) "member individual account” means the total maintained by the

plan of the member's mandatory contributions, employer contributions on behalf of the

employee, and interest;
(10) "military service™ has the meaning given in AS 14.25.220;
(11) "plan™ means the defined contribution retirement plan established

in AS 14.25.310- 14.25.495;
(12) qualified domestic relations order" has the meaning given in

AS 14.25.220;

(13)  "retirement fund” or "fund" has the meaning given in
AS 14.25.220;
191( ) 14,
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(14) "school year" has the meaning given in AS 14.25.220;

(15) "system" has the meaning given in AS 14.25.220;

(16) "teacher'has the meaning given in AS 14.25.220;

(17) "tcrminalcd” means a person no longer employed by an employer
participating in the plan.

*Sec. 5. AS 14.40.671(e) isamended to read:
(e) An employee whose rights to transfer assets out of a state retirement

svstcm are subject to a qualified domestic relations order is entitled to transfer assets
from the state retirement system to the program only if the requirements for receiving

a refund under AS 14.25.150(b). 14.25 400, [OR] AS 39 35.200(c). or 34,35.770, as

appropriate, are met.

*Sec. 6. AS 39.30.090(a) is amended to read:
(@) The Department of Administration may obtain a policy or policies of group

insurance covering state employees, persons entitled to coverage under AS 14.25.168.
14.25.460, AS 22.25.090, AS 39.35.535, 39.35.880, or former AS 39 37.145,
employees of other participating governmental units, or persons entitled to coverage
under AS 23.15.136, subject to the following conditions:

(1) A group insurance policy shall provide one or more of the
following benefits: life insurance, accidental death and dismemberment insurance,
weekly indemnity insurance, hospital expense insurance, surgical expense insurance,
dental expense insurance, audiovisual insurance, or other medical care insurance.

(2) Each eligible employee of the state, the spouse and the unmarried
children chiefly dependent on the eligible employee for support, and each eligible
employee of another participating governmental unit shall be covered by the group
policy, unless exempt under regulations adopted by the commissioner of

administration.
(3) A governmental unit may participate under a group policy if

(A) its governing body adopts a resolution authorizing

participation, and payment of required premiums;
(B) a certified copy of the resolution is filed with the

Department of Administration; and
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(Q the commissioner of administration approves the
participation in writing.

(4) In procuring a policy of groun health or group life insurance as
provided under this section or excess loss insurance as provided in AS 79.30.091. the
Department of Administration shall comply with the dual choice requirements of
AS 21.86.310. and shall obtain the insurance policy from an insurer authorized to
transact business in the stale under AS 21.09, a hospital or medical service corporation
authorized to transact business in this state undei AS 21.87, or a health maintenance
organization authorized to operate in this state under AS 21.86. An excess loss
insurance policy may be obtained from a life or health insurer authorized to transact
business in this state under AS 21.09 or from a hospital or medical service corporation
authorized to transact business in this state under AS 21.87.

(5) The Department of Administration shall make available bid
specifications for desired insurance benefits or for administration of benefit claims and
payments to (A) all insurance carriers authorized to transact business in this state
under AS 21.09 and all hospital or medical service corporations authorized to transact
business under AS 21.87 who are qualified to provide the desired benefits; and (B) to
insurance carriers authorized to transact business in this state under AS 21.09, hospital
or medical service corporations authorized to transact business under AS 21.87, and
third-party administrators licensed to transact business in this state and qualified to
provide administrative services. lhe specifications shall be made available at least
once every five years. The lowest responsible bid submitted by an insurance carrier,
hospital or medical service corporation, or third-party administrator with adequate
servicing facilities shall govern selection of a carrier, hospital or medical service
corporation, or third-party administrator under this section or the selection of an
insurance carrier or a hospital or medical service corporation to provide excess loss
insurance as provided in AS 39.30.091

(6) If the aggregate of dividends payable under the group insurance
policy exceeds the governmental unit's share of the premium, the excess shall he

applied by the governmental unit for the sole benefit of the employees.
(7) A person receiving benefits under AS 14.25.110, AS 22.25,
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AS 39.35, or former AS 39.37 may continue the life insurance coverage that was in
effect underthis section at the time of termination of employment with the state or

participating governmental unit.
(8) A perset electing to have insurance under (7) of th subsection

shall pay the cost of this insurance.

(9) For each permanent part-time employee electing coverage under
this section, the state shall contribute one-half the state contribution rate for permanent
full-time slate employees, and the permanent part-time employee shall contribute the
other one-half.

(10) A person receiving benefits under AS 14.25, AS 22.25. AS 39.35,
or former AS 39.37 may obtain auditory, visual, and dental insurance for that person
and eligible dependents under this section The level of coverage for persons over 65
shall be the same as that available before reaching age 65 except that the benefits
payable shall be supplemental to any benefits provided under the federal old age.
survivors, and disability insurance program. A person electing to have insurance
under tnis paragraph shall pay the cost of the insurance. The commissioner of
administration shall adopt regulations implementing this paragraph.

(11) A person receiving benefits under AS 14 25. AS 22.25, AS 39.35,
or former AS 39.37 may obtain long-term care insurance lor that person and eligible
dependents under this section. A person who elects insurance under this paragraph
shall pay the cost of the insurance premium. The commissioner of administration
shall adopt regulations to implement this paragraph.

(12) Each licensee holding a current operating agreement for a vending
facility under AS 23.15.010 - 23.15.210 shall be covered by the group policy that
applies to governmental units other than the state.

*Sec. 7. AS 39.30 is amended by adding new sections to read:
Article 5. State of Alaska Teachers' and Public Employees' Retiree Health
Reimbursement Arrangement Plan.
Sec. 39.30.300. State of Alaska Teachers' and Public Employees' Retiree
Health Reimbursement Arrangement Plan established. The State of Alaska

Teachers' and Public Employees' Retiree Health Reimbursement Arrangement Plan is
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established for teachers who first become members of the defined contribution plan of
the teachers retirement system under AS 14.25.310 - 14.25.895 on or alter July I,
2005, and employees of the state, political subdivisions of the state, and public
organizations of the state who first become members of the defined contribution plan
of the public employees' retirement system und~r AS 39,35.700 - 39.35.895 on or after
July 1 2005.

Sec. 39.30.310. Purpose and effective date, (a) The purpose of the plan is to

allow medical care expenses to be reimbursed from individual savings accounts

established for qualified members.

(b) The plan becomes effective July 1, 2005, at which time contributions by

employers begin.
Sec. 39.30.320. Attorney general. Ihe attorney general of the state is the

legal counsel for the plan and shall advise the administrator and represent the plan in a

legal proceeding.
Sec. 39.30.330. Administrator. The commissioner of administration or the

commissioner's designee is the administrator of the plan.

Sec. 39.30.340. Powers and duties of the administrator. The administrator
shall establish a teachers' and public employees' retiree health reimbursement
arrangement plan trust fund in which the assets of the plan shall he deposited and held.
The administrator has the same powers and duties with regard to the plan and the trust
fund as provided in AS 14.25.170.

Sec. 39.30.350. Employer contribution fund The fund established under
AS 39.30.340 is an employer contribution fund. The value of the fund reflects

employer contributions, expenses, and investment gains iind losses. Employee

contributions to the fund are not permitted.

See. 39.30.360. Management and investment of the fund. The Alaska Stale
Pension Investment Board is the fiduciary of the fund and has the same powers and
duties under this section in regard to the fund as are provided under AS 37.10.220.

Sec. 39.30.370. Contributions by employers. For each member of the plan,
an employer shall contribute to the teachers' and public employees’ retiree health

reimbursement arrangement plan trust fund an amount equal to one percent of the
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employer’s average annual employee compensation, not to exceed $500 a member a
year. The administrator shall maintain a record for each member to account for
employer contributions on behalf of that member  rhc board shall establish by

regulation the rate of interest to be applied annually to the amount in a member's

record.
See. 3930.380. TerminatiM of employment. A person who terminates

employment before application and eligibility for normal retirement loses any right to
the contributions made on behalf of the person to the teachers' and public employ* cs'
retiree health reimbursement arrangement trust fund. If a person returns ‘o
employment with the same employer within five years after the date of termination
and if the employer is still a participating employer, the person's account balance shall
be restored in the amount recorded on the date of termination from the trust, without
interest or other adjustment.

See. 39.30.390. Eligibility and enrollment. A member i? eligible for
reimbursement from the individual account established for that member under the plan
when that member becomes eligible for medical benefits under AS 14.25.460 or
AS 39.35.880. The administrator shall enroll an eligible member in the plan upon
receipt of the eligible member’s request for enrollment in retirement and medical
benefits.

Sec. 39.30.400. Benefits payable from the individual account, (a) fhe
administrator may pay the cost of monthly premiums for retiree major medical
insurance on behalf of a participant if the participant elected retiree major medical
insurance under AS 14.25.460 or AS 39.35.880.

(b) Upon application of a participant, the administrator shall reimburse to a
participant the costs for medical care expenses as defined in 26 U.S.C. 213(d).

(c) When the member's individual account balance is exhausted, the insurance

premium payments under (a) of this section and the reimbursement of medical care

expenses under (b) of this section end.
(i) If a participant dies before exhausting the participant's individual account,

the surviving spouse and the surviving spouse's dependent children ac* eligible io be

reimbursed for medical care expenses as 3 .ed in 26 U.S.C. 213(d) unti. the
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individual account is exhuusted. If any amount remai is in an individual account after
the death of a participant, the account balance shall revert to the trusL

Sec. 39.30.410. Exemption from taxafinn and process, (a) Contributions
and other amounts held in the plan on behalf of a member or other perron who is or
may become eligible for benefits under the “bn may be used only to reimburse
eligible medical expenses, arc exempt from Alaska state and municipal taxes and
federal taxes to the extirt allowed under the Internal Revenue Code, and arc not
subject to anticipation. alienation, sale, transfer, assignment, pledge, encumbrance, or
charge of any kind, either voluntary or involuntary, before they arc received by the
person entitled to the amount under the terms of the plan. Any attempt to anticipate,
alienate, sell, transfe-, assign, pledge, encumber, charge, or otherwise dispose of any
right to amounts accrued in t> plan is void. |lowever, « member's right to receive
benefits may be assigned

(1) under a qualified domestic relations order; or
(2) to a trust or similar legal device that meets the requirements for a
Medicaid-qualifying trust under AS 47.07.020(0 and 42 U.S.C. 13%p(dX4).

(b) Notwithstanding AS 09.38.065, contributions and other amounts held in
the plan and benefits payable under this plan are exempt from garnishment, execution,
or levy.

Sec. 39.30.420. Amendment and termination of plan, (a) The state has the
right to amend the plan at any time and from time to time, in whole or in part,
including the right to make retroactive amendments referred to in 26 U.S.C. 401(b).

(b) The plan administrator may not modify or amend the plan retroactively in
such a manner as to reduce the benefits of any member accrued to date under the plan
by reason of contributions made before the modification or amendment except to the
extent that the reduction it permitted by the Internal Revenue Code.

(c) The stale may, in its discretion, terminate the plan in whole or part at any
time without liability for the termination. If the plan is terminated, all investments
remain in force until all individual accounts have been completely distributed under
the plan, and, after all plan liabilities are satisfied, excess assets revert to the employer.

(d) Any contribution made by an employer to the plan because of a mistake of
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fact must be returned to the employer by the administrator within one year after the

contribution or discovery whichever is later.
Sec. 39.30.430. Exclusive benefit, (a) The corpus or income of the assets

held in trust as required by the plan may not be diverted or used for other than the

exclusive benefit ofthe participants.
(b) The assets of the plan may not be used to pay premiums or contributions of

the emplo. :r under another plan maintained by the employer.
See. 3930.495. Definitions. Unless the context requires otherwise, in

AS 39.30.300 - 39.30.495,
(1) "administrator" means the commissioner of administration or thf

commissioner's designee;
(2) ’board" means the Alaska State Pension Investment Board

established under AS 37.10.210;

(3) "compensation” has the meaning given in AS 14.25.495;

(4) "employer" has the meaning given in AS 14.25.495 for employers
of teachers in the defined contribution plan established in AS 14.25.310 - 14.25.495
and has the meaning given in AS 39.35.895 for employers of public employees in the
defined contribution plan established in AS 39.35.700 - 39.35.895;

(5) "fund" means the assets of the teachers' and public employees’
retiree health reimbursement arrangement plan trust fund;

(6) "individual account” means the record established by the

administrator for individual employees under the teachers' and public employees'

retiree health reimbursement arrangement plan;
(7) "member" means a member of the defined contribution plan of the

teachers' retirement system in AS 14.25.310 - 14.25.495 or a member of the public
employees' retirement system in AS 39.35.700 - 39.35.895;

(8) ™qualified domestic relations order” has the meaning given in

AS 14.25.220;
(9) "qualified member" means a member entitled to medical benefits.

*Sec. 8. AS 39.35 is amended by adding a new section to article 1to read:
Sec. 39.35.005. Applicability of AS 39.35."M0 - 39.35.690 to employees first
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hired before July 1, 2005. The following provisions of this chapter apply only to
members first hired before July 1, 2005: AS 39.35.010, 39.35.120 - 39.35.165,
39.35.180 - 39.35.650. and 39.35.675 - 39.35.680.

*Sec. 9. \S 39.35.010 is amended to read:

Sec. 39.35.010. Purpose and effective date; federal qualification
requirements, (&) The purpose of AS 39.35.010 - 39.35.680 [ IHIS CHAPTER] is to
encourage qualified personnel to enter and remain in the service ol the state or a
political subdivision or public organization of the state by establishing a plan

[S\ STEM] for the payment of retirement, disability, and death benefits to or on behalf

of the employees.
(b) [THE PUBLIC EMPLOYEES' RETIREMENT SYSTEM OF ALASKA

IS HEREBY CREATED.] The clan [SYSTEM] created becomes effective as of
January 1, 1961, at which time contributions by the state and its employees begin.

(c) The retirement plan [SYSTEM] established by AS 39.35.010 - 39.35.680
[THIS CHAPTER] is intended to qualify under 26 U.S.C. 401(a) and 414(d) (Internal
Revenue Code) as a qualified retirement plan established and maintained by the state
for its employees and for the employees of political subdivisions, public corporations,
and public organizations of the state, and for the employees of other employers whose
participation is authorized by AS 39.35.010 - 39.35.680 [THIS CHAP TER] and who
participate in this plar. [SYSTEM].

(d) An amendment to AS 39.35.010 - 39.35.680 [111IS CHAP I ER] does not
provide a person with a vested right to a benefit if the Internal Revenue Service

determines that the amendment will result in disqualification of the plan under the

Internal Revenue Code.

* Sec. 10. AS 39.35.158 is amended to read:

Sec. 39.35.158. Administrative director of courts. An administrative
director of the Alaska court system wire withdraws from the judicial retirement system
under AS 22.25.012 is eligible for membership in the plan [SYSTEM] and shall
receive credited service in the plan [SYSTEM] for service rendered as administrative
director. To be eligible for membership m the plan [SYSTEM] under this subsection

the administrative director must comht ;e ‘-e .dan [SYSTEM]

22
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(1) the amount the director would have contributed if the director had
been a member during the director's period of membership in the judicial retirement
system; and

(2) any contributions for services as administrative director refunded

by the plan [SYSTF.MJ at the lime the director became a member of the judicial

retirement system.

*Sec. 11. AS 39.35.300(a) is amended to read:;
@) An active employee is entitled to credited service for periods of

employment with the state after January 1. 1961. regardless of the office, department,

division, or agency of the state in which the person was employed. For purposes of

AS 39.35.010 - 39.35.6S0 [THIS CHAPTER], the University of Alaska is not an

office, department, division, or agency of the slate. Service credit may not be granted

under AS 39.35.010 - 39.35.6S0 [THIS CHAPTER] for service that is creditable under

the teachers' retirement plan under h'S 14.25.010 - 14.25.220 [SYS7 EM, AS 14.25].
*Sec. 12. AS 39.35.360(i) is amended to read:

(i) An employee who completes three years of credited service with an
employer, for which the employee makes contributions required by AS 39.35.010 -
39.35.680 (THIS CHAPTERY], is entitled to credited service on a vcar-for-year basis
for service credited in the Civil Service Retirement System, rendered as an employee
of an Alaska Bureau of Indian Affairs (BIA) school, other than service as a teacher.
When eligibility for retroactive credited service under this subsection has been
established, an indebtedness of the employee to the plan [SYSTEM] shall be
determined as follows; (1) the employee's actual annual compensation, or the
calculated annual compensation for an employee who work fewer than 12 months, for
the most recent calendar year in which service is rendered to an employer before the
calendar year in which the employee first becomes eligible to claim service under this
subsection, multiplied by (2) the number of years of service in Alaska BIA schools
that is credited under this subsection, and this product multiplied by (3) six percent
for employees first eligible to claim this service before January 1, 1987, or eight and
one-half percent for employees first eligible to claim this service on or after January 1,

1987. Interest as prescribed by regulation accrues on the indebtedness beginning on
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the date the employee may first claim the retroactive credited service. Any

outstanding indebtedness that exists at the time the employee retires requires an
actuarial adjustment to the benefits that are based on retroactive credited service under
this subsection. A retirement benefit payable under this subsection for Alaska BIA

service shall be reduced by an amount equal to the retirement benefits paid to the
member by the United States government for the same service.

* Sec. 13. AS 39.35.360(f) is amended to read:
() An administrative director of the Alaska Court System who withdraws

from the judicial retirement system under AS 22.25.012(b) is eligible for membership
in the public employees' retirement plan [SYSTEM] and shall receive credited service
in this plan [SYSTEM] for service rendered as administrative director. To be eligible
for membership in this plan [SYSTEM] under 'his subsection, the administrative
director must contribute to the plan [SYSTEMJ

(1) the amount that would have been contributed if tire administrative

director had been a member during the period of the membership in the judicial

retirement system; and
(2) any contributions for service as administrative director refunded
from the public employees' retirement plan [SYSTEM] at the time the administrative

| director became a member of the judicial retirement system.

1 *Sec. 14. AS 39.35.375(a) is amended to read:
(@ An active or inactive member who has never been vested in this plan

[SYSTEMJ or in the teachers' retirement plan under a$S 14.25.010 - 14.25.72>) j
[SYSTEM UNDER AS 14.25], who has at least two years of credited service ir. this
system, and w.io has membership service in the teachers' retirement plan [SYSTEM|
may claim credited service in this plan [SYSTEM] in an amount equal to the
membership service the member has in the teachers' retirement plan [SYSTEM]. The
claimed credited service may be added to service earned under A5 39.35.010 -
39.35.680 [THIS CHAPTER] to enable the member to quality for a public seivice
benefit under this section. The member may not claim credited service for membership
service for which the member has received a refund under AS 1-t.25.150 unless the

member fully pays the indebtedness as established under AS 14.25.063. The member
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n<*y not claim credited service in Iks plan [SYSTEM] bnsed on unused «ck leavc

under AS 14.25.115.

*Sec. 15. AS >9.35.375(1" is amended to read:

(b; To clami credited service under this section, the member shall file a
written request with the adnvnistrator when the member applies tc retire. 'lhe
administrator shall determine the full actuarial cost of benefits based on the member’s
total credited service and shall transfer from the teachers’ retirement plan [SYSTEM]
to this 2?an [SYSTEM] an amount cqual to the sum of the member contributions and
any indebtedness payments tn the teachers' retirement plan [SYSHiIM] and ihe
employer contributions to the teachers' rebrement plan (SYSTEM) made on behalf of
the employee together with interest earned on those contributions and indebtedress
payments. If the amount to be iransferred, when combined with the amount of
employee contributions and indebtedness payments to this plan [SYSIF.M] and the
amount of employer contributions on behalf of the employee in this plan [SYSTEM],
and interest earned on contribution" and indebtedness payments for the employee, is
less than the full actuarial cost computed under tins subsection, an indebtedness to the
plan [SYSTEM] equal to the amount of the difference is established. Interest as
prescribed by regulation accrues on the indebtedness. The member must pay any

outstandi:- . indebtedness existing at the time the member applies for retirement it. full

before the member is appointed to retirement under this section.

*Sec. 16. AS 39.35.375(c) is amended to read:
(c) A member is entitied to receive a public service benefit under this section

if the member ha-, at least a total cf five years credited service under AS 39.35.010 -
39.35.680 [THIS CHAPTER] and credited service from the teachers’ retirement plan
[SYSTEM] claimed under this section. A nublic service ocnefit shall be calculated
using the higher of the average monthly compensation for service in this plan
[SYSTEM] or the average bare salary for service ir. the teachers' retirement plan

[SYSTEM], The amount of the benefit shall be calculated in accordance with

AS 39.35.370(c).

*Sec, 17. AS 39.35.375(d) is amended to read:

id) Credited service earned under either this jrlan [SYSTEM] or the teachers'
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retirement plan [SYSTEM] that has been claimed for a public service benefit under
this section may not be used for any other purpose. A member who claims credited
service under this section loses all rights to benefits under AS 1425.010 - 14.25.220
[AS 14.25] based on the churned credited service. A member may not claim credited
service under this section unless ihe member claims all of the membership service the
member has in the teachers' retirement plan [SYSTEM]. A public service benefit
does not constitute a normal ot early retirement benefit for purposes of qualifying for a
conditional service retirement benefit under AS 14.25.125 or AS 39.35.385.
*Sec. 18. AS 39.35.375(0 is amended to read:
(0 Notwithstanding AS 14.25.063 and AS 39.35.350, a former member of the

teachers' retirement plan [SYSTEM] who is an active member or inactive member of

ik
12 this plan [SYSTEM] may reinstate, under this secJon, membership service earned
i3 under AS 14.25.010 - 14.25.220 [AS 14.25] for which the member received a refund
14 of contributions.
15 *Sec. 1°. AS 39.35.375(g) is amended to read.
16 (9) If a member retires under this section and subsequently returns to work for
17 an employer under this plan [SYSTEM] or the teachers' retirement plan [SYST EM],
18 benefits under this section shall cease during the period of reemployment and shall
19 recommence when the reemployment is ended. The credited service earned during the
20 period of reemployment may not be added to the credited service claimed for a public
2 service benefit under this section. If a member vests and meets the other eligibility
requirements under this plan [SYSTEM] or ihe teachers' rcdrement plan [SYSTEM]

23 during the reemployment, the member is entitled to a benefit under AS i4.25.010 -
24 14.25.220 [AS 14.25] or AS 39.35.010 39.35.680 [AS 39.35]. as appropriate.
25 *Sec. 20. ..S39.35.38'(a) amended to read:
26 (@ An elected public officer is eligible for a public officer benefit if the officer
27 is retired under AS 14.25.010 - 14.25.220 [AS 14.25] (teachers' retirement plan
28 [SYSTEM]). Only fully paid credited service as an elected public officer of a
29 municipality or other political subdivision, earned while the municipality or political
30 subdivision was an employer under this plan [SYSTEM] and whiie the person was
3 employed fuil-t.ime under AS 14.25, may be counted under this section.
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* Sec. 21. AS 39.35.680(21) is amended to read:

(21) "member" or "employee"
(A) means a person eligible to participate in the plan

[SYSTEM] and who is covered by the plan [SYSTEM];

(B) includes
(i) anactive member;
(if) an inactive member;
(iii) a vested member;
(iv) adeferred vested member;
(v) anonvested member;
(vi) adisabled member;
(vii) aretired member;

(viii) an elected public officer under AS 39.35.381,;

(C) does not include
(i) former members;

(ii) persons compensated on a contractual or fee basis;

(iii) casual or emergency workers or nonpernianent
employees as defined in AS 35.25.200;

(iv) persons covered by the Alaska Teachers'
Retirement System except as provided under AS 39.35.131 and
39.35.381, or persons covered by the optional university retirement
program;

(v) employees of the division of marine transportation
engaged in operating the state ferry system who are covered by a union
or group retirement system to which the state makes contributions;

(vi) justices of the supreme court or judges of the court
of appeals or of the superior or district courts of Alaska;

(vii) the administrative director of courts appointed

under art. IV. sec. 16 of ihe state constitution unless the director

becomes a member under AS 39.35.158:
(viii) members of the elected public officers' retirement
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system (former AS 39.37); and
(ix) contractual employees of the legislative branch of

slate government under AS 24.10.060(0;
(D) may include employees of the division of marine

transportation excluded under (C)(v) of this paragraph provided that
(i) the State of Alaska formally agrees to their inclusion

through the process of collective bargaining; and

(if) no collective bargaining agreement has the effect of
obligating contributions made by the state under AS 39.30.150 in the
event the state resumes participation in the federal social security
system;

* See. 22. AS 39.35.680 is amended by adding a new paragraph to read:
(41) "plan" means the retirement p' m established in AS 39.35.010 -

39.35.680.
* Sec. 23. AS 39.35 is amended by adding new sections to read:
Article 9. Employees First Hired on or after July 1, 2005.

Sec. 39.35.700. Applicability of AS 39.35.700 - 39.35.895. The provisions of
AS 39.35.700 - 39.35.895 apply only to members first hired on or after July 1, 2005.

Sec. 39.35.710. Defined contribution retirement plan established; federal
qualification require mcnts. (a) A defined contribution retirement plan is established
for employees of the state or a political subdivision or public organization of the state.
All eligible employees first hired on or after July 1 2005. must participate in this plan j
in which retirement and deatii benefits are provided through the purchase of annuity
contracts, either fixed, variable, or a combination of fixed and variable.

(b) The purpose of AS 39.35.700 - 39.35.895 is to encourage qualified
personnel to enter and remain in the service of the state or a political subdivision or
public organization of the state by establishing a plan for the payment of defined
contribution retirement benefits to or on behalfof the employees.

(c) The retirement plan established by AS 39.35.700 - 39.35.895 is intended to
qualify under 26 U.S.C. 401(a) and 414(d) (Internal Revenue Code) as a qualified

retirement plan established and maintained by the state for its employees and for the
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employees of political subdivisions, public corporations, and public organizations of
the state, and for the employees of other employers whoso participation is authorized

by AS 39.35.700 - 39.35.895 and who participate in the plan set out in AS 39.35.700 -

39.35.895.
(d) An amendment to AS 39.35.700 - 39.35 895 does not provide a person

with a vested rigfr. to a benefit if the Internal Revenue Service determines that the
amendment will result indisqualification of the plan under the Internal Revenue Code.

Sec. 39.35.720. Contributions by members. Each peace officer or fire
fighter shall contribute to the plan an amount equal to 8.5 percent of the peace officer's
or fire fighter's compensation. Each other employee shali contribute to the plan an
amount equal to eight percent of the employee's compensation. The contributions
shall be deducted by the employer at the end of each payroll period. The contributions
shall be deducted from employee compensation before computation of applicable
federal taxes, and the contributions shall be treated as employer contributions under 26
U.S.C. 414(h)(2). A member may not have the option of making the payroll deduction
directly instead of having the contribution picked up by the employer.

Sec. 39.35.730. Contributions by employers, (a) The maximum employer
contribution rate is 8.75 percent of each member's compensation accrued from July |
to the following June 30 for the defined ¢ .unbutton plan.

(b) The maximum employer contribution rite to a member's individual
account is five percent of each member's compensation from July 1to the following
June 30.

(c) The maximum employer contribution rate for retiree major medical
insurance is 3.75 percent of each member's compensation from July 1to the following
June 30. This contribution shall be paid into the group health and life benefits fund
established by the commissioner of administration under AS 39.30.095 and shall be
accounted for in accordance with regulations established by the commissioner.

(d) Employer contributions under (b) and (c) of this section are graduated as a
percentage jf the maximum employer contribution rate based upon the employees
years of service with the employer. The employer contribution during the cmplo; ;e's

(1) first year of service with the employer is zero percent;
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(2)  second year of service with the employer is 25 percent of the

maximum employer contribution rate;
(3) third year of service with the employer is 50 percent of the

maximum employer contribution rate;
(4)  fourth year of service with the employer is 75 percent of the

maximum employer contribution rate;
(5) fifth and all subsequent years of service with the employer is 100

percent of the maximum employer contribution rate.

(e) For purposes of this section, "year of service"” means one full year of
membership service completed by an employee; part-time service shall be credited on
a pro rata basis only if the part-time service was for regular employment that is at least
50 percent of full-time service.

Sec. 39.35.740. Retirement benefits and vesting. A member is immediately
and fully vested in that member's contributions and in the employer contributions
made on that member's behalf to an account under AS 39.35.700 - 39.35.895.

Sec. 39.35.750. Investment of individual accounts, (a) The board shall
provide a range of investment options and permit a participant to exercise investment
control over the participant's assets in the employee individual account as provided in
this section. If a participant exercises control over the assets in the individual account,
the participant is not considered a fiduciary for any reason on the basis of exercising
that control.

(b) A participant may direct investment of plan funds held in an account
among available investment funds in accordance with rules established by the board.

(c) A participant may elect to change or transfer all or a portion of the
participant's existing account balance among available investment funds not more
often than once each day in accordance with the rules established by the administrator.
Only the last election received by the administrator before the transmittal of
contributions to the trust fund for allocation to the individual account will be used to
direct the investment of the contributions received.

(d) Except to the extent clearly set out in the terms of the investment plans

oifered by ihe employer to the employee, the employer is not liable to the participant
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for investment losses if the prudent investment standard has been met.

(e) The employer, administrator, state, board, or a person or entity who is
otherwise a fiduciary is not liable by reason for any participant's investment loss that
results from the participant's directing the investment of plan assets allocated to the
participant's account.

(f) To the extent that an employee's individual account has been divided as
provided in a qualified domestic relations order between participants, each participant
shall be treated as the holder of a separate individual account for purposes of
investment yields, decisions, transfers, and time limitations imposed by this section,

(9) In this section, "participant™ means the person who has a vested right to an
individual account, such as a member, an alternate payee if the account is subject to a
qualific ° domestic relations order, the member's beneficiary if the member is
deceased, or an alternate payee's beneficiary if the alternate payee is ueccascd.

Sec. 39.35.760. Distributions, (a) A member is eligible to receive
distribution of that person's accumulated balance in the plan upon becoming a former
member.

(b) Upon the death of a member or former member, the accumulated balance
of that deceased member is considered to belong to the designated beneficiary, if any,
of that deceased member. Ifa valid nomination of designated ber”~ficiary is not on file
with the board, the board, in a lump sum distribution, shall distribute the accumulated
balance to a legal representative, if any, of the deceased member's estate.

(c) A former member or designated beneficiary may elect one or a
combination of several of the following methods of distribution of the accumulated
balance:

(1) lump sum distribution to the recipient;
(2) lump sum direct rollover to another qualified plan, to the extent

allowed by federal law;
(3) periodic distributions, as authorized by the board;
(4) no current distribution, in which case the accumulated balance

must remain in the plan until the former member or designated beneficiary elects a

method or methods of distribution under this r.ction, to the extent allowed by federal
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law.

(d) If the former member's vested account balance is less than $5,000, the
board shall automatically refund the member’s vested account balance upon
termination of employment. The member may waive the refund if the member
submits a written statement to the board, within 120 days after termination, requesting
that the member's vested account balance remain in the plan.

See. 39.35.770. Refund upon termination, (a) F.xcept as provided in (b) of
this section, a terminated member is entitled to a refund of the balance of the member

individual account.

(b) A member who is terminated and who is married at the time of application
for a refund or whose rights to a refund are subject to a qualified domestic relations
order is entitled to receive a refund of the balance of the member individual account

only if the member's present spouse and each person entitled under the order consent

to the refund in writing on a form provided by the administrator. Ihe administrator

may waive written consent from the person entitled under the order if the

administrator determines that the person cannot be located or for other reasons
established by regulation. The administrator may waive written consent from the

spouse if the administrator determines that

(1) the member was not married to the spouse during any period of the

member's employment with an employer,
(2) the spouse has no rights to benefits under AS 39.35.700 -
39.35.895 because of the terms of a qualified domes"':: relations order;

(3) the spouse cannot be located;

(4) the member and spouse have been married for less than two years

and the member establishes that they are not cohabiting; or
(5) another reason established by regulation exists.

Sec. 39.35.780. Rights under qualified domestic relations order. A former

spouse shall be treated as a spouse or surviving spouse under AS 39.35.700

39.35.895 to the extent required by a qualified domestic relations order. Rights under
the order do not take effect until the order is filed with the administrator.

See. 39.35.790. Rollover distributions and rollover contributions, (a) An
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employee may elect, at the time and in the manner prescribed by the administrator, to
have all or part of a direct rollover distribution from an eligible retirement plan owned
by the member paid directly into the member's individual account.

(b) Rollover contributions do not count as a purchase of membership service
for the purpose of determining years of service.

(c) A distributee may elect, at the time and in the manner prescribed by the
administrator, to have all or part of an eligible rollover distribution paid directly to an

eligible retirement plan specified by the distributee in the direct rollover.

(d) In this section,

(1) "direct rollover" means the payment of an eligible rollover
distribution by the plan to an eligible retirement plan specified by a distributee who is

eligible to elect a direct rollover;

(2) "distributee” means a member or a beneficiary who is the surviving

spouse of the member or a former spouse;
(3) ""ligible retirement plan” means

(A) an individual retirement account described in 26 U.S.C.

408(a);
(B) an individual retirement annuity defined in 26 U.S.C.

408(b);
(C) an annuity plan described in 26 U.S.C. 403(a);
(D) a qualified trust described in 26 U.S.C. 401(a);
(E) an annuity plan described in 26 U.S.C. 403(b); or
(F) a governmental plan described in 26 U.S.C. 457(b);
(4) "eligible rollover distribution™ means a distribution of all or part of

a total account to a distributee, except for

(A) a distribution that is one of a series of substantially equal
installments payable not less frequently than annually over the life expectancy
of thedistributee or thejoint ana last survivor life expectancy of the distributee
and the distributee's designated beneficiary, as defined in 26 U.S.C. 401(a)(9);

(B) a distribution that is one of a series of substantially equal

installments payable not less frequently than annually over a specified period
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of 10 years or more;

(C) adistribution that is required under 26 U.S.C. 401(a)(9);

(D) the portion of any distribution that is not includable in
gross income;

(E) adistribution that is on account of hardship; and

(F) other distributions that are reasonably expected to total less
than $200 during a year.

Sec. 39.35.8"0. Distribution requirements, (a) The entire interest of a
member must be distributcd or must begin to be distributed not later than the member's
required beginning date.

(b) Ifa member dies after the distribution of the member's interest has begun
but before the distribution has been completed, the remaining portion of the interest
shall continue to be distributed at least as rapidly as under the method of distribution
being used before the member's death,

(¢) If a member has made a distribution election and dies before the
distribution of the member's interest begins, distribution of the member's entire interest
shall be completed by December 31 of the calendar year containing the fifth
anniversary of the member's death. However, if any portion of the member's interest
is payable to a designated beneficiary, distributions may be made over the life of the
designated beneficiary or over a period certain not greater than the life expectancy of
the designated beneficiary, commencing on or before December 31 of the calendar
year immediately following the calendar year in which the member died, and, if the
designated beneficiary is the member's surviving spouse, the date distributions are
required to begin may not be earlier than the later of December 31 of the calendar year
(1) immediately following the calendar year in which the member died, or (2) in which
the member would have attained 70 1/2 years of age, whichever is earlier. If the
surviving spouse dies after the member but before payments to the spouse have begun,
the provisions of this subsection appiv as if the surviving spouse were the member.

(d) If a member has not made a distribution election before the member's
death, the member's designated beneficiary must elect the method of distribution not

later than December 31 of the calendar year (1) in which distributions would be
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required to begin under this section, or (2) that contains the fifth anniversary of the
date of death of the member, whichever is earlier. If the member does not have a
designated beneficiary or if the designated beneficiary does not elect a method of
distribution, distribution of the member's entire interest must be completed by
December 31 of the calendar year containing the fifth anniversary of the member's
death.

(e) For pjrposes of (c) of tin's section, distribution of a member’s interest is
considered to begin (1) on the member's required beginning date, or (2) if the
designated beneficiary is the member's surviving spouse and the surviving spouse dies
after the member but before payments to the spouse have begun, on the date
distribution is required to begin to the surviving spouse. |If distribution in the form of
an annuity irrevocably commences to lhe member before the required beginning dale,
the date distribution is considered to begin is the dale that the distribution actually
commences.

(f) Notwithstanding any contrary provisions of AS 39.35.700 « 39.35.895, the
requirements of this section apply to all distributions of a member's interest and *ake
precedence over any inconsistent provisions of AS 39.35.700 - 39.35.895.

(g) AIl distributions required under this section are determined and made in

accordance with 26 U.S.C. 401(a)(9) and regulations adopted under that statute,

including any minimum distribution incidental benefit requirement.

(h) In this section,

(1) "designated beneficiary” means the individual who is designated as

the beneficiary under the plan in accordance with 26 U.S.C. 401(a)(9) and regulations

adopted undet that statute;
(2) "required beginning date" rreans the first day of April of the
calendar year following the calendar year in which the member either attains 70 1/2
>ears of age or actually retires, whichever is later.
Sec. 39.35.810. Designation of beneficiary, (a) Each member shall
designate the beneficiary or beneficiaries to whom the administrator shall distribute
benefits payable under AS 39.35.700 - 39.35.895 as a consequence of the member's

death. Notwithstanding a previous designation of beneficiary, a person who is the
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spouse of a member ai the time of the member’s death automatically becomes the
designated beneficiary if the spouse was married to the member during part of the
member's employment for an employer

(1) except to the extent a qualified domestic relations order filed with
the administrator provides for payment to a former spouse or other dependent of the

member; or

(2) unless the member filed a revocation of beneficiary accompanied

by a written consent to the revocation from the present spouse and each person entitled

under the order; however, consent of the spouse is not required if the member

and the present spouse had been married , ; less than two years on the date of the

member's death and if the member established when filing the revocation that the
member and the present spouse were not cohabiting.

(b) Except as provided in (a) of this section, the member may change or
revoke the designation without notice to the beneficiary or beneficiaries at any time.
If a member designates more than one beneficiary, each shares equally unless the
member spccilies a different allocation or preference. The designation of a
beneficiary, a change or revocation of a beneficiary, and a consent to revocation of a
beneficiary shall be made on a form provided by the administrator and is not effective
until filed with the administrator.

(c) Ifa member fails to designate a beneficiary, or if no designated beneficiary
survives the member, the death benefit shall be paid
(1) to the surviving spouse or. if there is none surviving;
(2) to the surviving children in equal parts or, if there arc none
surviving;
(3) to the surviving parents in equal parts or, if there are none
surviving;

(4) to the estate.

(d) A person claiming entitlement to benefits payable under AS 39.35.700 -
39.35.895 as a consequence ofa member's death shall provide the administrator with a
marriage certificate, divorce or dissolution judgment, or other evidence of entitlement.

Documents establishing entitlement may be filed with the administrator immediately
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after a change in the member's marital status. If the administrator does not receive

notification of a claim before the date 10 days after the member's death, the person

claiming entitlement is oot entitled to receive from the division of retirement and

benefits any benefit already paid by 'he administrator.

Sec. 39.35,820. Management and investment of fund, (a) The Alaska Stale

Pension Investment Board is the fiduciary of the fund. In managing the fund, the

Alaska State Pension Investment Board shall

(1) consider the status of the fund's investments and the plan’'s
liabilities on both a cun-enl and a probable future basis;

(2) determine the appropriate investment objectives for the fund;

(3) establish investment policies aimed at achieving the objectives; and

(4) act only in regard to the best financial interests of the plan -rid
beneficiaries.

(b) The Alaska State Pension Investment Board may invest the fund on the
basis of probable total rate of return without regard to the distinction between principal
and income or to the generation of income.

(c) In carrying out investment duties under AS 39.35.700 - 39.35.895, the
Alaska State Pension Investment Board has the same powers and duties in regard to
the teacher’s retirement trust fund as are provided in AS 37.10.071, except that the
standard of prudence that the board must obey under AS 37.10.071(c) shall be in
regard to the management of large trust investments rather than large investments.

Sec. 39.35.830. Special rules for treatment of qualified military service.
Notwithstanding any contrary provisions of AS 39.35.700 - 39.35.895, with respect to
qualified military service, contributions shall be made and benefits and service credit
shall be provided in accordance with 26 U.S.C. 414(u).

Sec. 39.35.840. Exemption from taxation and process, (a) Except as
provided in AS 29.45.030(a)( 1) or in (c) of this section, member contributions and
other amounts held in the plan on behalf of a member or other person who is or may
become eligible for benefits under the plan are exempt from Alaska state and

municipal taxes and are not subject to anticipation, alienation, sale, transfer,

assignment, pledge, encumbrance, or charge of any Kkind, either voluntary or
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involuntary, before they are received by the person entitled to the amount under the
terms of the plan. Any attempt to anticipate, alienate, sell, transfer, assign, pledge,
encumber, charge, or otherwise dispose of any right tr amounts accrued in the planis
void. However, a mcmhe. rightto receive benefits or the member individual account
may be assigned

(1) under a qualified domestic relations order;

(2) to a trust or similar legal device that meets the requirements fora
Medicaid-qualifying trust under AS 47.0/.020(f) and 42 U.S.C. 1396p(d)(4); or

(3) as provided <n(c) of this section.

(b) Member contributions and other amounts held in the plan and benefits
payable under AS 39.35.700 - 39.35.895 are exempt from garnishment, execution, or
levy as provided in AS 09.38.

(c) An inactive member may elect to have the taxable portion of the member

individual account transferred directly to another plan or an individual retirement
arrangement that is qualified under the federal Internal Revenue Code and that accepts
the transfer.

Sec. 39.35.850. Time limit for application. If an application for benefits or
for refund has not been filed with the administrator by July 1 following the date on
which an inactive member, except a member on leave of absence without pay, would
attain age 75, or if an application for benefits or for refund has not been filed with the
administrator within the 50 years following the most recent date on which the person
was an active member, benefits or refunds may not be paid under AS 39.35.700 *
39.35.895 and the member's records may be destroyed.

Sec. 39.35.860. Penalty for false statements, (a) A person who knowingly
makes a false statement, or falsifies or permits to be falsified any record of this plan,
in an attempt to defraud this plan, is guilty of a class A misdemeanor and forfeits all
rights under AS 39.35.700 - 39.35.895.

(b) h. this section, "knowingly" has the meaning given in AS 11.81.900(a).

Sec. 39.35.870. Retirement, fa) In order to obtain medical benefits under

AS 39.35.880 and access to the health reimbursement arrangement plan under

AS 39.30.300, an active member must retire directly from the plan. A member is
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eligible to retire from the plan if
(1) the member has at least 25 yeais of service as a peace officer or fire

fighter or 30 years of service for an other employees;

(2™ the member reaches the normal retirement age of 65 years age
and has at least 10 ) ~ars of membership service; and
3) the member has been an active member for at least 12 months

before application for retirement.

(b) A member must apply to the administrator for retirement and medical

benefit enrollment. Application shall be made on forms and in the manner prescribed

by the administrator.

(c) A member who continues in the employ of the employer after reaching
normal retirement age shall continue to participate in the plan and to have
contributions allocated to the member's account.

Sec. 39.35.880. Medical benefits, (a) The medical benefits available to
eligible persons are access to the retiree major medical insurance plan and to the
health reimbursement arrangement. Access to the retiree major medical insurance
plan means that an eligible person may not be denied insurance coverage except for
failure to pay the required premium.

(b) The following persons are eligible for the retiree major medical insurance
plan provided under this section and the health reimbursement arrangement:

(1) amember
(A) with at least
(i) 25 years of service as i peace officer or fire fighter;
or
(ii) 30 years of service for all other employees; and
(B) who retires directly from the plan;
(2) the surviving spouse of a member who elected coverage under (1)
of this subsection;

(3) a member who reaches the normal retirement age of 65 years of

age, has at least 10 years ofservice, and retires directly from the plan;

(4) the surviving spouse of a member who elected coveiage under (3)
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of this subsection.

(c) Retiree major medical insurance plan coverage elected by an eligible
member under this section covers the eligible member, the spouse of the eligible

member, and the dependent children of the eligible member.

(d) Retiree major medical insurance plan coverage elected by a surviving

spouse of an eligible member under this section covers the surviving spouse and the

dependent children of the surviving spot.re.

(e) Major medical insurance coverage takes effect on the first day of the
month following the date of the election and stops when the person who elects
coverage under fb) of this section dies or fails to make a required premium payment.

(. The coverage for persons 65 years of age or older is the same as that

available for persons under 65 years of age. The benefits payable to those persons 65

years of age or older supplement any benefits provided under the federal old age,

survivors and disability insurance program.
(g) The medical and optional insurance premiums owed by the person who

elects coverage under (b) of this section may be deducted from the health

reimbursement arrangement. Ifthe amount of the health reimbursement arrangement

becomes insufficient to pay the premiums, the person who elects coverage under (a) of

this section shall pay the premiums directly.

(h) The cost of premiums for retiree major medical insurance coverage for an

eligible member or surviving spouse who is

(1) not eligible for Medicare is an amount equal to the full monthly

group premium for retiree major medical insurance coverage;

(2) eligible for Medicare is the following percentage of the premium

amounts established for retirees who are Medicare:

(A) 30 pereent if the member had 10 or more, but less than 15,

years of service;

(B) 25 percent if the member had 15 or more, but less than 20,

years of service;

(C) 20 percent if the member had 20 or more, but less than 25,

years of service;
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(Dj 15 percent if the member had 25 or more, but less than 30,
years ofservice;
(1) 10 percent if the member had 30 or more years of service.
(i) 'Hie eligibility for and cost of premiums for retiree major medical insurance
coverage for an alternate payee under a qualified domestic relations order shall be
determined based on the years ofservice of the member to which the alternate payee is
entitled under the order.
(J) A person who is entitled to retiree major medical insurance coverage shall
(1) be informed by the auministrator in writing
(A) that the health insurance coverage available to retired
members may be different from the health insurance coverage provided to

employees;

(B) of lime limits for selecting optional health insurance
coverage and whether the election is irrevocable; and
(2) indicate in writing on a form provided by tire administrator that the
person has received the information required by this subsection and whether the
person has chosen to receive optional health insurance coverage.

(k) The monthly group premiums for retiree major medical insurance coverage
are established by the administrator in accordance with AS 39.30.095. Nothing in
AS 39.35.700 - 39.35.895 guarantees a person who elects coverage under (a) of this
section a monthly group premium rate for retiree major medical insurance coverage

other than the premium in effect for the month in which the premium is due for

coverage for that month.
(/) In this section,
(1) "health reimbursement arrangement” means the plan established in
AS 39.30.300:
(2) "retires directly front the plan" means that the member is an active
member at the time that the member applies to the administrator for retirement and
medical benefits enrollment and that the member continues as an active member up

through the day before the day the member is enrolled in retirement and medical

benefits.
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Sec. 39.35.895. Definitions. In AS 39.35.700 - 39.35.895, unless the context
requires otherwise,
(1) "active member" has the meaning given in AS 39.35.680;
(2) "actuarial adjustment" has the meaning given in AS 39.35.680;
(3) "administrator" has the meaning given in AS 39.35.680;
(4) "beneficiary” has the meaning given in AS 39.35.680;
(i) "board" has the meaning give: in AS 39.31.680;
(6; "calendar year" has the meaning given in AS 39.35.680;
(7) "compensation" has the meaning given in AS 39.35.680;

(8) "employee individual account"” means the total maintained by the

plan of the employer's contributions, employee's mandatory contributions, voluntary

contributions, indebtedness principal, interest contributions, and interest credited to

thai account;
(9) "employer" has the meaning given in AS 39.35.680;
(10) "former member"” means a terminated member;
(11) "fund" means the assets of the plan;
(12) "inactive member" has the meaning given in AS 39.35.680;
(13) "member" or "employee" has the meaning given in AS 39.35.680;

(14) "member individual account" means the total maintained by the

plan ofthe member's mandatory contributions, employer cont ibutions on behalfof the

employee, and interest;

(15) "militaryservice"has the meaning given in AS 39.35.680;

(16) "peaceofficer” or "fire fighter" has the meaning given in

AS 39.35.680,

(17) "plan” means the retirement benefit plan established in

AS 39.35.700 - 39.35.895;
(18) "public organization" has the meaning given in AS 39.35.680;
(19) "qualified domestic relations order” has the meaning given in

AS 39.35.680;
(20) "retired member" means an employee who is terminated, who has

not received a refund from the plan, and who is receiving a retirement benefit from the
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plan;
(21) “retirement" means that period of time from ﬂEfirst day of the

month following (A) the date of tem lation, and (B) application for retirement, in

which a person is appointed to receive a retirement benefit;

(22) *"surviving spouse" means the spouse of an employee who has

been married to the employee for at least one year at the time ofthe employee's death;
(23) "terminated" means a person no longer employed by an employer
participating in the plan.
* See. 24. AS 39 35.680(39) is repealed.
* See. 25. The uncodified law of the State of Alaska is amended by adding a new section to
read:

OPTION TO PARTICIPATE IN DEFINED CONTRIBUTION RETIREMENT
PLAN ANT ENROLLMENT PERIOD FOR NONVESTED, ACTIVE MEMBERS OF THE
TEACHERS' RETIREMENT DEFINED BENEFIT PLAN. (a) Notwithstanding
AS 14.25.310, added by sec. 4 of this Act. an active member of the defined benefit retirement
nlan of the teachers' retirement system is eligible to participate in the defined contribution
etirement plan established undu Ac 14.25.310 - 14.25.495, added by sec. 4 of this Act. il
hat member has not vested in the defined benefit retirement plan. Participation in the defined
:ontribution retirement plan is in lieu of participation in the defined benefit plan established
indcr AS 14.25.010.

(b) A member who has vested in a defined benefit retirement plan is not eligible to
ransfer under this section. An active member who is on a leave of absence during the entire
2-month enrollment period is not eligible.

(c) Each eligible member who elects to participate in the defined contribution
etirement plan shall have transferred to a new account the present value of the member
ontribution account balance held in trust for the member under the defined benefit retirement
lan of the teachers' retii mient system. The employer contribution made on behalf of that
mployee shall also transfer, and the appropriate percentage of the employer contribution
lall bt. applied to the employee's health reimbursement account and to the employee's
icdical benefits. Upon a transfer, all service credit previously earned under the defined

mefit plan shall be nullified for purposes of entitlement to a future benefit under the defined
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benefit plan, but shall be credited for purposes of vesting in the medical benefits under
AS 14.2x460, added by sec. 4 of this Act. A participant is precluded from transferring the
member contribution account balance from the defined benefit retirement plan upon the
expiration of the period afforded to enroll in the defined contribution retirement plan. An
eligible member whose accounts arc subject to a qualified domestic relations order may not
make an election under this subsection unless the qualified domestic relations order is
amended or vacated and court-certified copies of the order are received by the administrator.

(d) As directed by the participant, the board shall transfer or cause to be transferred
Lite appropriate amounts to the designated account. The board shall establish transfer
Drocedures by regulation.

(e) The period of enrollment for eligible members electing to participate in the
Jefined contribution retirement plan is the 12-month period that begins on the effective date
if this Act. The election must be made in writing on forms and in the manner prescribed by
he administrator. Before accepting an election to participate in the defined contribution plan,
he administrator must provide the employee planning on making an election to participate in
he defined contribution plan with information, including calculations to illustrate the effect of
noving the employee's retirement plan from the defined benefit plan to the defined
ontribution plan as well as other information to clearly inform the employee of the potential
onsequences ot the employee's election. An election made under this subsection to
articipatc in the defined contribution retirement plan is irrevocable. Upon making the
lection, the participant shall be enrolled as a member of the defined contribution retirement
lan, the member's participation in the plan shall be governed by the provisions of
,S 14.25.310 - 14.25.495, added by sec. 4 of this Act, and the member's participation in the
efined benefit retirement plan under AS 14.25.0i0 shall terminate. The participant’s
irollment in the defined contribution retirement plan shall be effective the first day of the
icnth after the administrator receives tire completed enrollment forms. An election made by

I eligible member who is married is not effective unless the election i~ signed by the

dividual's spouse.

(@) A member who fails to elect to participate in the defined contribution retirement

an within the prescribed time period is considered to have elected to retain membership in

e defined benefit plan of the teachers' retirement system, and the member's option to elect to
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Participate in the defined contribution retirement plan is forfeited.
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(g) In this section,

(1) "administrator” has the meaning given in AS 14.25.220;
(2) "board" has the meaning given in AS 14.25.220;
(3) "defined benefit retirement plan™ means the retirement plan established in

AS 14.25.010;

(4) "defined contribution retirement plan" means the retirement plan
established in AS 14.25.320;

(5) "Internal Revenue Code" has the meaning given in AS 14.25.220;

(6) "member" has the meaning given in AS 14.25.220;

(7) "member contribution account” has the meaning given in AS 14.25.220;

(8) "qualified domestic relations order" has the meaning given in

AS 14. j.220.

*See. 26. The uncodified law of the State of Alaskais amended by adding a new section to
read:

OPTION TO PARTICIPATE IN DEFINED CONTRIBUTION RETIREMENT

PLAN AND ENROLLMENT PERIOD FOR NONVESTED, ACTIVE MEMBERS OF
PUBLIC EMPLOYEES' RETIREMENT SYSTEM DEFINED BENEFIT PLAN, (a)
INotwithstanding AS 39.35.700. added bv sec. 23 of this Act, an active member of the defined
benefit retirement plan of the public employees' retirement system is eligible to participate in
the defined contribution retirement plan established under AS 39.35.700 - 39.35.895, added
by sec. 23 of this Act, if that member has not vested in die defined benefit retirement plan.

Participation in the defined contribution retirement plan is in lieu of participation in the

defined benefit plan established under AS 39.35.010.

(b) A member who has vested in a defined benefit retirement plan :s not eligible to

transfer under this section. An active member who is on a leave of absence during the entire

12-month enrollment period is not eligible.

(c) Each eligible member who elects to participate in the defined contribution
retirement plan shall have transferred to a new account the present value of the employee
contribution account and the employee savings account held in trust for the member under the

defined benefit retirement plan of the public employees’ retirement system. The employer
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contribution made on behalf of that employee shall also transfer, and the appropriate

percentage of the employer contribution shall be applied to the employee's health

reimbursement acco it and to the employee's medical benefits. Upon a transfer, all service

credit previously earned under the defined benefit plan shall be nullified for purposes of
entitlement to a future benefit under the defined benefit plan, but shall be credited for
purposes of vesting in the medical benefits under AS 39.35.880, added by sec. 2? of this Act.
A participant is precluded from transferring the employee contribution account balance and

the employee savings account balance from the defined benefit retirement plan ,mon the

expiration of the period afforded to enroll in the defined contribution retirement plan. An

eligible member whose accounts are subject to a qualified domestic relations order nuy not

make an election under this subsection unless the qualified domestic relations order is

amended or vacated and court-certified copies of the order are received by the administrator.

(d) As directed by the participant, the board shall transfer or cause to be transferred

the appropriate amounts to the designated account.

(e) The period of enrollment for eligible members electing to participate in the
defined contribution retirement plan is the 12-month period that begins on the effective dale
of this Act. ihe election must be made in writing on forms and in the manner prescribed by

the administrator. Before accepting an election to participate in the defined contribution plan,

the administrator must provide the employee planning on making an election to participate in
the defined contribution plan with information, including calculations to illustrate the effect of

moving the employee's retirement plan from the defined benefit plan to the defined

contribution plan as well as other information to clearly inform the employee of the potential

consequences of the employee's election. An election made under this subsection to

participate in the defined contribution retirement plan is irrevocable. Upon making the
election, the participant shall be enrolled as a member of the defined contribution retirement

plan, the member's participation in the plan shall be governed by the provisions of

AS 39.35.700 - 39.35.895, added by sec. 23 of this Act, and the member's participation in the
defined benefit retirement plan under AS 39.35 010 shall terminate. The participant's

enrollment in the defined contribution retirement plan shall be effective the first da> of the

month after the administrator receives the completed enrollment forms. An election made by

an eligible member who is married is not effective unless the election is signed by the
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individual's spouse.

(f) A member who Tails to elect to participate in the defined contribution retirement
plan within the prescribed time period is considered to have elected to retain membership in
the defined benefit plan of the public employees' retirement system, and the member's option
to elect to participate in the defined contribution retirement plan is forfeited.

(g) In this section,

(1) "administrator" has the meaning given in AS 39.35.680;

(2) "board" has the meaning given in AS 39.35.680;

(3) "defined benefit retirement plan™ means ihe retirement plan established in

AS 39.35.010;
(4) "defined contribution retirement plan” means the retirement plan

established in AS 39.35.710;
(5) "employee contribution account™ has the meaning given in AS 39.35.680;
(6) "employee savings account” has the meaning given in AS 39.35.680;
(7) "Internal Revenue Code" has the meaning given in AS 39.35.680;

(8) "member" has the meaning given in AS 39.35.680;

(9) "member contribution account” has the meaning given in AS 39.35.680;
(10) "qualified domestic relations order" has the meaning given in

AS 39.35.680.

* Sec. 27. The wuncodified law of the State of Alaska is amended by adding a new section to

read:
REVISOR INSTRUCTION, (a) In the following statute sections, the revisor of

statutes shall substitute the spanned reference 'AS 14.25.010 - 14.25.220" for references to

“this chapter™: AS 14.25.010, 14.25.012, 14.25.040. 14.25.045, 14.25.047, 14.25.048,

14.25.061, 14.25.062, 14.25.063, 14.25.070, 14.25.075, 14.25.105, 14.25.107, 14.25.110,
14.25.142, 14.25.150, 14.25.153. 14.25.160. 14.2d.165, 14.25.166. and 14.25.220.

(b) In the following statute sections, the revisor of statutes shall substitute "the plan”
for references to "the system”: AS 14.25.012(b), 14.25.015, 14.25.020(a), 14.25.022(9g),
14.25.030, 14 25.035(c),  14.25.035(d), 14.25.035(e),  14.25.035(j), 14.25.040(d),
14.25.045(a), 14.25.047, 14.25.048(a), 14.25.048(c), 14.25.050(a), 14.25.055, 14.25.060(a),

14.25.060(b), 14.2*.060(d), 14.25.061(a), 14.25.062, 14.25.065, 14.25.070, 14.25.075(a),
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14.25.075(c). 14.25.075(d),
14.25.107,  14.25.110(a),

14.25.163(b), 14.25.163(c),
14.25.173(a), 14.25.173(d),

14.25.220(14), 14.25.220(20),

14.25.075(e),
14.25.110(k),

14.25.165(i),

14.25.175(d),

14.25.220(22),

DRAFT

14.25.075(g),  14.25.075(h),

14.25.110(/),  14.25.110(ni)

14.25.167(g),  14.25.168(a),

14.25.220(1),  14.25.220(2),

14.25.220(23), 14.25.220(31),

14.25.220(36), 14.25.220(37), 14.25.220(40), and 14.25.220(42).

(c) In the following statute sections, the revisor of statutes shall substitute "the plan"

for references to "the system™:
39.35.030(c), 39.35.040, 39.35.042(g),

39.35.100, 39.35.120, 39.35.125,

39.35.165(c), 39.35.165(d),

39.35.170, 39.35.180, 39.35.195,

39.35.310(c), 39.35.340(a),

39.35.360(a), 39.35.360(g),

39.35.131, 39.35.154,

39.35.165(e),

39.35.250, 39.35.280,
39.35.342(a),

39.35.360(h),

39.35.165(g), 39.35.165(h),

39.35.342(d), 39.35.345(a),

39.35.360(i). 39.35.3600),

39.35.160(a),

39.35.300(c),

24-LS0461U

14.25.075(i),
14.25.143(h),
14.25.168(c),
14.25.220(7),

14.25.220(34),

AS 39.35.0i0(a), 39.35.010(c), 39.35.011. 39.35.020,

39.35.050(a), 39.35.060, 39.35.070. 39.35.090,

39.35.165(a),
39.35.165(1),
39.35.310(a),
39.35.345(d),

39.35.360(K),

39.35.370(h), 39.35.370(i), 39.35.3700), 39.35.370(k).

39.35.370(0,  39.35.370(g),

39.35.371 (i), 39.35.381(b), 39.35.381(g), 39.35.385(c), 39.35.400(e), 39.35.450(g),

39.35.475(a).  39.35.475(b), 39.35.475(d), 39.35.500(a),  39.35.505, 39.35.520(a),

39.35.520(d), 39.35.522(d), 39.35.527(a), 39.35.527(b),  39.35.530, 39.35.535(a),

39.35.535(d), 39.35.550, 39.35.560, 39.35.570, 39.35.580, 39.35.590, 39.35.600, 39,35.610.
39.35.620(a), 39.35.620(h), 39.35.650. 39.35.670, 39.35.675(a), 39.35.680(1), 39.35.680(2),

39.35.680(5), 39.35.680(9). 39.35.680(12), 39.35.680(15), 39.35.680(16), 39.35.680(17).

39.35.680(20), 39.35.680(29), 39.35.680(32), 39,35.680(33). 39.35.680(34), and

39.35.680(35).

(d) In the following statute sections, the revisor of statutes shall substitute the spanned

reference "AS 39.35.010 - 39.35.680" for references to "this chapter": AS 39.35.165,
39.35.200, 39.35.250, 39.35.300, 39.35.340. 39.35.350, 39 35.360(a). 39.35.360(h),
39.35.360(i), 39.35.360(j), 39.35.370, 39.35.371, 39.35.381, 39.35.480, 39.35.490, 39.35.495,

39.35.505, 39.35.530, 39.35.546, 39.35.547, 39.35.615, 39.35.620, 39.35.675, 39.35.677, and

39.35.680.
* Sec. 28. This Act takes effect July 1, 2005.
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HOUSE BILL NO. 191
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-FOURTH LEGISLATURE - FIRST SESSION

BY REPRESENTATIVE KELLY

Introduced: 3/2/0S
Referred: State Affairs, Finance

A BILL

FOR AN ACT ENTITLED

"An Act relating to defined contribution systems for members of the teachers

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

BE IT ENACTED BY THE LEGISLATURE OKTHE STATE OF ALASKA:

* Section I. AS 14.25 is amended by adding a new section to read:
Article 1. Teachers First Hired before July 1, 2005.
Sec. 14.25.005. Applicability of AS t4.25.005 - 14.25.012, 14.25.040 -
14.25.169, 14.25.173, 14.25.175, and 14.25.220. The piovisions of AS 14.25.005 -

14.25.012, 14.25.040 - 14.25.169, 14.25.173, 14.25.175, and 14.25.~20 apply only to

members first hired before July 1, 2005.
* Sec. 2. AS 14.25 is amended by adding new sections to read:
Article 2. Teachers First Hired on or after July 1, 2005.

Sec. 14.25.310. Applicability of AS 14.25.310 - 14.25.495. The provisions of

AS 14.25.310- 14.25.495 apply only to members firs? hired on or after July 1,2005.
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1 Sec. 14.25.320. Defined contribution retirement system established;
2 federal qualification requirement*, (a) A defined contribution retirement system
3 for teachers of the state is created.

4 (b) The retirement system established by AS 14.25.310 - 14.25.495 is intended

5to qualify under 26 U.S.C. 401(a) and 414(d) (Internal Revenue Code) as a qualified

6 retirement plan established and maintained by the state for its employees, for the
7 employees of school districts and regional educational attendance areas in the state,
8 and for the employees of other employers whose participation is authorized by
9 AS 14.25.310 - 14.25.495 and who participate in this system.
10 (c) An amendment to AS 14.25.310 - 14.25.495 docs not provide a person
1 with a verted right to a benefit if the Internal Revenue Sc /ice determines that the
12 amendment will result in disqualification of the plan under the Internal Revenue Code.
13 Sec. 14.25.330. Purpose and effective date. (@) The purpose of
14 AS 14.25.310 - 14.25.495 is to encourage qualified teachers to enter and remain in
15 service with participating employers by establishing a defined contribution retirement
16 system on behalfofthe members.
17 (b) AIll eligible employees first hired on or after July 1, 2005, shall participate
18 in the system set out in AS 14.25.310 - 14.25.495 in which retirement and death
19 benefits are provided through the purchase of annuity contracts, either fixed, variable,
20 or a combination of fixed and variable.
21 Sec. 14.25.340. Contributions by members. Each member shall contribute
22 to the system an amount equal to 10 percent of the member’s base salary accrued from
23 July 1to the following June 30. The employer shall deduct the contribution from the
24 member's salary at the end of each payroll period, and the contribution shall be
25 credited by the system to the member contribution account. The contributions shall be
26 deducted from employee compensation before the computation of applicable federal
27 taxes ana shall be treated as employer contributions under 26 U.S.C. 414(h)(2). A
28 member may not have the option of making the payroll deduction directly in cash
29 instead of having the contribution picked up by the employer.
30 Sec. 14.25.350 Contributions by employer, (@) An employer shall
31 contribute to the system a percentage of each member's base salary accrued from
HB 191 -2- HB0191a
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July 1to the following June 30, including any adjustments to contributions required by
AS 14.25.440(a). The employer contribution to the system as a percentage 0™ a
member's base salary for employees during the member’s

(1) first year of service with the employer is zero percent;

(2) second year of service with the employeris 25 percent of the

maximum employer contribution rate;

(3) third year of service with the employeris 50 percent of the

maximum employer contribution rate;

(4) fourth year of service with the employeris 75 percent of ihe

maximumemployer contribution rate;

(5) fifth and all subsequent years of service with the employer is 100
percent of the maximum employer contribution rate.

(b) The maximum employer contribution rate is eight percent of each
member’s base salary accrued from July 1 to the following June 30 tor the defined
contribution plan.

(c) For purposes of this section, "year of service" has the meaning given in
AS 14.25.220. exceptpart-time service shall be credited on a pro rata basis only if the
part-time service .as for regular employment that isat least 50 percent of full-time
service.

Sec. 14.25.300. Transmittal of contributions, (a) All contributions
deducted in accordance with AS 14.25.340 shall be transmitted to the system for
deposit in the retirement fund not later than 15 days following the dose of the payroll
period, with the final contributions due for any school year transmitted not later than
July 15.

(b) The contributions of employers under AS 14.25.350 must be transmitted to
the system for deposit in the retirement fund at the close of each pay per d. If the
contributions are not submitted within 15 days after the close of each pa? nil period,
interest must be assessed on the outstanding contributions at one and c« ,-nalf times

the most recent actuarially determined rate of earnings for the system from the date

that contributions were originally due. In addition, the amount of the contributions

and interest may be deducted by the Department of Education and Early Devr lopment
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from the state funds due the school district and the amount so deducted transmitted to
the system for deposit in the retirement fund. Amounts due from the University of
Alaska and interest as prescribed in this section may be deducted by die commissioner

of administration from any state funds due the University of Alaska and the amount
deducted transmitted to the administrator for deposit in the retirement fund.

Sec. 14.25.370. Retirement benefits and vesting. A participating member is
immediately and fully vested in that member's contributions and in the employer
contributions made on that member’s behalf to an account under AS 14.25.310 -

14.25.4%,

Sec. 14.25.380. Distributions, (a) A participating member is eligible to
receive distribution of that person's accumulated balance in the plan upon becoming a
former participating member.

(b) Upon the death of a participating member or former participating member,
the accumulated balance of that deceased participant is considered to belong to the
refund beneficiary, if any, of that deceased participant. If a valid nomination of refund
beneficiary is not on file with the board, the board, in a lump sum distribution, shall
distribute the accumulated balance to a legal representative, if any, of the deceased

participant's estate.

(c) A former participating member or refund beneficiary may elect one or a

combination of several of the following methods of distribution of the accumulated
balance:

(1) a lump sum distribution to the recipient;

(2) a lump sum direct rollover to another qualified plan, to the extent
allowed by federal law;

_(3) periodic distributions, as authorized by the board;

(4) no current distribution, in which case the accumulatedbalance
must remain in the plan until the former participating member or refund beneficiary
elects a method or methods of distribution under this section, to the extent allowed by
federal law.

(d) If the former participating member’ vested account balance is less than

$5,000, the board shall automatically refund the member’s vested account balance

-4- HBO191a
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upon termination of employment. The member may waive the refundif the member
submits a written statement to the board, within 120 days aftertermination,requesting
that the member's vested account balance remain in the plan.

See. 14/15.390. Refund upon termination, (a) Except as provided in (b) of
this section, a tcminated member is entitled to a refund of the balance of the member
contribution account.

(b) A member who is terminated and who is married at the time of application
for a refund or whose rights to a refund are subject to a qualified domestic relations
order is entitled to receive a refund of the balance of the member contribution account
only if the member's present spouse and each person entitled under the order consent
to the refund in writing on a form provided by the administrator. The administrator
may waive written consent from the person entitled under the order if the
administrator determines that the person cannot be located or for other reasons
established by regulation. The administrator may waive written consent from the

spouse if the administrator determines that

(1) the member was not married to the spouse during any period of the

member's employment with an employer;

(2) the spouse ha* no rightsto benefits under AS 14.25.310 -

14.25.495 because of the terms of a qualified domestic relations order;
(3) the spouse cannot be located;

(4) the member and spouse have betn married lorlessthan two years

and the member establishes that they are not cohabiting; or
(5) another reason established byregulation exists.

Sec. 14.25.400. Rights under qualified domestic relations order. A former
spouse shall be treated as a spouse or surviving spouse under AS 14.25.310 -
14.25.495 to the extent required by a qualified domestic relations order. Rights under
the order do not take effect Until the order is filed with the administrator.

Sec. 14.25.410. Rollover distributions and rollover contributions, (a) A
distributee may elect, at the time and in the manner prescribed by the administrator, to
have all or part of an eligible rollover distribution paid directly to an eligible

retirement plan specified by the distributee in the direct rollover.

5- HB 191
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(b) The system does not accept conlnbutions ofeligible rollover distributions.

(c) In this section,
(1) “"direct rollover" means the payment of an eligible rollover
distribution by the system to an eligible retirement plan specified by a distributee who

is eligible to elect a direct rollover;

(2) "distributee” means a member or a beneficiary who is the surviving
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spouse of the member;

(3) "eligible retirement plan” means

(A) an individual retirement account described in 26 U.S.C.

408(a);

(B) an individual retirement annuity defined
408(b);

(C) an annuity plan described in 26 U.S.C. 403(a);

(D) a qualified trust described in 26 U.S.C. 401(a);

(E) an annuity plan described in 26 U.S.C. 403(b); or
(F) a governmental plan described in 26 U.S.C. 457(b);

(4) "eligible rollover distribution” means a distribution of all or part of

a total account to a distributee, except for

in 26 U.S.C.

(A) a distribution that is one of a series of substantially equal
installmentspayable not ":ssfrequently thanannually over the life expectancy
of the distributee orthe joint and latsurvivor lifeexpectancy of the distributee
and the distributee's designated beneficiary, as defined in 26 U.S.C. 401(aX?9);

(B) a distribution that is one of a series of substantially equal

installments payable not less frequently than annually over a specified period

of 10 years or more;

(C) adistribution that is required under 26 U.S.C. 401 (aX9);

(D) the portion of any distribution that is not includable in

gross income;

(E) a distribution that is on account of hardship; and

(F) other distributions that arc reasonably expected to total less

than $200 during a year.
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Sec. 1425420 Distribution requirements, (a) The entire interest of a
member must be distributed or must begin to be distributed not later than the member's

required beginning date.

(b) I1f a member dies after the distribution of the member's interest has begun

but before the distribution has been completed, the remaining portionof the interest

shall continue to be distributed at least asrapidly as under the method of distribution

being used before the member's death.
,*) If a member has made a distribution election and dies before the
distribution of ftie member's interest begins, distribution ofthe member's entire interest

shall be completed by December 31 of the calendar year containing the fifth

anniversary of the member's death. However, if any portion of the member's interest

is payable to a designated beneficiary, distributions may be made over the life of the
designated beneficiary or over a period certain not greater than the life expectancy of
the designated beneficiary, commencing on or oeforc December 31 of the calendar
year immediately following the calendar year in which the member died, and, if the
designated beneficiary is the member's surviving spouse, the date distributions are
required to begin may not be earlier than the later of December 31 of the calendar year
(1) immediately following the calendar year in which the member died, or (2) in which
the member would have attained 70 1/2 years of age, whichever is earlier. If the
surviving spouse dies after the member but before payments to the spouse have begun,
the provisions of this subsection m>ply as if the surviving spouse were the member.

An amount paid to a child - member will be treated as if it were paid to the

surviving spouse if the amount becomes payable to the surviving spouse when the
child reaches the age of majority.

(d) If a member has not made a distribution election before the member's
death, the members designated beneficiary must elect the method of distribution not
later than December 31 of the calendar year (1) in which distributions would be

required to begin under this section, or (2) that contains the fifth anniversary of the

date of d ,'ath of the member, whichever is earlier. If the member does not have a

designated beneficiary or if the designated beneficiary docs not elect a method of

distribution, distribution of the member's entire interest must be completed by

HB 191
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December 31 of the calendar year containing the fifth anniversary of the member's
death.
(e) For purposes of (c) of this section, distribution of a member's interest is
considered to begin (1) on the member's required beginning date, or (2) if the
designated beneficiary is the member's surviving spouse and the surviving spouse dies
after the member but before payments to the spouse have begun, on the date

distribution is required to begin to the surviving spouse. If distribution in the form of

an annuity irrevocably commences to the member before the required beginning date,
the date distribution is considered to begin is the date that the distribution actually
commences.

(f) Notwithstanding any contrary provisions of AS 14.25.310 - 14.25.495, the
requirements of this section apply to all distributions of a member's interest and take
precedence over any inconsistent provisions of AS 14.25.310 -14.25.495.

(g) All distributions required under this sectionare determined and made in
accordance with 26 U.S.C. 401(a)(9) and regulations adopted under that statute,

including any minimum distribution incidental benefit requirement.

(h) In this section,

(1) "designated beneficiary” means the individual who is designated as
the beneficiary under the system in accordance with 26 U.S.C. 401(a)(9) and
regulations adopted under that statute;

(2) "required beginning date" means the first day of April of the
calendar year following the calendar year in which the member either attains 70 112
years ofage or actually retires, whichever is later.

Sec.14.25.430. Designation of beneficiary, (a) Each member shall
designate the beneficiary or beneficiaries to whom the administrator shall distribute
benefits payable under AS 14.25.310 - 14.25.495 as a consequence of the member's
death. Notwithstanding a previous designation of beneficiary, a person who is the
spouse of a member at the time of the member's deathautomatically becomes the
designated beneficiary if the spouse was married to the member during part of the

member's employment for an employer

(1) except to the extent a qualified domestic relations order filed with

8- HBO191a
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the administrator provides for payment to a farmer spouse or other dependent of the
member, or

(2) wunless the member filed a revocation ofbeneficiary accompanied
by a written consent to the revocation from the present spouse and each person entitled
under the order; however, consent of the present spouse is not required if the member
and the present spouse had been married for less than two ye?rs on the date of the
member’s death and if the member established when filing the revocation that the
member and the present spouse were not cohabiting.

(b) Except as provided in (a) of this section, the member may change or
revoke the designation without notice to the beneficiary or beneficiaries at any time.
If a member designates more than one beneficiary, each shares equally unless the
member specifics a different allocation or preference. The designation of a
beneficiary, a change or revocation of a beneficiary, and a consent to revocation of a
beneficiary shall be made on a form provided by the administrate, and is not effective

until filed with the administrator

(c) Ifamember fails to designate a beneficiary, or if aa designated beneficiary
survives the member, the death benefit shall be paid

()to the surviving spouse or, if there is none survivng;
(2) to the surviving children in equalparts or, if there are none
surviving;
3) to the surviving parents in eoual parts or, if there are none
surviving;
(4) to the estate.
(d) A person claiming entitlement to benefits payable under AS 14.25.310 -

14.25.495 as a consequence of a member's death shall provide the administrator with a
marriage certificate, divorce or dissolution judgment, or other evidence of entitlement.
Documents establishing entitlement may be filed with the administrator immediately
after a change in the member's marital status. If the administrator does not receive
notification of a claim before the date 10 days after the member's death, the person

claiming entitlement is not entitled to receive from the division of retirement and

benefits any benefit already paid by the administrator.
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Sec. 1425440 Adjustments, (a) When &change or error is made in the
records maintained by the system or in the contributions made on behalf of an
employee or an error is made in computing a benefit, and, as a result, a teacher or
member or beneficiary is entitled to receive from the system more or less than the
teacher or member or beneficiary would have been entitled to receive had the records

or contributions been correct or had the error not been made, the records,

contributions, or error shall be corrected. An adjustment to contributions shall be

picked up by the employt in accordance with AS 14.25.360 or treated as an
adjustment to the employer's contributions in accordance with this section, depending
upon the nature of the adjustment. |If no future benefit payments are due, a person
who was paid any amount to which the person was not entitled is liable for repayment
of that amount, and a person who was not paid the full amount to which the person

was entitled shall be paid that amount.

(b) An adjustment that requires the recovery of benefits may not be made

under this section if
(1) the incorrect benefit was first paid two years or more before the

member or beneficiary was notified of the error;

(2) the error was not the result of erroneous information supplied by

the member or beneficiary; and
(3) the member or beneficiary did not have reasonable grounds to
beiievc that the amount of the benefit was in error.
(c) At each rcj.larly scheduled meeting of the Alaska Teachers' Retirement
Board, the administrator shall report to the board on all situations since the
administrator's last report in which an adjustment has been prohibited under (b) of this
section. If the board finds that there is reason to believe that one or more of the
conditions set out in (b) of this section have not been met, the administrator shall
notify the member or beneficiary th t an adjustment will be made to recover the
overpayment. A member or beneficiary who receives notice of adjustment under this
of the adjustment under

subsection may appeal to the board for a waiver

AS 14.25.450. An adjustment that requires the repayment of benefits may not be
required while the appeal is pending.
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(d) The system shsii pay interest on amounts owed to a member or

beneficiary. Interest shall be charged on amounts owed to the system by a member or
beneficiary if the amount owed is the result of erroneous information supplied by the
member or beneficiary, or :he member or beneficiary had reasonable grounds to
believe the amount of the benefit was in error. The interest paid under this subsection
is at the rate established by regulation for indebtedness contributions owed. Interest
accrues from the date on which the correct payment was due and continues until an
actuarial adjustment to the benefit is effective or the amount owed is paid. Accrued
interest for periods less than 60 days or in amounts less than the limit established in
regulation for writing off small indebtedness and refund balances may not be collected
or paid under this subsection.

Sec. 14.25.450. Waiver of adjustments, (a) Upon appeal by an effected
member or beneficiary under (b) of this section, the board may waive an adjustment or
a portion ofan adjustment made under AS 14.25.440 if, in the opinion of the board,

(1) the adjustment or portion of the adjustment will cause undue

hardship to the member or beneficiary;

(2) the adjustment was not the result of erroneous information supplied
by the member or beneficiary;

(3) before the adjustment was made, the member or beneficiary
received confirmation from the administrator that the member's or beneficiary’s
records were correct; and

(4) the member or beneficiary had no reasonable grounds to believe
the records were incorrect before the adjustment was made.

(b) In order to obtain consideration of a waiver under this section, the affected
member or beneficiary must appeal to the board in writing within 30 days after receipt
of notice that the records have been adjusted. The ruling of the board shall be in
writing.

(c) The board may conduct a hearing on an appeal under this section.

(d) The board may impose conditions on granting a waiver that it considers

equitable. These conditions may include requiring the member or beneficiary to make

additional contributions to the system.
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(e) The board may reconsider a ruling under this section upon request of the
member or beneficiary or the administrator if the request isrcceivod within 30days
after the initial ruling. Any modification of the initial ruling must bemade within 30
days after receipt ofa request for reconsideration.

Sec. 14.25.495. Definitions. In AS 14.25.310 - 14.25.495, unless the context
requires otherwise,

(1) "administrator” has the meaning given in AS 14.25.220;

(2) "base salary" has the meaning given in AS 14.25.220;

(3) "beneficiary" has the meaning given in AS 14.25.220;

(4) "board" has the meaning given in AS 14.25.220;

(5) "compensation" has the meaning given in AS 14.25220;

(6) "employer" has the meaning given in AS 14.25.220;

(7) "former participating member" means a terminated member;

(8) "fund" means the assets of the system;
(9)"Internal Revenue Code" has the meaning given in AS 14.25.220;

(10) "member" has the meaning given "teacher" in AS 14.25.220;

(11) "member contribution account” means the total maintained bythe
system of the members mandatory contributions, employer contributions on behalf of
the employee, indebtedness principal and interest payments, interest credited to each
of those accounts, and adjustments to the account in accordance with AS 14.25.440;

(12) "military service" has the meaning given in AS 14.25.220;

(13) "qualified domestic relations order" has the meaning given in

AS 14.25.22C;

(14)  "retirement fund" or "fund" has the meaning given in
AS 14.25.220;

(15) "school year" has the meaning given in AS 14.25.220;

(16) "system" has the meaning given in AS 14.25.220;

(17) "teacher" has the meaning given in AS 1425.220;

(18) "terminated" means a person no longer employed by an employer

participating in the system.

*Se*..3. AS 14.40.0/1(e) is amended to read:
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(e) An employee whose rights to transfer assets out of a stale irtircmcent
system are subject to a qualified domestic relations order is entitled to transfer assets
from the state retirement system to the program only if the requirements for receiving

a refund under AS 14.25.150(b). 14.25.390. [OR] AS 39.35.200(c), or 3935.760. as

appropriate, are met

* Sec. 4 AS 39.35 is amended by adding a new section to Article 1to read:

Sec. 39.35J0S. Applicability of AS 39.35.010 - 39.35.690 to employees first
hired before July 1, 2005. The following provisions of this chapter apply only to

members first hired before July 1, 2005: AS 39.35.010, 39.35.120 - 39.35.165,

39.35.180 - 39.35.650find 39.35.675 - 39.35.680.

* Sec. 5. AS 39.35 is amended by adding new secticns tojead:

Article 9. Employees First Hired on (tnaﬂel’Jiijy"jOOS"

Sec. 39.35.700. Applicability of AS 39.35.700 - 39.35.895. The provisions of
AS 39.35.700 - 39.35.895 apply only to members first hired on or after July 1,2005.

Sec. 39.35.710. Defined contribution retirement system estanlishcd;
federal qualification requirements, (a) A defined contribution retirement system is
established for employees of the state or a political subdivision or public organization
of the state. All eligible employees first hired on or after July 1, 2005, must
participate in this system in which retirement and death benefits are provided through
the purchase of annuity contracts, either fixed, variable, or a combination of fixed and
variable.

(b) The purpose of AS 39.35.700 - 39.35.895 is to encourage qualified
personnel to enter and remain in the service of the state or a political subdivision or
public organization of the state by establishing a system for the payment of defined

contribution retirement benefits to or on behalfof the employees.

(c) Hie retirement system established by AS 39.35.700 - 39.35.895 is intended
to qualify under 26 U.S.C. 401(a) and 414(d) (Internal Revenue Code) as a qualified
retirement plan rtablishcd and maintained by the state for its employees and for the
employees of political subdivisions, public corporations, and public organizations of
the stale, and for the employees of other employers whose participation is authorized

by AS 39.35.700 - 39.35.895 and who participate in the system set out in
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AS 39.35.700 - 39.35.895.
(d) An amendment to AS 39.35.700 - 39.35.895 does not provide a person

with a vested right to a benefit if the Internal Revenue Service determines that the
amendment will result in disqualification of the plan under the Internal Revenue Code.

Sec. 39.35.720. Contributions by members. Each peace officer or fire
fighter shall contribute to the system an amount equal to ™ ” perccnt of the peace
officer's or fire fighter's compensation. Each other employee shall contribute to the
r n an amount oqual to eight percent of the employee’s compensation  The
contributions shall be deducted by the employer at the end of each payroll period. The
contributions shall be deducted from employee compensation before computation of
applicable federal taxes, and the contributions shall be treated as employer
contributions under 26 U.S.C. 414(h)(2). A member may not have the option of
making the payroll deduction directly instead of having the contribution picked up by
the employer.

Sec. 39.35.730. Contributions by employer, (a) An employer shall
contribute to the system a percentage of each member's base salary accrued from
July 1to the following June 30, including any adjustments to contributions required by
AS 39.35.810. The employer contribution to the system as a percentage of an
employee's base salary for employees during the employee's

(1) first year of service with the employer is zero percent;
(2) second year of service with the employer is 25 percentof the

maximum employer contribution rate;

(3) third year of service with the employer is 50 percentof the

maximum employer contribution rate;

(4) fourth year of service with the employer is 75 percentof the

maximum employer contribution rate;

(5) fifth and all subsequent years of service with the employer is 100

percent of the maximum employer contribution rate.

(b) The maximum employer contribution rate is 8.75_percent of each

member's base salary accrued from July 1 to the following June 30 for the defined

contribution plan.
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(c) For purposes of this section, "year of service" means one full year of
membership service completed by an employee; part-time service shall be credited on
a pro rata basis only if the part-time service was for regular employment that is at least
50 perceii:of full-time service.

Sec. 39.35.740. Retirement benefits and vesting. A participating member is
immediately and fully vested in that member’s contributions and in the employer
contributions made on that member's behalf to an account under AS 39.35.700 -
39.35.895.

Sec. 39.35.750. Distributions, (a) A participating member is eligible to
receive distribution of that person’s accumulated balance in the plan upon becoming a
former participating member.

(b) Upon the death of a participating member or former participating member,
the accumulated balance of that deceased participant is considered to belong to the
refund beneficiary, if any, of that deceased participant. 1f a valid nomination of refund
beneficiary is not on file with the board, the board, in a lump sum distribution, shall
distribute the accumulated balance to a legal representative, if any, of the deceased
participant's estate.

(c) A former participating member or refund beneficiary may elect one or a
combination of several of the following methods of distribution of the accumulated
balance:

(1) lump sum distribution to the recipient;

(2) lump sum direct rollover to another qualified plan, tothe extent
allowed by federal law;

(3) periodic distributions, as authorized by the board;

(4) no current distribution, in which case the accumulated balance
must remain in the plan until the former participating member or refund beneficiary
elects a method or methods of distribution under this section, to the extent allowed by
federal law.

(d) If the former participating member's vested account balance is less than
$5,000, the board shall automatically refuod the member's vested account Balance

upon termination of employment. The member may waive me refund if the member
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submits a written statement to the board, within 120 days after termination,requesting
that the member's vested account balance remain in the plan.

Sec. 39.35.760, Refund upon termination, (a) Except as provided in (b) of
this section, a terminated member is entitled to a refund of the balanceof the member
contribution account.

(b) A member who is terminated and who is married at the time of application
for a refund or whose rights to a refund arc subject to a qualified domestic relations
order is entitled to receive a refund of the balance of the member contribution account
only if the member's present spouse and each person entitled under the order consent
to the refund in writing on a form provided by the administrator. The admiruaratoi
may waive written consent from the person entitled under the order if the
administrator determines that the person cannot be located or for other reasons
established by regulation. The administrator may waive written consent from the

spouse if the administrator determines that

(1) the member was not married to the spouse during any period "f the

member's employment with an employer;

(2) the spouse has no rights to benefits underAS 39.35.700 -
39.35.895 because of the terms ofa qualified domestic relations order;

(3) the spouse cannot be located;

(4) the member and spouse have been married for less than twoyears
and the member establishes that they arc not cohabiting; or

(5) another reason established byregulation exists.

Sec. 39.35.770. Rights under qualified domestic relations order. A former
spouse shall be treated as a spouse or surviving spouse under AS 39.35.700 -
39.35.895 to the extent required by a qualified domestic relations order. Rights under
the order do not take effect until the order is filed with the administrator.

Sec 39.35.780. Rollover distributions and rollover contributions, (a) A
distributee may elect, at the time and in the manner prescribed by the administrator, to
have all cr part of an eligible rollover distribution paid directly to an eligible
retirement )lan specified by the distributee in the direct rollover.

(b) The system docs not accept contributions of eligible rollover distributions.
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(c) In this section,

(1) direct rollover" means the payment of an eligible rollover
distribution by the system to an eligible retirement plan specified by a distributee who

is eligible to elect a direct rollover;

(2) "distributee” means a member or a beneficiary who is the surviving

spouse of the rrember;
(3) "eligible retirement plan™ means

(A) an individual retirement account described in 26 U.S.C.

408(a);
(B) an individual retirement annuity defined in 26 U.S.C.

408(b);
(C) an annuity plan described in 26 | .S.C. 403(a);
(D) a qualified trust described in 26 U.S.C. 401(a);
(E) an annuity plan described in 26 U.S.C. 403(b); or
(F) a governmental plan described in 26 U.S.C. 457(b);
(4) "eligible rollover distribution” means a distribution of all or part of
a total account to a distributee, except for
(A) a distribution that is one of a series of substantially equal
installments payable not less frequently than annually over the life expectancy
of the distributee or the joint and last survivor life expectancy of the distributee
and the distributee's designated beneficiary, as defined in 26 U.S.C. 401(a)(9);
(B) a distribution that is one of a series of substantially equal
installments payable not less frequently than annually over a specified period
of 10 years or more;
(C) adistribution that is required under 26 U.S.C. 401(a)(9);
(D) the portion of any distribution tnat is not includable in
gross income;
(E) a distribution that is on account of hardship; and
(F) other distributions that are reasonably expected to total less

than $200 during a year.

Sec. 39.35.790. Distribution requirements, (a) The entire interest of a
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member must be distributed or must begin to be distributed not later than the member's
required beginning date.

(b) Ifa member dies after the distribution of the member's interest has begun
but before the distribution has been completed, the remaining portion of the interest
shall continue to be distributed at least as rapidly as under the method of distribution
being used before the me iber's death.

(c) If a member has made a distribution election and dies before the
distribution of the member's interest begins, distribution of the member's <ntire intciest
shall be completed by December 31 of the calendar year containing the fifth
anniversary of the member's death. However, if any portion of the member's interest
2 payable to a designated beneficiary, distributions may be made over the life of the
designated beneficiary or over a period certain not greater than the life expectancy of
the designated beneficiary, commencing on or before December 31 of the calendar
year immediately following the calendar year in which the member died, and, if the
designated beneficiary is the member's surviving spouse, the dale distributions are
required to begin may not be earlier than the later of December 31 of the calendar year
(1) immediately following the calendar year in which the member died, or (2) in which
the member would have attained 70 1/2 years of age, whichever is earlier. If the
surviving spouse dies after the member but before payments to the spouse have begun,
the provisions of this subsection apply as if the surviving spouse were the member.
An amount paid to a child of the member will be treated as if it were paid to the
surviving spouse if the amount becomes payable to the surviving spouse when the
child reaches the age of majority.

(d) If a member has not made a distribution election before the member’s
death, the member's designated beneficiary must elect the method of distribution not
later than December 31 of the calendar year (1) in which distributions would be
required to begin under this section, or (2) that contains the fifth anniversary of the
date of death of the member, whichever is earlier. If the member does not have a
designated beneficiary or if the designated beneficiary does not elect a method of
distribution, distribution of the member's entire interest must be completed by

December 31 of the calendar year containing the fifth anniversary of the member's
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death.

(e) For purposes of (c) of this section, distribution of a member's interest is
considered to begin (1) on the member's required beginning date, or (2) if the
designated beneficiary is the member's surviving spouse and the surviving spouse dies
after the member but before payments to the spouse have begun, on the date
distribution is required to begin to the surviving spouse. If distribution in the form of
an annuity irrevocably commences to the member before the required beginning date,
the date distribution is considered to begin is the date that the distribution actually
commences.

(f) Notwithstanding any contrary provisions of AS 39.35.700 - 39.35.895, the
requirements of this section apply to all distributions of a member's interest and take
precedence over any inconsistent provisions of AS 39.35.700 - 39.35.895.

(g) All distributions required under this section are determined and made in
accordance with 26 U.S.C. 401(a)(9) and regulations adopted under that statute,
including any minimum distribution incidental benefit requirement.

(h) In this section,

(1) "designated beneficiary" means the individual who is designated as
the beneficiary under the system in accordance with 26 U.S.C. 401(a)(9) and
regulations adopted under that statute;

(2) "required beginning date" means the first day of April of the
calendar year following the calendar year in whichthe member either attains70 1/2
years ofage or actually retires, whichever is later.

Sec. 39.35.800. Designation of beneficiary, (a) Each member shall designate
the beneficiary or beneficiaries to whom the administrator shall distribute benefits
payable under AS 39.35.700 - 39.35.895 as a consequence of the member's death.
Notwithstanding a previous designation of beneficiary, a person who is the spouse ofa
member at the time of the member's death automatically becomes the designated

beneficiary if the spouse was married to the member during part of the member's

employment for an employer

(1) except to the extent a qualified domestic relations order filed with

the administrator provides for payment to a former spouse or other dependent of the
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member; or
(2) unless the member filed a revocation of beneficiary accompanied

by a written consent to the revocation from the present spouse and each person entitled
under the order; however, consent of the present spouse is not required if the member
and the present spouse had been married for less than two years on the date of the
member's death and if the member established when filing the revocation that the
member and the present spouse were not cohabiting.

(b) Except as provided in (a) of this section, the member may change or
revoke the designation without notice to the beneficiary or beneficiaries at any time.
If a member designates more than one beneficiary, each shares equally unless the
member specifies a different allocation or preference.  The designation of a
beneficiary, a change or revocation of a beneficiary, and a consent to revocation of a
beneficiary shall be made on a form provided by the administrator and is not effective

until filed with the administrator.

(c) Ifamember fails to designate a beneficiary, or if no designated beneficiary
survives the member, the death benefit shall be paid
(1)to the surviving spouse or, if there is none surviving;
(2) to the surviving children in equal parts or, if there are none
surviving;
(3) to the surviving parents in equal parts or, if there are none
surviving;
(4) to the estate.
(d) A person claiming entitlement to benefits payable under AS 39.35.700 -

39.35.895 as a consequence of a member's death shall provide the administrator with a
marriage certificate, divorce or dissolution judgment, or other evidence of entitlement.
Documents establishing entitlement may be filed with the administrator immediately
after a change in the member's marital status. |If the administrator does not receive
notification of a claim before the date 10 days after the member's death, the person
claiming entitlement is not entitled to receive from the division of retirement and

benefits any benefit already paid by the administrator.

See. 39.35.810. Adjustments, (a) When a change or error is made in the

20- 111)0191 a

Now Text Underlined [DELETED TEXT BRACKETED]



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

HB0191u

24-LS0461\G

records maintained by the system or in the contributions made on behalf of an
employee or an error is made in computing a benefit, and, as a result, a member or
beneficiary is entitled to receive from the system more or icss thin the member oi
beneficiary would have been entitled to receive had the records or contributions been
coned or had the error not been made, the records, contributions, or error shall be
corrected. An adjustment to contributions shall be picked up by the employer in
accordance with AS 39.35.720 or treated as an adjustment to the employer's
contributions in accordance with this section, depending upon the nature of the
adjustment. If no future benefit payments are due, a person who was paid any amount
to which the person was not entitled is liable for repayment of that amount, and a
person who was not paid the full amount to which the person was entitled shall be paid

that amount.

(b) An adjustment that requires the recovery of benefits may not be made

i ider this section if

(1) the incorrect benefit was first paid two years or more before the

member or beneficiary was notified of the error;

(2) the error was not the result of erroneous information supplied by

the member or beneficiary; and
(3) the member or beneficiary did not have reasonable grounds to

believe that the amount of the benefit was in error.

(c) At each regularly scheduled meeting of the Public Employees' Retirement
Board, the administrator shall report to the board on all situations since the
administrator's last report in which an adjustment has been prohibited under (b) of this
section. If the board finds that there is reason to believe that one or more of the
conditions set out in (b) of this section have not been met, the administrator shall
notify the member or beneficiary that an adjustment will be made to recover the
overpayment. A member or beneficiary who receives notice of adjustment under this
subsection may appeal to the board for a waiver of the adjustment under
AS 39.35.820. An adjustment that requires the repayment of benefits may not be
required while the appeal is pending.

(d) The system shall pay interest on amounts owed to a member or
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beneficiary. Interest shall be charged on amounts owed to the srstem by a member or
berrficiary if the amount owed is the result of erroneous information supplied by the
member or beneficiary, or the member or beneficiary had reasonable grounds to
believe the amount of the benefit was in error. The interest paid undr* this subsection
is at the rare established by regulation for indebtedness contributions owed. Interest
accrues from the date on which the correct payment was due and continues until an

actuarial adjustment to the benefit is effective or the amount owed is paid Accrued
interest for periods less than 60 days or in amounts less than the limitestablished in
regulation for writing off small indebtedness and refund balancesmay not be collected
or paid under this subsection.

Sec. 39.35.820. Waiver of adjustments, (a) Upon appeal by an affected
member or benel :ary under (b) of this section, the board may waive an adjustment or
a portion ofan a”™ -jtment made under AS 39.35.810 if, in the opinion of the board,

(1) the adjustment or portion of the adjustment will cause undue

hardship to the member or beneficiary;

(2) the adjustment was not the result of erroneous information supplied
by the member or beneficiary;

(3) befor the adjustment was made, the member or beneficiary
received confirmation from the administrator that the member’s or beneficiary's
records were correct; and

(4) the member or beneficiary had no reasonable grounds to believe
the records were incorrect before the adjustment was made.

(b) In order to obtain consideration of a waiver under this section, the affected
member or beneficiary must appeal to the board in writing within 30 days after receipt
of notice that the records have been adjusted. The ruling of the board shall be in
writing.

(c) The board may conduct a hearing on an appeal under this section.
(d) The board may impose conditions on granting a waiver that it considers
equitable. These conditions may include requiring the member or beneficiary to make

additional contributions to the system.

(e) The board may reo ‘der a ruling under this section upon request of the
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member or beneficiary or the administrator if the request is received within 30days

after the initial ruling. Any modification of the initial ruling must be madewithin 30
days after receipt of a request for reconsideration.

Sec. 39.35.830. Management and investment of fund, (a) The Alaska State
Pension Investment Board is the fiduciary of the fund. In managing the fund, the
Alaska State Pension Investment Board shall

(1) consider the status of the fund's investments and the system's
liabilities on both a current and a probable future basis;

(2)determine the appropriate investment objectives for the fund;

(3) establish investment policiesaimed at achieving the objectives; and

(4) act only in regard to tb” best financial interests of the system's plan
and beneficiaries.

(b) The Alaska State Pension Investment Board may invest the fund on the
basis of probable total rate of return without regard to the distinction between principal
and income or to the generation of income.

(c) In carrying out investment duties under AS 39.35.700 - 39.35.895, the
Alaska State Pension Investment Board has the same powers and duties in regard to
the teacher's retirement trust fund as are provided in AS 37.10.071, except that the
standard of prudence that the board must obey under AS 37.10.071(c) shall be in
regard to the managemei tof large trust investments rather than large investments.

Sec. 39.35.850. Special rules for treatment of qualified military service.
Notwithstanding any contrary provisions of AS 39.35.700 - 39.35.895, with respect to
qualified military service, contributions shall be made and benefits and service credit
shall bo provided in accordance with 26 U.S.C. 4 14<u).

Sec. 39.35.860. Exemption from taxation and process, (a) Except as
provided in AS 29.45.030(a)(1) or in (c) of this section, member contributions and
other amounts held in the system on behalfofa member or other person who is or may
become eligible for benefits under the system are exempt from Alaska state and
municipal taxes and are not subject to anticipation, alienation, sale, transfer,
pledge, encumbrance, or charge of any kind, either voluntary or

assignment,

involuntary, before they are received by the person entitled to the amount under the
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terms of the system. Any attempt to anticipate, alienate, sell, transfer, assign, pledge,
encumber, charge, or otherwise dispose of any right to amounts accrued in the system
is void. However, a member's right to receive benefits or the member contribution
account inay be assigned

(1) under a qualified domestic relations order,

(2) to a trust or similar legal device that meets the requirements for a
Medicaid-qualifying trust under AS 47.07.020(f) and 42 U.S.C. 1396p(d)(4); or

(3) as provided in (c) of this section.

(b) Member contributions and other amounts held in the system and benefits
payable under AS 39.35.700 - 39.35.895 are exempt from garnishment, execution, or
levy as provided in AS 09.38.

(c) An inactive member may elect to have the taxable portion of the member
contribution account transferred directly to another plan or an individual retirement
arrangement that is qualified under the federal Internal Revenue Code and that accepts
the transfer.

Sec. 39.35.870. Time limit for application. If an application for benefits or
for refund has not been filed with the administrator by July 1 following the date on
which ;.n inactive member (except a member on leave ofabsence without pay) would
attain age 75, or if an application foi benefits or for refund has not been filed with the
administrator within the 50 years following the most recent dale on which the person
was an active member, benefits or refunds may not be paid under AS 39.35.700
39.35.895 and the member's records may be destroyed.

Sec. 39 35.380. Penalty for false statements, (a) A person who knowingly
makes a false statement, or falsifies or permits to be falsified any record of this
system, in an attempt to defraud this system, is guilty of a class A misdemeanor and
forfeits all rights under AS 39.35.700 - 39.35,895.

(b) In this section, "knowingly" has the meaning given in AS 11.81.900(a).

Sec. 39.35.895. Definitions. In AS 39.35.700 - 39.35.895, unless the context
requires otherwise,

(1) 'active member" has the meaning given in AS 39.35.680;

(2) "actuarial adjustment" has the meaning given in AS 39.35.680;
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(3) "administrator" has the meaning given in AS 39.35.680;

(4) "beneficiary" has the meaning given in AS 39.35.680;

(5) "board" has the meaning given in AS 39.35.680;

(0) "calendar year" has the meaning given in AS 39.35.680;

(7) "compensation" has the meaning given in AS 39.35.680;

(8) "employee contribution account” m ms the total maintained by the
Sj cm ofthe employer's contributions, employee's mandatory contributions, voluntary
contributions, indebtedness principal, and interest contributions, interest credited to
each of those accounts, and adjustments to the accounts in accordance with
AS 39.35.810;

(9) "employer" has the meaning given in AS 39.35.68°;

(10) "former participating member" means a terminated member;

(11) "fund" means the assets of the system;

(12) “inactive member" has the meaning given in AS 39.35.680;

(13) "member" or "employee"” has the meaning given in AS 39.35.680;

(14) "military service"has the meaning given in AS 39.35.680;

(15) "peace officer" or "fire fighter*" has the meaning given in
AS 39.35.680;

(16) "public organization" has the meaning given in AS 39.35.680;

(17)  "i ualified domestic relations order"” has the meaning given in
AS 39.35.680;

(18) "retired member" means an employee who is terminajed, who has
not received a refund from the system, and who is receiving a retirementbenefit from
ihe system;

(19) “retirement” means that period of time from the first day of the
month following (A) the date of termination, and (B) application foiretirement, in
which a person is appointed to receive a retirement benefit;

(20)  "surviving spouse” means the spouse of an employee who has
been married to the employee for at least one year #*the time of the employee's death;

(21) "system™ has the meaning given m AS 39.35.680;

(22) "terminated" means a person no longer employed by an employer

HB 191
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participating in the system.

* Sec. 6. The uncodified law of the State of Alaska is amended by adding a new section to
read:

REVISOR INSTRUCTION, (a) In the following statute sections, the revisor of
statutes shall substitute the spanned reference "AS 14.25.010 - 14.25.220" for references to
"this chapter": AS 14.25.010, 14.25.012, 14.25.040, 14.25.045, 14.25.047, 1*25.048,
14.25.061, 14.25.062, 14.25.063, 14.25.070, 14.25.075, 14.25.105, 14.25.107, 14.25.110,

14.25.142,14.25.150, 14.25.153, 14.25.160, 14.25.165, 14.25.166, and 14.25.220.

(b) In the following statute sections, the revisor of statutes shall substitute the spanned
reference "AS 39.35.010 - 39.35.680" for references to "this chapter": AS 39.35.010,
39.35.165, 39.35.200, 39.35.250, 39.35.300, 39.35.340, 39.35.350, 39.35.360, 39.35.370,
39.35.371,39.35.375, 39.35.381, 39.35.480, 39.35.490, 39.35.495, 39.35.505, 39.35.530,
39.35.546, 39.35.547, 39.35.615, 39.35.620, 39.35.675, 39.35.677, and 39.35.680.

* Sec. 7. This Act takes effect July 1, 2005.

26- HBOJ91a
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FISCAL NOTE

STATE OF ALASKA Fiscal Note Number:

2005 LEGISLATIVE SESSION Bill Version. HB191
() Publish Date:

Revision Date/Time (Note if correction): Dept. Affected: Administration
Title />n Act relation to TRS and PERS creatinga |[RDU Centralized Administrative Services
defined contribution ai.d health reimbursement plans. Component Retirement and Benefits
Sponsor Representative Kelly
Requester House State Affairs Component No. 64
Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 209 FY 2010 FY 2011
Personal Services 265.5 216.5 152.1 152.1 152.1 152.1
Travel 37.5 175 3.5 5.0 5.0 5.0
Contractual 587.0 317.0 342.0 387.0 387.0 387.0
Supplies 18.0 5.0 5.0 5.0 5.0 5.0
Equipment 30.0
Land & Structu'es
Grants & Claims
Miscellaneous

10TAL OPERATING 938.0 556.0 502.6 549.1 549.1 549.1
ICAPITAL EXPENDITURES
ICHANGE IN REVENUES ( r Z
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 938.0 556.0 502.6 549.1 549 1 549.1
1005 GF/Program Rece pts
1037 GF/Mental Health
Other (Specify Type--Do not abbreviate)

TOTAL 938.0 556.0 502.6 549.1 549.1 549.1

Estimate of any current year (FY2005) cost: 0.0
Check this box (X) if funding for this bill is included in the Governor's FY 2006 budget proposal:
POSITIONS
Full-time 1 1
Part-time 2 2 2 2 2
Temporary 2 0 0

ANALYSIS: (Attach a separate page if necessary)
This hill will create a new defined contribution retirement plan and a health reimbursement arrangement for

r.ew employees of the PERS and TRS hired after the effective date of July 1, 2005. As the new plan
significantly differs from the current defined benefit plans, the division will be required to reprogram its
computer systems, set up and account for two new plans, create new plan publications and forms, train staff,
employer contacts and new members, create new employee benefit education methods on the web, benefit
seminars and one on one appointments, and to contract for financial planning services for members of the
new plan. The fiscal note assumes fund manager fees, custody, and record keeper's individual account fees

are separate.

Phone 465-4408
Date/Time 3/29/05 2:18 PM

Date 3/29/2005

Prepared by:  Melanie Millhom, Director
Division Retirement and Benefits

Approved by: Mike Tibbies, Deputy Commissioner
Agency Department of Administration

(Revised 9234 OVB) Page 1of2



FISCAL NOTE

STATE OF \LASKA
2005 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

The estimated administrative costs lo the division b' fiscal year are as follows:
FY 2006

PERSONAL SERVICES:

TRAVEL:

1- Analyst-Pgmr lll - DC-Benefits Sys - R 16

1- Accountant Il - Range 16 P/T

1-R&B Tech I/ll-ER Rpting/Contrib. Recon.-Range 12, P/T
1-Non Permanent Publications Tech Il or Spec |- Range 13
1-Non Permanent Retirement Counselor - Range 18

Employer Reporting Software Upgrade Install & Help
Employer Plan Education
Regional Counselor travel

CONTRACTUAL:

SUPPLIES:
EQUIPMENT:

The above f nding source is initially listed as General Fund because the exiting tiers of PERS / TRS are Defined
Benefit plans, and the present DC plans, SBS and DCP are legally separate from the intended plan. The new tier
members would have to repay the startup costs through fees as the size of the fund grows.

The new plan effective date is July 1, 2005. Therefore, startup costs will start in FY 05, although they have not been
provided for. Further, such startup costs also have the same issue, they really are not costs of the PERS and TRS

Communications & Postage

Computer system mods - Employer Reporting

Computer system mods - PERS / TRS Record Integration
Computer system mods - DC / Web / Remit Modules
Audit, Accting, Tax, Benefits Consulting, Legal

Training \ Risk Management

Employee financial planning services

Office supplies, calculators, desk-top software
Workstation & cubicle, chairs, file cabinets, computers,
telephone, set-up costs

TOTAL

64.4
41.0
46.7
49.0
64.4
265.5

30.0
7.5
0.0

37.5

82.0
80.0
80.0
80.0
100.0
15.0
150.0
587.0

18.0

30.0
48.0

938.0

BILL NO. HB1B1

FY 2007

64.4
41.0
46.7
0.0
64.4
216.5

15.0
0.0
2.5

17.5

17.0
5.0
5.0

10.0

75.0
5.0

20C.0
317.0

5.0

0.0
5.0

556.0

FY 2008

64.4
41.0
46.7
0.0
0.0
152.1

0.0
0.0
3.5
3.5

17.0
5.0
5.0

10.0

50.0
5.0

250.0
342.0

5.0

00
5.0

502.6

FY 09-11

64.4
41.0
46.7
0.0
0.0
152.1

0.0
0.0
5.0
5.0

17.0
5.0
5.0

10.0

50.0
0.0

300.0
387.0

5.0

0.9
5.0

549.1

Defined Benefit plans. Tiers 1, 2, and 3 are logically related, tier 4 PERS and Tier 3 TRS would not be. The purpose of
the hill is to separate the DB and DC side. Some arrangement will have to be worked out to allow expenditure of funds

for the startup that will be reimbursed later.



Changes to Current Tiers Under the Proposed Bills

Bills SB 141

Prescription drug None

Changes

Employee One-half the NCR1set at

an increase of .5% every
year until the employer
contiibution rate reaches
Vi the NCR.

Contribution Kates

Employer
Contribution Rates ip PSC3rat*™ per year,
b ot less thw . the
difference between the
. CR and the employee
ontribution.
Ad hoc PRPA’s
on ad hoc PRPA’sb

Eliminates PERS & TRS
Boaid and ASPIB .

PERS/TRS Board

Creates new ARM* Board

with fiduciary
responsibility only, and

designates other aspects of

current boards.

Repeal COLA™

No longer allow re-
instating past employees
at current tier status. A
past employee who has
cashed out of the system

COLA
Refunded re-hires

cannot buy back that time,

vest and collect benefits.

" NCR - NormalCost Rate

2ACR - Actuarial Computed Rate

3PERS - Public Employees Retirement System

4TRS - Teac: r's Retirement System

5PSC - Past S.rvice Cost

6 PRPA - Post Retirement Pension Adjustment

7ASPIB - Alaska State Pension Investment Board

8ARM - A a ka Retirement Management

9COLA - Cost of living adjustment

Prepared by the Office of Rep Paul Seaton 3/29/2095

more than 5% increase

Places limiting conditions

HB 177 and HB
170

None

HB 177-One-half
the amount
needed to fund the
system (ACR)'
with a i aximum
increase of 5%
per year.
Police/fire
contribute
additional 1%

No more than 5%
increase in PSC
rate per year

None

HB 170. Changes
the requirements
for members of
the PERS & TRS
Boards.

None
None

State Affairs Bill

| Requires retirees to
purchase prescription
drugs from a preferred
drug list unless
otherwise
recommended
One-half the amount
needed to fund the
system (ACR) caped
at 13% for PERS and
14% for TRSA4
Maximum increase of
5% per year.

No more than j%
increase in PSC rate
per year. One-half the
NCR with a floor at
10% PERS. 11% TRS

Places limiting
conditions on ad hoc
PRPA’s

None

None
None
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PERS employee
contribution rate

TRS employee
contribution rate

Vesting

Retirement Age

PERS & TRS Benefit
Formula

Medical

Prepared by the Office of Rep. Paul Seaton 3/24/2005

Current PERS Tier
ull TRS Tier 1DB
Plan

6.75% other
7.5% | dice/fire
9.6% school district

8.65%

5 years PERS
8 years TRS

55 normal - 50 early
30 “others”

20 policc/firc

20 teachers

2% up to 2.5%
multiplier per year DB
multiplier X years of
service X high 3 year
average salary

Do not have to retire
directly from the system
to be service or age
eligible for medical
coverage

Medical plan premium
paid by retirement
system for all retirees
and dependents.

Except Tier Il retirees

Current PERS Tier
I/111 & TRS Tier 1l
DB Plan

6.75 or 7.5% other
7.5% Police/fire
9.6% school district
8.65%

5 years PERS
8 years TRS

60 normal - 55 caily
30 "others"

20 police/fire

20 teachers

2% up to 2.5%
multiplier per year DB
multiplier X years of
service X high 3 (TRS)
or 5 (PERS) year
average salary

Do not have to retire
directly from the system
to be service or age
eligible for medical
coverage

Must have 10 years of
service for system-paid
coverage over age 60.

Employees with less
than 10 years pay full

State Affairs DC
PERS/TRS Bill

10% all members

11% all members

Employee is
immediately vested
in both employee
and employer
contribution

Any age

20% PERS (includes
1% for 1IRA & 3.5X
for medical)

22% TRS (includes
1.5% for HRA&
3.75% for

medical)

Must retire directly
from the system with
either
60 years adjusted to
the change in
mortality rate when
adopted w/ 10 years
of service

OR
30 years service

Early retirees -

Senate Bill 141 « DC

8% all members
voluntary % up to IRS
limit

8% all members

Immediate for employee
contributioi\s

Fully vested in employer
contributions after 5 years
(graduated scale of
25%/yr)

Any age

16% per year to a DC
account and investment
earnings (includes 1% for
HRA & 3.5% for
medical)

5 yr graduated vesting
scale of 25% increase per

year)

1IRA - 1%average salary
of employee subgroup up
to $500 annual limit
Must retire directly from
the a; age

65 w/ 10 years of service
OR

25 yrs police/fire

30 yrs other

Access to medical
coverage with one year of
active service prior to
retirement and age 65
with 10 years of service,

tlou.se Bill 191 - DC

86> other
police/fire 8.5%

10% all members

Employee is immediately
vested in both employee
and employer contribution
(however employer
contribution is graduated)

Any age

16% after five years of
service - before 5 years a
percentage of the
employer contribution is
distributed at (1“ yr 0%.
2rdyr 25%, 3rdyr 50%, 4 h
yr 75%. 5thyr+ 1009J)

Must retire directly from
the system at age

65 w/ 10 years of service
OR

25 yrs police/fire

30 yrs other

Access to medical
Coverage with one year of
active service prior to
retirement and age 65
with 10 years of service.

loO



Employer Normal Cost
Rate PERS

Employer Normal Co:
Rate TRS

Risk

Salary only

Roll Over

Current PERS Tier
1/If TRS Tier | DB
Plan

and survivors pay full
premium under age 60.

Current Normal Cost
Rate 13.24*

20 year average 10.86*
Current Normal Cost

Rate 13.24*

20 year average 11 16*

Employer bears all the
risk

All salary (including
overtime, bonuses, etc)

Accepts rollover from

Prepared by the Office of Rep. Paul Seaton 3/24/2005

Current PERS Tier
/11l & Trs Tier I
DB Plan

premium for access to
coverage.

Current Normal Cost
Rate 13.24* (8.68*
medial, rest pension)

20 year average 10.86*

Current Normal Cost
Rate 13.24*

(9.07* medical, rest
pension)

20 year average 11.16*

Employer bears all the
risk

All salary (including

overtime, bonuses, etc)

Docs not accept roll

State Affairs DC
PERS/TRS Bill

Access to system, no
subsidy till age 60
adjus'ed

Retirees over 60
adjusted- Access to
defined dollar
medical with subsidy
depending on length
of service.

Retries over
Medicare eligible
age - Access to
medical with a
reduced premium
and percent subsidy
based on years of
service

Reimbursed for
qualified medical
expenses from KRA.
10* (3.5* medical.
1* HRA)

I* (3.75%
medical, 1.5* HRA)

Employer risk is
minimal, employee
bears investment risk
employee option
base salary or total
salary

Roll over accepted

Senate Bill 141 >DC

or at any age after (1) 25
years for peace
officer/firefightcr. or (2)
30 years for all others

Retiree and survivors pay
full premium until
Medicare eligible

Alter Medicare eligible,
retiree shares cost based
on years of service.

Reimbursed for qualified
medical expenses from
HRA

8.25* (3.5* pension,
375* med'cal, 1* max
$500 HRA)

8.25* (3.5* pension.
3.75* medical, 1* HRA)

Employer risk is minimal,
employee bears
investment risk

Unknown

Roll over accepted from

House Bill 191 - DC

or at any age after (1)25
years for peace
officer/firefightcr. or (2)
30 years for all others

Retiree and survivors pay
full premium until
Medicare eligible

After Medicare eligible,
retiree shares cost based
on years of service.

Reimbursed for qualified
medical expenses from
HRA.

8* wl/ following
conditions - T yr0*. 2rl
yr25*, 3dyr50*. 4 hyr
75*. 5yr+ 100*

8.75* w/ following
conditions - I’lyr 0*. 2rd
yr25*,. 3d50%*. 4”yr
75*. 5yr+ 100*

Employer risk is minimal,
employee bears
investment risk

Base salary only

Does not accept roll over

20f3



Investment Options

State Financial Help

Transfer ofemployee
toa DC plan

Prepared by the Office of Rep. Paul Seaton 3/24/2005

Current PERS Tier
1/J1 TRS Tier 1DR
Plan

qualified programs

ASPIB manages
investments

N/A

N/A

Current PERS Tier
11/111 & TRS Tier Il
DB Plan

over from qualified
programs nor can you
rollover into a qualified
program

ASPIB manages
investments

N/A

N/A

State Affairs DC
PERS/TRS Bili

from qualified
programs and you
can roll over into a
qualified program
ASPIB manages
investments similar
to SBS

Past Service Cost
Offset Account
2.681 billion

Allows the iransfer
of current, non-
vested employees to
a DC account within
90 days from the
enactment of
legislation

Senate Bill 141 « DC

qualified programs and
you can roll over into a
qualified program

Participant controls
investments and has
access to a range of
investment options from

the ARM Board ARM has

all fiduciary
responsibility. Managed
similar to SBS

69.5 million to
compensate 5% increase
in employer costs FY05
-FY06 (for school
districts this is inc. in the
BSA)

None

House Bill 191 . DC

from qualified programs
but you rollover into a
qualified program

ASPIB manages
investments

None

Nor.e



Advantages of Defined Contribution Plans
By Peter J Ferrara
Anericansfor Tax Reform

Advantages to Workers

Portability. The most obvious advantage of defined contribution plans for workers is portability,
Since the contributions are paid directly into individual accounts for each worker, it is easy
simply to allow workers to take their accumulated funds with them when they change jobs. As a
result, workers get to keep the full past contributions made on their behalf and their full accrued
benefits. In a defined benefit plan, by contrast, the contributions for each worker are in a
common pool where each worker's share is not separately identified. Because of vesting
requirements and other features of the benefit formula, withdrawals and other payments from the
common pool for workers who depart before attaining long term service do not reflect their fair
share of past employer contributions, as discussed further below.

Immediate Vesting. In a pure defined contribution plan, the employer’s contributions to the
individual account become the full property of the worker upon payment. As a result, the worker
enjoys immediate vesting of employer retirement contributions. This greatly benefits the
majority of state and local government workers who arc not going to stay with one employer for

the rest of their careers.

In a typical defined benefit plan, by contrast, the employer contributions are again kept by the
government in a common pool, and the worker's rights to them typically vest only after long
periods of 10 years or so. As a result, most workers lose out, as most remain with one state or
local employer for less than 10 years. For example, in California 70% of state and local workers

lose all employer retirement contributions becaui they stay with one employer for less than 10

years, and consequently fail to meet the 10 year vesting requirement. Moreover, even workers
who stay longer do not receive the full benefit of the employer contributions until they have

worked well beyond 10 years.

Personal Control. In the defined contribution plan, the retirement funds for each worker are
under the control of ihe wmrker in their own individual accounts. Workers can consequently
adopt the investment strategies and benefit plans that best suit their own individual needs and
preferences. As a result, they may well end up with higher benefits than under a traditional
defined benefit plan, as discussed further below. Moreover, under the defined contribution plan
they don't have to worry about politicians taking away benefits or bureaucrats mishandling funds

and losing their retirement assets.

Fair Benefits. Under a traditional defined benefit plan, the benefits are skewed to favor the
longer term and oldest workers over others, in at least 3 ways. First, the vesting requirements
eliminate benefits for those working less than 10 years or so, with the funds then devoted to the
longest term vorkers. Secondly, the benefits are a percentage of final salary, which lends to be
much higher for those who have worked for the employer the longest, or for older workers.

DEFINED CONTRIBUTION ADVANTAGES



Thirdly, granting the same percentage of final salary for each year worked (1% -2%) does not
grant the full benefit of the contributions for younger workers who remain employed for several
years, then leave. For example, take a worker who enters government employment at 22, works
for 15 years, and then leaves for a private sectorjob. Under a traditional defined benefit plan, he
will qualify for benefits when he reaches retirement. But he will only receive the same 1%-2% of
final salary for each year worked as other workers under the benefit formula. Yet, the
contributions paid for him during employment continued to earn investment returns for many
years after he left employment. The worker, however, receives no benefit from these additional

investment returns.

Indeed, contrast this younger worker with an older worker who enters government employment
at age 50 and continues to work there for 15 years., retiring at age 65. The contributions for this
worker earned investment returns for far fewer years than those for the younger worker. Yet, this
worker will get the same 1%-2% of final salary for each year worked as the younger worker. If
the older worker's salary was higher, as is likely, he will actually get more benefits in retirement
than the younger worker, even though the contributions for the younger worker earning returns
for many more years would have accumulated to much more by retirement. The younger workers
are consequently denied the full benefit of their contributions, which are redistributed in large

measure to others.

None of these distortions occur in a standard defined contribution plan. The contributions to the
worker’s account immediately vest as the property of the worker, so the worker gets to keep
those full contributions in any event. The worker also gets to keep the full returns earned by
those contributions over the years, rather than leaving them to others based on a calculated
percentage of final salary. The defined contribution plan consequently provides fair, undistorted
benefits to each worker, granting each the full value of the contributions made for them.

Higher Benefits. The defined contribution plan includes no limit on the benefits workers can
receive. Those who achieve strong investment performance in their individual accounts will
receive substantially higher benefits than offered under a standard defined benefit plan. In fact,
there is good reason to believe that on average workers in defined contribution plans will receive
substantially higher benefits than offered by defined benefit plans.

Those managing the common investment pool for a defined benefit plan are investing only to
finance the targeted benefit levels. For career workers, these will range from 30% to 80% of final
salary and cluster around 45%-65%.2 The managers will not invest more aggressively to achieve
higher benefits, even when that can be done safely. If they do attain higher investment returns,
the employer will likely reduce contributions or withdraw the excess assets.

Contributing a standard 10% of salary each year to a defined contribution plan that earns the full
standard investment returns available in the market will produce higher benefits than those
targeted under a typical defined bencfi' nlan. And those who wouid benefit the most are the
longest term workers who thought they *ere getting the most out of the skewed benefits of

defined benefit plans.



The average real rate of return earned in the stock market going back over the last 70 plus years,
all the way back to 1926, is 8%.3 The average real rate of return on corporate bonds over that
period is 3% or more.4 A conservative portfolio with half of each would cam 5.5%

Assume a worker who cams around $30,000 per year over his career in constant inflation
adjusted dollars. If 10% of that salary is contributed to a personal investment account for the
worker earning a real return of 5.5% each year, then after 40 years that investment account
would total $432,357, again in constant, inflation adjusted dollars. (Sec Table I) That amount
would finance an annuity paying about $60,(XX) per year each year for the rest of the worker's
career. A defined benefit plan paying 1.5% of final salary for each year of work would pay only
$ 18,000 per year. A defined benefit plan paying 2% of final salary for each year of work would
pay only $24,000 per year. So the defined contribution plan would pay 2 '/i to 3 h times the
benefits of the defined benefit plan. (See Table 1)

A worker's earning $40,000 each year would reach retirement after 40 years of work with a
retirement account total of $576,476, again in constant dollars. That amount would finance an
annuity of $80,000 per year, compared to $24,000 - $32,000 for a defined benefit plan. A worker
earning $50,000 each year would retire with a fund of $720,595, paying about $100,000 per year,
compared to $30,000 to 40,000 for a defined benefit plan. Again, the defined contribution
benefits are 2 1/2 to 3 '/i times the defined benefit plan payments. (See Table 1).

Now suppose the worker retires after only 30 years of work At a salary of $30,000 per year, the
worker would retire with a fund of $313,457, which would pay about $43,000 per year in
benefits compared to $13,500 to $18,000 for a defined benefit plan. The defined contribution
benefits are still 2.4 to 3.2 times the defined benefit plan payments. (See Table I). The $40,000
per year worker would retire after 30 years with a fund of $ 417,942, paying about $58,000 per
year in benefits, compared to $18,000- $24,000 for the defined benefit plan. The $50,000 per
year worker would retire after 30 years with a fund of $522,428, which would pay about $73,000
per year, compared to $22,500 - $30,000 in the defined benefit plan (See Table I) Again, the
defined contribution plan pays 2.4 to 3.2 times the defined benefit plan.

Now suppose the worker's retirement account doesn't perform as well as others for some reason
and earns only a 4 % real return, w'hich is just half the average return in the stock market over the
last seventy years. A $30,000 per year worker would retire after 40 years of work with a trust

fund of almost $300,000. That fund would pay almost $37,000 per year for the rest of the
worker's life, again all in constant, inflation adjusted dollars. The defined benefit plan would pav
$18,000 - $24,000 per year. (See Table 2) So the defined contribution plan would pay 50-100%

more.

A $40,000 per year worker would retire after 40 years with a trust fund of almost $400,000,
which would pay almost $50,000 per year, compared to $24,000 - $32,000 for the defined
benefit plan. A $50,000 per year worker would retire w'ith a trust fund of almost $500,000 pier
year paying over $61,000 per year, compared to $30,000 to $40,000 for the defined benefit plan.
(See Table 2) In these cases, the defined contribution plan again pays 50-100% more than the

defined benefit plan.



Now suppose the worker's retires after only 30 years. The $30,000 per year worker would retire
with a trust fund of about $175,000. paying about $21,000 per year, compared to $13,500 to
$18,000 for the defined benefit plan. The $40,000 per year worker would retire with a trust fund
of $233,000 paying about $28,000 per year, compared to $18,000-$24,000 for the defined benefit
plan. The $50,000 per year worker would retire with a trust fund of almost $300,000, paying
about $36,000 per year compared to $22,500 to $30,000 for the defined benefit plan, (see Table
2). The defined contribution benefits are still substantially more than the defined benefit plan

payments.

These calculations all assume retirement at the standard Social Security retirement age, which is
65 today and will rise to 67 over the next 25 years. To the extent workers can receive retirement
benefits under the defined benefit plans at earlier ages those plans would do much better
compared to the defined contribution plans. But such defined benefit plans also require much
higher contribution rates than 10% of salary, which was used as the basis for the defined
contribution benefits alone. Ata minimum, however, these calculations show that the longer
term workers would do quite well under defined contribution plans, and would quite possibly
receive significantly higher benefits than under a typical defined benefit plan.

Freedom of Choice: Finally, the defined contnbution reform proposals maximize the freedom
of choice of workers. Under the defined contribution plans, workers can choose their own
investments, investments strategies, and investment managers. They can also choose their own
benefit structures and vary their benefits over time, perhaps leaving more in the accounts to
accumulate further earnings. Current workers can also choose whether they want to be in the
defined contribution plans or slay in the defined benefit plans, and under most proposals this is
true for future workers as well. The bottom line is that the defined contnbution reform proposals
give workers maximum freedom of choice and control over their own rroncy.

Advantagesfor Taxpayers

No Investment Risk: The most obvious advantage for taxpayers of a defined contribution plan
is that it eliminates investment risk for them. With the government managing acommon pool of
investment funds under a defined benefit plan, the taxpayers bear the complete risk of poor
investment performance. If such poor performance leaves the pool unable to pay the promised

defined benefits, then the taxpayers will have to make up the difference.

Under the defined contribution plan, however, the taxpayers simply make a specific contribution
to the accounts of the workers each month. The government is then not liable for the investment
performance of the funds. Workers' benefits equal whatever the accumulated funds can finance.
Taxpayers consequently are not subject to any risk of investment performance.

No Political Risk: Defined contribution plans eliminate another set of risks that are usually
overlooked - political risks. With the government specifying benefits far in the future, as under
defined benefit plans, there is always a strong danger of political giveaways by short-sighted
politicians. These politicians can promise higher retirement benefits, while leaving future
officials and taxpayers to pay for them. Under a defined contribution plan, where the government



does not specify future benefits but only makes regular investment contributions, this risk is

eliminated.

Moreover, a large government investment pool, as under a defined benefit plan, is always subject
to the danger of political interference that could raise costs. Political favoritism may influence
investment policy, prohibiting some investments and forcing the fund into others. By taking the
focus off of simply maximizing investment returns, such political favoritism will reduce
investment returns and increase the cost of funding the specified defined benefits.

Politicians may seek to raid the large, tempting investment pool in other ways as well. They may
seek to withdraw funds for othc/ uses, claiming an excess of funds which may be temporary or
chimerical. Or they may try to use the funds for short-term added benefits. These actions would

again raise costs for taxpayers.

Government management of the funds also creates the risk of mishandling of the funds by
bureaucrats who lack the incentives, competitive presfres, and expertise of private investment
managers. Attempts to insulate the funds from bureauciatic control by contracting out to private

investment managers may not lie entirely successful.

Finally, a large government investment pool creates the risk for taxpayers of greater government
control of the private economy. Through such a pool, the government may end up owning large
shames of private companies. The government would also hold a large share of investment capital
that it could use to impose mandates on the private sector. Even where there has been a good
record of avoiding such abuse in the pa .t, the danger is always present.

None of these risks arising fiom a large government investment pool exist in a defined
contribution plan, where the government does not maintain such a pool.

No Unfunded Liability. The defined contnbution plan also eliminates the danger of any
unfunded liability that must be covered b) taxpayers. Under a defined benefit plan, any shortfall
in the common investment pool that leaves the pool unable to pay the promised benefits, creating
an unfunded liability, must be covered by the taxpayers, regardless of the cause of the shortfall.
In the defined contribution plan, where the government does not maintain acommon investment
pool but only pays a specified amount to each worker's individual account each month, and
benefits equal what those accouni can finance, there is no possibility of an unfunded liability

that taxpayers would have to cover.

Greater Control Over Costs. The defined contribution plan also provides the government and
taxpayers greater control over costs. Costs under a defined benefit plan, where the government
has pledged to provide a certain benefit regardless of cost, can vary greatly, depending on a wide
range of factors outside the government's control. Retirees can live longer, greatly increasing
costs. More workers may stay with the government employer long term, increasing costs. Interest
rates or the stock market may decline, requiring increased contributions to make up the

difference.



A defined contribution plan by contrast, the government is responsible only for a specified
contribution each year. This is completely under the government’s control, depending only on
what the government agrees to pay. This means in turn greater certainty and predictability in
be Jgeting. There is no possibility that taxpayers will be surprised with a large, unexpected cost

that will require increased taxes.

Reduced Costs. A defined contribution plan can also significantly reduce costs. Defined benefit
plans have large administrative costs for the government employer. The government must
maintain and pay for the management of 'he large common pool of assets. Moreover, federal law
imposes many regulatory requirements on such plans, regarding distribution of benefits,
eligibility, investment policies, etc. Complying with and reporting on these requirements

significantly adds to costs.

With a defined contribution plan, by contrast, administrative costs arc negligible. The
government simply pays an amount into each employee's own account as part of payroll
processing. The worker takes over administration of the account after that.

A defined contribution plan may save the government on funding cost as well. The discussion
above showed that workers can get high benefits, paying more even than their final salaries, with
only 10% of salary paid into the individual defined contribution accounts. Indeed, these benefits
can be substantially higher than under typical defined benefit plans. Yet, such plans typically
cost more than 10% of payroll. With a defined contnbution plan, government employers may be
able to get a better deal for their workers while paying less into the plan.

In California, the state Department of Finance estimated that the defined contnbution plan
offered by Assemblym;'~> Howard Kaloogian would save the date's taxpayers $1,(>42 per
employee each year, due to the above factors. That adds up to a very large benefit for taxpayers.

Improved Employee Recruitment. Finally, because of the ad'antages to employees noted
above, defin d contribution plans can help employers attract better employees. Highly talented
workers may not be willing to commit to state government employment long-term. Rut they may
be willing to work for a state or local government for a few years. The defined contnbution plan
would make it easier to recruit such workers because itis fully portable, and the workers can t: ke
the saved contributions with them when they leave. Moreover, these and jihcr workers would
favor the freedom of choice, personal control, and possibly higher benefits that they could get

through defined contribution plans.
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EXECUTIVE SUMMARY

Purpose and Scope

This study was conducted by Buck Consultants under contract to the State Auditor in accordance
with Senate Bill 01-149, enacted by the General Assembly in 2001. The bill authorized the State

Auditor to:

"conduct a comprehensive study of defined benefit and defined contribution retirement
plan designs for state employees and for other employees who arc members of the
[Colorado Public Employees' Retirement] Association or eligible to be members. The
study shall include a comparison of the benefits, cost, and portability of Association
benefits with the benefits, cost, and poitability of benefits provided by other defined benefit
and defined contribution retirement plans for public and private sector employees in
Colorado and other states, including Social Security, and a review of the effectiveness of
retirement plan designs for attracting and retaining qualified state and school employees.
The study shall also include any topics recommended by the (Colorado Public Employees’
Retirement Association] Roard or by the Legislative Audit Committee for the study.”

This report presents the results of our work.

Background

The two main types of retilement plans referred to in this report are Defined Benefit (DB) and
Defined Contribution (DC). DB plans provide income lor ictiremcnt based on a formula that is
fixed; thus there are “defined benefits.” DC plans define the contribution level rather than the
retirement income level. The benefit provided in a DC plan is determined by the contributions
and investment earnings accumulattd in an individual employee’s account over the course of his

or her career. A variation on the traditional DR plan, a Cash Balance plan calculates benefits in a

manner similar to a DC plan. Under a Cash Balance plan, benefits accrue at a steady pace

throughout a worker’s years of service, and are available to the employee on termination.

The pattern of benefit values over an employee’s working career is typically different between
DB and DC plans. For example, a DC benefit pattern is generally higher than a DB benefit
during an employee’s early years but lower during later stages of an employee’s career. Some
employers offer both types of plans or have hybrid designs that blend features of each plan.

Description of Colorado PERA

The Public Employees’ Retirement Association (PERA) of Colorado covers State employees, all
Colorado school districts except Denver, the State’s judicial system, numerous municipalities,
special districts, public health depa. r.<cnts, and other local government agencies. As of January
1, 2001, PERA’s membership induced just over 53,000 active state members and nearly 97,000
active school members, as well as about 52,000 current retirees ard beneficiaries. PERA was
conceptualized as a complete retirement program and still maintains that philosophy today.
PERA does not participate in Social Security and therefore is designed and funded with the
intent of supplying retirees with the income replacement needed at retirement to sustain the
approximate lifestyle the members enjoyed prior to retirement.
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The current PERA retirement program is a comprehensive plan that includes the following
components:

The Defined Benefit (DB) plan provides a minimum pension based on employee
contributions of 8% of pay, with interest, and employer contribution (currently 8.8% of
pay). PERA also provides a cost-of-living increase (currently 3.5% per year).

e« The Cash Balance plan (Money Purchase Retirement Benefit) allows members to receive a
refund of both employee and some employer contributions, payable in a lump sum, in lieu

of a monthly pension.

. The Defined Contribution (DC) plan (Ma'chMakcr) provides an employer match for
voluntary member contributions to a DC plan. The matching amount, set annually by the
PERA Board, is currently 100% of the member contribution to a maximum of 3% of pay.

. The Health Care Trust Fui 1lsubsidizes the medical premium costs of retired members who
participate in PERA’s health care program. Employer contributions of 1.1% of pay fund

the Health Care Trust Fund.

PERA pre-funds pension payments to members. Employee and employer contributions arc
placed into a trust fund and invested for future growth. The PERA Board sets the investment
policy, including the asset allocaiion. As of December 31, 2000, the majority of PERA’s assets
are allocated to domestic and international stocks (over 67%) with the remainder being allocated

to fixed income, real estate, cash and alternative investments.

PERA's funded ratio has improved over the last sixteen years, reaching 102% as of December
31, 2000. A funded ratio of 100% or greater indicates a well-funded plan. From 1970 through
1984, PERA'’s annualized rate of return on investments was 9.31% and from 1985 through 2000
it was 12.49%. These returns have far exceeded the assumed actuarial rate of return during the
period, helping to improve PERA’s funded status and funding benefit increases.

Benefits

We used various approaches to assess the benefits provided by PERA. First, we evaluated the
extent to which PERA provides an adequate post-retirement income to members. We found the
PERA defined benefit plan generally provides a career employee (one who works for 30 to 35
years and who retires at an unreduced retirement age) with a benefit which permits the employee
to retire with total retirement income approximately equal to his or her pre-retirement takc-

liome-pay.

Second, we analyzed PERA’s DB benefits relative to a hypothetical DC plan. We concluded
that employees who remain in employment until they are eligible for early retirement generally
are better off unc,>r the current PERA defined benefit plan than they would be under a defined
contribution plan. Viewed from this perspective, the PERA defined benefit plan provides greater
retirement security than a defined contribution plan having the same employer and employee
contribution rates. Employees who terminate before age 50 generally arc better off under a
defined contribution plan than under the current PERA defined benefit plan.
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Third, we compared PERA to other public sector plans. We calculated the present value of
benefits payable for Normal Retirement, Early and Vested Retirement (where applicable), Post-
retirement Death, and COLAs for an average employee using consistent assumptions. We
compared these calculations for F':RA with ten other state retirement systems and assigned
scores to rank the systems. As the following table shows, PERA ranks second among the

comparison states when all benefits are considered.

Benefit .Analysis for Colorado PERA and Ten Other State Retirement Systems

Benefit Points

Rank State Normal Early Vested COLA PIoVsZtF:]et Points

| New Mexico 88 20 12 14 12 146

2 Colorado** 62 16 15 17 10 120

3 Missouri 67 IS 8 15 13 118 1
4 Utah 63 14 8 17 12 114 |
5 South Dakota 46 14 13 16 12 101

6 Wyoming 47 17 10 14 9 gl
7 Nebraska'2 43 16 19 8 10 9% |
8 lowa 45 18 ) 15 5 94

9 North Dakota 55 12 6 10 6 89
10 Kansas 50 14 5 10 5 84
n Minnesota 35 n 5 14 5 70

Not participating in Social Security.

Defined contribution plan.
Source: Buck Consultants analysis of data provided by PERA and other states

We also used Buck’s Retirement Designer software to compare PERA benefits to a number of
other statewide systems that maintain both DB and DC plans or that have made changes recently
to implement a DC plan or hybnd. We found that PERA benefits are higher at all age/years of
service levels than other DB plans in our comparison. In addition, the income replacement
provided by PERA is higher than that provided by the DC only and DB plus DC plans of other

states in our comparison.

Fourth, Buck contacted ten large Colorado employers to obtain relevant information on their
retirement programs tor comparison with PERA. We concluded that PERA has a competitive
retirement benefit package due to ligher benefits and lower employee contributions. Most
private employers provide lesser benefits, particularly because of the trend to reduce benefits and
switch fiom more generous defined benefit plans to less generous defined contribution plans. It
is important to note that all private employers arc required to participate in Social Security which
is funded through employer and employee contributions of 6.2% of payroll each, up to the Social
Security wage base. The bottom line is that only one of the ten employers in our comparison
provides benefits as high as those provided under the current PERA structure and three provide
benefits at only about half the level of PERA. The following table compares PERA with the

verage private employer.
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Percent of Replacement Income Provided

PERA  Avg. Private Employee with Annual Salary of:

Replacement Income From: Covered

Employee 525,000 $50,000 $75,000

1 Social Security 0.0% 23.0% 17.1% 14.0%
DB Plan 75.9% 12.2% 12.4% 13.6%

| DC Plan - Employer non-elective 0.0% 2.2% 2.2% 2.2%
| Subtotal Non-elective 75.9% 37.4% 31.7% 29.8%
I DC Plan - Employee Voluntary 13.4% 25.9% 25.9% 25.9%
~DC Plan —Match 13.4% 17.3% 17.3% 17.3%
Subtotal - Voluntary and Match 26.8% 43.2% 43.2% 43.2%
Total Replacement Income 102.7% 80.6% 74.9% 73.0%
Required Employee Contributions 8.0% 6.2% 6.2% 6.2%
Voluntary Employee Contributions 3.0% 5.8% 5.8% 5.8%
Total Employee Contributions 11.0% 12.0% 12.0% 12.0%

Source: Data provided by private companies and PERA.
Assumptions: Employee is hired today at age 30 and retires at age 62. Compensation increases by an

average of 5.5% per vear. DC plan investments cam 7.5% per year, benefit levels do not change.

Costs

As described above, we collected information on other state and school retirement plans and
analyzed the overall value of PERA relative to other public sector plans when costs and benefits
are considered together. We concluded that PERA has the lowest retirement benefit cost of any
of the public systems in our comparison. The compaiative contribution rates for both employees
and employers in other systems include an added 6.2% for Social Security where applicable.
Systems like PERA that do not participate in Social Security generally have lower costs due to
the efficiency of pre-funding retirement benefits. The following chart show., how PERA
contribution rates compare to the average of the other state and school systems we reviewed.

Contribution Rates for State and School Retirement Systems as or 12/31/2000

State/System Social Security With Social Security (6.2%)
Coverage? Employee  Employer Total
Colorado State & School No 00% 8.80% 16.80%
Average State System Yes 9.84% 13.53% 23.37%
Yes 10.82% 12.78% 23.60%

Average School System
Source: Buck Consultants analysis of cata provided by PERA and other slates.

We also found that PERA scores the highest within our comparison with other public systems for
both State and School employees when considering both cost and benefit levels. The relative
value of benefits delivered by each public retirement system in our comparison can be measured
when considering both costs and benefit levels. To determine a value score, the score for costs

and benefits are added together.
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Finally, wc reviewed the costs of retirement plans offered by private employers. It is difficult to
compare the costs of the DB plans offered by private employers because most of them art
overfunded and no contributions arc currently being made. However, the 2000 Employee
Benefits Study recently published by the U.S. Chamber of Commerce surveyed the benefit
programs of 532 companies and found the average employer cost for retirement and savings
plans was 6.6% of pay. When mandatory Socri Security cost of 6.2% of pay (up to the
maximum wage base) is added, the average cost of a retirement program in the private sector is
over 12% of pay, about 3 percentage points higher than the current employer cost under PERA.
When compared to private employers, PERA has a competitive retirement benefit package due to

higher benefits and lower employee contributions.

In order for DC plans, which are common to the private sector, to provide the same benefit value
as PERA's DB plan for an employee at age 60 aficr 30 years of service, the DC plans would
need to cam a higher investment return or be funded with higher contributions than the PERA
DB plan. Hence, it is more expensive for a DC plan to provide a career employee with the same
level of retirement benefits as a DB plan with the same investment return, although DC plans arc

often more valuable for short service employees.

PERA's status as a well-funded plan relates to its investment returns which are ihe result of
investment policy and asset allocation decisions of the PERA Board and its investment
managers. Wc calculated an expected rate of return for PERA of 9.03%, after expenses, and an
average nte of return for an average DC plan of 7.52%, after expenses

Portability

Portability is an important element of retirement plans, particularly for shorter-term, younger
employees who change jobs and want to be able to receive value for the contributions and
earnings in their retirement accounts. Purtabilitv an be characterized by the following three

important features:

» Vesting - the years of service required for an employee to be eligible to receive the benefit
funded by the employer contribution upon termination of service. Vesung of employer-
funded benefits generally occurs earlier in defined contribution plans than in defined benefit

plans.

e Amount - ihe value of the benefit the terminating employee is eligible to receive. The
benefit amount or value of a traditional final average pay DB plan is generally lower than a
DC account balance for younger, shorter service employees but the value of the DB plan
benefit almo. t always exceeds the DC account balance by the time an employee is eligible to

retire.

« Transferability - the ability to transfer, rollover, or cash-out the value of the retirement
benefit upon termination of service. While lump sum cash-outs arc available in a limited
number of DB plans, virtually all DC plans offer lump sum payments. Transferability is

probably the most valued aspect of portability.
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Some stales are adding portability features to their existing DB plans as an alternative to offering
a DC plan. Alon” with Colorado, South Dakota and Wisconsin added improved refund benefits
to their DB plans. This feature, which allows a refund to include either all or a portion of the
employer contribute n, operate0 much like a cash balance plan benefit within the existing DB
plan. The contribution balances arc credited with interest at a defined rate under the plan. When
a member terminates or retires, he or she can choose a lump sum refund of the cash balance or a

monthly pension.

Wec found the portability of employee and employer contributions is a substar tia! strength of
PERA. The following is a breakdown of the contributions that arc immediately vested and
available to PERA members who terminate service prior to reaching retirement age, for members
who are and are not making voluntary contributions to a DC plan.

Contribution Kate

Employee  Employer Total
No DC Plan Contributions
Portable DB Contributions 8.0% 4.0% 12.0%
Total Contributions 8.0% 8.8% 16.8%
Portability Rate (Poitable Contributions + Total) 71.4%
With DC Plan (MatchMaker) Contributions
Portable DB Contributions 8.0% 4.0% 12.0%
3.0% 3.0% 6 0%

Portable DC Contributions

Total Portable Contributions 11.0% 7.0% 18.0%
Total Contributions 11.0% 8.8% 190 o
Portability Rate (Portable Contribution  Total) 90.9%

Source: Buck Consultants analysis of data provided by PERA
Recruitmentand Retention

An important element of our study was to review the effectiveness of retirement plan designs in
attracting and retaining qualified state and school employees. In our review of employee
attraction and retention research, health insurance was found to be the most important employee
benefit, while savings and pensio- plan benefits were a distant second and third, respectively.
These results indicate that employers looking to adjust or improve their benefit packages to meet
employee recruitment and retention goals are more likely to ichieve their goals by improving
health insurance benefits than by enhancing retirement benefits. Of the workers surveyed in ihe
research, only 6% of those covered by a DB plan, and only 5% of those covered by a DC plan,
said they have accepted, quit, or changed jobs because of the type of retirement plan offered.

Benefits definitely play a role in attracting and retaining qualified employees but they are not the
only factor, nor arc they usually the most important factor, in an organization's ability to attract

and retain employees.
We do not believe that any changes in the PERA benefit design would significantly improve

recruitment and retention. If other evidence is found which demonstrates that a recruitment or
retention problem exists, wc would recommend that prior to further consideration of changes to

6
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PERA, the Stale identify if the problem is related to pay issues, work environment issues, or
other benefit .ssucs. Woc also believe that an enhancement in the communication of PERA's

strong portability benefits may improve recruitment.

Alternatives for Co*orado

Wec identified no significant weaknesses in the current structure of PERA since the plan offers a
blend of both DB and DC features and a high degree of portability, and compares favorably to
other public and private secior plans. Based on our analysis of PERA turnover and the PERA
plan design, wc do not believe that any significant change in PERA benefit design would
improve recruitment and retention. Communication of PERA's strong portability features to
potential recruits may need to be enhanced. Unless d major problem arises with the PERA
retirement program, wc sec no compelling reason for significant changes. Therefore, the
Legislature is in a favorable position in terms of considering the need for and extent of any
changes to PERA. rhe following four alternatives offer options for consideration, but are
dependent on the State’s overall goals and objectives. Some of the alternatives are geared
toward enhancing benefits for workers who value portability; others toward workers who seek
full retirement benefits. It is important to note that the cost estimates for all the alternatives
presented are general in nature. PERA’s actuary would need to prepare official fiscal analysis on

proposals before any alternative plan designs are implemented.

Alternative | - Make No Changes: Maintain PERA as is with both DB and DC elements,
including the gain sharing ; ogram as a mechanism to reduce future employer contributions.
Benefits and costs would remain unchanged. Under gain sharing, 20% of the ten-year
amortization of overfunding, determined as a percentage of pay, reduces the employer
contribution rate otherwise payable in the following year = Communication of PERA’s
MatchMaker and portability benefits should be increased to improve understanding of the
portability benefits available to both current employees and in materials available to potential

new employees.

Alternative 2 - Add Minor Enhancements: Maintain u.c current PERA DB structure and
consider making one or more of the changes described below. The new features suggested in
this alternative would not result in a change in the basic public policy with regard to providing
retirement income for Colorado public employees since the basic PERA DB plan structure
remains unchanged. The changes could be implemented in a time frame of several months with

minimal additional costs to PERA.

Redesign the DC benefit to help attract younger employees. This change would replace
the MatchMaker program with an employer basic contribution to the DC plan for all
employees, thereby allocating the MatchMaker contribution more evenly to younger and
lower paid employees. The employer basic contribution would be set by the PERA
Board each year, with approximately 2.5% of pay available long-term. As a further
alternative, the basic contribution could be directed to a flexible benefit plan, giving
employees the choice of using the funds to pay for health insurance premiums, or in cash
which can be contributed to a DC plan.

a)



EXECUTIVE SUMMARY

b) Enhance portability for youneer workers. Any of the following three changes would
improve portability which may improve recruitment and retention of younger workers:

- Increase ihe employer match on the Cash Balance plan feature from 50% to 75% of
the Member Contribution Balance afterfive years ofsen'ire. This would increase the
amount employee* could receive if they terminate service before retirement,
increasing the employer match feature from 50% to 75% of the Employee
Contnbution Balance after five years of service. This change would reduce ; funds
available to match contributions to the DC plan from the current maximum of 3% of

pay to an estimated 2.4% of pay.

. Provide afull refund of employer contributions in the Cash Balance benefit afterfive
years ofservice. The full employer contribution rate would be allocated to the Cash
Balance benefit, thus redirecting most of the additional DB funding to younger
members. This change would reduce the funds available to match contributions to the
DC plan from the cumcnt maximum of 3% of pay to an estimated 1.4% of pay.

- Index the deferred vested benefitfrom "he DB plan by 3.5% peryear. cost-of-living
adjustments would be applied to thr DB retirement benefit equal to a fixed annual
increase of 3.5% per year from date of termination to the benefit commencement
date. The DB retirement benefit would have a greater value for younger terminated
members. This change would reduce the funds available to match contributions to the
DC plan from the current maximum of 3% of pay to an estimated 1.3% of pay.

C) Enhance features to retain experienced staff. Adding a Deferred Retirement Option Plan
(DROP) provision may help retain older skilled workers by offering lifetime retirement
income pﬁJS a lump sum benefit. DROPs allow a retirement-eligible employee to promise
to retire on a date certain in the future. The employee’s benefit entitlement is calculated
immediately and the monthly benefit amount is paid to an escrow account on the
employee’s behalf, On the agreed date, the employee retires with the monthly lifetime
benefit as calculated w'hen he or she entered the DROP and the DROP account (with
accrued interest) is distributed as a lump sum at actual retirement.

Alternative 3 - Enhance Hybrid Features: in addition to the current PERA program, make a
combination DB/DC plan available to future PERA members only. This alternative would
increase the contribution to the DC plan, most likely resulting in enhanced benefits for
employees leaving PERA at younger ages which may increase the perceived value for pclviitial
employees. However, the change would also result in smaller benefits for most career
employees at retirement. This alternative results in a shift in public policy since it reduces the
guaranteed lifetime income provided by PERA and allocates some of the current funding to

enhanced DC benefits.

Alternative 3 would be designed to have the same relative costs as the current program when
compared to the funding available but the DB plan cost is expected to be 9.0% of pay. This
alternative would require that PERA develop a new program for new members that would have a
different or reduced benefit structure. This \ ould significantly increas" administrative costs.
We estimate that Alternative 3 would require up to one year to implement. To maintain cost-
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ncu;rality of the plan, no MatchMakc. contnbution would likely be available to new members
who elect the combination DB/DC plan.

Alternative 4 - O fler a FullDC Plan: Add a ftl! DC option plan, giving current and future
employees the opportunity to elect out of the PF\A guaranteed benefits at retirement, disability,
and death in return for exclusive participation ina DC man. Choice between DB and DC is seen
as appealing to new employees. DC plan menders could be given an irrevocable choice after
five years of service to opt into the DB plan, transferring their DC account balance to the DB
plan, thereby gaining credit under the DB plan for past service. An important policy
consideration for the General Assembly is that employees who opt for the DC plan under this
alternative would have no "safety net” in retirement since they arc not covered by Social
Security while they are PERA members. Alternative 4 would result in a significant change in
public pension policy because employees who elect the DC plan v Il have no guarantee of
adequate retirement income and will bear all the risk for adequacy. The adoption of a defined
contribution plan as an option to an existing defined benefit plan may place a burden of
responsibility on individuals for their investments both during active work-life and in retirement.

Alternative 4 would introduce a level of uncertainty to the PERA funding requirements and
likely increase the cost of the current benefit structure for those remaining in the DB plan due to
the choice feature. The additional cost occurs when employees who are given a choice of
benefits successfully choose the more valuable benefit. Younger members would tend to elect
the DC plan and older members would tend to elect the DB plan. The DB plan benefit cost is
higher for older members due to a shorter period between hire date and retirement date required
to fund the benefit. The DC plan would be based on the same employee/employer contribution
levels and include Health Care Trust Fund participation, but there is the likelihood of higher
contribution requirements or a decrease in the funds available for the current DC funding by
PERA. The amount of cost increase cannot be acc urately predicted until experience develops
under any program so offered, although we believe an increase in the DB plan cost of 0.3% of
pay is a reasonable estimate. Alternative 4 adds significant administrative and communication
complexities to the program. Wc estimate that 18-36 months would be required for

implementation.
pera Response

This report has been reviewed by the Public Employees’ Retirement Association of Colorado.
Their comments concerning this report is attached in Appendix K



Rep. Paul Seaton

From: Harvey, Tom [AK] [Tom.Harvey@neaalaska.org]
Sent: Thursday, March 24, 2005 T23 PM

To: Rep. Paul Seaton

Cc: Alcantra, John [AK]; Bjork, William (contact) [MB]
Sublect: TRS/PERS Board

Rep. Seaton,

Thank you for your efforts to make the TRS/PERS issue an open exchange of information and a process that
allows all interested parties to have constructive input. You and your staff, particularly Katie, have been very
cooperative in exchanging information and exploring options. I must express NEA-Alaska's concern that the
attempt by the Senate to keep education funding hostage for specific defined contribution plan should be avoided
by the House. TI e issues are separate issues. [If funding TRS/PERS needs io be outside the BSA then so bo it
But demand., .g that a bill be passed in less than 42 days, when it has taken more than 60 days to get bills out for

consideration, it unrealistic. Haste makes waste.

In regards to the composition of the Boards, |Iwould suggestion that the method by which trustees get on the
Boards should be the same. Itdoes make sense that the Governor yets to appoint a majority of the trustees.
Thus, the largest beneficiary, the state of Alaska, has a majority of the trustees and gets to be sure the
managemp.it and fiscal knowledge criteria are met. Having the criteria in the bill also makes sense. The
participants in the system should also have guaranteed representation. NEA-Alaska believes they should be a
majority of the Board; however the real issue is how they get on the Board and the preferred process is by
election by the participants. Thus, utilizing the election process in the PERS law for TRS would seem

appropriate.

Given the many differences in benefits in the two systems, it does not make sense to have the Boards combined
into one Board. A major function of the Boards is the appeals process and therefore requires people who
understand the particular system.

Itis clear that the Boards share many things in common regarding financial and actuarial data. They have been
meeting jointly more often recently. A statutory requirement for quarterly joint sessions may be a better approach

than combining the Boards.

At the work scsron today, a suggestion was made to provide for management representation (municipal,
university and school district) was maoe. That would bring all parties to ihe table. That could be done by
expanding the Boards OR by making one of the Governor's appointments come from a list of nominees presented
by the three entities. Ifyo wish we could have language drafted for your consideration on all the above.

NEA-Alaska will continue its efforts to work with you to better define the rea! issues before us and lo fashion good
solutions. We are not convinced that a defined contribution system only is the sole or right solution

Thanks.

Tom Harvey
NEA-Alaska Executive Director
1-800-996-3225, ext. 527

1-907-274-0551 (FAX)
Supporting public education that achieves excellence and equity for ever/ Alaskan

child.

3/29/2005
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Louie Flora

From: Ron Rich fcsexton@xyz.net]

Sent: Monday, March 28, 2005 11:43 PM

To: Louie Flora

Subject: PERS

I want you to know that i believe the retirement system vas been too

good for state workers |, And the future
should not be so good for those workers.

I spent 17 yrs with the alaska army guard and get 100 dollars a month until age 70 or 72
my sister in law will get 300 dollars a month after 55yr of age for working for the state

for 5 years.

I think e71e state should cut back the big bucks they give to state workers 1in pensions.,
and 1 trust you will make the best decision on these matters for me.

good luck and just be honest when you makie your vote.

Love; Ron & Carol on the 0ld Sterling Hwy, Anchor Point, Alaska
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Rep. Paul Seaton

From: Patricia Parsch (audi@gci.net]
Sent: Monday, March 28, 2005 5:00 AM
To: Rep. Paul Seaton

Subject: TRS & . ERS Retirement

Patricia Parsch
6551 Cimarron Circle
Anchorage, AK 99504-3944

March 28, 2005

The Honorable Paul K. Seaton
Alaska House of Representatives
House of Representatives, Room 102
Juneau, AK 99801-1182

Dear Representative Seaton:

Dear Mr. Seaton,

As an Alaskan educator for 23 years, | have grave concerns about the five current bills
legislators are considering. I*"m opposed to the proposed changes and urge you to stop the
abuses. IfT we can do this and close the loopholes, an e cellent system will continue to

operate effectively for retirees without mortgaging the titure of working Alaskans.

Sincerely,

Patricia Parsch
907-742-1182
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Louie Flore

From:  Wwilly Dunne [wdunne@xyz.net]
Sent:  sat'irday, April 02, 200t 11:38 AM
To: lan Laing

Subject: repcrt for HSA committee

David Reaume: State's salaries are falling behind

DAVID REAUME

COMMENT

Published. March 6th, 2005

Last Modified: March 6th, 2005 at 07:23 AM

State government payroll per worker has dropped 31 percent since 1904, after
adjustment for inflation. Over that same time pedod Alaska personal income per
capita, also adjusted for inflation, has dropped only 3.7 percent. Although
changes in the job composition of Alaska's work force readily account for the drop
in real per capita income for allAlaskans, changes in the job composition of the
state of Alaska work force cannot possibly account for the crop in inflation-
adjusted payroll per state government worker.

The year 1984 was the height of the early 1980s oil orice boom in Alaska. State
coffers were bulging. One might, therefore, question the choice cf 1984 as a base
year for comparison purposes. But a look at 1991 nay schedules shows that
paychecks for state government employees have continued to erode at a rapid
pace.

For example, a range 18E supervisory workei earned $3,893 per month in July
1991, base pay. The pay schedule that went into effect in December 2002 the
most recent available, shows a range 18E supervisory worker earning $4,429 per
month. Mad that range 18E supervisor been fully compensated for inflation since
July 1991, the worker's December 2002 base pay would have been $5,796. On an
annual basis the shortfall comes to more than $16,000.

So how do state salaries compare to those paid elsewhere for peopie of
comparable skills a.id educational attainments? Comparisons that have been
made in the past seem to suggest that state workers are doing reasonably well.
But there are several problems with these past comparisons. One Pig problem
that arises when comparisons are made with out-of-state workers is that only
cost-of-living differentials have been accounted for. Other factors have been
ignored., such as the possible need for a post .fferential.

A post differential is a percentage amount that must be added to salaries, over
and above a cost-of-living allowance, to compensate for factors that are not
included in the cost-of-living allowance. Such factors include climate, hours cf
daylight, quality of schools, interstate and intrastate air transportation costs,
special housing maintenance costs, goods and services needed in the COLA area
but not needed in the representative city, and remoteness and isolation. What
little evidence is available suggests that the post differential for Anchorage may
be considerably higher than one might have expected.

In a study released by the federal Office of Personnel Management in July 2000
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titled "Special Research Relating to the Nonforeign Area Cost-Of-Living Allowance
(COI1A) Program, "economist Joel Popkin estimated that the post differential
needed in 1996 to fully compensate federal workers in Anchorage was about 30
percent of what they would have been paid in Washington, D.C. This 30 percent
was :n addition to the existing 25 percent tax-free COLA The combination of the
30 percent required post differential and the existing 25 percent tax-free COIA
was over 60 percent of the base salary paid in Washington, D.C., after converting
the COLA to a taxable equivalent percentage

| understand that many Alaskans prefer living in Alaska to living Outside and
would be happy to work at today's wages. To those workers a post differential is
just another bonus. 3ut employers, state government included, cannot count on
finding al! or even most of the skilled new people they need if the search is
restricted just to those residents who happen to love Alaska for itseif. The state,
like other Alaska employers, muse recruit workers from Outside if it is to maintain
acompetent work force. To do so, it rather clearly needs to rethink its
compensation polky.

David M. Reaume is a Washington state-based economist who was based for
many years in Juneau. His opinion column appears every fourth Sunday.

THE REPORT "Special Research Relating to the Nonte reign Area Cost-Of-Living
Allowance (COLA) Program" can be seen at
www.QDm.Qov/oca/COLA/html/Rasearch.pdf
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Louie Flora

From: Willy Dunne [wdunne@xyz.not]
Sent: Saturday, April 02, 2005 11:39 AM
To: lan Laing

Subject: Report for HSA committee

Workers for state see little pay raise

DAVID REAUME

COMMENT

Published: February 6th, 20GS

Last Modified: February 6th, 2005 at 02.05 AM

Recently | was hired by the Alasxa Public Safety Employees Association to
examine the pay history of the Alaska state troopers and to testify to my findings
at an arbitration hearing he'd in Anchorage the week of Jan. 17. What |
discovered deserves some publicity. Briefly put, Alaska does have a personal
income tax, albeit one that is not on the books. That tax is levied only on state
government workers. Here are the facts.

In 1984, average annual payroll per worker for Alaska state government workers
stood at $32,376. By 2003 it had risen to $39,540. Although that may seem like a
reasonable increase at first glance, the $39,540 earned in 2003 was actually
worth only $22,327 in 1984 dollars, a decline of some 31 percent.

It is not possible to account for this 31 percent real (inflation-adjusted) decline by
reference to changes in the composition of state government employment. It
happened because state government workers have been getting pay increases for
the past 20 years that simply do not keep up with inflation. Comparing what each
got: with what each would have received under full inflation adjustment, we find
that, on average, state government workers paid an implicit state income "tax" in
2003 on the order of $10,000 in constant 1984 dollars. Reseated in 2003 dollars,
the average 2003 "tax" per employee comes to more than $17,000.

Other Alaskans seem to have done much better because pe; capita personal!
income for all Alaskans nearly kept up with inflation over this period. Restated in
constant 1984 dollars Alaska per capita personal income stood at $18,778 in
2003, down only 3.7 percent from the $19,503 posted in 1984. Given the change
in the composition of Alaska employment over this period, toward lower paying
retail trade and service-sector jobs, it seems likely that the earnings of most
individual workers in the private sector, in contrast to those in state government,
more than kept up with inflation over the past 20 years even if they received no
promotions.

We can look at this in another way. | have constructed 20-year "could-have-been"
salary profiles for three hypothetical state government workers, one who earned
$15,000 in 1984, one who earned $25,000 in 1984 and one who earned $35,000
in 1984. | have assumed that each received promotions that increased their pay
by an average of 1.7 percent per yesr plus an annual average cost-of-living
increase equal to one-half the previous year's increase in the Anchorage
consumer price index. These assumptions are not out of line with actual
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experience.

Compared with what each would have received had they been fully compensated
for inflation, the first state worker lost $82,000 over the past 20 years, the
second state worker lost $137,000 and the third lost $192,000. Given “at ther
pensions are determined in part by their earnings, their total losses inc. *'.a of
pension loss are only a little less than double their salary loss.

In other words, many if not most state government workers have realized little or
no increase in tHeir standard of living since 1984. Between 1983 and 2003 the
Anchorage consumer price index rose at an annuai average rate of 3.1 percent.
The numbers that | have looked at suggest that, even including promotions, the
average state government worker's annual salary increased something less than
3.5 percent!

It is no secret that government workers are not the most loved people in Alaska. |
suspect that if a poll were taken they might rank somewhere down near trial
lawyers in public esteem. But they have ajob to do and that job will not get done
competently if the state cannot hire enough good people. If Alaskans want a state
government work force heavily loaded with people who are asked to do jobs for
which they are not fullv qualified, then stay the course, if you want competent,
well-qualified people looking out for your interests, then it is time to reverse the
trend of the last 20 years.

Seme readers may wonder if the use o* 1984 as a base year for salary
comparisons biases the results in favor of the conclusion that state workers are
underpaid. Others may wonder how Alaska btate salaries compare to those in
other states. | will address these issues in my next column, on March 6. In brief:
The conclusion is unchanged when these additional questions are answered. State
workers are underpaid.

David M. Reaume is a Washington-state-based economist who was based for
many years in Juneau. His opinion column appears every fourth Sunday.

No vi. us found in this outgoing mess; ge.
Checked by AVG Anti-Virus.
Version: 7.0.308 / Virus Database: 266 9.1 - Release Date: 4/1/2005

4/2/2005



Good Morning. My name is Gayle Harbo and | have been a resident of
Alaska since 1957-1am a mothér, a ?randmother and a teacher and most
recently a member of the Teacher Retirement System Board. As a parent and
a grandmother | am most concerned about the quality and stability of the
education employees in the state of Alaska. When | came to Alaska there
were many applicants for eachjob, with prospective teachers often subbing
for years before they were hired to  permanent position. Salaries in the late
"60's and early '70"s were very competitive. That is no longer true. | believe
feacherjob fairs are no longerheld in either Anch or Fairbanks. The point Is
Alaska 15 no _Ionﬁer the place to come to get a good salary . A friend in
Wasilla said if she had stayed in Wisconsin for her teaching career she would
have » better retirement then she will have here.

| want the best and bnﬁhtest to teach my grandchildren. To attract teacher's it
IS Important we keep the DB system. Many of the changes recommended b
the Tier Subcommittee of the Joint BDs could be adopted without gomg toa
defined contribution system. One, in particular, would change the number of
years over which an average salary is computed.

It Is Important to realize that, under the proposed system, seniors would be
Ivena*“pot” of money when they retire and then have to manage a resource
at s to last them for @ lifetime in terms of annual income. They would have

no inflation proofmg( PRPA, which O,ven SS provides Jand they'would be at

the mercy of investment advisors and unknown investment costs. As

Individuals, they would not be able to Pet the breals ASPIB gets by investing

large sums of money, putting their dollars at even greater risk. You have all

read the horror stories of retirees who have lost everything because they did

not have the exp rtise to invest. Most are emotional, not long term investors

and their resources may not match their lifetime expectancy.

Another issue for seniors is health. | personally know many seniors who
have ruffered from stroke, Parkinson’s, and dementia in their late 60's and
early '70's. Who will look out for their well-being and security? Our retirees
who invest their lives working for the state of Alaska deserve more.

The proposed legislation Is particularly unfair to members of TRS who were
pulled from Social Security, but not gzwen the option PERS emloloyees
received when SBS was formed and the state matched the employee
contribution 0f6.13% . In addition PERS employees may participate in a



deferred comp plan. Teachers net only do not have a parallel SBS Plan, they
often receive little or no benefits under Social Security because of the
Wewsmns of the Government Pension Offset (spousal offset) and the
Indfall Elimation Provision. These provisions eliminate or ereatly redluce
Brom|sed benefits from Social Security for quarters worked. Not only that,
ecause the state mandates participation in Medicare Part B when a Tetiree
reaches age 65, every retiree must pay almost $80 a month out of pocket.

Last year this Legislature unanimousl?/ passed a resolution rwuesting our
AIaska_Dele%at!on In Congress work for the repeal of GPO/WEP. They
recognized the inequities for public employees not covered by SS.

| urge you to give this matter more thou?ht before you make sweeping
changes. Let's work together for ayear to get the health care costs down and
l0ok at some o fthe suggestions made by the Joint Boards at the presention of
the Tier subcommittee’s Rropo_sal In November. | am sure working together
Wwe can reach a solution that will be beneficial to future employees and also to
Alaska's children. | want young people to come to Alaska and to stay in
Alaska. We have much to offer. Thank you for this opportunity.



Good afternoon. My name is Gayle Harbo and | have been a resident of
Alaska since 1957, most of the time living in Fairbanks. | taught in Fairbanks
for 25 years, most ofthe time at Lathrop High School and was Chair of the
Math Dept and Advanced Placement Coordinator for almost 20 years. | am
here as a member of the Teacher Retirement Board The joint boards thank
Senator Stedeman for his willingness to teleconference with us on Friday
Mar. 25. We are sorry his plans changed but since he could not _
teleconference hope he and the Committee will read the verbatim transcript
of the morning's discusssion so they realize the depth of true concemn that
each Board member has regardmg all the bills which seriously impact a
retirement sz/stem which has worked well for 50 years. The only significant
chan?es that have been made in recent years have been enhancements of
benelits due to legislation. The Joint Boards have sent letters tothe
Leﬁu *diture these past two Years asking that you not introduce any bills which
enhance benefits and the Administration has agreed to testify against these
bills because all would increase the unfunded liability,

| am going to address 3 topics in my remarks and will be happy to
answer any questions. If | don't know the answer | will try to find out.

My first'issue is the interaction of the 3 Pension Boards. As you know
the main work ofthe TRS and PERS Boards is listening to appeals of
members, recommending employer contribution rates and adopting actuarial
assumptions ev<ry 5 years based on the recommendations of the
Commissioner o f Administration and the actuary. ASPiB manages and
Invests the contributions to the system. The Joint Board members have great
admiration and respect for the way ASPIB and the staffof Revenue who
work with Gary Bader, invest and care for our funds. Over the past 10 years
the funds have eamed almost 9o annually, at or near the assumed rate of our
actuary. Eamings are not the problem causing the unfunded liability.

This leads to my second Issue. The main driver of the decrease in the
funding ratio has been the rapid increase in health care costs., a problem not
unique to Alaska. You have seen in past presentations that without the
Inclusion of medical costs the funding ratio Is a respectable 91% for TRS and
120% for PERS. Health care costs have accounted for 50% of the employer
contribution rate increases in past few years.The Administration can make
changes in the Health Care plan without legislation. First, changes can be
N ade to the plan for current tiers if they do not diminish benefits, but are a
matter o f choice or convenience. E\An example would be requiring members
use hospitals, both in and out o f Alaska,which are preferred providers so



significant savings could be negotiated_- Providence in Anch. is not a PP Jet
over 80% of retirees go there, the hospitals in Juneau and Sitka are owned by
their respective cities. They are not_Preferred providers and there is little
savings to the state.)Secondly, S|3n| caot changes can be made to the plan for
emKonees hired after a specific date. |
bout 5 years ago the Joint Boards recommended an education program to

encourage members to use Generic Drugs. The members responded and now
42% of the drugs used are generic. Every percent of brand name drugs
replaced by generics saves the plan IM.(see Oct.'04 Newsbreak). The Health
Care Committee has for several years recommended the state pilot a disease
mgt. program, part|cularlﬁ/ for diabetes, but we were told that the start up cost
0f$240000 was too much. In speaking with other health plan administrators
who utilize disease mgt | have been told that the cost savings in the first four
X/le_ars ar ~considerahle and would more than recoup the start up costs. Mr.

Ike Humphries, from the benefits division at the U of A, the NEA Health
Trust and ,perhaps Mr. Jarrell,our new trustee from Bering Straits School
District, indicate their plans incorporate this element. For retirees this past
year, 474 members had claims o fover $50000 each and accounted for 53M
of the medical expenses to the state plan. Surely disease mgt could have
reduced some o f this cost. Other than the generic drug campaign no
substantive cost savings measures have been taken. The Health Care
Committee has presented a list o f several cost savmgs measures that we, and
the entire Jt Board, would like to see initiated. The Boards can only
recommend, however, not implement. | feel we would not be at this juncture,
with drastic changes recommended to tLe.Sﬁstem, If this Administration and
past Administrations had held a Forum with employers legislators,
representatives of unions and the Municipal League and medical
professionals to discuss methods o f resolving these skyrocketing costs. We all
recognize the problem and would like to be part of the solution, not
adversaries. Senator Seaton has a bil reg_ardmg generics and closed
formularies. This does not have to be legislated - the Administration can
make those changes now as long as they do not diminish benefits to the
current tiers. |

My third issue deals with the comments by some that the Boards have not
been responsible in recommending the emgloyer contribution rate and with
the awarding of the ad hoc PRPA. Wrt TERS and the employer rate, it is a



recommendation, the Administration can st the rate higher. The Boards act
with information provided them by the Administration and the actuary. In the
early ‘90's the IK'S Bd adopted a 12% employer rate and to ensure stablility
for employers for future planning, they intended this rate be used for at least
20 years. In 2000 and 2001, however, when setting the rates for FY*02 and
FY'03, Mercer, our actuar)f, recommended rates as low as 7.09% and 8.29%
for those fiscal years. The TRS Bds did, in those two years, drop the rate to
11%; had they nat, the employers may have been upset. In ‘03 we set the
rate at 16%, though the first motion was for 17%. The contribution rate has
been higher - in FY" 83 and '84 the combined rate for state and school
district was close to 18%. When | started teaching in the '60's, employee,
employer and the state each contributed 7%. The employee population at the
University that is not under TRS, but under private accounts has a match by
the empIoKer of roughly two to one. o

The other issue of Ad Hoc PRPA's apparently needs to be clarified since
you were given a paper dated Mar. 18 from Mercer regarding the fundin
status due to plan changes, mostly enhancements through legislation, and Ad
Hoc PRPAs. As you know the Boards recommend Ad Hoes on the basis of
information provided by the actuary and the Commissioner of
Administration. The Boards have only made recommendations when the
funds were healthy. No Ad Hoc has been recommended since 2003. A retiree
gets either the Ad Hoc or the automatic PRPA, not both. In the past years
when the Ad Hoc has been awarded it only causes a small * b||8’ in the
increase of the employer contribution rate, probably less than .06%. The Mar.
18 letter fails to indicate that probably 99% of the ad hoc cost mentioned,
resuited from the settlement of a lawsuit in the mid "90's. The state lost the
lawsuit and as a result had to make all retirees whole, from the time theg
retired, wrt the PRPA. The dollars paid out include not only past prpas but
the interest eamned. Many individual retirees who had been retired 30 to 40
years received checks close to $10000. The lawsuit, as many of you may
remember resulted because past administrations had not awarded a prpa
when the fund was “healthy”. |

The Mar. 18 letter also attributes nearly 1B of the increase to the
unfunded liability to benefit enchancements by the legislature. The Boards
have said many times that “tinkering” with the tiers once they have been
established has not been in the best interest of the funds and for some of



these changes the actuary has not accurately predicted the rapid rise in health
care costs. In the assumptions adopted by the Boards, the last time in Dec. of
2000, Mercer had a Medical assumption rate of 5.5%. We now know was not
a realistic assumption. The Boards requested an Actuarial Audit in 2001 and
the resulting report indicated that we should look at Medical assumptions on
an annual basis. You also know that the RIP programs advocated by the
Legislature in the early *90's were to be cost neutral, but this past year
Mercer indicated they have had a negative affect on the funding ratio,
primarily because of escalatmgi_ Medical costs. Despite this poor advice, if
you examine Mercer's budget line item over the past few years, you will see
there has been a 100% increase in their fees.

| thank you again for your time and hope you will carefullY consider
whether drastic measures need to be taken at this time. We all agree there is a
problem and we hope by working together we can begin to solve it, but
please do not burden future hires for the mistakes of others. Changes can be
made, without legislation, to control current and future costs. Please let us
work together to make Alaska continue to | e the place young people will
want to come to work, as you and | once did.





