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Sponsor Statement CSHB 238

House B ill 238 creates a mechanism to help non-State and non-School District employers 
pay their portions o f the Public Employees Retirement System (PERS) unfunded liability. 
Unassisted, the $3.2 billion unfunded liability o f PERS w ill result in unsustainable 
employer contribution rates o f up to 30%. The legislature recognizes that making such 
high payments would require many municipalities to cut basic services. In response, HB 
238 proposes the creation a Past Service Cost Offset Account (PSCOA), which would 
make annual payments towards the past service cost o f employers. To make these 
payments over the next 25 years would require an up-front deposit o f approximately $300 
m illion (according to 2004 numbers).

Under the bill, payments from the PSCOA would be linked to the employer’s total 
number o f defined contribution (Tier IV ) employees. The following equation shows how 
these contributions on behalf o f municipal employers would be calculated.

(employer’s PSC rate) * (wage base * No. i Tier IV employees) = PSCOA payment

Although defined contribution employees do not individually have any unfunded liability 
associated with them, all previous proposals used the employers entire wage base for 
cal ilation o f contribution rates and HB 238 continues this format.

Many employers have higher than average past service cost rates due to poor financial 
decisions in the past or the composition of their workforce. State PSCOA payments to 
the PERS pension fund, made on behalf on the employers is limited under HB 238 to the 
average past sei vice cost rate for all non-State and non-school PERS district employers.

HB 238 proposes a long-term solution to assist communities with the growing unfunded 
liab ility payments. Creating a mechanism that aids employers as new defined 
contribution hires enter the workforce allows them to handle the complexities o f a 
changing labor market and maintain much needed community services. Over the course 
o f the 25-year amortization period the PSCOA would reduce non-State and non-school 
district employer past service cost contributions by approximately 44%.
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Sectional Analysis fo r CSHB 238

Sec. 1. (a) Establishes the public employees’ pension fund past service cost offset 
account (PSCOA). Suggests the legislature appropriate funds into the account.

(b) Establishes that the administrator may pay into the pension fund account o f the 
employer the past service cost offset contributions corresponding to the defined 
contribution employees. States that the amount paid on behalf o f employers w ill be 
actuarially calculated but the contribution w ill be limited to the blended employer past 
service cost rate.

(c) Clarifies how the past service offset contribution w ill be calculated.

(1) Specifies that the past service cost rate used in calculating PSCOA payments w ill 
be calculated based on the entire wage base o f the employer. This wage base is 
calculated including all defined contribution and defined benefit employees. 
Clarifies that the PSCOA w ill only pay up to the system wide average past 
service cost rate for employers as applied to Tier IV  employees.

(d) Definitions
(1) “ account”  refers to the PSCOA established in this Act
(2) “ blended employer past service cost rate”  refers to the average past service 

cost rate o f all PERS employers excluding the State o f Alaska and School 
Districts.

(3) “ past service cost”  refers to the annual lump sum payment made towards the 
PERS system unfuded liability.

(4) “ past service cost rate” means the annual payment as a percentage o f total 
wage base o f employee salary required to pay the past service cost as an 
amortized contribution in percentage o f a stipulated number o f years.

(4) “ unfunded liab ility”  refers to amount that would need to be paid into the 
PERS system to cover all o f its liabilities.

Sec. 2. Effective date of July 1, 2006
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Payment to Unfunded Liability per Tier - Actual Dollar Value Based 00 2003 valuation data

2 0 0 5  2 0 1 0  2 0 1 5  2 0 2 0 2 0 2 5  2 0 2 8 Total

Anchorage Parking Authoi 3,448 35,307
40,284 91,263

108,594
136,802

155,709 58,205
171,316 61,456 [

Kachemak, City of (Tier 4) 
Total

5,997
7,554

8,750
9,627

1,308 
1.381 [

6.701.689
6.701.689

3,563,445 
2,360,741
5,924,185

879,892
1.907,304
2,787,196

174,120,449
366,261,047
540,381,4961

16,558,048
35,429,486
51,987,534

10,621,260
23,077,136
33 698,396

4,863,093
10,304,816
15,167,9091

18,126,201
38,021,273
56,147,474

42,207 
91,704
133,911

1
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Payment to Unfunded Liability per Tier - Actual Dollar Value Based on 2003 valuation data

2 0 0 5  2 0 1 0  2 0 1 5  2 0 2 0 2 0 2 5  2 0 2 8
SYSTEM PERS TOTAL 

Total PERS (Tier 4) 5,070,292 88,999,019 172,841,421 274,195,360 393,278,131 86,610,086
230,049.857 280,318,713 345,421,143 432,697,892 91,447,688 [

Total
2,094,609,781
4,408,064,674
6,502,674,455

LEGEND
Past Service Cost Associated with Tiers 1, 2 & 3
Past Service Cost Associated with Tier 4 
Total Past Service Costs Payment Amount

'Note: The past service cost payments are calculated for each individual employer only up to the system wide average. 
Therefore, the total of payments will be less than the actual unfunded liabitiy for 2003.
For example, the total unfunded liability for communities such as Fairbanks that have a higher past service cost
payment than the average are not reflected in this chart.

2
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Past Service Cost Offset Account
Helping Em p loyers w ith the  Unfunded Liability

Definitions o f Relevant Terms:
<  B len d ed  em p lo y e r  p a s t  s e r v ic e  c o s t  ra te :

refers to the average past service cost rate of all 
non-State non-school district PERS employee

r  P a s t  s e r v ic e  co st: refers to the annual lump 
sum payment made towards the PERS system  
unfunded liability.

r  P a s t  S e rv ic e  C o st R a te : m eans the annual 
payment a s  a percentage of total wage base of 
employee sa lary required to pay the past service 
cost a s an amortized contribution in percentage 
over a stipulated number of years.

r  U n funded  L ia b ility : refers to amount that 
would need to be paid into the PERS system  to 
cover all of its liabilities.



What is the Past Service 
Offset Account? (PSCOA)

r  T h e  P S C O A  is  a  m e c h a n is m  t o  h e lp  

m u n ic ip a l i t ie s  p a y  t h e i r  u n fu n d e d  

l ia b i l i t y  o v e r  2 5  y e a r s .  T h e  p a y m e n t s  

a r e  b a s e d  o n  a  m u n ic ip a l i t y 's  n u m b e r  o f  

T ie r  I V  e m p lo y e e s  a n d  c o n t r ib u t io n s  a r e  

l im i t e d  t o  t h e  a v e r a g e  e x p e r ie n c e  o f  t h e  

s y s te m

How the PSCOA is Calculated
A  f e w  h y p o t h e t ic a l  s i t u a t io n s



Example: An sample city’s experience the 
second year of PSCOA

City x

X has 25 employees

2 0  are DB em ployees,
T ier 1, 2 & 3

5 are DC employees, Tier IV  -the  
PSCOA will pay the PSC fo r  these 
employees



Assumptions about City X 

2005
Past Service Cost Rate o f City X: 3 0 %

Average Past Service Cost Rate: 2 0%

Average Salary for City X: $ 4 0 ,0 0 0

C ity ’s X ’s Wage Base: $1 m i l l io n

The PSCOA w ill pay on behalf o f the 5 DC employees:

(average salary * average employer PSC rate) * number o f DC employees =
PSCOA assistance

($40,000 * .2) * 5 = $40,000

♦Present Dollar Value

The PSCOA payment reduces City X’s PSC 
contribution from $300,000 to $260,000, or 

their PSC rate from 30% to 26%

PSC rate employers pay



What about 20 years 
out?

H o w  m u c h  o f  a n  e m p lo y e r s  p a s t  

s e r v ic e  c o s t  w i l l  t h e  P S C O A  p a y  in  

t h e  f u t u r e ?

Example: An sample city’s experience the 
twentieth year of PSCOA

City X



Citv X has 30 employees

3 are DB employees, 27  ^  DC emPloy“ s-
Tier 1 ^ &  3 PSCOA will pay the PSC fo r  these

----------------p m p ln y p p x  _

Assumptions about City X 

2025
Past Service Cost Rate o f City X: 30%

Average Past Service Cost Rate: 20%

Average Salary for City X: $40,000

City’s X ’s Wage Base: $1.2 million
The PSCOA w ill pay on behalf o f the 27 DC employees:

(average salary ♦ blended employer PSC rate) * number of DC employees =
PSCOA assistance

($40,000 * .2) * 27 = $216,000

♦Present Dollar Value



The PSCOA payment reduces City X’s PSC 
contribution from $360,000 to $144,000, or 

their PSC rate frcm 30% to 12%

PSC  ra le  employer; pay

□ w/o PSCOA

□ w/ PSCOA 
assistance

W h y  n o t  a  g r e a t e r  r e d u c t i o n  in  P S C  

p a y m e n t s  f o r  C i t y  X ?

Citv X is only receiving aid for the average PSC rate 
(20%) when their actual rate is 30%

If city X had the same PSC rate as the system (20%) 
the PSCOA would pay 18% of the city’s PSC for 
the Lwentieth year, the city left to make up the 
difference of $24,000

7



r

P S C  ra te  em ployers p a y ^  /

_

' a  ~
1 /

Employer has the 
same PSC as the 
system average,
20%

• :  w/o P S C O A

□  w /P S C O A  
ass is tan ce

Employer has a 
30% PSC rate, 
average is 20%

0  w /o P S C O A

0  ml P S C O A  
ass is tan c e

P S C  ra te  em p lo y ers  pay

PSCOA payments will increase 
over time until by the end of 
the amortization period the 

PSCOA is paying almost ail of 
the past service cost payment 

for that year



PSC O A  C o n t r ib u t io n s  a s  P e r c e n t  o f 

T o ta l P S C

100.0%
~  80.0%
§ 60.0%
0) 40.0%
^  20.0%

0 .0 c/o
c o c o c n o j i n o o T - T j - i " .  
O O O t - t — t— CMCMCM
o o o o o o o o o
CM CM CM 0,1 CM CM CM CM CM

Year

'"based on blended  em ployer con tribu tion  rate. D oes not contro l for 
em ployers that w ill have to pay m ore due to  the ir ind iv idual experiences.

System Impact of PSCOA
«r U n f u n d e d  l ia b i l i t y  o f  P E R S  n o n - S t a t e  

n o n - s c h o o l  d i s t r i c t : 6 7 9  m i l l i o m  

r  W h a t  t h e  P S C O A  w i l l  p a y  o v e r  2 5  y e a r s :  

2 9 9  m i l l i o n



Over the 25 year amortization period the PSCOA pays 
for a little less than half the past service cost payments

This would be less than $300 m illion in present dollar value

* /

□ PSCOA aid

□ PSC payments by 
employers______
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24-LS0761JU
Wayne
2/7/06

TO: CSHB 238( ), Draft Version "R"

1 Page 2, line 5, following "to":

2 Insert "the average salary of all employees o f the employer multiplied by"

L -1-



24-LS0761VR.3
Wayne
2/7/06

OFFERED IN THE HOUSE BY REPRESENTATIVE SEATON

TO: CSHB 238( ), Draft Version "R"

1 Page 2, lines 20-21:

2 Delete all material:

3 Insert "contribution plan established in AS 39.35.700 - 39.35.990 and the defined

4 benefit plan established in AS 39.35.095 - 39.35.680;"

A M E N D M E N T

L -1-



Amendment to CS HB 238 version 24-LS0791/R.4 
By: Rep. Seaton

Page 2, lines 7-14

Delete all material
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DIVISION OF LEGAL AND RESEARCH SERVICES 
LEGISLATIVE AFFAIRS AGENCY 

STATE OF ALASKA State Capitol
Juneau, Alaska 99801-1182

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

M E M O R A N D U M February 2, 2006

SUBJECT: Hiring and firing with tier 4 preference 
(Work Order No. 24-LS059'')

T J :

FROM:

Representative Paul Seaton 
Attn: Katie Shows

Dan Waynl 
Legislative Counsel

You have asked for an opinion as to whether it is legal for public employers in Alaska to 
make hiring or firing decisions based on whether or not an applicant or employee is in 
tier 4, perhaps by favoring tier 4 in order to save money.1

Regarding finng the short answer is no; it is illegal and unconstitutional. In 1999, the 
Alaska Supreme court said:2

This court has recognized a covenant o f good faith and fair dealing in all 
at-will employment contracts. This covenant does not lend itself to 
precise definition, but it requires at a minimum that an employer not 
impair the right o f an employee to receive the benefits o f the employment 
agreement. We have also stated that this covenant . . . requires that an 
employer treat like employees alike. The covenant of good faith and fair 
dealing . . .  includes an objective standard, under which the employer must 
act in a manner which a reasonable person would regard as fair. The 
covenant also includes a subjective element. An employer engages in 
subjective bad faith when it discharges an employee for the purpose of 
depriving him or her o f one o f the benefits o f the contract. (Citations 
omitted).

Terminating either an at-will or permanent tier 1-3 employee in order to deny retirement 
benefits is illegal because it violates the covenant of good faith and fair dealing, and is 
unconstitutional because o f the Article X II, section 7 prohibition in the Constitution of

11 understand tiers 1-3 to mean the PERS/TRS defined benefit plan and tier 4 to mean the 
PERS/TRS defined contribution plan.

2 Holland v. Union Oil C o .. 993 P.2d 1026, 1032 (Alaska, 1999).



the State o f Alaska against diminishing or impairing an employee's accrued benefits in a 
public employee retirement system.

Regarding hiring, the answer is yes; it is legal to con: dcr tier 4 status in selecting an 
applicant i f  doing so does not impair a contractual or legal hire pre.erence o f another 
applicant, or (because it uould be unconstitutional i f  it occurred) rejection o f an applicant 
does not occur as a result o f the applicant’s participation in tiers 1-3.

A supervisor hiring on the basis o f retirement system participation should be concerned 
that Article XU, section 7’s protection from impairment or diminution of benefits might 
inspire a legal challenge based on an argument that denying employment to someone 
based on their retirement plan status violates Alaska's constitution.3

It is axiomatic that an employee denied a new position for not being in tier 4 would suffer 
a resulting impairment or diminution of prospective retirement benefits. I do not know i f  
the courts would interpret Article X II, Section 7 sc broadly as to give force to this 
argument. An argument in the same vein might also be made that an employee's accrued 
benefits in tiers 1-3 are impaired by the employee's inability to transfer to a better job or, 
i f  the employee is not in work status, to obtain a new job.

A feature o f the new "tier 4" is that an employee from an earlier tier may elect to change 
tiers and participate in tier 4. I f  hiring and firing decisions are made based on tier 
participation, then it is conceivable that employees might find themselves in the position 
o f choosing between a job (keeping one or obtaining one) and complete forfeiture of 
retirement benefits accrued in another tier. It would be unconstitutional under Article 
X II, section 7 to force an employee to switch from an earlier tier to tier 4, and a forced 
choice could occur either as the result o f the employer making a tier switch mandatory, or 
as the result o f an employee’s subjective belief that future employment requires a tier 
switch.

An employee might choose to switch tiers without being objectively or subjectively 
forced, but the practice o f using tier participation as a screening device in hiring and 
firing would probably still be considered unconstitutional because of the potential for 
employees to be forced.

R epresentative Paul Seaton
February 2, 2006
Page 2

3 Article X II, section 7 of the Constitution o f the State o f Alaska says;

SECTION 7. Retirement Systems. Membership in employee retirement 
systems o f the State or its political subdivisions shall constitute a 
contractual relationship. Accrued benefits o f these systems shall not be 
diminished or impaired.



Finally, AS 18.80.220 prohibits discrimination in employment based on age, regardless 
o f whether an employee is at-will or permanent. The purpose o f discrimination in hiring 
based on tier participation might not be based on age, but the effect is potentially age- 
discriminatory if, as one would expect, tier 4 participants w ill usually be younger than 
participants in tiers 1-3. Inevitably, the age-discriminatory effect o f a tier 4 preference 
policy w ill n time become more pronounced, because participants in tiers 1-3 are 
p.nerally at least 18 years o f age on June 30, 2006.

R epresentative Paul Seaton
February  2, 2006
Page 3
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H O U S E  C O M M I T T E E  R E P O R T

Date of Committee Action: j  I (> j  & 6

The STATE AFFAIRS Committee considered: HB 238

HOUSE BILL NO. 258 PUBLIC EMPLOYEE/TEACHER RETIREMENT
"An Act relating to contribution rates for employers and members in the defined benefit plaits of the teachers' retirement 
system and the public employees' retirement system and to the ad-hoc post-retirement pension adjustment in the teachers' 
retirement system; requiring Insurance plans provided to members of the teachers' retirement system, the judicial 
retirement system, the public employees' retirement system, and the former elected public officials retirement system to 
provide a list of preferrt d drugs; relating to defined contribution plans for members of the teachers' retirement system and 
the public employees' ret Uemen! system; and providing for an effective date."
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FISCAL NOTE
STA TE Of- ALASKA
2006 LEGISLATIVE SESSION

Revision Date/Time (Note if correction):
Tide An Act ...establishing a past serv ice cost offset

Bccount for...payments to the public em ployee 's r-onsion  fund
Spon .r House State Affairs Committee_________________
Requester House State Affairs Committee_________________

Fiscal Note Number.
Bill Version:
() Publish Date

Dept. Affec.ou. 
|RDU
Component

CS HB 23fl( ) 24-LS0761\R

Administration
Centralized Adminlstnve Services 

Retirement and Benefits

E x i  endltures/Revenues
N o te : Amounts do not include inflation unless otherwise noted below

Component No. 

(Thousands of Dollars)

64

OPERATING EXPENDITURES FY 2007 FY 2008 FY 2008 FY 2010 FY 2011 FY 2012
Personal Services 
T  ravel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0
ICAPITAL EXPENDITURES I I I I j I

ICHANGE IN REVENUES ( ) | I I  I I I I

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health
O ther (Specify Type~Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
Estimate of any current yoar (FY2006) cost:
Check this box (X) If funding for this bill Is includec

POSITIONS

0.0
imor's FY 2006 budget proposal:In the Govi p““ l

Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page ifnecessery)
HB 238 establishes a new account in the State general fund, the Past Service Cost Offset (PSCO) 
account. The purpose of the account is to provide assistance to participating employers of the Public 
Employees' Retirement System (PERS), other than the State of Alaska, in paying past service costs 
related to the unfunded liability of the PER S  defined benefit (DB) olan.

Under the proposed new section, the Administrator of thi retirement systems will transfer a calculated 
amount from the PSCO  account to the asset accounts in the DB trust fund for each employer that 
participates in the defined contribution retirement (DCR) plan under AS 39.35.700-39.35.990.

Prepared by: Melanie Millhom, Director
Division Retirement and Benefits

Phone 465-4408
Date/Time 2/2/06 8:06 AM

Approved by: Mike Tibbies. Deputy Commissioner
Agency Department of Administration______

Date 2/2/2006

(Rtviud 9(7/2005 OMB) Page 1 of 1



FISCAL NOTE

A N A L YSIS CONTINUATION

The calculation is the lesser of the individual PERS employer’s past service rate or the average past 
service rate, actuarially calculated, multiplied against the wage base of uvCR plan members. Subsection
(c)(2) makes an adjustment to the fi ansfer amount based on any "unpaid past service costs" for elected 
officials eligible to participate in the LB plan.

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

STA TE O F  ALASKA BILL NO. CSHB238
2006 LEGISLATIVE SESSION

Page 2 of 2
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24-LS0761\R
Wayne
1/31/06

CS FOR HOUSE i IL L  NO. 238( )

IN  THE LEGISLATURE OF THE STATE OF ALASKA 

TWENTY-FOURTH LEGISLATURE - SECOND SESSION

BY

Offered:
Referred:

Spoasor(s): HOUSE STATE AFFAIRS COMMITTEE

A B IL L  

FOR AN ACT E N TITLE D  

"A n  Act re lating to establishing a past service cost offset account fo r required past 

service cost offset payments owed by employers other than the state to the public 

employees' pension fund; and providing fo r an effective date."

BE IT  ENACTED BY TH E  LEG ISLATU R E OF TH E STATE OF ALA S K A :

* Section 1. AS 39.35 is amended by adding a new section to read:

Sec. 39.35.287. Past service cost offset account, (a) The public employees' 

pension fund past service cost offset account is established in the state treasury and 

shall be administered by the Department o f Administration. The legislature may 

appropriate money to the account.

(b) The administrator shall pay from the iccount into the public employees' 

pension fund, on behalf o f each employer, other than the state, under the defined 

contribution plan in AS 39.35.700 - 39.35.990, the employer past service cost offset 

contributions for that year, not to exceed the blended employer past service cost rate. 

The amount shall be determined by actuarial method.

-1- C >HB 238( )
New T e x t  U n d e r l i n e d  [DELETED TEXT BRACKETED]
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(c) Contributions for each employer under (b) o f this section shall be 

determined by

(1) applying the employer's past service cost rate, up to an amount 

equal to the blended employer past service cost rate, as calculated on the employer's 

entire wage base, to^the number o f  employees o f mat employer who ix t members of 

the public employees' defined contribution plan in AS 39.35.700 - 39.35.990; and

(2) reducing the calculation made in (1) o f this subsection by the 

amount o f the political subdiv-- ion's unpaid past service cost for that fiscal year for 

each elected official serving on or after the effective date o f this Act who ;s eligible 

for the plan but not paid an hourly wage or a salary based on an hourly wage, unless 

the contribution for that official during that fiscal year by the political subdivision 

meets or exceeds the contribution required o f a participating employer for an 

employee who was paid the average salary o f all employees in the retirement plan 

ostai dished under AS 39.35.095 - 39.35.680.

(d) Unless the context requires otherwise, in this section,

(1) "account" means the public employees' pension fund past service 

cost offset account;

(2) "blended employer past service cost rate" means the average past 

service cost rate o f all employers, other than the state, in the public employees' defined 

contribution established in AS 39.35.095 - 39.35.680 and the defined benefit plan 

established in AS 39.35.700 - 39.35.990;

(3) "past service cost" means the amount o f an annual payment made 

over a stipulated numH*r of years to amortize the unfunded liab ility  of the public 

employees' pension fu ,d under AS 39.35.095 - 39.35.680;

(4) "past service cost rate" means the annual payment as a percentage 

of total wage base of employee salary required to pay the past service cost as an 

amortized contribution in percentage over a stipulated number o f years;

(5) "unfunded liab ility" means the excess o f the accrued liability over 

the assets o f the public employees' pension fund under AS 39.35.095 - 39.35.680.

* Sec. 2. This Act takes effect July 1, 2006.
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CS FOR HOUSE B IL L  NO. 238( )

IN  THE LEGISLATURE GF THE STATE OF ALASKA 

TWENTY-FOURTH LEGISLATURE - FIRST SESSION

B Y

O IT ered :
R e f e r r e d :

Sponsor(s): THE HOUSE STATE AFFAIRS COMMITTEE

A B IL L  

FOR AN AC T E N TITLE D  

"A n  Act relating to contribution  rates for employers and members in the defined benefit 

plans of the teachers' retirem ent system and the public employees' retirement system 

and to the ad-hoc post-retirement pension adjustment in the teachers' retirement 

system; requiring insurance plans provided to members o f the teachers' retirement 

system, the jud ic ia l retirem ent system, the public employees' retirement system, and the 

form er elected public officials retirement system to provide a list o f preferred drugs; 

relating to defined contribution plans fo r r r  embers o f the teachers retirement system 

and the public employees' retirement system; and provid ing fo r an effective date."

BE IT  ENACTED BY T H E  LEG ISLATU R E OF TH E  STATE OF A LA S K A :

*  Section 1. AS 14.25 is amended by adding a new section to read:

A rtic le  1. Teachers F irst H ired before Ju ly 1,2005.

Sec. 14.25.005. Applicability of AS 14.25.005 - 14.25.012, 14.25.040 -

-1-
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1*1.26.169, 14.25.173, 14.25.173, and 14.25.220. The provisions of AS 14 25.005 - 

I4 .25.0 i:, 14.25.040 - 14.25.169, 14.25.173, 14.25.175, and 14.25.220 apply only tc 

member, first hired befor: July }, 2005.

*  Sec. 2. AS 14.25.GS0(a) is amended to read:

(a) Except as provided in (c) o f this section, beginning July 1, 2005 

[JANUARY 1, 1991], each member shall contribute to the plan a percentage 

[SYSTEM AN AM O UNT EQUAL TO 8.65 PERCENT] of the rnemoer's base salary 

accrued from July 1 to the following June 30, as detenrjned under AS 14.25.052, 

The employer shall deduct the contribution from the member's salary at the end of 

each payroll period, ard the contribution shall be credited by the plan [SYSTEM] to 

the member [CONTRIBUTION] account. The contributions shall be deducted from 

employee compensation before the computation o f apphcable federal taxes and shal' 

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

have the option o f making the payroll deduction directly in cash instead o f having the 

contribution picked up by the employer.

* Sec. 3. AS 14.25 is amended by adding a new section to read:

Sec. 14.25.052. Calculation o f member contribution rate, (a) Each active 

member shall contnoute a percentage o f the member's base salary to be determined 

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

of

(1) 8.65 percent; or

(2) one-half o f the normal cost rate actuarially calculated to fund the 

benefits expected to be earned by active members during the fiscal year.

(b) Notwithstanding (a) o f this section, the member contribution rate may not 

increase more than one-half of a percentage point annually.

* See. 4. AS 14.25.070 is amended to icad:

Sec. 14.25.070. Contributions by employer. An employer shall contribute to 

the plan [SYSTEM] an amount equal to the percentage, as certified by the hoard 

[.ADMINISTRATOR], o f the sum total o f the base salaries o f all members that is 

required in addition to member contributions to provide the benefits of AS 14.25.009 - 

14.25.220 [THIS CHAPTER] times the sum total of the Dase salaries paid to members,

CSHB 238( ) -2 -
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including any adjustments to contributions required by AS 14.25.173(a), by the 

employer.

*  Sec. 5. AS i4.25.070 is amended by adding a new subsection to read;

(b) When added to the member contribution rate calculated under

AS 14.25.052, the employer contribution may not be less than the amount required as 

actuarially calculated to fu lly  fund the future liabilities o f active members.

* Sec. 6. AS 14.25.143(a), as that subsection read following amendment by sec. 3 ch. 146,

SLA 1980, until amended by sec. 12, ch. 106, SLA 1988, is amended to read-

(a) When the administrator determines that the cost o f living has increased and 

that the financial condition of the retirement fund permits, the administrator shall 

increase benefit payments to persons receiving benefits under this system. The value 

of assets of t're retirement fund must be equal to or exceed the accrueti liab ility  of 

the retirement fur.d before benefit payments are increased, In  this subsecticn, 

" accrued liab ility " means the present value oi all member btnefits accrued bv 

member service in this system.

* Sec. 7, AS 14.25.143(a), as that subsection read following amendment by sec. 12, ch.

106 SLA 1988, until amended by sec. 12, ch. 97, SLA 1990, is amended to read:

(a) When the administrator determin *,s that the cost o f living has increased and 

that lie financial condition of the system permits, the administrator shall increase 

benefit payments tc persons receiving benefits under this system. The value of assets 

o f the system must be equal 0”  exceed the accrued lia b ility  o f the system before 

benefit payments c.re increased. In  this subsection, "accrued lia b ility "  means the 

uresent value o f all member benefits accrued by member service In this system.

*  Sec, 8. AS 14.25.220(37) is amended to read:

(37) "retirement fund" or "fund" means the fund in which the assets of 

the defined benefit retirement plans [SYSTEM], including income and interest 

derived frorn the investment of money, are deposited and held;

* Sec. 9. AS 14.25.220(41) is amended to read:

(41) "system" means the Teachers' Retirement System o f Alaska* 

which includes all retirement plans in this chapter;

*  Sec. 10. AS 14.25.220 is amended by adding a new paragraph to reed:

WORK DRAJ-T WORK DRAFT 24-LS0761\L
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(46) "defined benefit retirement plans" means the retirement plans 

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.

* Sec. 11. AS 14.25 is amended by adding new sections to read:

Artic le  2. Teachers F irst Hired on o r a fter Ju ly 1, 2005.

Sec. 14.25.310. Applicability o f AS 14.25.310 * 14.25.495. The provisions of 

AS 14.25.310 - 14.25.495 apply only to members first hired on or after July 1, 2005. 

For purposes of AS 14.25.310 - 14.25.495, a teacher is considered to be first hired on 

the first day of employment as a teacher.

Sec. 14.25.320. Defined contribution retirem ent plan established; federal 

qualification requirements, (a) A defined contribution retirement plan for teacher 

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 o f school districts and regional educational attendance areas in the state, 

and for the employees of other employers whose participation is authorized by 

AS i4.25.310 - 14.25.495 and who participate in this plan.

(c) An amendment to AS 14.25.310 - 14.25.495 does not provide a person

with a vested right to a benefit i f  the Internal Revenue Service determines tnat the 

amendment w ill result in disqualification of the plan under the Internal Revenue Code.

Sec. 14.25.330. Purpose and effective date, (a) The purpose 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 o f the members.

(b) A ll eligible employees first hired on or after July 1, 2005, snail participate 

in the plan set out in AS 14.25.310 - 14.25.495.

Sec. 14.25.340. Contributions by members, (a) Each member shall 

contribute to the plan an amount equal to 11 percent of the member's base salary 

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

contribution from the member's salary at the end o f each payroll period, and the

WORK DRAFT WORK DRAFT 24-LS0761VL
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contribution shall be credited by the plan to the member account. The contributions 

shall be deducted from employee compensation before the computation of applicable 

federal taxes and shali 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 o f having the contribution picked up by the employee

(b) In this section, "base salary" means the total rt nuneration paid under 

contract to a member for services rendered during a school year, excluding cost-of- 

living differentials, payments for leave that is actually used by the member, the 

amount by which the member's wages are reduced under AS 39.30.150(c), the amount 

deferred under an employer-sponsored deferred compensation plan or the tax shelter 

annuity plan approved .ie Department o f Education and Early Development, 

retirement benefits, welfare benefits, per diem, expense allowances, workers' 

compensation payments, or payments for leave not used by the member, whether those 

leave payments are scheduled payments, lump-sum payments, donations, or cash-ins; 

compensation paid includes any payment made after June 30 o f a school year for 

services rendered before the end o f the school year.

Sec. 14.25.350. C ontributions by employer, (a) An employer shall 

contribute an amount equal to 11 percent o f each member's base salary as provided in 

(b) - (d) o f this section.

(b) An employer shall contribute to the member account an amount equal to 

5.75 percent o f each member’s base salary determined under AS 14.25.340 from July 1 

to the following June 30.

(c) An employer shall also contril Jte an amount equal to 3.75 percent of each 

member's base salary determined under AS 14.25.340 from July 1 to the following 

June 30 to pay for retiree major medical insurance. This contribution shall be j. ...d 

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) An employer shall also contribute an amount equal to 1.5 percent of oach 

member's base salary determined under AS 14.25.340 to each member's health 

reimbursement account plan under AS 39.30.300.

WORK DRAFT WORK DRAFT 24-LS0761\L

-5-
N ew T e x t  U n d e r l i n e d  [DELETED TEXT BRACKETED]

CSHB 238( )



I

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

2 0

21

2 °

23

24

25

26

27

28

29

30

31

WORK DRAFT WORK DRAFT 24-LS0761\L

Sec. 14.25.360. Transm ittal o f contributions, (a) A ll contributions 

deducted in accordance with AS 14.25.340(a) shall be transmitted to the plar. for 

deposit in the retirement fund not later than 15 days fo llow ing the close c r 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 'ransmitted to 

the plan for deposit in the appropriate fund at the close o f each pay period. I f  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 aciuarially determined rate of eamings for the plan from the date that 

contributions ” 'ere originally due. In addition, the amount of the contributions and 

interest may be deducted by the Department o f 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 oi 

Alaska and interest as prescribed in this section may be deducted by the commissioner 

o f administration from any state funds due the University o f 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 fu lly  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 - 

14.25.495.

Sec. 14.25.380. Investment of individual accounts, (a) The Alaska State 

Pension Investment Board shall provide a range of investment options and permit a 

participant to exercise investment control over the participant's assets in the member 

account as provided in this section. If  a participant exercises control over the assets in 

the 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) To the extent that a member account has been divided as provided in a 

qualified domestic relations order between participants, each participant shall be

CSHB 238( ) -6 -
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treated as the holder o f a separate individual account for purposes of investment 

yields, decisions, and transfers under this section.

Sec. 14.25.390. Distributions, (a) A participating member is eligible to 

receive distribution of that person's accumulated balance in the plan upor becoming a 

former participating member.

(b) Upon the death of a participating member or former '-nrticipating member, 

the accumulated balance o f that deceased participant is considered to belong to the 

refund beneficiary, i f  any. o f that deceased participant. I f  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, i f  any, o f the deceased 

participant's estate.

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

combination o f several of the following methods o f 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 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) I f  the former participating member's vested account balance is less than 

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

upon termination o f employment. The member may waive the refunu i f  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.

Sec. 14.25.406 Refund upon term ination, (a) Except as provided in (b) o f 

this section, a terminated member is entitled to a refund o f the balance o f the member 

account.

(b) A member who is terminated and who is married at the time o f application

WORK DRAFT WORK DRAFT 24-LS0761\L
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for a refund or whose rights to a refund are subject to a qualified domestic relations 

order is entitled to receive a refund o f the balance of the member account only i f  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 i f  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 i f  the 

administrator determines that

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

member's employment with an employer;

(2) the spouse has no rights to benefits under AS 14.25.310 -

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

(3) the spouse cannot be loc red;

(4) the member and spouse have been married for less than one year 

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 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 ordei is filed with the administrator.

Sec. 14.25.420. Rollover distributions and rollover contributions, (a) A 

teacher entering the plan may elect, at the time and in the manner prescribed by the 

administrator, to have all or part o f a direct rollover distribution from an eligible 

retirement plan owned by the member paid directly into the member's account.

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

for the purpose o f determining years o f service.

(c) A distributee may elect, at the time and in the manner prescribed by the 

administrator, to have all or part o f an eligible rollover distribution paid directly to an 

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

(d) In this section,

(1) "direct rollover" means the payment o f an eligible rollover

CSHB 238( ) -8-
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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,

(3) "eligible retirement plan" means

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

408(a);

408(b);

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

(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) "eligiole rollover distribution" means a distribution o f all or part of

a total account to a distributee, except for

(A) a distribution that is one o f a series o f substantially equal 

installments payable not less frequently than annually over the life expectancy 

of the distributee or the jo in t 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 o f a series o f substantially equal 

installments payable not less frequently than annually over a specified period 

o f 10 years or more;

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

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

gross income;

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

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

than $200 during a year.

Sec. 14.25.430. D istribution 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.

-9-
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(b) I f  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 be distributed at least as rapidly as under the method of distribution 

being used before the member's death.

(c) I f  a member has made a distribution election and dies before the 

distribution of the member's interest begins, distribution o f the member's entire interest 

shall be completed by December 31 o f the calendar year containing the fifth 

anniversary of the member’s death. However, i f  any poition o f 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 o f the calendar 

year immediately follow ing 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 o f December 31 of the calendar year

(1) immediately follow ing the calendar year in which the member died, or (2) in which 

the member would have attained 70 1/2 years o f age, whichever is earlier. I f  the 

surviving spouse dies after the member but before payments to the spouse have begun, 

the provisions of this subsection apply as i f  the surviving spouse were the member. 

An amount paid to a child o f the member w ill be treated as i f  it were paid to the 

surviving spouse i f  the amount becomes payable to the surviving spouse when the 

child reaches the age o f majority.

(d) I f  a member has not made a distribution election before the member's 

death, the member’s designated beneficiary must elect the method o f distribution not 

later than December 31 o f the calendar year (1) in which distributions wuuld be 

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

date o f death of the member, whichever is earlier. I f  the member does not have a 

designated beneficiary or i f  the designated beneficiary does not elect a method of 

distribution, distribution o f the member's entire interest mus* be complet 'd by 

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

death.

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

L
CSHB 238( ) -10-
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considered to begin (1) on the member's required beginning date, or (2) i f  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. I f  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 o f AS 14.25.310 - 14.25.495.

(g) A ll 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 under that statute;

(2) "required beginning date" means the first day o f April of the 

calendar year following the calendar year in which the member cither attains 70 1/2 

years o f age or actually retires, whichever is later.

Sec. 14.25.440. Designation o f 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 o f the member's 

death. Notwithstanding a previous designation o f beneficiary, a person who is the 

spouse o f a member at the time o f the member's death automatically becomes the 

designated beneficiary i f  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
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by a written consent to the revocation from the present spouse and each person entitled 

under the order; however, consent o f the present spouse is not required i f  the member 

and the present spouse had been married for less than one year on the date of the 

member’s death and i f  the member established when filing  the revocation that the 

member and the present spouse were not cohabiting.

(b) Except as provided in (a) o f this section, the member may change or 

revoke the designation without notice to the beneficiary or beneficiaries at any time. 

I f  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) I f  a member fails to designate a beneficiary, or i f  no designated beneficiary 

survives the member, the death benefit shall be paid

(1) to the surviving spouse or, i f  there is none surviving;

(2) to the surviving children in equal parts or, i f  there are none

surviving;

(3) to the surviving parents in equal parts or, i f  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 o f entitlement. 

Documents establishing entitlement may be filed with the administrator immediately 

after a change in the member's marital status. I f  the administrator does not receive 

notification of a claim before the date 120 days after the member’s death, the person 

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

benefits any benefit already paid by the administrator.

Sec. 14.25.450. Adjustments, (a) When a change or error is made in the 

records maintained by the plan or in the contributions made on behalf of an employee 

or an error :s made in computing a benefit, and, as a result, a teacher or member or
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beneficiary is entitled to receive from the plan 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 employer 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 o f the 

aajustment. I f  no future benefit payments are due, a person who wa: paid any amount 

to which the person was not entitled is liable for repayment o f that amount, and a 

person who was not paid the fu ll amount to which the person was entitled shall be paid 

that amount,

(b) An adjustment that requires the recovery o f 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 o f 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 m error.

(c) At each regularly scheduled meeting o f 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 o f the 

conditions set out in (b) o f this section have not been met, the administrator shall 

notify the member or beneficiary that an adjustment w ill be made to recover the 

overpayment. A member or beneficiary who receives notice o f adjustment under this 

subsection may appeal to the board for a waiver of the adjustment under 

AS 14.25.4u0. An adjustment that requires the repayment o f benefits may not be 

required while the appeal is pending.

(d) The plan shall pay interest on amounts owed to a member or beneficiary. 

Interest shall be charged on amounts owed to the plan by a member or beneficiary if  

the amount owed is the result of erroneous information supplied by the member or

WORK DRAFT WORK DRAFT 24-LS0761\L

-13- CSHB 238( )
N ew  T e x t  U n d e r l i n e d  [DELETED TEXT BRACKETED]



1 beneficiary, or the member or beneficiary had reasonab le  grounds to believe the

2 amount of the benefit was in error. The interest paid under this subsection is at the

3 rate established by regulation for indebtedness contributions owed. Interest accrues

4 from the date on which the correct payment was due and continues until an actuarial

5 adjustment to the benefit is effective or the amount owed is paid. Accrued interest for

6 periods less than 60 days or in amounts less than the lim it established in regulation for

7 writing o ff small indebtedness and refund balances may not be collected or paid under I

8 this subsection.

9 Sec. 14.25.460. W aiver o f adjustments, (a) Upon appeal by an affected

10 member or beneficiary under (b) o f this section, the board may waive an adjustment or

11 a portion o f an adjustment made under AS 14.25.450 if, in the opinion of the board,

12 (1) the adjustment or portion of the adjustment w ill cause undue

13 hardship to the member or beneficiary;

14 (2) the adjustment was not the result o f erroneous information supplied

15 by the member or beneficiary;

16 (3) before the adjustment was made, the member or beneficiary

17 received confirmation from the administrator that the member’s or beneficiary's

18 records were correct; and

19 (4) the member or beneficiary had no reasonable grounds to believe

20 the records were incorrect before the adjustment was made.

21 (b) In order to obtain consideration o f a waiver under this section, the affected

22 member or beneficiary must appeal to the board in writing within 30 days after receipt

23 of notice that the records have been adjusted. The ruling of the board shall be in

24 writing.

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

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

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

28 additional contributions to the plan.

29 (e) The board may reconsider a ruling under this section upon request o f the

30 member or beneficiary or the administrator i f  the request is received within 30 days

31 after the initial ruling. Any modification of the initial ruling must be made within 30
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days after receipt o f a request for reconsideration.

Sec. 14.25.470. Retirement, (a) In order to obtain medical benefits under 

AS 14.25.480 and access to the health reimbursement account plan under 

AS 39.30.300, a mem’- ’ r must retire directly from the plan. A member is eligible to

retire from the plan i f  the member has been an active member for at least 12 months

before application for retirement and

(1) the member has at least 30 years of service; or

(2) the member reaches the normal retirement age and has at least 10

years oi service.

(b) The normal retirement age is 60 months less than the age set for Medicare 

elig ibility.

(c) A member must apply to the administrator for appointment to retirement. 

Application shall be made on fonms and in the manner prescribed by the administrator.

(d) A member who continues in the employ o f 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. 14.25.480. Medical benefits, (a) The medical benefits available to 

eligible persons are access to the retiree major medical insurance plan and to the 

health reimbursement account. 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 account:

(1) a member with at least 30 years of service and who retires directly

from the plan;

(2) the surviving spouse o f a member who elected coverage under (1) 

of this subsection;

(3) a member who reaches the normal retirement age as provided in 

AS 14.25.470, has at least 10 years o f service, and retires directly from the plan;

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

of this subsection.
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(c) Retiree major medical insurance plan coverage elected by an eligible 

member under this section ^vers the eligible member, thet,spouse o f the eligible 

member, and the dependent children o f the eligible member.

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

spouse o f a eligible member under this section covers the surviving spcuse and the 

dependent children o f the surviving spouse.

(e) Major medical insurance coverage takes effect on the first day o f the 

month following the date of the election and stops when the person who elects 

coverage under (b) o f this section dies or fails to make a required premium payment.

(f) The coverage for persons who are eligible for Medicare is the same as that 

available for persons who are not yet eligible for Medicare. The benefits payable to 

those Medicare eligible persons supplement any benefits provided under the Medicare 

program.

(g) The medical and optional insurance premiums owed by the person who 

elects coverage under (b) o f this section shall be deducted from the health 

reimbursement account. I f  the amount of the health reimbursement account becomes 

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

section shall pay the premiums directly.

(h) The administrator shall set separate retiree health coverage premiums for 

participants who are Medicare eligible and for participants who are not yet Medicare 

eligible. An increase in the premium amount may not exceed five percentage points 

annually. A participant's share o f the applicable premium shall be determined 

according to (i) o f this section.

(i) The portion of the cost of premiums payable by the participant is 70 

percent i f  the member had 10 years o f service; for each additional year of service after 

the member's 10th year o f service, the cost of premiums decreases by three percentage 

points; however, the minimum employee portion of the premium is 10 percent if  the 

member has 30 or more years o f service.

(j) The elig ibility for retiree major medical insurance coverage for an alternate 

payee under a qualified domestic relations order shall be determined based on the 

elig ibility of the member to elect coverage. The alternate payee shall pay the full
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monthly premium for retiree major medical insurance coverage.

(k) The administrator shall establish monthly group premiums for retiree 

major medical insurance coverage under AS 39.30.095. Nothing in AS 14.25.310 - 

14 25.495 guarantees a person who elects coverage under (a) o f this section a monthly 

group premium rate for retiree major medical insurance coverage other than the 

premium in effect fo r the month in which the premium is due for coverage for that 

month.

(/) In this section,

(1) "health reimbursement account" means the plan established in

AS 39.30.300;

(2) "retires directly from the plan" means that the member is an accive 

member at the time that the member applies to the administrator for appointment to 

retirement and that the member continues as an active member up through the day 

before the day the member is appointed to retirement.

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" has the meaning given in AS 14.25.220;

(3) "board" has the meaning given in AS 14.25.22.0;

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

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

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

(7) "fund" or "retirement fund" means the assets of the defined 

contribution plan established in AS 14.25.310 - 14.25.495;

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

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

(10) "member account" means the total maintained by the plan of the 

member's 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 14.25.450;

(11) "qualified domestic relations order" has the meaning given in
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AS 14.25.220;

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

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

(14) "terminated" mean.; a person no longer employed by an employer 

participating in the plan;

(15) "year of service" has the meaning given in AS 14.25.220.

* Sec. 12. AS 14.40.671(e) is amended to read:

(e) An employee whose rights to transfer assets out o f a state retirement 

system are subject to a qualified domestic relations order is entitled to transfer assets 

from the state retirement system to the program only i f  the requirements for receiving 

a refund under AS 14.25.150tb), 14.25.400. [OR] AS 39.35.200(c), or  39.35.790, as 

appropriate, are met.

* Sec. 13. AS 39.30.090(a) is amended to read:

(a) The Depar.ment o f Administration may obtain a policy or policies o f group 

insurance covering state employees, persons entitled to coverage under AS 14.25. J 68, 

14.25.480, AS 22.25.090, AS 39,35.535. 39.35.870, or former AS 39.37.145, 

employees o f other participating governmental units, or persons entitled to coverage 

under AS 23.15.136, subject to the following conditions:

(1) A group insurance policy must

(A) [SHALL] provide one or more o f the follow ing 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; and

(B) require the insurance plan to provide a preferred drug 

lis t o r fo rm ulary and must provide tha i beneficiaries use the appropriate 

medication on the preferred drug list o r pay the difference in cost between 

the medication listed on the preferred drug list and the cost of a 

nonform ularv medication; however, i f  a medication is not on the 

preferred drug list as a generic or nongeneric drug, the insurance plan 

shall cover the cost o f the medication. For purposes o f this subparagraph.
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a nonformulary medication is one that is not listed on the fo rmulary, such 

as a nongeneric fo rm  o f the medication when a generic form  of the 

medication is in the fo rm u la ry.

(2) Each eligible employee o f the state, the spouse and the unmarried 

children chiefly dependent on the eligible employee for supDort, and each eligible 

employee of another participating governmental unit shall be covered by the group 

policy, unless exempt under regulations adopted by the commissioner o f 

administration

(3) A governmental unit may participate under a group policy i f

(A ) its governing body adopts a resolution authorizing 

participation, and payment cf  required premiums;

(B) a certified copy of the resolution is filed with the 

Depaitment o f Administration; and

(C) the commissioner o f administration approves the 

participation in writing.

(4) In procuring a policy of group health or group life insurance as 

provide^ under this section or excess loss insurance as provided in AS 39.30.091, the 

Jepartment of Administration shall comply with the dual choice requirements o f 

AS 21.86.310, and shall obtain the insurance policy from an insurer authorized to 

transact business in the state under AS 21.09, a hospital or medical service corporation 

authorized to transact business in this state under 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 corpoiation 

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 o f 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 at thorized 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
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or medical service corporations authorized to transact busines: under AS 21.87, and 

third-party administrators licensed to transact business in this state and qualified to 

provide administrative servic The 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 o f a carrier, hospital or medical service 

corporation, or third-party administrator under this section or the selection o f an 

insurance carrier or a hospital or medical service corporation to provide excess loss 

insurance as provided in AS 39.30.091.

(6) I f  the aggregate of dividends payable u idcr the group insurance 

policy exceeds the governmental unit's share o f the premium, the excess shall be 

applied by the governmental unit for the sole benefit o f the employees.

(7) A person receiving benefits under AS 14.25.110, AS 22.25, 

AS 39.35, or former AS 39.37 may continue the life insurance coverage that was in 

effect under this section at the time of termination o f employment with the state or 

participating governmental unit.

(S) A person electing to have insurance under (7) o f this subsection 

shall pay the cost o f this insurance.

(9) For each permanent part-time employee electing coverage under 

this section, the state shall contribute one-hal.’ the state contribution rate for permanent 

full-time state employees, and the permanent pz.rt-time employee shall contribute the 

other one-half.

(10) A person receiving benetits 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 o f 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 this paragraph shall pay the cost o f 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,
I
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or former AS 39.37 may obtain long-term care insurance for that person and eligible 

dependents under this section. A person who elects insurance under this paragraph 

shall pay the cost o f the insurance premium. The commissioner o f 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. 14. AS 39.30 is amended by adding new sections to read:

A rtic le  5. State o f Alaska Teachers' and Public Employees' Retiree Health

Reimbursement Account Plan.

Sec. 39.30.300. State o f Alaska Teachers' and Public Employees' Retiree 

Health Reimbursement Account Plan established. The State o f Alaska Teachers' 

and Public Employees' Retiree Health Reimbursement Account Plan is established for 

teachers and teachers' spouses and dependants who first become members of the 

defined contribution plan under AS 14.25.310 - 14.25.495 on or after July 1, 2005. and 

members and spouses and dependents of members of the state, political stbdivisions 

of the state, and public organizations of the state who first become mem >ers of the 

defined contribution plan under AS 39.35.700 - 39.35.895 on or after July 1, 2005.

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

allow medical care expenses to be reimbursed from individual savings accounts 

established for qualified participants.

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

employers begin.

Sec. 39.30.320. Attorney general. The attorney general o f 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. Adm inistrator. The commissioner o f administration or the 

commissioner's designee is the administrator o f the plan.

Sec. 39.30.340. Po^ets and duties o f the adm inistrator; fund. The 

administrator shall establish a teachers' and public employees' retiree health 

reimbursement account plan trust fund in which the assets o f the plan shall be
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deposited and held. The administrator has the same powers and duties with regard to 

the plan and the trust fund as provided in AS 14.25.020.

Sec. 39.30.350. Employer contribution fund. The fund established under 

AS 39.30.340 is an employer contribution fund. The value o f the fund reflects 

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

contributions to the fund are not permitted.

Sec. 39.30.360. Management and investment o f the fund. The Alaska State 

Pension Investment Board is the fiduciary o f 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. Term ination o f employment. A person who terminates 

employment before appointment to normal retirement loses any right to the 

contributions made on behalf of the person to the teachers' and public employees' 

retiree health reimbursement account trust fund. I f  a person returns to employment 

with a participating employer, the person's account balance shall be restored in the 

amount recorded on the date o f termination from the trust, with interest.

Sec. 39.30.380. E lig ib ility  and enrollment. A qualified participant is eligible 

for reimbursement from the appropriate individual account established for a member 

under the plan when the member becomes eligible for medical benefits ur. ler 

AS 14.25.480 or AS 39.35.870. The administrator shall enroll a participant in the plan 

upon receipt of the member's request for appointment to retirement.

Sec. 39.30.390. Benefits payable from  the individual account, (a) The 

administrator shall pay the cost o f monthly premiums for retiree major medical 

insurance on behalf o f a participant i f  the participant elected retiree major medical 

insurance under AS 14.25.180 or AS 39.35.870.

(b) Upon application o f a participant, the administrator shall reimburse to a 

participant the costs for medical care expenses as de' ned in 26 U.S.C. 213(d).

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

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

expenses under (b) of this section end.

(d) I f  a participant dies before exhausting the participant's individual account, 

the surviving spouse and the surviving spouse's dependent children are eligible to be
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reimbursed for medical care expenses as defined in 26 U.S.C. 213(d) until the 

individual account is exhausted. I f  any amount remains in an individual account after 

the death o f the surviving spouse and the death or nondependency o f the surviving 

spouse's dependent children, the account balance shall revert to the trust.

Sec. 39.30.400. Exemption from  taxation and process, (a) Contributions 

and other amounts held in the plan on behalf o f a member or other person who is or 

may become eligible for benefits under the plan may be used only to reimburse 

eligible medical expenses, are exempt from Alaska state and municipal taxes, and are 

not subject to anticipation, alienation, sale, transfer, assignment, pledge, encumbrance, 

or charge o f any kind, either voluntaty or involuntary, before they are received by the 

person entitled to the amount under the terms of the plan, ^ny attempt to anticipate, 

alienate, sell, transfer, assign, pledge, encumber, charge, or otherwise dispose of any 

right to amounts accrued in the plan is void. However, a 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(f) and 42 U.S.C. 1396p(d)(4).

(b) Notwithstanding AS 09.38.065, crntributions and other amounts held in 

the plan and benefits payable under this plan are exempt from garnishment, execution, 

or levy.

Sec. 39.30.410. Amendment and term ination o f 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 is permitted by the Internal Revenue Code.

(c) The state may, in its discretion, terminate the plan in whole or part at any 

time without liab ility  for the termination. I f  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.
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1 II (d) Any contribution made by an employer to the plan because o f a mistake of
2 fact must be returned to the employer by the administrator within one year after the
3 contribution or discovery, whichever is later.
4 Sec. 39.30.420. Exclusive benefit (a) The corpus or income o f the assets

I
5 held in trust as required by the plan may not be diverted or used for other than the
6 exclusive benefit o f the participants.
7 (b) I f  plan benefits are t ovided through the distribution o f annuity or
8 insurance contracts, any refunds or credits in excess of plan benefits due to dividends,
9 earnings, or other experience rating credits, or surrender or cancellation credits, shall

10 be paid to the trust fund.
11 (c) The assets of the plan may not be used to pay premiums or contributions of
12 the emp'oyer under another plan maintained by the employer.
1? Sec. 39.30.495. Definitions. Unless the context requires otherwise, in
14 AS 39.30.300 - 39.30.495,
15 ( 1 ) "administrator" means the commissioner o f administration or the
16 commissioner's designee;
17 (2) "board" means the Alaska State Pension Investment Board
18 establishe d under AS 37.10.210;
19 (3) "dependent child" has the meaning given in AS 14.25.220;
20 (4) "employer" has the meaning given in AS 14.25.495 for employers I
21 o f teachers in the defined contribution plan established in AS 14.25.310 - 14 25.495
22 and has the meaning given in AS 39.35.895 for employers o f public employees in the
23 defined contribution plan established in AS 39.35.700 - 39.35.895;
24 (5) "fund" means the assets o f the teachers' and public employees'
25 retiree health reimbursement account plan trust fund;
26 (6) "’ "dividual account" means the recorc established by the
27 administrator for individual employees under the teachers' and public employees'
28 retiree health reimbursement account plan;
29 (7 ) "member" means a member of the teachers' retirement system
30 defined contribution plan in AS 14.25.310 - 14.25.495 or a member o f the public
31 || employees'retirement plan in AS 39.35.700 - 39.35.895;
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(8) "participant" means a member, spouse o f a member, dependent 
child o f a member, dependent child o f a spouse o f a member, or former spouse under a 
qualified domestic relations order;

(9) "qualified domestic relations order" has the meaning given in
AS 14.25.495.

* Sec. 15. AS 39.30 is amended by adding new sections to read:
Article 6. Past Service Cost Offset Account.

Sec. 39.30.500. Past service cost offset account established. The past 
service cost offset account is established for employers in the defined contribution 
plans established in AS 14.25.310 - 14.25.495 and employers in the defined 
contribution plans established in AS 39.35.700 - 39.35.895.

Sec. 39.30.510. Purpose and effective date, (a) The purpose of the account 
is to assist employers in paying past service cost obligations to each employer's 
respective retirement plan. The account consists o f legislative appropriations and 
investment gain? and losses.

(b) The plan becomes effective July 1, 2005, at which time contributions from 
the account into the appropriate retirement fund on behalf o f an employer shall begin.

Sec. 39.30.520. Attorney general. The attorney general o f the state is the 
legal counsel for the account and shall advise the administrator and represent the plan 
in a legal proceeding.

Sec. 39.30.530. Administrator. The commissioner o f administration or the 
commissioner's designee is the administrator o f the account.

Sec. 39.30.540. Powers and duties o f the administrator. The administrator 
has the same powers and duties with regard to the plan and the trust fund as provided 
in AS 14.25.020.

Sec. 39.30.550. Management and investment o f the fund. The Alaska State 
Pension Investment Board is the fiduciary o f 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. 39.30.560. Contributions on behalf o f employers in the teachers' 
retirement plan. The administrator shall pay into the teachers' retirement fund on the 
employer's behalf the employer's past service cost for each member in the employer's
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defined contribution plan.

Sec. 39.30.570. Contributions on behalf o f employers in the public 
employees' retirement plan. The administrator shall pay into the public employees’ 
retirement fund on each employer’s behalf, that employer's past service cost for each 
member in the employer's defined contribution plan, up to the blended past service 
cost rate for all employers in the plan.

Sec. 39.30.595. Definitions. Unless the context requires othe-wise, in 
AS 39.30.500 - 39.30.595,

( 1 ) "accrued liability" means the present value of all member benefits 
in all plans accrued by member service;

(2) "administrator" means the commissioner o f administration or the 
commissioner’s designee;

(3) "blended employer past service cost rate” means the average past 
service cost rate o f all employers in the public employees' retirement plan established 
in AS 39.35 .010-39 .35 .690;

(4) "member" means a member o f the defined contribution plan in
AS 14.25.310 - 14.25.495 or a member o f the defined contribution plan in
A^ 3 >.35.700 - 39.35.895,

(5) "past service cost" means the annual payment amount needed to
pay for benefits that were not funded by past contributions into the retirement plan, as
apportioned over a stipulated number o f years;

(6) "past service cost rate" means the annual payment as a percentage 
of employee salary required to pay the past service cost as an amortized contribution 
in percentage over a stipulated number of years.

* Sec. 16. AS 39.35 is amended by adding a new section to article 1 to read:
Sec. 39.35.005. Applicability o f AS 39.35.010 - 39.35.690 to employees first 

hired before Ju ly 1, 2005. The following provisions o f this chapter apply only to the 
defined benefit plans established for 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. 17. AS 39.35.010 is amended to read:
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Sec. 39.35.010. Purpose and effective date; federal qualification 
requirements, (a) The purpose o f AS 39.35.010 - 39.35.680 [THIS CHAPTER] is to 
encourage qualified personnel to enter and remain in the service o f the state or a 
political subdivision or public organization o f the state by establishing a plan 
iSYSTEM] for the payment o f retirement, disability, and death benefits to or on behalf 
o f the employees.

(b) [THE PUBLIC EMPLOYEES' RETIREMENT SYSTEM OF ALASKA 
IS HEREBY CREATED.] The plan [SYSTEM] created becomes effective as of 
January 1, 1961, at which time contributions by the state and its employees begin.

(c) P ,e retirement plan [SYSTEM] established by AS 39.35.0i0 - 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 o f political subdivisions, public corporations, 
and public organizations o f the state, and for the employees of other employers whose 
participation is authorized by AS 39.35.010 - 39.35.680 [THIS CHAPTER] and who 
participate in this plan [SYSTEM].

(d) An amendment to AS 39.35.010 - 39.35.680 [THIS CHAPTER] does not 
provide a person with a vested right to a benefit if the Internal Revenue Service 
determines that the amendment will resuit in disqualification o f the plan under the 
Internal Revenue Code.

* Sec. 18. AS 39.35.158 is amended to read:
Sec. 39.35.158. A dm in istra te  director o f courts. An administrative 

director o f the Alaska court system who 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 in the plan [SYSTEM] under this subsection, 
the administrative director must contribute to the plan [SYSTEM]

( 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
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by the plan [SYSTEM] at the time the director became a member o f the judicial 
retirement system.

* Sec. 19. AS 39.35.160(a) is amended to read:
(a) Beginning July 1. 2005 [JANUARY 1, 1987], each peace officer or fire 

fighter shall contribute to the plan a percentage [SYSTEM AN AMOUNT EQUAL 
TO SEVEN AND ONE-HALF PERCENT] o f the p;ace officer’s or fire fighter's 
compensation as determined under AS 39.35.162. Except as provided in (d) o f this 
section, beginning Ju ly 1, 2095 [JANUARY 1, 1987], each other employee shall 
contribute to the system a percentage [AN AMOUNT EQUAL TO SIX AND 
THREE-QUARTERS PERCENT] o f the employee's compensation as determined 
under AS 39.35.162. The contributions shall be deducted by the employer at the end 
o f each payroll period. The contributions shall be deducted from employee 
compensation before computation o f applicable federal taxes, and the contributions 
shali lie treated as employer contributions under 26 U.S.C. 414(h)(2). A member may 
not have the option o f making the payroll deduction directly instead o f having the 
contribution picked up by the employer.

* Sec. 20. AS 39.35 is amended by adding a new section to read:
Sec. 39.35.162. Calculation o f employee contribution rate, (a) Each peace 

officer or fire fighter shall contribute a percentage o f the peace officer's or fire fighter’s 
compensation to be determined annually in advance by the administrator. Each other 
employee shall contribute a percentage of the employee's compensation to be 
determined annually in advance by the administrator. The employee contribution rate 
is the greater o f

(1 ) 7.5 percent for a peace officer or fire fighter;
(2 ) 6 .75 ' rcent for each othe*- employee; or
(3) one i lf o f the normal cost rate actuarially calculated to fund the 

benefits expected to be earned by active members during the fiscal year.
(b) The normal cost ratr for peace officers or fire fighters and the employee 

contribution rate for othc employees shall be separately calculated based on the 
actuarially calculated costs for each group of employees.

(c) Notwithstanding (a) o f this section, the employee contribution nte may not
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increase more than one-half o f a percentage point annually.
* Sec. 21. AS 39.35.270 is amended to read:

Sec. 39.35.270. Amount o f employer's contributions. The amount o f each 
employer's contributions shall be determined by applying the employer's contribution 
rate, as certified bv the board, to the total compensation paid to the active employees 
of the employer for each payroll period and by including any adjustments to 
contributions required by AS 39.35.520(a). This amount shall be remitted by the 
employer to the administrate in accordance with AS 39.35.610.

* Sec. 22. AS 39.35.270 is amended by adding a new subsection to read:
(b) When added to the member contribution rate calculated under 

AS 39.35.162, the employer contribution may not be less than the rate required, as 
actuarially calculated, to fully fund the future liabilities o f active members.

* Sec. 23. AS 39.35.300(a) is amended to read:
(a) An active employee is entitled to credited service for periods o f 

employment with the state after January 1, 1961, regardless o f the office, department, 
division, or agency o f the state in which the person was employed. For purposes of 
AS 39.35.010 - 39.35.680 [THIS CHAPTER], the University o f Alaska is not an 
office, department, division, or agency o f the state. Service credit may not be granted 
under AS 39.35.010 - 39.35.680 [THIS CHAPTER] for service that is creditable under 
the teachers' retirement plan under AS 14.25.010 - 14.25.220 [SYSTEM, AS 14.25].

* Sec. 24. 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 CHAPTER], is entitled to credited service on a year-for-year basis 
for service credited in the Civil Service Retirement System, rendered as an employee 
of an Alaska Bureau of Indian Affairs (BLA) school, other than service as a teacher. 
When eligibility for retroactive credited service under this subsection has been 
established, an indebtedness o f 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 works fewer than 12 months, for 
the most recent calendar year in which service is rendered to an employer before the
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1 calendar year in which the employee first becomes eligible to claim service under this
2 subsection, multiplied by (2 ) the number o f years o f service in Alaska BLA schools
3 that is credited under this subsection, and this product multiplied by (3) six percent for
4 employees first eligible to claim this service before January 1, 1987, or eight and one-
5 half percent for employees first eligible to claim this service on or after January 1
6 1987. Interest as prescribed by regulation accrues on the indebtedness beginning on
7 the date the employee y first claim the retroactive credited service. Any outstanding
8 indebtedness that exists at the time the employee retires requires an actuarial
9 adjustment to the benefits that are based on retroactive credited service under this

10 subsection. A retirement benefit payable under this subsection for Alaska BIA service
1 1 shall be reduced by an amount equal to the retirement benefits paid to the member by
12 the United States government for the same service.
13 * Sec. 25. AS 39.35.360(/) is amended to read:
14 (0  An administrative director o f the Alaska Court System who withdraws
15 from the judicial retirement system under AS 22.25.012(b) is eligible for membership
16 in the public employees retirement plan [SYSTEM] and shall receive credited service
17 in this plan [SYSTEM] for service rendered as administrative director. To be eligible
18 for membership in this plan [SYSTEM] under this subsection, the administrative
19 director must contribute to the plan [SYSTEM]
20 ( 1 ) the amount that would have been contributed if the administrative
21 director had been a member daring the period o f the membership in the judicial
22 retirement system; and
23 (2) any contributions for service as administrative director refunded
24 from the public employees' retirement plan [SYSTEM] at the time the administrative
25 director became a member o f the judicial retirement system.
26 * Sec. 26. AS 39.35.375(a) is amended to read:
27 (a) An active or inactive member who has never been vested in this plan
28 [SYSTEM] or in the teachers' retirement plan under AS 14.25.010 - 14.25.220
29 [SYSTEM UNDER AS 14.25], who has at least two years o f credited service in this
30 system, and who has membership service in the teachers' retirement plan [SYSTEM]
31 may claim credited service in this plan [SYSTEM] in an amount equal to the
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membership service the member has in the teachers' retirement plan [SYSTEM]. The 
claimed credited service may be added to service earned under AS 39.35.010 -
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39.35.680 [THIS CHAPTER] to enable the member to qualify for a public service
4 benefit under this section. The membti may not claim credited service for
5 membership service for which the member has received a refund under AS 14.25.150
6 unless the member fully pays the indebtedness as established under AS 14.25.063.
7 The member may not claim credi’ed service in this plan [SYSTEM] based on unused
8 I sick leave under AS 14.25.115.
9 * Sec. 27. AS 39.35.375(b) is amended to read:

10 (b) To claim credited service under this section, the member shall file a
11 written request with the administrator when the member applies to retire. The
12 administrator shall determine the full actuarial cost of benefits based on the member's
13 total credited service and shall transfer from the teachers' retirement plan [SYSTEM]
14 to this plan [SYSTEM] an amount equal to the sum of the member contributions and
15 any indebtedness payments to the teachers' retirement plan [SYSTEM] and the
16 employer contributions to the teachers' retirement plan [SYSTEM] made on behalf of
17 the employee together with interest earned on thofe contributions and indebtedness
18 payments. If the amount to be transferred, when combined with the amount of
19 employee contributions and indebtedness payments to this plan [SYSTEM] and the
20 amount o f employer contributions on behalf o f the employee in this plan [SYS [’EM],
21 and interest earned on contributions and indebtedness payments for the employee, is
22 less than the full actuarial cost computed under this subsection, an indebtedness to the
23 plan [SYSTEM] equal to the amount o f the difference is established. Interest as
24 prescribed by regulation accrues on the indebtedness. The member must pay any
25 outstanding indebtedness existing at the time the member applies for retirement in full
26 before the member is appointed to retirement under this section.
27 * Sec. 28. AS 39.35.375(c) is amended to read:
28 (c) A member is entitled to receive a public service benefit under this section
29 if the member has at least a total o f five years ciedited service under AS 39.35.010 -
30 39.35.680 [THIS CHAPTER] and ciedited service from the teachers' retirement plan
31 [SYSTEM] claimed under this section. A public service benefit shall be calculated
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using the higher o f the average monthly compensation for service in this plan 

[SYSTEM] or the average base salary for service in the teachers' retirement plan 
[SYSTEM], The amount o f the benefit shall be calculated in accordance with 
AS 39.35.370(c).

* Sec. 29. AS 39.35.375(d) is amended to read:
(d) Credited service earned under either this plan [SYSTEM] or the teachers' 

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 14.25.010 - 14.25.220 
[AS 14.25] based on the claimed credited service. A member may not claim credited 
service under this section unless the member claims ad o f the membership service the 
member has in the teachers' retirement plan [SYSTEM]. A public ser/ice benefit 
does not constitute a normal or early retirement benefit for purposes o f qualifying for a 
conditional service retirement benefit under AS 14.25.125 or AS 39.35.385.

* Sec. 30. AS 39.35.375(f) is amended to read:
(0  Notwithstanding AS 14.25.063 and AS 39.35.350, a former member o f the 

teachers' retirement plan ^SYSTEM] who is an active member or inactive menuer of 
this plan [SYSTEM] may reinstate, under this section, membership service earned 
under AS 14.25.010 - 14.25.220 [AS 14.25] for which the member received a refund 
o f contributions.

* Sec. 31. AS 39.35.375(g) is amended to read:
(g) If a member retires under this section and subsequently returns to work for 

an employer under this plan [SYSTEM] or the teachers' retirement plan [SYSTEM], 
benefits under this section shall cease during the period of reemployment and shall 
recommence when the reemployment is ended. The credited service earned during the 
period o f reemployment may not be added to the credited service claimed for a public 
service benefit under this section. If a member vests and meets the other eligibility 
requirements under this plan [SYSTEM] or the teachers' retirement plan [SYSTEM] 
during the reemployment, the member is entitled to a benefit under AS 14.25.010 - 
14.25.220 [AS 14.25] or AS 39.35,010 - 39.35.680 [AS 39.35], as appropriate.

* Sec. 32. AS 39.35.381(a) is amend J  to read:
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(a) An elected public officer is eligible for a public officer benefit if the officer 
is retired under AS 14.25.010 - 14.25.220 [AS 14.25] (teachers' retirement plan 
[SYSTEM]). Only fu lly paid credited service as an elected public officer of a 
municipality or other political subdivision, earned while the municipality or political 
subdivision was an employer under this plan [SYSTEM] and wnile the person was 
employed full-time under AS 14.25, may be counted under this section.

* Sec. 33. AS 39.35.680(21) is amended to read:
(2 1 ) "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) an active member;
(ii) an inactive member;
(iii) a vested member;
(iv) a deferred vested member;
(v) a non vested member;
(vi) a disabled member;
(v ii) a retired member;
(viii) an elected public officer under AS 19.35.381;

(C) does not include
(i) former members;
(ii) persons compensated on a contractual or fee basis;
(iii) casual or emergency workers or nonpermanent 

employees as defined in AS 39.25.200;
(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 o f the division of marine transportation 
engaged in operating the state fer. system who are covered by a union 
or group retirement system to which the state makes contributions;
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(vi) justices of the supreme court or judges o f the court 
o f appeals or o f the superior or district courts o f Alaska;

(vii) the administrative director o f courts appointed 
under art. IV , sec. 16 o f the state constitution unless the director 
becomes a member under AS 39.35.158;

(viii) members o f the elected public officers' retirement 
system (former AS 39.37); and

(ix) contractual employees o f the legislative branch of 
state government unde AS 24.10.060(f);

(D ) may include employees of the division o f marine 
transportation excluded under (C )(v) of this paragraph provided that

(i) the Stale o f Alaska formally agrees to their inclusion 
through the process o f collective bargaining; and

(ii) no collective bargaining agreement has the effect o f 
obligating contributions made by the state under AS 39.30.150 in the 
evp;:t the state resumes participation in the federal social security 
system;

* Sec. 34. AS 39.35.680 is amended by adding a new paragraph to read:
(41) "plan" means the retirement plan established in AS 39.35.010 -

39.35.680.
* Sec. 35. AS 39.35 is amended by adding new sections to read:

Article 9. Employees First Hired on o r after Ju ly 1, 2005.
Sec. 39.35.700. Applicability o f 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 requirements, (a) A defined contribution retirement plan is established 
for employees o f the state or a political subdivision or public organization o f the state.

(b) 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 
employees of political subdivisions, public corporations, and public organizations of
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the state, and for the employees of other employers whose 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.

(c) An amendment to AS 39.35.700 - 39.35.895 does not provide a person 
with a vested right to ? benefit if the Internal Revenue Service determines that the 
amendment will result in disqualification o f the plan under the Internal Revenue Code.

Sec. 39.35.720. Purpose and effective date, (a) The purpose o f 
AS 39.35.700 - 39.35.895 is to encourage qualified personnel to enter and remain in 
the service o f the state or a political subdivision or public organization o f the state by 
establishing a plan for the payment o f defined contribution retirement benefits to or on 
behalf o f the employees.

(b) All eligible employees first hired on or after July 1, 2005, shall participate 
in the plan set out in AS 39.35.700 - 39.35.895.

Sec. 39.35.730. Contributions by members, (a) Each member shall 
contribute to the plan an amount equal to 10 percent o f the member's base salary. The 
contributions shall be deducted by the employer at the end o f each payroll period. The 
contributions shall be deducted from employee compensation before computation o f 
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 o f having the contribution picked up by 
the emplover.

(b; In this section, "base salary" means the total remuneration paid under 
contract to a member for services, including extra payments, but does not include 
retirement benefits, welfare benefits, per diem, expense allowances, workers' 
compensation payments, or payments for ieave not used by the member, whether those 
leave payments are scheduled payments, lump-sum payments, donations, or cash-ins.

Sec. 39.35.740. Contributions by employers, (a) An employer shall 
contribute an amount equal to 10 percent o f each member's base salary as provided in
(b) - (d) o f this section.

(b) An employer shall contribute to each member's account an amount equal 
to 5.5 percent o f the member's base salary from July 1 to the following June 30.
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(c) An employer shall also contribute an amount equal to 3.5 percent o f each 
member's base salary to pay for retiree major medical insurance. This contribution 
shall be paid into the group health and life benefits fund established by the 
commissioner o f administration under AS 39.30.095 and shall be accounted for in 
accordance with regulations established by the commissioner.

(d) An employer shall also contribute an amount equal to one percent o f each 
member's base salary to each member’s health reimbursement account plan under 
AS 39.30.300.

(e) In this section, "base salary" is the base salary determined under 
AS 39.35.730.

Sec. 39.35.750. Transmittal o f contributions. The contributions o f an 
employer and the contributions of its employees shall be transmitted to the 
administrator as soon as practicable after the close o f the payroll period for which the 
contributions are made. I f  an employer is delinquent in transferring the contributions 
for more than 15 days, interest shall be assessed on the oucstanding contributions at 
one and one-half times the most recent actuarially determined rate o f earnings for the 
retirement system from the date that the contributions were originally due.

Sec. 39.35.760. Retiren it benefits and vesting. A participating member is
i

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. 39.35.770. Investment o f individual accounts, (a) The Alaska State 
Pension Investment Board shall provide a range of investment options and permit a 
participant to exercise investment control over the participant's assets in the member 
account as provided in this section. I f  a participant exercises control over the assets in 
the 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 o f the 
participant's existing account balance among available investment funds not more
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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 o f the contributions received.

(d) Except to the extent clearly set out in the terms o f 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.

(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 th'”  
results from the participant’s directing the investment o f plan assets allocated to the 
participant's account.

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

Sec. 39.35.780. Distributions, (a) A member is eligible to receive 
distribution o f that person’s accumulated balance in the plan upon becoming a former 
participating member.

(b) Upon the death o f a member or former member, the accumulated balance 
o f that deceased member is considered to belong to the refund b». eficiary, if any, of 
that deceased participant. If a vaiid nomination of refund beneficiary is not on file 
with the board, the board, in a lump st.m distribution, shall distribute the accumulated 
balance to a legal representative, if any, of the deceased participant's estate.

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

( 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 participating member or refund beneficiary
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elects a method or methods o f distribution under this section, to the extent allowed by 
federal law.

(d) I f  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.

Sec. 39.35.790. Refund upon termination, (a) Except as provided in (b) o f 
this section, a terminated member is entitled to a refund o f the balance o f the member 
account.

(b) A member who is terminated and who is married at the time o f application 
for a refund or whose rights to a refund are subject to a qualified domestic relations 
order is entitled to receive a refund o f the balance o f the member 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 o f the 
member's employment with an employer;

(2) the spouse has no rights to benefits under AS 39.35.700 -
39.35.895 because o f the terms o f a qualified domestic relations order;

(3) the spouse cannot be located;
(4) the member and spouse have been married for less than one year 

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

Sec. 39.35.800. 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.

WORK DRAFT WORK DRAFT 24-LS0761\L
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Sec. 39.35.810. Rollover distributions and rollover contributions, (a) An
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 r ember's account established under 
AS 39.35.770.

(b) Rollover contributions do not count as a purchase o f 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 pan o f 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 o f 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

(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 o f all or pan of

installments payable not less frequently than annually over the life expectancy 
o f the distributee or the joint and last survivor life expectancy o f the distributee 
and the distributee's designated beneficiary, as defined in 26 U.S.C. 401(a)(9);

spouse o f 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 in 26 U.S.C
408(b);

a total account to a distributee, except for
(A) a distribution that is one o f a series o f substantially equal

-39-
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(B ) a distribution that is one o f a series o f substantially equal 
installments payable not less frequently than annually over a specified period 
of 10 years or more;

(C ) a distribution 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) a distribution that is on account o f hardship; and
(F) other distributions that are reasonably expected to total less 

than $200 during a year.
Sec. 39.35.820. Distribution requirem ents, (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) I f  a member dies after the distribution o f 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.

(c) I f  a member has made a distribution election and dies before the 
distribution o f the member's interest begins, distribution o f the member's entire interest 
shall be completed by December 31 of the calendar year containing the fifth 
anniversary o f 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 o f the 
designated beneficiary or over a period certain not greater than the life expectancy o f 
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 o f 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 o f 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

CSHB 238( ) -40-
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surviving spouse if ihe amount becomes payable to the surviving spouse when the 
child reaches the age o f 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 o f the member, whichever is earlier. I f  the member does not have a 
designated beneficiary or if the designated beneficiary does not elect a method of 
distribution, distribution o f the member's entire interest must be completed by 
December 31 o f the calendar year containing the fifth anniversary o f the member's 
death.

(e) For purposes of (c) of this section, distribution o f 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.

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

(g) All distributions required under this section are determined and .nade 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 under that statute;

(2 ) "required beginning date" means the first day o f April o f the 
calendar year following the calendar year in which the member either attains 70 1/2
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years of age or actually retires, whichever is later.
Sec. 39.35.830. Designation of beneficiary, (a) Each member shall 

designai. the beneficiary or beneficiaries to whom the administrator shall distribute 
benefits payable under AS 39.35.700 - 39.35.895 as a consequence o f the member's 
death. Notwithstanding a previous designation o f beneficiary, a person who is the 
spouse o f a member at the time o f 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 o f beneficiary accompanied 
by a written consent to the revocation from the present spouse and each person entitled 
under the order; however, consent o f the present spouse is not required if the member 
and the present spouse had been married for less than one year 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) o f 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 o f a beneficiary, and a consent to revocaiion of a 
beneficiary shall be made on a form provided by the administrate and is not effective 
until filed with the administrator.

(c) I f  a 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 are none

surviving;
(3) to the surviving parents in equal parts or, if there are none

surviving;
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(d) A person claiming entitlement to benefits payable under AS 39.35.700 - 
39.35.895 as a consequence o f a member's death shall provide the administrator with a 
marriage certificate, divorce or dissolution judgment, or other evidence o f entitlement. 
Documents establishing entitlement may be filed with the administrator immediately 
after a change in the member's marital status. I f  the administrator does not receive 
notification of a claim before the date 120 days after the member's death, the person 
claiming entitlement is not entitled to receive from the dri ision o f retirement and 
benefits any benefit already paid by the administrator.

Sec. 39.35.840. Adjustments, (a) When a change or error is made in the 
records maintained by the plan or in the contributions made on behalf o f 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 plan more or less than the 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 employer in accordance with 
AS 39.35.740 or treated as an adjustment to the employer's contributions in 
accordance with this section, depending upon the nature o f 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 fo r repayment o f 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 o f benefits may not be made 
under this section if

believe that the amount o f the benefit was in error.
(c) At each regularly scheduled meeting o f the board, the administrator shall 

report to the board on all situations since the administrator's last report in which an

( 1 ) the incorrect benefit was first paid two years or more before the 
member or beneficiary was notified o f the error;

(2) the error was not the result o f erroneous information supplied by 
the member or beneficiary; and

(3) the member or beneficiary did not have reasonable grounds to
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adjustment has been prohibited under (b) o f this section. I f  the board finds that there 
is reason to believe that one or more o f 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 o f adjustment under this subsection may appeal to the board for a 
waiver o f the adjustment under AS 39.35.850. An adjustment that requires the 
repayment o f benefits may not be required while the appeal is pending.

(d) The plan shall pay interest on amounts owed to a member or beneficiary. 
Interest shall be charged on amounts owed to the plan by a member or beneficiary if 
the amount owed is the result o f erroneous information supplied by the member or 
beneficiary, or the member or beneficiary had reasonable grounds to believe the 
amount o f 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 o ff small indebtedness and refund balances may not be collected or paid under 
this subsection.

Sec. 39.35.850. Waiver o f adjustments, (a) Upon appeal by an affected 
member or beneficiary under (b) of this section, the board may waive an adjustment or 
a portion o f an adjustment made under AS 39.35 840 if, in the opinion o f the board,

( 1 ) the adjustment or portion o f the adjustment will cause undue 
hardship to the member or beneficiary;

(2) the adjustment was not the result o f 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 o f a waiver under this section, the affected
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member or beneficiary must appeal to the board in writing within 30 days after receipt 
o f notice that the records have been adjusted. The ruling o f the board all 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 plan.

(e) The board may reconsider a ruling under this section upon request o f the 
member or beneficiary or the administrator if the request is received within 30 days 
after the initial ruling. Any modification of the initial ruling must be made within 30 
days after receipt o f a request for reconsideration.

Sec. 39.35.860. Retirement, (a) In order to obtain medical benefits under 
AS 39.35.870 and access to the health reimbursement account plan under 
AS 39.30.300, an active member must retire directly from the plan. A member is 
eligible to retire from the plan if the member has been an active member fo r at least 12 
months before application for retirement and

years o f membership service.
(b) The normal retirement age is 60 months less than the age set for Medicare 

eligibility.
(c) A member must apply to the administrator for appointment to retirement. 

Application shall be made on forms and in the manner prescribed by the administrator.
(d) 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. 39.35.870. Medical benefits, (a) The medical benefits available to 
eligible persons are access to the retiree major medical insurance plan and to the 
health reimbursement account. 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.

(1) the member has at least 30 years o f membership service; or
(2) the member reaches the normal retirement age and has at least 10

-45-
New T e x t  U n d e r l i n e d  / DELETED TEXT BRACKETED]

CSIEB 238( )



1 (b) The following person? are eligible for the retiree major medical insurance
2 plan provided under this section and the health reimbursement account:
3 (1) a member with at least 30 years o f service and who retires directly
4 from the plan;
5 (2) the surviving spouse o f a member who elected coverage under ( 1 )
6 of this subsection;
7 (3) a member who reaches the normal retirement ige as provided in
8 AS 39.35.860, has at least 10 years o f service, and retires directly trom the plan;
9 (4) the surviving spouse of a member who elected coverage under (3)

10 of this subsection.
11 (c) Retiree major medical insurance plar coverage elected by an eligible
12 member under this section covers the eligible member, the spouse o f the eligible
13 member, and the dependent children o f the qualified member.
14 (d) Retiree major medical insurance plan coverage elected by a surviving
15 spouse o f a eligible member under this section covers the surviving spouse and the
16 dependent children o f the surviving spouse.
17 (e) Major medical insurance coverage takes effect on the first day of the
18 month following the date of the election and stops when the person who elects
19 coverage under (b) o f this section dies or fails to make a required premium payment.
20 (0  The coverage for persons who are eligible for Medicare is the same as that
21 available for persons who are not yet eligible for Medicare. The benefits payable to
22 those Medicare eligible persons supplement any benefits provided under the Medicare
23 program.
24 (g) The medical and optional insurance premiums owed by the person who
25 elects coverage under (b) o f this section shall be deducted from the health
26 reimbursement account. I f  the amount o f the health reimbursement account becomes
27 insufficient to pay the premiums, the person who elects coverage under (a) o f this
8 section shall pay the premiums directly.

29 (h) The administrator shall set separate retiree health coverage premiums for
30 participants who are Medicare eligible and for participants who are not yet Medicare
31 eligible. An increase in the premium amount may not exceed five percentage points

WORK DRAFT WORK DRAFT 24-LS0761\L
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iL.i.ually. A participant's share o f the applicable premium shall be determ ned 
according to (i) o f this section.

(i) The portion o f the cost o f premiums payable by the participant is 70 
percent if the member had 10 years of service, for each additional year of service after 
the member's 10th year o f service, the cost o f premiums decreases by three percentage 
points; however, the minimum emp'oyee portion of the premium is 10 percent if the 
member has 30 or more years of service.

( j) The eligibility ter retiree major medical insurance coverage for an alternate 
payee under a qualified domestic relations order shall be determined based on the 
eligibility of the member to elect coverage. The alternate payee shall pay ihe full 
monthly premium for retiree major medical insurance coverage.

(k) The administrator shall establish the monthly group premiums for retiree 
major medical insurance coverage under AS 39.30.095. Nothing in AS 39.35.700 -
39.35.895 guarantees a person who elects coverage under (a) o f .his section a monthi) 
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 ) "bpa!fh reimbursement account" means the plan established in

AS 39.30.300;
(2) "retires directly from the plan" means that the member is an active 

member at the time that the member applies to the administrator fo r appointment to 
retirement and that the member continues as an active member up through the day 
before the day the member is appointed to retirement.

Sec. 39.35.880. Management and investment o f 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 o f the fund's investments and the plan's 
liabilities on both a current and a probable future basis;

(2) determine the appropriate investment objectives for the fund;
(3) establish investment policies aimed at achieving the objectives; and
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(4) act only in regard to the best financial interests o f the plan and
beneficiaries.

(b) The Alaska State Pension Investment Board may invest the fund on the 
basis o f probable total rate o f return without regard to the distinction between principal 
and income or to the generation o f 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 o f prudence that the board must obey under AS 37.10.071(c) shall be in 
regard to the management o f large trust investments rather than large investments.

Sec. 39.35.884. Special rules fo r treatment o f qualified military service. 
Notwithstanding any contrary provisions o f 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. 39.35.888. Exemption from  taxation and process, (a) Except as 
provided in AS 29.45.030(a)(1) or in (c) o f this section, member contributions and 
other amounts held in the plan on behalf o f 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 o f any kind, either voluntary or 
invol” ntary, before they are received by the person entitled to the amount under the 
terms o f the plan. Any attempt to anticipate, alienate, sell, transfer, assign, pledge, 
encumber, charge, or otherwise dispose o f any right to amounts accrued in the plan is 
void. However, a member's right to receive benefits or the member account may be 
assigned

( 1 ) under a qualified domestic relations order;
(2) to a trust or similar legal device that meets the requirements for a 

Medicaid-qualifving trust under AS 47.07.020(0 and 42 U.S.C. 1396p(d)(4); or
(3) as provided in (c) o f this section.

(b) Member contributions and other amounts held in the plan and oenefits 
payable under AS 39.35.700 - 39.35.895 are exempt from garnishment, execution, or
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levy as provided in AS 09.38.
(c) An inactive member may elect to have the taxable portion o f the member 

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. 39.35.890. Time limit fo r 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 o f 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. 39.35.892. Penalty fo r false statements, (a) A person who knowingly 
makes a false statement, or falsifies or permits to be falsified any record o f this plan, 
in an attempt to defraud this plan, is guilty o f 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" means an employee who is employed by an 

employer, is receiving compensation for seasonal, permanent full-time, or permanent 
part-time services, and is making contributions to the plan;

(2) "actuarial adjustment" means the adjustment necessary o obtain 
equality in value o f the aggregate expected payments under two different forms of 
pension payments, considering expected mortality and interest earnings on the basis of 
assumptions, factors, and methods specified in regulations issued under this plan that 
are formally adopted bv the board that clearly preclude employer discn .ion in the 
determination o f the amount o f any member's benefit;

(3) "administrator" has the meaning given in AS 39.35.680;
(4) "beneficiary" means a person designated by an employee to receive 

benefits that may be due from the plan upon the employee's death;
(5) "board" has the meaning given in AS 39.35.680;
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(6) "calendar year' has the meaning given in AS 39.35.680;

(7) "compensation" means the remuneration earned by an employee 
for personal services rendered to an employer, payments for leave that is actually used

4 by the employee, and any amount deferred under an employer-sponsored deferred
5 compensation plan, but does not include retirement benefits, severance pay or other
6 separation bonuses, welfare benefits, per diem, expense allowances, workers'
7 compensation payments, or payments for leave not used by the employee whether
8 those leave payments are sch luled payments, lump-sum payments, donations, or
9 cash-ins; for a member first hired on or afiir July 1, 1996, compensation does not

10 include remuneration in excess o f the limitations set out in 26 U.S.C. 401(a)(17)
1 1  (Internal Revenue Code);
12 (8) "employer" has the meaning given in AS 39.35.680;
13 (9) "former member" means a terminated member;
14 ( 10) "fund" means the assets o f the retirement plan established in
15 AS 39.35.700 - 39.35.895;
16 ( 1 1 ) "inactive member" means an employee who is terminated and
17 who has not received a refund from the plan or an employee on leave-without-pay
18 status or layoff status;
19 ( 12 ) "member" or "employee"
20 (A ) means a person eligible to participate in the plan and who
21 is covered by the plan;
22 (B ) includes
23 (i) an active member;
24 (ii) an inactive member;
25 (iii) a vested member;
26 (iv) a deferred vested member;
27 (v) a nonvested member;
28 (vi) a retired member;
29 (C ) does not include
30 (i) former members;
31 (ii) persons compensated on a contractual or fee basis;CSHB 238( ) -50-
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(iii) casual or emergency employees or nonpermanent 
employees as defined in AS 39.25.200;

(iv) persons covered by the teachers' retirement system 
or persons covered by the optional university retirement program;

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

(vi) justices o f the supreme court or judges o f he court 
o f appeals or o f the superior or district courts o f Alaska;

(vii) the administrative director o f courts appointed 
under art. IV, sec. 16, Constitution o f the State o f Alaska, unless the 
director becomes a member under AS 39.35.158;

(viii) members o f the elected public officers' retirement 
system (former AS 39.37); and

(ix) contractual employees o f the legislative branch of 
state government under AS 24.10.060(f);

(D ) may include employees o f the division o f marine 
transportation excluded under (C )(v) o f this paragraph if

(i) the State o f Alaska tormally agrees to their inclusion 
through the process o f collective bargaining; and

(ii) 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;
(13) "member account" means the total maintained by the plan o f the 

employer's contributions, employee's mandatory contributions, voluntary 
contributions, indebtedness principal, and interest contributions, interest credited to 
each o f those accounts, and adjustments to the accounts in accordance with 
AS 39.35.840;

(14) "military service" has the meaning given in AS 39.35.680;
(15) "peace officer" c : "fire fighter" has the meaning given in
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AS 39.35.680;
(16) "plan" means the defined contribution retirement plan in 

AS 39.35.700 - 39.35.895;
(17) "public organization" means an organization or entity

(A) created by the constitution or laws o f the state for the 
purpose of administering stale programs;

(L>) whose officers and employees are paid by a method other 
than by the state payroll prepared by the Department o f Administration; and

(C) whose employees are not required by law to participate in
the plan;

(18) "qualified domestic relations order" means a divorce or 
dissolution judgment under AS 25.24, including an order approving a property 
settlement, that

(A) creates or recognizes the existence o f an alternate payee's 
right to, or assigns to an alternate payee the right to, receive all or a portion of 
member account or the benefits payable with respect to an employee;

(B ) sets out the name and last known mailing address, if any, of 
the employee and o f each alternate payee covered by the order;

(C) sets out the amount or percentage o f the employee's benefit, 
or o f any survivor's benefit, to be paid to the alternate payee, or sets out the 
manner in which that amount or percentage is to be determined;

(D ) sets out the number of payments or period to which the
order applies;

(E) sets out the plan to which the order applies;
(F) does not require any type or form o f benefit or any option 

not otherwise provided by this plan;
(G) does not require an increase o f benefits in excess of the 

amount provided by this plan, determined on the basis o f actuarial value; and
(H) does not require the payment to an alternate payee of 

benefits that are required to be paid to another alternate payee under another 
order previously determined to be a qualified domestic relations order;
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1 (19) "retired member" means an employee who is terminated, whc has
2 not received a refund from the plan, and who is receiving a retirement benefit from the
3 plan;
4 (20) "retirement" means that period o f lime from the first day o f the
5 month following (A) the date o f termination, and (B ) application for retirement, in
6 which a person is appointed to receive a retirement benefit;
7 (21) "surviving spouse" means the spouse o f an employee who has
8 been married to the employee for at least one year at the time of the employee’s death;
9 (22) "terminated" means a person no longer employed by an employer

10 participating in the plan.
11 * Sec. 36. AS 39.35.680(39) is repealed.
12 * Sec. 37. The uncodified law o f the State of Alaska is amended by adoing a new section to
13 read:
14 option  to  participate  in defined  contributio n  retirement

15 I PLAN AND ENROLLMENT PERIOD FOR NONVESTED, ACTIVE MEMBERS OF THE
16 TEACHERS' RETIREMENT DEFINED BENEFIT PLAN. (a) Notwithstanding
17 AS 14.25.310, added by sec. 11 o f this Act, an active member of the defined benefit
18 retirement plan o f the teachers' retirement system is eligible to participate in the defined
19 contribution retirement plan established under AS 14.25.310 - 14.25.495, added by sec. 11 of
20 this Act if that member has not vested. Participation in the defined contribution retirement
21 plan is in lieu of participation in the defined benefit retirement plan established under
22 AS 14.25.012.
23 (b) A member who has vested in a defined benefit retirement plan is not eligible to
24 transfer under this section. An active member who is on a leave o f absence during the entire
25 90-day enrollment period is not eligible.
26 (c) Each eligible member who elects to participate in the defined contribution
27 retirement plan shall have transferred to a new account the present value of the member
28 contribution account balance held in trust for the member under the defined benefit retirement
29 plan of the teachers' retirement system. The employer contribution made on behalf o f that
30 employee shall also transfer and the appropriate percentage o f the employer contribution shall
31 Le applied to the employee's health reimbursement account and to the employee's medical
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benefits. Upon a transfer, all service credit previously earned i nder the defined benefit 
retirement plan shall be nullified for purposes o f entitlement to a future benefit under the 
defined bent fit retirement plan, but shall be credited for purposes o f vesting in the medical 
benefits under AS 14.25.480, added by sec. 11 of this Act. A participant is precluded from 
transiemng he member contribution account balance from the defined benefit retirement plan 
upon the eviration o f the period afforded to enroll in the defined contribution retirement 
plan. An Migible member whose accounts are 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 o f 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. The board shall establish transfer 
procedures by regulation.

(e) The period o f enrollment for eligible members electing to participate in the 
d> * j ied contribution retirement plan is from the effective date o f this Act until the 91st day 
i  ,tt r the eff :ive date o f this Act. The election must be made in writing on forms and in the 
manner prescribed by the administrator. Before accepting an election to participate in the 
d .ined contribution plan, the administrator must provide the employee planning on making 
aii 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 
benefu plan to the defined contribution plan as well as other information to clearly inform the 
employee o f the potential consequences o f the employee's election. An election made under 
this subsection to participate in the defined contribution retirement nlan 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 o f 
AS 14.25.310 - 14.25.495, added by sec. 11 o f this Act, and the member's participation in the 
defined benefit retirement plan under AS 14.25.012 shall terminate. The participant's 
enrollment in the defined retirement contribution plan shall be effective the first day 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 
individual's spouse.
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1 (f) A member who fails to elect to participate in the defined retirement contribution
2 plan within the prescribed time period is considered to have elected to retain membership in
3 the defined benefit plan o f the teachers' retirement system, and the member's option to elect to
4 participate in the defined contribution retirement plan is forfeited.
5 (g) In this section,
6 (1 ) "administrator" has the meaning given in AS 14.25.220;
7 (2 ) "board" has the meaning given in AS 14.25.220;
8 (3) "defined benefit retirement plan" means the retirement plan established in
9 AS 14.25.012;

10 (4) "defined contribution retirement plan" means the retirement plan
11 established in AS 14.25.320;
12 (5 ) "Internal Revenue Code" has the meaning given in AS 14.25.220;
13 (6) "member" has the meaning given in AS 14.25.220;
14 (7 ) "member contribution account" has the meaning given in AS 14.25.220;
15 (8) "qualified domestic relations order" has the meaning given in
16 AS 14.25.220.
17 ■* Sec. 38. The uncodified law of the State o f Alaska is amended by adding a new section to
18 read:
19 OPTION TO PARTICIPATE IN DEFINED CONTRIBUTION RETIREMENT
20 PLAN AND ENROLLMENT PERIOD FOR NONVESTED, ACTIVE MEMBERS OF
21 PUBLIC EMPLOYEES' RETIREMENT SYSTEM DEFINED BENEFIT PLAN, (a)
22 Notwithstanding AS 39.35.700, added by sec. 35 o f this Act, an active member o f the defined
23 benefit retirement plan o f the public employees' retirement system is eligible to participate in
24 the defined contribution retirement plan established under AS 39.35.700 - 39.35.895, added
25 by sec. 35 o f this Act. Participation in the defined contribution retirement plan is in lieu of
26 participation in the defined benefit retirement plan established under AS 39.35.115.
27 (b) A member who has vested in a defined benefit retirement plan is not eligible to
28 transfer under this section. An active member who is cn a leave o f absence during the entire
29 90-day enrollment period is not eligible.
30 (c) Each eligible member who elects to participate in the defined contribution
31 retirement plan shall have transferred to a new account the present value o f the employee
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contribution account and the employee savings account held in trust for the member under the 
defined benefit retirement plan o f the public employees' retirement system. The employer 
contribution made on behalf o f that employee shall also transfer and the appropriate 
percentage o f the employer contribution shall be applied to the employee's health 
reimbursement account and to the employee's medical benefits Upon a hansfer, all service 
credit previously earned under the defined benefit retirement plan shall be nullified for 
purposes o f entitlement to a future benefit under the defined benefit retirement plan, but shall 
be credited for purposes of vesting in the medical benefits under AS 39.35.870, added by sec. 
35 o f 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 
upon 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 
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 
the appropriate amounts to the designated account.

(e) The period o f enrollment for eligible members electing to participate in the 
defined contribution m>irement plan is from the effective date o f this Act until the 91st day 
after the effective date o f this Act. The 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 o f moving the employee's retirement plan from ihe defined 
benefit plan to the defined contribution plan as well as other information to clearly inform the 
employee o f the potential consequences o f 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 o f 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. 35 o f this Act, and the member's participation in the 
defined benefit retirement plan under AS 39.35.115 shall terminate. The participant's
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1 enrollment in the defined retirement contribution plan shall be effective the first day o f the
2 month after the administrator receives the completed enrollment forms. An election made by
3 an eligible member who is married is not effective unless the election is signed by the
4 individual's spouse.
5 (f) A member who fails to elect to participate in the defined retirement contribution
6 p an within the prescribed time period is considered to have elected to retain membership in
7 the defined benefit plan o f the public employees' retirement system, and the member’s option
8 to elect to participate in the defined contribution retirement plan is forfeited.
9 (g) In this section,

10 ( 1 ) "administrator" has the meaning given in AS 39.35.680;
11 (2) "board" has the meaning given in AS 39.35.680;
12 (3) "defined benefit retirement plan" means the retirement plan established in
13 AS 39.35.005;
14 (4) "defined contribution retirement plan" means the retirement plan
15 established in AS 39.35.710;
16 (5 ) "employee contribution account" has the meaning given in AS 39.35.680;
17 (6) "employee savings account" has the meaning given in AS 39.35.680;
18 (7) "Internal Revenue Code" has the meaning given in AS 39.35.680;
19 (8) "member" has the meaning given in AS 39.35.680;
20 (9) "qualified domestic relations order" has the meaning given in
21 AS 39.35.680.
22 * Sec. 39. The uncodified law o f the State ol Alaska is amended b; adding a new section to
23 read:
24 LEGISLATIVE INTENT REGARDING INVESTMENT OPTIONS FOR

25 INDIVIDUAL ACCOUNTS. It is the intent of the legislature that, under AS 14.25.3S0,
26 added by sec. 11 o f this Act, for teachers, and under AS 39.35.770, added by sec. 35 o f this
27 Act, for public employees, the administrator o f the respective plans will provide investment
28 options that are similar to the investment options provided for individual employee annuity
29 accounts in the Department o f Administration under the terms o f the State of Alaska
30 Supplemental Annuity Plan under AS 39.30.150 - 39.30.180.
31 * Sec. 40. The uncodified law o f the State o f Alaska is amended by adding a new section to
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read:

REVISOR INSTRUCTION, (a) In the following statutes, the revisor o f 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, 14.25.075, 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 o f statutes shall substitute "the 
defined benefit retirement plans" for references to "the system": AS 14.25.012(b), 14.25.015, 
14.25.020(a), 14.25.022(g), 14.25.030, 14.25.035(c), 14.25.035(d), 14.25.035(e),
14.25.0350), 14.25.040(d), 14.25.045(a), 14.25.047, 14.25.048(a), 14.25.048(c), 14.25.055, 
14.25.060(a), 14.25.060(b), 14.25.060(d), 14.25.061(a), 14.25.062, 14.25.065, 14.25.075(a), 
14.25.075(c), 14.25.075(d), 14.25.075(e), 14.25.075(g), 14.25.075(h), 14.25.075(i),
14.25.107, 14.25.110(a), 14.25.110(k), 14.25.110(/), 14.25.110(m) 14.25.143(b),
14.25.163(b), 14.25.163(c), 14.25.165(i), 14.25.167(g), 14.25.168(a), 14.25.168(c),
14.25. i 73(a), 14.25.173(d), 14.25.175(d), 14.25.220(1), 14.25.220(2), 14.25.220(7),
14.25.220(14), 14.25.220(20), 14.25.220(22), 14.25.220(23), 14.25.220(31), 14.25.220(34),
14.25.220(36), 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": AS 39.35.010(a), 39.35.010(c), 39.35.011, 39.35.020,
39.35.030(c), 39.35.040, 39.35.042(g), 39.35.050(a), 39.35.060, 39.35.070, 39.35.090, 
39.35.100, 39.35.120, 39.35.125, 39.35.131, 39.35.154, 39.35.165(a), 39.35.165(c),
39.35.165(d), 39.35.165(e), 39.35.165(g), 39.35.165(h), 39.35.165(0, 39.35.170, 39.35.180, 
19.35.195, 39.35.250, 39.35.280, 39.35.300(c), 39.35.310(a), 39.35.310(c), 39.35.340(a), 
19.35.342(a), 39.35.342(d), 39.35.345(a), 39.35.345(d), 39.35.360(a), 39.35.360(g),
19.35.360(h), 39.35.360(i), 39.35.3600), 39.35.360(k), 39.35.370(0, 39.35.370(g),
19.35.370(h), 39.35.370(i), 39.35.3700), 39.35.370(k), 39.35.371(0, 39.35.381(b),
9.35.381(g), 39.35.385(c), 39.35.400(e), 39.35.450(g), 39.35.475(a), 39.35.475(b),
9.35.475(d), 39.35.500(a), 39.35.505, 39.35 520(a), 39.35.520(d), 39.35.522(d),
9.35.527(a), 39.35.527(b), 39.35.530, 39.35.535(a), 39.35.535(d), 39.35.550, 39.35.560, 
9.35.570, 39.35.580, 39.35.590, 39.35.600, 39.35.610, 39.35.620(a), 39.35.620(h), 
9.35.650, 39.35.670, 39.35.675(a), 39.35.680(1), 39.35.680(2), 39.35.680(5), 39.35.680(9),
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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 statutes, the revisor o f statutes shall substitute the spanned 
reference "AS 39.35.010 - 39.35.680" fo r 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(b), 
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. 41. This Act takes effect July 1, 2005.
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FISCAL NOTE
STATE OF ALASKA
2005 LEGISLATIVE SESSION

Revision Date/Time (Note if correction):_____________________
Title An Act relation to TRS and PERS creating a
defined contribution and health reimbursement plans.

Fiscal Note Number:

Bill Version:

() Publish Date:

Dept. Affected: 
RDU
Component

HB 23 8

Administration
Centralized Administrative Services 

Retirement and Benefits
Sponsor
Requester

House State Affairs Committee
House State Affairs Committee Component No. 54

Expenditures/Revenues (T housands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011

Personal Services 276.5 227.5 163.1 163.1 163.1 163.1
Travel 37.5 17.5 3.5 5.0 5.0 5.0
Contractual 692.0 327.0 352.0 397.0 397.0 397.0
Supplies 18.0 5.0 5.0 5.0 5 0 5.0
Equipment 30.0
Land & Structures
Grants & Claims
Miscellaneous (Board Restructure)

TOTAL OPERATING 1,054.0 577.0 523.6 570.1 570.1 570.1

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) |

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health
Other (S p ec ify  T y p e -D o  n o ; a b b re v ia te )

1,054.0 577.0 523.6 570.1 570.1 570.1

TOTAL 1,054.0 577.0 523.6 570.1 570.1 570.1

0.0Estimate o f any current year (FY2005) cost:
Check th is  box (X) if fund ing fo r th is  b ill is included in the G overnor's FY 2006 budget proposal:

POSITIONS
Full-time 3 3 3 3 3 3
Part-t me 0 0 0 0 0 0
Temporary 2 1 0 o o 0

ANALYSIS: (Attach a separate paqe if  necessary)
This bill c rea tes  a new defined contribution retirement plan and a health reim bursem ent arrangem ent for new 
em ployees of the PERS/TRS hired alter he e lec tiv e  date of July 1, 2005. It adds a  P as t Service Offset Fund 
to mitigate iny negative effects to the unfunded liability of the current PER S,TR S by establishing the new plan. 
As the new plan significantly differs from the current defined benefit plans, the  division will be required to 
reprogram its com puter sy stem s, se t up and  account for two now em ployee plans an d  two new em ployer 
accounts, c rea te  new plan publications and forms, develop and u se  new benefit education  m ethods to train 
staff, em ployer contacts and new  m em bers, and to contract for financial planning serv ices for m em bers of the 
new plan. The bill also m akes ch an g es  to the current PERS/TRS tiers by increasing em ployee contribution 
rates, defining when an ad  hcc  PRPA can  be issued and requires the use of drug form ularies. The fiscal note 
assu m es fund m anager fees, custody, and record keeper's individual account fees  a re  separate .

Prepared by: 
Division

Approved by: 
Agency

Melanie Millhorn, Director 
Retirement and Benefits

Phone 465-4408
Date/Time 4/1/05 12:02 PM

Mike Tibbies. Deputy Commissioner Date 4/1/2005
Department of Administration

(Raviied 073/2004 OMB) Page 1 of 2



FISCAL NOTE

STATE OF /  LASKA BILL NO. HB 236
2005 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

FY 2006 FY 2007 FY 2008 FY 09-11
PERSONAL SERVICES:

1 - Analyst-Pgmr III - DC-Benefits Sys - R 16 64.4 64.4 64.4 64.4
1 - Accountant II - Range 16 52.0 52.0 52.0 52.0
1 - R&B Tech I/ll - ER Rpting / Contrib. Recon. - Range 12 46.7 46.7 46.7 46.7
1-Non Permanent Publications Tech II or Spec I - Range 13 49.0 0.0 0.0 0.0
1-Non Permanent Retirement Counselor - Range 18 64.4 64.4 0.0 0.0

276.5 227.5 163.1 163.1
TRAVEL:

Employer Reporting Software Upgrade Install & Help 30.0 15.0 0.0 0.0
Employer Plan Education 7.5 0.0 0.0 0.0
Regional Counselor travel 0.0 2.5 3.5 5.0

37.5 17.5 3.5 5.0
CONTRACTUAL:

Communications & Postage 82.0 17.0 17.0 17.0
Computer system mods - Employer Reporting 80.0 5.0 5.0 5.0
Computer system mods - PERS / TRS Record Integration 80.0 5.0 50 5.0
Computer system mods - DC / Web / Remit Modules 80.0 10.0 10.0 10.0
Computer system mods - HRA / Benefit system mods 80.0 10.0 10.0 10.0
Audit, Accting, Tax, Benefits Consulting, Legal 100.0 75.0 50.0 50.0
One-time contract increase for additional actuarial services 25.0 0.0 0.0 0.0
Training \ Risk Management 15.0 5.0 5.0 0.0
Employee financial planning services 150.0 200.0 250.0 300.0

692.0 327.0 352.0 397.0

SUPPLIES: Office supplies, calculators, desk-top software 18.0 5.0 5.0 5.0
EQUIPMENT: Workstation & cubicle, chairs, file cabinets, computers,

telephone, set-up costs 30.0 0.0 0.0 0.0

TOTAL 1,054.0 577.0 523.6 570.1

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 ol 
the bill 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. A ledal opinion is being sought to determine if the new tier members could 
repay the startup costs through fees as the size of the fund grows.
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Sec. 1. Establishes applicability o f the subsequent sections to teachers hired before July 
1,2005.

Sec. 2. Establishes that employees will contribute to the retirement system a percentage 
o f their salary as determined in Sec. 4. This percentage will be deducted from the 
employee’ s compensation before federal taxes are applied.

Sec. 3. Establishes that an employer will contribute to the retirement plan as determined 
by Sec. 4.

Sec. 4. Gives the board authority to establish employer and employee contribution rates 
with the objective o f fully funding the normal cost o f the plan and paying o ff a portion of 
the past service cost. Employer and employee contributions must be equal with a ceiling 
on employee contributions at 14% and a floor on employer contributions o f 11 %.

Defines the terms: accrued liability, actuarially computed rate, employer contribution 
rate, member contribution rate, normal cost, normal cost rate, past service cost, past 
service cost rate, valuation rate.

Sec. 5. States that an ad hoc post pension retirement adjustment (an increase in the 
j^nsion benefits due to an increase in the cost o f living) may not be issued until the 
retirement system is 100% funded. (1988).

Sec. 6. States that an ad hoc post pension retirement adjustment (an increase in the 
pension benefits due to an increase in the cost o f living) may not be issued until the 
retirement system is 100% funded. (1990).

Sec. 7. Defines “ fund”  as the assets of the defineJ benefit retirement plan for the 
purposes o f this section.

Sec. 8. Defines “ system”  as the Teachers’ Retirement System of Alaska.

Sec. 9. Specifies the statues relating to defined benefit plan members.

Sec. 10. Specifies that the previous sections only apply to teachers first hired on or 
before July 1, 2005, and defines “ first hired” as the first day o f employment.

Sec. 14.25.320. Establishes a Defined Contribution Plan in compliance with federal 
regulations.

Sec. 14.25.330. States that the purpose o f the legislation is to encourage qualified 
teachers to enter and remain in the state.

DRAFT Sectional Analysis for HB 238
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Sec. 14.25.340. Establisnes the member contribution rate for TRS employees as 11% to 
be deducted from their salary' at the end of each pay roll period and to be credited to their 
account. Allows the member to choose within the first 30 days o f employment between 
having their member and employer contribution calculated from their basic salary or their 
total salary. Defines basic salaiy, salary base and total salary.

Sec. 14.25.350. Establishes an employer contribution rate at 1 i%  of the member’s 
salary, basic or total depending on the member’ s election as described in Sec. 14.25.340. 
Distributes the employer contribution in the following manner: 5.75% to the member’s 
contribution account, 3.75% to the member’ s medical plan, and 1.5% to the members 
Health Reimbursement Account.

Sec. 14.25.360. Gives 15 days from the close o f pay roll for member and employee 
contributions to be transferred to the member’ s retirement fund. Establishes 
consequences for non-transmittal.

Sec. 14.25.370. Establishes immediate vesting o f a member in both the employer and 
employee contributions.

Sec. 14.25.380. Tasks the Alaska State Pension Investment Board with providing a range 
o investment options for members and exercis.ng control over those options.

Ê  tablishes that if the account has been divided under a qualified domestic relations 
or>ler, each individual exercises control over his oi her account.

Sec. 14.25.390. Establishes requirements for the distribution o f a member’s account. A 
former member, or their beneficiary if the member is deceased, may chose between the 
following distribution options: a lump sum, a direct rollover o f the lump sum into another 
qualified plan, periodic distributions, or no distribution until the member elects to do so.
If a former member’ s account balance is less than $5,000 that amount is automatically 
distributed out unless the former member subm.is a written statement within 120 days of 
termination requesting that the balance remain in the plan.

Sec. 14.25.400. Acknowledges the refund o f members upon termination w'hen a 
qualified domestic relations order applies.

Sec. 14.25.410. Establishes rights o f participants if married or under a qualified domca ic 
relations order upon termination o f member.

Sec. 14.25.420. Allows a member to roll over funds from a previous qualified plan upon 
hire or into another qualified plan upon termination. Establishes that rollover 
contributions cannot count as service towards medical eligibility. Defines qualified plans 
eligible for rollover.



Sec. 14.25.430. Estaolishes distribution requirements for the interest o f a member’ s 
account in e event that member dies, that member’s dependents die, or no one claims 
the distributions. Defines designated beneficiary and required beginning date.

Sec. 14.25.440. Requires that each member designate a beneficiary and allows them to 
change that choice at anv time except to the extent that a qualified domestic relations 
order applies. If a member fails to designate a beneficiary, at the time o f the member’ s 
death the spouse if married to the member at some pomt during the member’ s 
employment automatically becomes the designated beneficiary. If there is no surviving 
spouse, the amount is distributed between the surviving children, if there are no surviving 
children to the surviving parents of those children. If none o f the above, the account is 
distributed to the estate. Establishes a lime limit on beneficiaries claiming benefits.

Sec. 14.25.450. Establishes procedures for correcting an error in the calculation of 
benefits. Gives the Alaska Teacher’s Retirement Board responsibility for taking action 
on such claims.

Sec. 14.25.460. Allows the board to wave an adjustment that would be deemed unfair for 
a variety o f reasons and provides a lime period and process for appeals.

Sec. 14.25.470. Establishes requirement for eligibility o f medical benefits. A member 
must retire directly from the system at any age with 30 years o f service or at normal 
retirement age with 10 years of service. Defines the normal retirement age as 6 0  plus the 
increase in life expectancy from the current mortality table to the board adopted new 
mortality table.

Sec. 14.25.480. Establishes medical benefits to retirees as access to a major medical 
insurance plan and to the health reimbursement amount. Establishes eligibility of 
members and any dependents for medical benefits. Outlines the eligibility o f medical 
benefits for an early, normal, and Medicare eligible retiree.

Sec. 14.25.495. References the statutes that define the terms administrator, beneficiary, 
board, compensation, employer, fund, former participating member, fund, retirement 
fund, Internal Revenue Code, member, member contribution account, qualified domestic 
relation order, school year, teacher, and year o f service. Defines terminated as a person 
no longer employed by an employer participating in the plan.

See. 11. Subjects an employee who whishes to transfer assets out o f the system to a 
qualified domestic relations order and establishes relevant requirements.

Sec. 12. Allows the Department o f Administration to obtain group insurance under the 
condition that it provides certain types o f insurance, such as hospital expense, life, 
surgical, etc.
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Requires members whenever possible to obtain drugs from a preferred drug list 
(formulary) established by the insurance provider. If the member opts for a non- 
formulary drug when the formulary version is available, they will pay the difference 
between the two.

Establishes e lig ib ility  of member’s dependents for said group insurance policy.

Establishes the procedure for employers to participate in said group insurance policy.

Establishes the procedure for the Department o f Administration to procure an insurance 
policy for member:.. Requires that the Department allow all eligible insurance carriers to 
bid and determine selection of carrer based on lowest bid amount to be .cvicwcd at least 
once every 5 years.

Es* *blishes that the level of benefits for persons over age 65 shall be the same as for 
persons under age 65, however the cost o f post-65 member’s benefits will be 
supplemented by any benefits provided under the federal old age, survivors, and 
disability insurance programs.

Allows a member to elect and pay for long-term care insurance for member and 
dependents.

Sec. 13. Establishes a Health Reimbursement Account I ’lan for State of Alaska Teachers 
and Public Employees and outlines eligibility.

Sec. 39.30.310. Establishes the purpose of the Health Reimbursement Account as the 
reimbursement o f qualified medical expenses. Establishes an effective date o f July 1, 
2005.

Sec. 39.30.320. Establishes the attorney general o f the State as legal council for the 
administrator o f the plan.

Sec. 39.30.330. Establishes the commissioner o f administration, or the commissioner’ s 
designee as the administrate) o f the plan.

Sec. 39.30.340. Establishes the powers and duties ol the administrator ol the Health 
Reimbursement Account fund.

Sec. 39.30.350. Specifies that only employer contributions are permitted to the Health 
Reimbursement Account.
So.;. 3° 30.3M . Establishes the Alaska State Pension Investment Board as the fiduciary 
of <5.e fi.mu.



Sec.. 9.30.370. Establishes that when a person terminates employment before becoming 
eligible for medical they forfeit any access to their Health Reimbursement Account. 
However, if a person is re-employed at a later date their account b Aance will be restored 
without interest or other adjustments attributed to it.

Sec. 39.30.380. Establishes that a member is e'igible for the plan when they become 
eligible for medical benefit ..

39.30.390. Establishes that if the participant elects major medical insurance the 
administrator will pay the premium on behalf o f that member from their Heath 
Reimbursement / ccount. When the partic;pant’ s member account is exhausted, the 
participant is responsible for those payments.

I f  a participant dies before exhausting their account their surviving dependents are 
eligible to use the remaining balance. I f  any amount remains in the account after the 
death o f the member and all remaining dependents, the balance reverts to the trust.

Sec. 39.30.400. Exempts contributions to the plan from tax \«, however a member’ s light 
to receive benefits may be assigned under a qualified domes c relation; order, a tn’St or a 
similar qualifying legal device.

Sec. 39.30.410. Gives the slate the l.ght to amend the plan a' any time. Bars the 
administrator from changing the plan in a manner to -educe the accrued benefits o f any 
member. Allows the state to tern male the plan in whole or in part without any liability.
If this occurs, all investments remain in the account until all accounts have been 
distributed.

Requires any contribution made to the plan by an employer because ol a mistake o f fact 
to be returned io the employer.

See. 39.30.420. Requires that the fund not be used for any other purpose than the benefit 
oi the participants. The assets o f the plan may not be used to pay other plans o f an 
employer.
Sec. 39.30.495. Refers to the definition o f the following terms in statute: administrator 
board, dependent child, employer, and qualified domestic relations order. Defines the 
terms fund, individual account, member, and participant.

See. 39.30.500. Establishes a past service cost offset account for employers and 
employees in a defined contribution plan.

Sec. 39.30.510, The purpose o f the account is to help employers pay their past service 
cost and will consist of legislative appropriations and investment returns.

See. J 0.30.520. Establishes the attorney gcnerai o f the State as legal council for the 
account.
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Sjjc 39.30.:?30. Establishes the commissioner o f administration or the designee o f the 
cor miissioner as administrator o f the account.

ec. 39.30.540. Establishes the powers and duties of the administrator.

Sec. 39.30.560. Requires the administrator to pay into the teacher's retirement fund on 
ihe employer's behalf the employer’ s past service cost for each member in a defined 
contribution plan.

Sec. 39.30.595. Defines the terms accrued liability, administrator, blended employer past 
service cost rats, member, past service cost, and past service cost rate.

Sec.3n.35.005. Establishes applicability o f the following provisions only to members 
first hired before July 1, 2005.

Sec.39.35.010. Substitutes the term “ plan” for “ system" in existing defined benefit 
s'atues. Substitutes a specific statute reference for the term “ this chapter”  in existing 
s atnte referring to a defined benefit plan.

Sec. 39.35.158. Substitutes the term "plan”  for "system" in existing defined benefit 
statues.

See. 18. Establishes the procedure for collecting and transferring member contributions.

Sec. 19. Sec.39.35 250. Establishes that an employer will contribute an amount to the 
plan as determined by the board.

Sec. 2(». Sec.39.35.272. Gives the board the authority to annually establish cmployei and 
employee contribution rates with the goal o f paying the entire normal cost rate and some 
portion o f the past service cost.

Establishes employer and employee contribution rates as equal with a ceiling on 
employee contributions at 13% and a floor on employer contributions at 10%. Neither 
can increase more than 595 annually.

Defines the terms accrued liability, actuarially computed rate, employer contribution rate, 
member contribution rate, normal cost, normal cost rate, past service cost, past service 
cost rate, and valuation dale.

Sec. 21. Exempts the University o f Alaska as eligible for credible service under the 
teachers retirement plan.

Section 24. Defines parameters under which member mav claim credited service.
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Section 25. Determines indebtedness of member to plan if contributions plus interest 
exceed actuarial benefit costs based on member's credited service.

Section 26. Defines method o f calculation for public service benefits.

Sec. 27. Establishes that a member who claims credited service in a DC plan by transfer 
loses all rights to benefits under a defined contribution plan. Disqualifies public service 
benefits as counting towards years o f service requirements.

Sec. 28. Allows a former member to reinstate service when they have received a refund 
o f contributions.

Sec. 29. Establishes that when a member retires from the plan and is later re-hired they 
will suspend collection o f their retirement benefits and begin paying into the retirement 
plan again.

Sec. 30. Establishes elected officials as eligible for benefits under this plan.

Sec. 31. Lists the different types o f eligible members that the plan will cover. Lists the 
different types o f ineligible members the plan will not cover.

Sec. 32. Defines plan as the defined contribution retirement plan as established in this 
legislation.

Sec. 33. Sec. 39.35.700. Applies the following to employees hired on or after July 1. 
2005.

Sec.39.35.710. Establishes a defined contribution plan in compliance with federal 
qualification requirements.

Sec. 39.35.720. States that the purpose of the legislation is to encourage qualified 
personnel to enter and remain in the state.

Sec. 39.35.730. Establishes the member contribution rate for public employer retirement 
system employees at 10% to be deducted from their salary at the end o f each pay roll 
period and credited to their account.

Allows the employee to choose within the first 30 days of employment between having 
their member and employer contribution calculated from their basic salary or their total 
salary. Defines basic salary, extra payments, salary base and total salary.

Sec. 39.35.740. Establishes an employer contribution rate at 10% of the members salary, 
basic or total depending on the members election as described in Sec. 39.35.730. 
Distributes the employer contribution in the following manner: 5.5% to the members
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account, 3.5% to the member’ s medical plan, and 1% to the member’s Health 
Reimbursement Account.

Sec. 39.35.750. Gives 15 days from the close o f pay roll for member and employe 
contributions to be transferred to the members retirement fund. Establishes repercussions 
for non-transmittal.

Sec. 39.35.760. Establishes that a member is immediately vested in both the employer 
and employee contributions.

Sec. 39.3S.770. Tasks the Alaska State Pension Investment Board with providing a range 
o f investment options for members and exercising control over those options. I f  the 
account has been divided under a qualified domestic relations order, each individual 
exercises control over his or her account.

Sec. 39.35.780. Establishes requirements for the distribution of a member’s account. A 
former member, or their beneficiary if deceased, may chose between the following 
distribution options: a lump sum. a direct roll over o f the lump sum into another qualified 
plan, periodic distributions, or no distribution until the member elects to do so. If a 
former member’ s account balance is less than $5,000 that amount is automatically 
distrusted unless the former member submits a written statement within 120 days o f 
termination requesting that the balance . .main in the plan.

Sec. 39.35.790. Acknowledges the refund o f members upon termination when a 
qualified domestic relation- order applies.

Sec. 39.35.800. Establishes rights of participants if married or under a qualified domestic 
relations order upon termination o f member.

Sec. 39.35.S10. Allows a member to roll over funds from a previous qualified plan upon 
hire or into another qualified plan upon termination. However, rollover contributions 
cannot count as service towards medical eligibility. Defines qualified plans eligible for 
rollover.

Sec. 38.35.820. Establishes distribution requirements for the interest o f a member’s 
account in the event that member dies, that member’ s dependents die, or no one claims 
the distributions. Defines designated beneficiary and required beginning date.

Sec. 39.35.830. Requires that each member designate a beneficiary and allows them to 
change that choice at any time except to the extent that a qualified domestic relations 
order applies. If a member fails to designate a beneficiary, at the time o f the member’ s 
death the spouse if married to the member at some point during the member’ s 
employment automatically becomes the designated beneficiary. I f  there is no surviving 
spouse, the amount is distributed between the surviving children, if there are no surviving 
children to the surviving parents o f those children. If none o f the above, the account is 
distributed to the estate. Establishes a time limit on beneficiaries claiming benefits.



Sec. 39.35.840. Establishes procedures for co..ccting an error in the calculation o f 
benefits. Gives the Alaska Teacher's Retirement Board responsibility for taking action 
on such claims.

Sec. 39.35.850, Allows the board to wave an adjustment that would be deemed unfair for 
a variety o f specified reasons and provides a time period and process for app .Is.

Sec. 39.35.860. Establishes requirement for eligibility of medical benefits. A member 
must retire directly from the system at any age with 30 years o f service or at normal 
retirement age with 10 years o f service. Defines the normal retirement age as 60 plus the 
increase in life expectancy from the current mortality table to the figure o f a new board 
adopted mortality table.

Sec. 39.35.870. Establishes medical benefits to retirees as access to a major medical 
insurance plan and to a health reimbursement account. Establishes eligibility of members 
and any dependents for medical benefits. Outlines the eligibility o f medical benefits for 
an early, normal, and Medicare eligible retiree.

Sec. 39.35.880. Establishes the Alaska Slate Pension Investment Board as fiduciary of 
the fund and determines their responsibilities and statutory limitations.

Sec. 39.35.884. Allows service credit to be obtained for military service.

Sec.39.35.888. Exempts member contributions from taxation or any kind of anticipation, 
alienation, sale, transfer, assignment, pledge, encumbrance, or chare. However a 
member’s right to receive benefits may be assigned under a qualified domestic relations 
order or a trust or similar legal device.

An inactive member may directly transfer their account into a qualified retirement plan.

Sec. 39.35.890. If a former member has not filed for benefits or refund by the time they 
reach 75 or within 50 years o f the most recent active membership, benefits or refunds w ill 
be forfeited and the member’ s records destroy ed.

Sec. 39.35.892. Establishes know'ingly falsifying records o f this plan as a misdemeanor 
and defines knowingly.

Sec. 39.35.895. Defines the following terms: active member, actuarial adjustment, 
administrator, beneficiary, board, calendar year, compensations, employee contribution 
account, former member, fund, and inactive member.

Lists the different types o f eligible members that the plan will cover. Lists the different 
types o f ineligible members the plan will not cover. Lists the different types o f 
employees the plan may cover.
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Defines military service, peace officer, plan, pub'ic organization, and qualified domestic 
relations order.

Recognizes the rights to an alternate payee to a member’ s benefits. Establishes those 
distribution requirements and the conditions of payment to the alternate payee.
Defines the terms: retired member, retirement, surviving spouse, and terminated.

Sec. 34. Repeals AS 39.35.680(39)

Sec. 35. Allows a Teachers Retirement System non-vested defined benefit tier member 
to transfer into a defined contribution plan. The present value o f the members account 
balance will be transferred to the defined contribution plan and the appropriate amount to 
cover payments tow ards medical benefits will be applied. Upon transfer credit under the 
defined contribution plan is nullified, however the member's accrued years o f service 
will count towards qualifying for medical eligibility in the defined contribution plan.

Establishes a 90 Jay w'indow after the effective dale o f this legislation for the member to 
transfer.

Gives the board the authority to establish regulations to regulate the transfer o f 
employees.

Requires the employee’s election be stated in writing and ensures that the employee is 
fully aware o f the implications o f their transfer.

If a member makes no election within the time period provided, they will remain in the 
defined benefit tier.

Defines the terms administrator, board, defined benefits retirement plan, defined 
contribution retirement plan, International Revenue Code, member, member contribution 
account, and qualified domestic relations order.

Sec. 36. Allows a Public Employees Retirement System non-vested defined benefit tier 
member transfer into a defined contribution plan. The present value o f the members 
account balance will be transferred to the defined contribution plan and the appropriate 
amount to cover payments towards medical benefits will be applied. Upon transfer credit 
under the defined contribution plan is nullified, however the member’ s accrued years o f 
service w'ill count towards qualifying for medical eligibility in the defined contribution 
plan.

Establishes a 90-day window after the effective date o f this legislation the member has to 
transfer.

Gives the board the authority to establish regulations to regulate the transfer o f 
employees.
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Requires the employee’ s election he stated in writing and ensures that tH  employee is 
fully aware o f the implications o f their transfer.

I f  a member makes no election within the time period prov dcd, they will remain in the 
Jefined benefit tier.
Defines the terms administrator, board, defined benefits retirement plan, defined 
contribution retirement plan, International Revenue Code, member, member contribution 
account, and qualified domestic relations order.

Sec. 37. Establishes the legislative intent o f this legislation: to provide the members with 
investment options similar to the State Supplemental Annuity Plan.

Sec. 38. Gives instruction to revisor.

Sec. 39. Effective date o f July 1. 2005



Medical Plan Portion of
CSHB 238 24-LS0761/I
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Note: Sarre changes apply to both PERS and TRS sections. The TRS equivalent o f the 
following pages can be found on page 16, line 9 thru page 18, line 25 o f HB 238.
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- J  Sec. 39.35.860. Retirement, (a) In order to obtain medical benefits under 
A^39.35.870 and access to the health reimbursement account plan under 
AS 39.30.300, an active member must retire directly from the plan. A member is 
eligible to retire from the plan i f  the member has been an active member for at least 12 

months before application for retirement and
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(1) the member has at least 30 years o f membership tervice; or
(2) the member reaches the normal reUiement age and lias at least 10 

years ot membership service.
(b) The normal retirement age is 60 months less than the age set for Medicare 

eligibility.
( c )  A member must apply to the administrator for appointment to retirement. 

Application shall be made on forms and in the manner prescribed by the administrator.
(d) A member who continues in the employ o f 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. 39.35.870. Medical benefits, (a) The medical benefits available to 
eligible persons arc access to the retiree major medical insurance plan and to the 
health reimbursement account. 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 tliis section and the health reimbursement account:

( 1 ) a member with at least 30 years o f service and who retires directly
from the plan;

(2) the surviving spouse o f a member who elected coverage under ( 1) 
c* this subsection;

(3) a member who reaches the normal retirement age as provided in 
AS 39.35.860, has at least 10 years o f service, and retires directly from the plan;

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

(c) Retiree major medical insurance plan coverage elected by an eligible
member under this section covers th" eligible member, the spouse o f the eligible
member, and the dependent children o f the qualified memKer

(d) R.etiree major medical insurance plan coverage elected by a surviving
spouse o f a eligible member under this section covers the surviving spouse and the
dependent children o f the surviving spouse.
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(e) Major medical insirance overage takes effect on the first day o f the
month following the date o f the election and stops when the person who elects
coverage under (b) o f this section dies or fails to mak a required premium payment.

(** The coverage for persons who are eligible fo: Medicare is the same as that 
vailable for persons who are not yet eligible for Medicare. The benefits payable to 

those Medicare eligible persons supplement anv benefits provided under the Medicare 
program.

(g) The medical and optional insurance premiums owed by the person who 
elects coverage under (b) ot this section shall be deducted from the healJt 
reimbursement account. I f  the amount o f the health reimbursement accoun; becomes 
insufficient to pay the premiums, the person who elects coverage under (a) o f this 
section shall pay the premiums directly.

(h) The board may increase the premium amount for retiree major medical 
insurance not more frequently than once a year. .An increase in the premium amount 
may not exceed five percentage points annually

(i) The portion o f the cost o f premiums payable by the employee for retiree 
major medical insurance coverage for an eligible member or surviving spouse who is

(1) younger than the normal retirement age set in AS 39.35 860 is the 
amount equal to the full monthly group premium for retiree major medical insurance 
coverage;

(2) the normal ret'rement age set in AS 39.35.860 or older is the 
following percentage o f the premium amount established for retirees normal 
retirement age or older: 70 percent i f  the member had 10 years o f service; for each 
additional year o f service after the member's tenth year o f service, the cost o f 
premiums decreases by three percentage points; however, the minimum employee 
portion o f the premium is 10 percent i f  the member had 30 or more years o f service.

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

(k) The monthly group premiums for retiree major medical insurance coverage
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New Tex t: U n d e r l i n e d  [DELETED TEXT BRACKETED]

CSHB 238( )



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) o f this 
section a monthly group premium rate for retiree major medical insurance coverage 
oiher than the premium in effect for the month in which Lie premium is due for 
coverage for that month.

(/) In this section,
( 1 ) "health reimbursement account" means the plan established in

AS 39.30.300;
(2) "retires directly from the plan" means that the member is an active 

memLer at the time that the member applies to the administrator for appointment to 
retirement and that the member continues as an active member up through the day 
befoie the day the member is appointed to retirement.
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Insert into Work Draft o f CSHB 238, page 15, line 2.

Sec. 14.25.470. rtriirement. (a) In order to obtan me. -al benefits under AS 14.25.480 
and access to the health reimbursement account arrangement under AS 39.30.300, a 
member must retire directly from the plan. A member is eligible to retire from the plan i f  
the member has been an active member for r.t least 12 months before application for 
retirement and

(1) the member has at least 30 years o f service; or
(2) the member reaches the normal retirement age and has at least 10 years o f 

service.

(b) The normal retirement age is 60 months less than the age set for Medicare eligibility 
at the time the member retires from the plan.
( i ) A member must apply to the admin.strator for appointment to retirement. Application 
shall be made on forms and in the manner prescribed by the administrator.
(d) A member who continues in the employ o f the employei after reaching normal 
retirement age shall continue to participate in the plan and have contributions allocated to 
the member’ s account.

See. 14.25.480. Medical benefits, (a) The medical benefits available to eligible personas 
arc access to the retiree major niedicai insurance plan and to the health reimbursement 
account arrangement. Access to the retiree major medical insurance plan means that an 
eligible person may not be denied mmedical insurance coverage except for failuic 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 account arrangement:

(1 ) a member with at least 30 years o f service and who retires directly from the 
plan;

(2) the surviving spouse o f a member who elected coverage under ( 1 ) o f this 
subsection;
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(3) a member who reaches the normal retirement age as provided in AS 
14.25.470, has at least 10 years o f  service, and retires directly from the plan;

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

(c) Retiree major medical insuranoe plan coverage elected by an eligible member 
unde, this section covers the eligible member, the spouse o f  the eligible member, 
and the dependent children o f the eligible member.
(d) Retiree major medical insuranoe plan coverage elected by a-the surviving 
spouse o f an eligible member under this section covers the surviving spouse and 
the dependent children o f  the eligible member who are dependent on the surviving 
spouse.
(e) A member’ s spouse and dependents are only covered i f  they were spouses or y 
dependents while the member was an active employee.
(fe) Major medical insurance coverage takes effect on the first day o f the month 
following the date o f the election and stops when the person who elects coverage 
under (b) o f  this section dies or fails to make a required premium payment.
(gf) The coverage for persons who are eligible for Medicare is the same as that 
available for persons who are not yet eligible for Medicare. The benefits payable 
to those Medicare eligible persons supplement any benefits provided under the 
Medicare program.
(hg) The medical and optional insurance premiums owed by the person who elects 
coverage under (b) o f this section shall be deducted from the health 
reimbursement aooountarrangement. I f  the amount o f  the heath reimbursement 
account arrangement -becomes insufficient to pay the premiums, the person who 
elects coverage under (a) o f this section shall pay the premiums directly.
(ih) The administrator shall separate retiree health coverage premiums for 
participants who are Medicare eligible and for participants who are not yet 
Medicare eligible. An increase in the premium amount may not exceed five 
percentage points annually.—A participant’ s share o f the applicable premium shall 
be determined according to (tj) and (k) o f this section.
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( ji j Participants who have not reached the normal retirement aye as defii.-d in
14.25.470 (b) are required to pay the full amount o f the applicable premium cost 
as established in section (i).
Thg portion o f the cost o f -pr-eommre payable by H.o participant is 70 percent rt'tlw 
nwmber had- k* years o f -servico:- for eaehnddrtional year o< vervico after tha 
member ’s 10lh year o f-serva*?; the oost o f premiums decreases by three percentage

|

points^howavor, the minimum <n«pioyae-portion o f-tlto-premiam-io Ur-pe;oent n 
the member has 30 or mofe-year-s-et service.
(Ic) For participants who have reached normal retirement aue as defined in
14.25.470 (b), tin, portion o f tlv cost o f premiums payable by the participant is 
determined as the difference bctv.ecn the applicable prem'um amount as 
established in section (i) and a subsidy imojnt which is determined by the 
product o f the annual subsidy base and the subsidy percemaue defined in this 
section. The subsidy base will be established upon rassaue o f this legisla:ion and 
set cnual to the curren premium amounts as established in (i) o f this section. The 
subsidy base will increase annually at the lesser or 5% or the annual percentage 
increase in the applicable premium amount as established in section ( i). The 
subsidy percent.-me will be 3% per year o f service, but shall not escecd 900/o.Gaiy 
when the fate o f neakh-care inflation is over 5 percent will tho subsidy base 
increase bv-wi-fflo.e-than-5-perceia- annually
(Ij) The eligibility for retiree major medical insuranoe-eoverage for an alternate 
payee under a oualified domestic relations oider shall be determined based on tne 
eligibility o f  the member to elect coverage. The alternate payee shall pay the full 
month premium for retiree major medical insurance coverage.
(mk) The administrator shall establish monthly group premiums fo- retiree major 
medical insurance coverage under AS 39.30.095 Nothing in AS 14.25.310- 
14.25.495 guarantees a person who elects coverage under (a) o f 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.
(nl) In this section,
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(1 ) “ heath reimbursement account”  means the plan established in AS 
39.30.300;

(2) “ retires directly from the plan”  means that the member is an active 
member at the time that the member applies to the administrator for 
appointment to retirement and that the member continues as an active 
member up through the day before the day the member is appointed to 
retirement -and was an active member for at least 12 months before 
application for retirement.

Sec. 14.25.495. Definitions. Jn AS 54.2-5.310— 14.25.495, unless the context requires 
otherwise,

(1 ) “ administrator”  has the meaning given in AS 14.25.220;
(2 ) “ beneficiary’ has the meaning given in AS 14.25.220
(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) “ former participating member”  means a terminated member;
(7 ) “ fund”  or “ retirement fund”  means the assets o f the defined contribution plan 

established in AS i4.25.310 — 14.25.495;
(8) “ Intemal Revenue Code”  has the meaning given in AS 14.25.220;
(9 ) “ member”  has the meaning given “ teacher”  in AS 14.25.220;
( 10 ) “ member account”  means the total maintained by the plan o f the 

member’ s mandatory contributions, employer contributions on behalf o f  the 
employee, indebtedness principal and interest payments, interest credited to 
each o f  those accounts, and adjustments to the account in accordance with AS 
14.25.450;

( 1 1 ) “plan”  means the defined contribution plan
(4-44(12)_____ “ qualified domestic relations order”  has the meaning given in AS

14.25.220;
(4-24(13)_____ “ school year”  has the meaning given in AS 14.25.220;
(4-34(14)_____ “ teacher”  has the meaning given in AS 14.25.220,

4



(44X15)_____ “ terminated”  means a person no longer employed by a n employer
participating in the plan;

(4-5X16)_____ “ year o f  service”  has the meaning given in AS 14.25.220;

*Sec. 12. AS 14.40.b71(e) is amended to read:
(e) An emDloyee whose rights *o transfer assets out o f a state retirement system 

are subject to a qualified domestic relations is entitled to transfer assets from the state 
retirement system to the program only i f  the requirements for receiving a refund under 
AS 14.25.150(b). 14.25.4C0. fOR l AS 39.35.200(c), or 39.35.790. as appropriate, are 
met.

*Sec. 13. AS 39.30.090(a) is amended to read:
(a) The Department o f Administration may obtain a policy or policies o f  group 

insurance covering state employees, peisons entitled to coverage under AS 14.25.168, 
14.25.480, AS 22.25.090, AS 30.35.535, 39.35.870. or former AS 39.37.145, employees 
o f other participating governmental units, or persons entitled to coverage under AS 
23.15.136, subject to the following conditions:

(1) A group insurance policy must
(A ) [SHALL] provide on or more o f the following benefits; life insurance, 
accidental death md dismemberment insurance, weekly indemnity 
insurance, hospital expense insurance, surgical expense insurance, dental 
expense insurance, audiovisual insurance, or other medica" care insurance^
n  w  r l  IlltU
 (P ) require the insurance plan-to p rovide a-p refcrrcd drngdis#
or formulary-and must provide-that-bcnefieiar ies-use the appropriate 
medication on the prefer r ed drug list-or pay the difference in east 
between the medication iistcd-en4he-preferr ed d rug l ist and the-eost 
ef-a-Bentormulary-medieaiioffH-liowever* i f a medieation is not on the 

list os a generic o r nongenork? rirugy the-tosw-aaee 
oien-shaU eeveu-thg-ees*-of  the med ieation^ For purposes o f this 
sttbttaragrapih e nonformtdarvHBiedieatton-is-one^lHrtis not listed on
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of  the

Senefk fo r o f the m e d iu m  k in  the fornw tet^
LES1SLATIVE INTENT REGARDING RETIREE’ S HEALTH CARE. It is the intent 
o f the legislature for the Division o f Retirement and Benefits to implement by reculaticr. 
all cost saving measures appropriate to current and figure retirees in the health care 
system. This includes but is not limited to: the use o f  manufacturer’ s rebates, co-pav 
levels, multi-tiered co-pavment stru :ture. mandating the use o f generic drugs, discussion 
o f what type o f drug classes is in a formulary, dispensing fees. mandating or providing 
incentives for r^'il order pharmactuticals. using a reduction in the average wholesale 
price, providing case management services for certain users o f pharmaceuticals, capping 
the number o f prescriptions filled per month, restricting the number o f refills that users 
can have at one time.

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

(3) A governmental unit may participate under a group policy if
a. its go\ eming body adopts a resolution authorizing participation, and 

payment o f required premiums;
b. a certified copy o f the resolution is filed with the Department o f 

Administration; and
c. the commissioner o f adminis;ration approves the participation in 

writing.
(4) In procuring a policy o f  group health or group life insurance as provided 

under this section or excess loss insurance as provided in AS 39.30.091, the 
Department o f Administration shall comply with the dual choice requirements 
o f AS 21.86.310, and shall obtain the insurance policy from an insurer 
authorized to transact business in the state under AS 2 i .09, a hospital or 
medical service corporation authorized to transact business in this state under
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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' r 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 i^ministration of benefit claims and 
payments to (A) aU insurance carriers authorized to transact business in this 
state under AS 21.09 and all hospital or medical service corporation 
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. The 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 hospital or medical service 
corpo ation to provide excess loss insurance as provided in AS 39.30.091.

(6) If tl.: aggregate of dividends payable under the group insurance policy 
exceeds the governmental unit’s share of the premium, the excess shall be 
applied by the governmental unit for the sole benefit of the employees.

(7) A person receiving benefits under AS 14.25.110, AS 2.25, AS 39.35, or 
former AS 39.37 may continue the life insurance coverage that was in effect 
under this section at the time of termination of employment with the state or 
participating governmental unit.

(8) A person electing to have insurance under (7) of this subsection shall pay the 
cost of this insurance.

7



(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 state employees, and the permanent part-time employees 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 Medicare eligible age shall be the same as that available 
before reaching an#-55-Medicare eligible age 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 this 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 for that person and 
eligible dependent1; under this section. A person who elects insurance under 
this paragraph shall pay the cost of the insurance premium. The 
cormissioner 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.

Resume Work Draft CSHB 238 page 21, line 8

8



A p r i l  2 , 2 0 0 5



P r o p o s e d  M e d i c a l  P r o g r a m
K ey F e a tu re s
H I K

Key features of post-retirement medical program

■=> Members must retire directly from the System to be eligible

■=> System sponsored health plan with varying levels of subsidy or cost to 
members

=> Early retirees get “access only” prior to normal retirement eligibility

<=> Defined dollar benefit from normal retirement to Medicare eligibility 
(currently age 65)

■=> Defined health benefit after Medicare eligibility, similar to the current 
program with the following key exceptions:
■ Method of coordination with Medicare
■ Retired members will share in the cost through premium 

contributions

M e r c e r  H u m a n  R e s o u r c e  C o n s u l t i r  d
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P r o p o s e d  M e d i c a l  P r o g r a m
S ys tem  S p onso re d  H ea lth  C a re  P lan
TV
•s

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

^  Basic plan design elements
Current Plan Alternative Plan

Medical
■ Coordination w ith Medicare Total A llowable M aintenance o f Benefits
■ Deductible $150/person, $450/fam i!y $250/person, $750/fam ily
■ Out o f Pocket $800 $2,500
■ O utpatient Surgery Coinsurance 100% 80%

Prescription Drug
■ Retail 90 day supply 30 day supply

- Generic $4 $5
- Brand Form ulary $8 $15
- Brand Non-Form ulary $8 $30

■ Mail O rder 90 day supply 90 day supply
- G eneric $0 $5
- Brand Form ulary $0 $15
- Brand Non-Form ulary $0 $30

Dental, Vision, Audio No Change

M e r c e r  H u m a n  R e s o u r c e  C o n s u l t i n g S lid e  3



M e d i c a l  P r o g r a m
E lig ib ility

o  Normal retirement eligibility for medical benefits will be defined as the 
earlier of
■ (1) age 60 with 10 years of service
■ (2) 25 years of service (30 years for PERS “others” retirees).

=> Disabled participants will be eligible

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

M e r c e r  H u m a n  R e s o u r c e  C o n s u l t i n g S lid e  4



P r o p o s e d  M e d i c a l  P r o g r a m
E a rly  R e tire m e n t

[flBBST

o  Early retirees who have not reached normal retirement eligibility
■ Receive “access only" plan
■ Will not be eligible for subsidized retiree health t costs
■ Pay 100% of the pre-Medicare eligible (currently pre-age 65) per 

member per year (PMPY) claim costs

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

M e r c e r  H o m a n  R e s o u r c e  C o n s u l t i n g S lid e  5



P r o p o s e d  M e d i c a l  P r o g r a m
N orm a l R e tire m e n t to  M e d ica re  E lig ib ility

mBmm'
■=> Members who retire directly from the Systems will be eligible for a 

“defined dollar” benefit upon reaching eligibility for normal retirement

■=> Fixed dollar subsidy toward system sponsored health coverage

■=> Access to system sponsored retiree medical plan as outlined above

■=> Subsidy amount is based on length of service

■=> Subsidy amount indexed each year by healthcare inflation up to a 
maximum of 5 percent (with a “catch-up” provision based on years 
when healthcare inflation is less than 5%)

M e r c e r  H u m a n  R e s o u r c e  C o n s u l t i n g S lid e  6



P r o p o s e d  M e d i c a l  P r o g r a m
N orm a l R e tire m e n t to  M e d ica re  E lig ib ility

■ 1 1  1 X —»

■=> Upon becoming eligible for Medicare, such members will become 
eligible for the “defined health” benefit

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

■=> Medicare eligible dependent spouse is eligible for the Medicare 
eligible benefit level, with contribution percentage based on retiree 
length of service

M e r c e r  H u m a n  R e s o u r c e  C o n s u l t i n g S lid e  7



P r o p o s e d  M e d i c a l  P r o g r a m

N orm a l R e tire m e n t to  M e d ica re  E lig ib ility
i i i i i i i r  •

o  Apply percentages to the applicable subsidy base to arrive at the 
appropriate subsidy amount.

^  Defined Dollar Subsidy Base Annual PMPY for fiscal year 2004:

Pre Medicare $5,962*

■=> Subsidy Percentage

Service (yrs) Subsidy %
10-14 30%
15-19 45%
20-24 60%
25-29 75%
30+ 90%

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

o  ‘ Equivalent to FY2004 pre-M edicare projected claim  cost. 

M ercer Human Resource Consulting S lid e  8



M e d i c a l  P r o g r a m
E lig ib ility

■=i> Defined health benefit similar to current program

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

Contributions are per covered individual

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

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

P r o p o s e d
A fte r  M e d ica re

M e r c e r  H u m a n  R e s o u r c e  C o n s u l t i n g S lid e  9



P r o p o s e d  M e d i c a l  P r o g r a m
A fte r  M e d ica re  E lig ib ility

■ w • np  ' ■ H"
n M s 'i l ls i

■=> Contribution Base PMPY for fiscal year 2004:

Medicare Eligible $2,667

-4> Contribution Percentage

Service (yrs) Contribution %
10-14 30%
15-19 25%
20-24 20%
25-29 15%
30+ 10%

o  Apply percentages to the contribution base to arrive at the applicable 
contribution amount

M e r c e r  H u m a n  R e s o u r c e  C o n s u l t i n g S lid e  10



E x h i b i t  A

T y p e s  o f  M e d ic a r e  I n t e g r a t io n
T ota l E xp en se  $ 1 ,1 0 0

Maintenance 
of Benefits

Mscficare Pays $603

Balance
$500

Han Pays $500

Mlecflcaie$600
Traditional - Calculates what the plan 
would ha \e pa id as sole provider and 
adds what Medicare pays. If the total is more than 100% of the hi 11, the plan 
pays only enoigh to total 100%. Ihe 
retiree oil cn pays no deductible 
coinsurance.

A
Mscficare Pays$600

Rafiree pays 
$100 Deductible

Retiree pays J S  
$80 C oinsurance"^'”

-"'Ian pays $320

Medicare$800
Gxcl usion - Determines the total 
expenses oo\e» J under the plan, 
reduces them by Medicare benefits and then applies the deductibles, 
coinsirance and other plan limits.

■ W
Retiree Pays $100 Deductible

„ Balance .* ' $1,000 &
Retiree Pays $200 Coinsia'ance

fUtt rt
Balance

- « » .
Mecficare Pays $600

Maintenance of Benefits - Calculates 
the plan’s payment as if t here were no 
Medicare coveraiie, applies the deductibles, ooinsu ance and other plan 
limits and pays the remaining amount 
minus what Medicare pays. Also call Carve-Out.
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P r o p o s e d  A l t e r n a t i v e s
A lte rn a tive  2 -  N o rm a l C o s t R a tes

fiiililll ;

<=> “Normal cost” rates for Alternative 2 are expected to be as follows:

N o rm a l C o s t  R a t e s

T R S  P E R S

M ed ic a l n o rm a l c o s t  r a te  3 .75%  3.5%

D e fin e d  c o n tr ib u tio n  r a te  13.5%  11.5%

H RA  co n tr ib u tio n  r a te   1.5% 1.0%

G ro s s  n o rm a l c o s t  r a te  18.75% 16.0%

M e m b e r  c o n tr ib u tio n  r a te  (10.0)% (8.0)%

E m p lo y e r  n o rm a l c o s t  r a te  8 .75%  8.0%

M e r c e r  H u m a n  R e s o u r c e  C o n s u l t i n g S lid e  1 2



t h  R e i m b u r s e m e n t  

u n t s  ( H R A s )
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H e a l t h  R e i m b u r s e m e n t  A c c o u n t s

O v e r v i e w

■=> Arrangement that:
■ Is solely employer paid
- Reimburses employees for medical expenses
■ Provides reimbursements up to a maximum dollar amount for a 

defined coverage period

<=> Unused funds are carried forward to the next coverage period

■=> Usually, but not required to be, associated with high-deductible health 
plans or consumer directed health plans

■=> Includes aspects of FSAs

^  Also known as
■ Health Reimbursement Arrangements
■ Defined contribution health care plans

S lid e  14
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H e a l t h  R e i m b u r s e m e n t  A c c o u n t s

O v e r v ie w
i B I i r  ■

F u n d in g

^  E m p lo y e r  o n ly

c=> E m p lo y e r  s e t s  ow n  lim its

E l ig ib i l i ty

<=> C u r r e n t  a n d  fo rm e r  e m p lo y e e s  ( in c lud ing  re tire d  em p lo y e e s) ,  s p o u s e s  a n d  
d e p e n d e n t s

^  C O B R A  p a r t ic ip a n ts

^  D e p e n d e n t  m e d ic a l e x p e n s e s  o n  d e a th  o f e m p lo y e e

M e r c e r  H u m a n  R e s o u r c e  C o n s u l t i n g
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H e a l t h  R e i m b u r s e m e n t  A c c o u n t s

O v e r v ie w
y.

B e n e f i t s

■=> Reimbursements for medical expenses as defined in IRC section 
213(d)

^  No IRS iimit on reimbursements 

■=> Employee responsible for substantiating expenses 

o  Cannot use for over-the-counter drugs 

Cannot have any right to receive cash benefit

M e r c e r  H u m a n  R e s o u r c e  C o n s u l t i n g S lid e  16
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H e a f t h  R e i m b u r s e m e n t  A c c o u n t s

O v e r v ie w

w tm m
P l a n  d e s i g n

<=> Plan sponsor dictates plan design
■ Contribution amount
■ Covered expenses
■ Termination provisions

T a x  T r e a t m e n t

■=> Requirements for exclusion from employee/retiree income:
■ Employer funding only -  no employee contributions
■ Only reimbursed for qualified medical expenses

■=> Subject to non-discrimination rules under IRS code section 105(h)

M e r c e r  H u m a n  R e s o u r c e  C o n s u l t i n g S lid e  17
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FiFinancial Summary
Employer Contribution Rates - PERS

FY05 FY06

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

■ The normal cost rate provides for benefits expected to be earned by active 
members during the fiscal year

■ The past servire rate is the part of the contribution that is intended to pay 
off the unfunded liability (over 25 years)

Mercer Human Resource Consulting Slide 2 |
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Financial Summary
Employer Contribution Rates - TRS

FY05 FY06

Normai Cost Pate: 
Past Service Rate: 
Total Contribution Rate: 
Board Adopted Rate:

14.76% 14.28%
20.81% 24.57%
35.57% 38.85%
16.00% 21.00%

■ The normal cost rate provides for benefits expected to be earned by 
active members dunng the fiscal year

■ The past service rate is tt e part of the contribution that is intended to 
pay off the unfunded liability (over 25 years)
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Report Highlights (crntinued) 
PERS Funding Ratio History
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Report Highlights (continued) 
TRS Funding Ratio History
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Overview
q p P Q F in a n c ia l Context

o  Rising contribution levels

o  Volatile investment returns 

• Investment uncertainty

o  Rising medicai costs

Mercar Human Resource Consulting Slide 5

Overview
Key Information

Key information gathered and analyzed 

Employer survey 

o  Member focus groups 

Benchmarking 

o  Benefit levels 

=0 Demographic projections 

<=> Implications of Medicare changes 

o  Trends, issues and alternatives 

■=> Cost analysis and rojections

Mercer Human Resource Consulting Slide 6
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Employer Survey -  PERS
Important Conclusions

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

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

o  Other potential cost savings areas that some employers seem open 
to:

• Lowering the post-retirement cost-of-living adji istment

• Not providing medical coverage to vested terminated members

<=> Some responses ssem to favor continuing a defined benefit approach

■ Reward long service

■=> However, responses leaned towards shifting investment risk to 
members

Morcer Hum»n Resource Consulting Slide 7

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

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

Other potential cost savings areas that some employers seem open 
to:
■ Lowering the post-retirement cost-of-living adjustment 

> Not providing medical coverage to vested terminated members 

■=> Some responses seem to favor continuing a defined benefit approach 

• Reward long service

o  However, responses leaned towards shifting investment risk to 
members

Q l j  J -  Q

Mercer Human Resource Consulting

Employer Survey -  TRS
Important Conclusions
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m~
Based on information gathered and stakeholder feedback, the Tier 
Committee drafted the following objectives:

rt The System should provide medical benefits to retirees

• Members should bear a greater share of the cost

• Members should have to retire from the System to be eligible

o  Benefits should favor longer-service members 

o  Employer contributions should be more predictable and stable 

o  Investment risk should be shared by employers and members 

■=> Healthcare inflation risk should be shared by employers and members

O v e r v i e w
S y s t e m  O b j e c t i v e s  a n d  C o n s t r a i n t s

Slide 9Mercer Hum*, i Resource Consulting

|  Overview
B  System Objectives and Constraints

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

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

^ Benefit changes must take the form of new “tiers"

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

Mercer Human Resource Consulting Slide 10



T r e n d s  a n d  A l t e r n a t i v e s
D e f i n e d  B e n e f i t  O b s e r v a t i o n s

Plans have experienced higher cost levels and greater cost volatility 

o  Funded status has declined in last 3 years 

o  Advantages (to employer) of defined benefit plans

• Retention incentives, lower turnover cost

• Workforce management

• Cost allocated to longer-service employees

Mercer Human Resource Consutung S l id e H

Trends and Alternatives
tjflpl Defined Benefit Observations (continued)

o  Advantages (to employee) of defined benefit plans 

■ Pooling of longevity risk

• In most cases, employer bears investment risk

• Predictable, stable retirement income

Challenges (for employer) of defined benefit plans

• Investment risk

• Cost volatility

Mercer Human Resource Consulting Slide 12

Page 8



Trends and Alternatives
< j(P P JD efined  Contribution Observations

o  Advantages (to emplô  J  defined contribution plans

• Predictable cost

• Stable cost

■ Employee assumes investment risk

• No long-term administrative commitment

• Contribution equity among employees

o  Advantages (to employee) of defined contribution plans

• Portab.lity

• Ability to direct investments

• Contribution equity among employees

Mercer Human Resource Consulting Slide 13

T i
S  De

Trends and Alternatives
Defined Contribution Observations (continued)

■=> Challenges for defined contribution plans

• More difficult to manage workforce

• Employee directed money often earns less

■ Amount needed at retirement is often underestimated

• Employees need to contribute in excess of 10 percent, but most do 
not

• Retirees generally not equipped to transform lump sum into 
monthly payments that last for a lifetime (difficult to manage 
longevity risk)

Mercer Human Resource Consulting Slide 14
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Proposed Alternatives
Overview

o  Two alternatives are being presented to the PERS and TRS Boards, with the 
Tier Committee recommending Alternative 1

o  Components of Alternative 1
• defined benefit
■ defined contribution
• medical
• health reimbursement account (HRA)

o  Components of Alternative 2
• defined contribution
■ medical
• health reimbursement account (HRA)

■=> Member contributions under both alternatives are higher than the current tiers

^  Contribution rates for the defined contribution component are higher for 
Alternative 2

=> Post-retirement medical program is the same for both alternatives

Mercer Human Resource Consulting Slide 16
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Proposed Alternatives
Defined Benefit A lternative

Key features of Alternative 1 defined benefit program 

o  1 percent of career average pay

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

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

Base pay only

<=> Normal retirement at the earlier of

■ (1) age 60 with 5 years of service (8 years for TRS), or 

- (2) 25 years of service (30 years for PERS “others")

■=> Post-retirement pension adjustments similar to current tiers

o  No 10 percent Alaska cost-of-living adjustment (COLA)

Mercer Human Resource Consulting Slidl

Key features of defined contribution components 

!=> Individual accounts are maintained for each member 

o  Contributions are a percentage of base pay 

■=> Various investment options (member-directed) 

o  100% vested

o  Terminating or retiring member takes account (eligible for rollover)

Mercer Human Resource Consulting

Proposed Alternatives
Defined Contribution Alternatives

Page
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Proposed Alternatives
Accrual of Non-Medical Benefits - TRS

Mercer Human Resource Consulting
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Proposed Alternatives
Accrual of Non-Medical Benefits - PERS

*400.000
uaojaoo
*300000
WCfiOQ
UOOjQOJ

*150400
HOODOO
•80,000

PreMrt Value gf UmM P%«Me m ■ Lwn« StMA0t-4O Serve* • 0. Utary - *»000

Mercer Human Resource Consulting Slide 20

P a g e  1 2



Proposed Medical Program
« h |  Key Features

Key features of post-retirement medical program

<=> Members must retire directly from the System to be eligible

<=> System sponsored health plan with varying levels of subsidy or cost to 
members

o  Early retirees get “access only" prior to normal retirement eligibility

i' Defined dollar benefit from normal retirement to Medicare eligibility 
(currently age 65)

■=> Defined health benefit after Medicare eligibility, similar to the current 
program with the following key exceptions:

■ Method of coordination with Medicare

• Retired members will share in the cost through Dremium 
contributions

Mercer Human Resource Consulting Slide 21

Proposed Medical Program
System Sponsored Healtn Care Plan

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

■=> Basic plan design elements
Current Plan Alternative PlatMedical• Coordination with Medicare Total Allowable Maintenance of Benefits

• Deductible 5150/person, 5450/ramily 5250/person, 5750/tamlly
• Out of Pocket 5300 52.500• Outpatient Surgery Coinsurance 100% 80%
Prescription Drug
• Retail 90 day supply 30 day supply■ Generic 94 55
• Brand Formulary U 515
- Brand NonFormulary 58 530

• Marl Order 90 day supply 90 day supply
• Genenc SO 55- Brand Formulary $0 515
- Brand Non-Formulary $0 530

Dantal. Vision. Audio No C-ange

Merce* Human Resource Consulting Slide 22
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Proposed Medical Program
Elig ib ility

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

• (1) age 60 with 10 yea's of service

• (2) 25 years of service (30 years for PERS “others" retirees).

o  Disabled participants will be eligible

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

Mercer Human Resource Consulting

■=> Early retirees who have not reached normal retirement eligibility

• Receive “access only" plan

• Will not be eligible for subsidized retiree health plan costs

• Pay 100% of the pre-Medicare eligible (currently pre-age 65) per 
member per year (PMPY) claim costs

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

Mercer Human Resource Consult* »

Proposed Medical Program
Early Retirement

P a g e



<=> Members who retire directly from the Systems will be eligible for a 
“defined dollar* benefit upon reaching eligibility for normal retirement

o  Fixed dollar subsidy toward system sponsored health coverage

<=> Access to system sponsored retiree medical plan as outlined above 

Subsidy amount is based on length of service

■=> Subsidy amount indexed each year by healthcare inflation up to a 
maximum of 5 percent (with a “catch-up" provision based on years 
when healthcare inflation is less than 5%)

A  P r o p o s e d  M e d i c a l  P r o g r a m
t j f l H N o r m a l  R e t i r e m e n t  to  M e d i c a r e  E l i g ib i l i t y

Mercer Human Resource Consulting S lid e  25

Proposed Medical Program
Normal Retirement to Medicare Eligibility

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

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

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

Mercer Human Resource Consulting S lid e  2 6
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o  Apply percentages to the applicable subsidy base to arrive at the 
appropriate subsidy amount.

o  Defined Dollar Subsidy Base Annual PMPY for fiscal year 2004:

Pre Medicare $5,962*

o  Subsidy Percentage

Service (yrs) Subsidy %
10-14 30%
15-19 45%
20-24 60%
25-29 75%
30+ 90%

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

a ’Equivalent to FY2004 pre Medicare prcjected cia«r mst. _..
Mercer Human Resource Consulting

P r o p o s e d  M e d i c a l  P r o g r a m

^ ■ M N o r m a l  R e t i r e m e n t  t o  i e d i c a r e  E l i g i b i l i t y

Pi
d H  Aft

Proposed Medical Program
After Medicare E ligibility

o  Defined health benefit similar to current program

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

■=> Contributions are per covered individual

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

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

QliHa OQ
Mercer Human Resource Consulting



Proposed Medical Pro9ram
After Medicare Fligibility

<=> Contribution Base PMPY for fiscal year 2004:

Medicare Eligible $2,667

o  Contribution Percentage

Service (yrs) Contribution %
10-14 30%
15-19 25%
20-24 20%
25-29 15%
30-: 10%

=> Apply percentages to the contribution base to arrive at the applicable 
contribution amount

Mercer Human Resource Consulting Slide 29

t h  R e i m b u r s e m e n t  
u n t s  (H R A s)

Mercer Human Resource Consulting S lide  30
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jJfiR Health Reimbursement AccounAs

Arrangpment that:

• Is solely employer paid

• Reimburses employees for medical expenses

■ Provides reimbursements up to a maximum dollar amount for a 
defined coverage period

o  Unused funds are cart,ad forward to the next coverage period

o  Usually, but not required to be. associated with high-deductible health 
plans or consumer directed health plans

<=> Includes aspects of FSAs

=> Also known as

■ Health Reimbursement A Tangements

• Defined contribution health care plans

Mercer Homan Resource Consulting Slide 3

Health Reimbursement Accounts
Overview

Funding

■=> Employer only

Employer sets own limits 

Notional or funded accounts
• general assets
• VE8A
• other trusts 

Eligibility

Current and former employees (including retired employees), spouses and 
dependents

o  COBRA participants

■=> Dependent medical expenses on death of employee

QIIHa 70Mercer Human Resource Consulting
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Health Reimbursement Accounts
M O v e r v ia w

Benefits

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

<=> No IRS limit on reimbursements 

o  Employee responsible for substantiating expenses 

o  Cannot us" for over-the-counter drugs

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

o  Cannot have any right to receive cash benefit 

o  Can be used with FSA, but special rules apply

Mercer Human Resource Consulting Slide

Health Reimbursement Accounts
Overview

Plan design

=* Plan sponsor dictates plan design

■ Contribution amount

• Covered expenses

■ Termination provisions

Tax Treatment

=> Requirements for exclusion from employee/retiree income:

• Employer funding only -  no employee contributions

■ Only reimbursed for qualified medical expenses

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

Mercer Human Resource Consult ng Slide 34
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Health Reimbursement Accounts 
•H c o m p a r is o n  of tax advantaged health care 
^  cfecounts

Account requirements Funds must be held m trust or custodial account No requirement. often unfunded No requirement, often unfunded
(Justifying expense* Miscellaneous IRC 213(d) expenses, limited health premium reimbursements*

Miscellaneous IRC 213(d) expenses, unlimited premium reimbursements, subfact to plan design
M isc* aeneous ttC 213(d) expenses, no health premium

Non-qualified withdrawals
Yes, but t* «Sbte. plus 16% penalty No penalty after age 66. disability, or death (no penalty or tax after death M MSA goes to spouse)

Not allowed Not allowed

Rollover of unused funds Unused funds row over indefinitelyAllowed, although employer can establish limits Not allowed

iii Yes end fully ponabte. can taka to newamptoysr No. but COBRA nghts apply No. but limited COBRA rights •PPfy

'COBRA, tongtwro ur« mturanc* and prwrxvn* lor account rudwt a! '•*»! 66 c* recaMng unamc«oyn«nt oomperwekon

Mercof Human Resource Consulting S lide  35

Health Reimbursement Accounts
Comparison of tax advantaged health care 

counts

visibility individuals (employees) wi»h high deductible plan (HDHP) Employees whose an̂loyers make available Employees whose employers make available
Heuith insurance requirement Qualified high deductible health plan required None, although employer typically requires high deductible coverage None

Contributions • Source Employer, employee, or both Employer only Employer, employee or both
Taxability of employee contnbutlons Tax-free Employee com- tion not allowed Tax-free
Taxability of employer contributions Tax-free to employes, tax deductible to employ jr Tax-free to employee; tax deductible lo employer Tax-free to employ re; tax deductible to employer
Annual contribution limits (employ *e*emptoyer) Lesaer of 106% of deductible or Axed amount (established by law) None legally required, employer settits contnbuUon amounts

Nr-ie legally r» juired, employer sets employee contributor limits

Mercer Human Resource Consulting Slide  36
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H e a l t h  R e i m b u r s e m e n t  A c c o u n t s

•^ P rojection  scenarios

o  Illustrate the HRA fund value at tirement, the total costs expected to 
be borne by the retiree during the pre-Medicare period of retirement 
and the retiree’s expected net cost after HRA re..nbursements

o  Four scenarios
• Early hire, 1.0% funding - hire at 25, retire at 55
• Early hire, 1.5% funding - hire at 25, retire at 55
• Late hire, 1.0% funding - hire at 40, retire at 60
• Late hire, 1.5% funding - hire at 40, retire at 60

<=> Key assumptions
• Hire date of 7/1/2004
• Normal retirement at 25 years or age 60
• Funded as percent of average salary for group
• Average salary for group of $35,000
• Wage inflation 4.0%

Mercer Human Resource insulting SlldB 3/

m

Health Reimbursement Accounts
Projection scenarios

■p Key assumptions (continued)
■ HRA accumulation rate 8.25%
■ Early retirement access-only plan as described in the proposed medical 
program

• Normal retirement to Medicare eligibility defined dollar subsidy as 
described in the proposed medical program

• Benefit ~osts increase at proposed valuation trend
• Retirees transition to defined health benefit plan at Medicare eligibility

!=> Other assumptions
• Participant retires from system and is receiving system-sponsored benefits
• Demographic composition future pre-Medicare retiree group remains 
constant

• No spend down of HRA durinp active benefit period

Rlirlo QAMercer Human Resource Consulting ^ e
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H e a l t h  R e i m b u r s e m e n t  A c c o u n t s

•^ P rojection  scenarios

Grots Retiree HRA at Net Retiree
Cost Retirement Cost

Earty Hire. 1.0% $153,721 $64,622 $72,348
Early Hire. 1.5% $153,721 $96,933 $12,714
Late Hire. 1.0% $ 68,993 $23,052 $44,543
Late Hire. 1.5% $ 68,993 $34,579 $30,530

Gross retiree cost is the total medical premium cost expected to be paid by 
the retiree less any System-sponsored subsidy. Does not include retiree cost 
sharing via plan design elements such as deductibles and coinsurance.

■=> HRA at retirement is the beginning fund balance at the year of retirement.

*=> Net retiree cost is the gross retiree cost less expectea reimbursements from 
the HRA. HRA balance continues to earn interest after medical expenses are 
reimbursed each year.

Mercer Human Resource Consulting Slide 3!

Proposed Alternatives
Alternative 1 -  Norma! Cost Rates 
X

<=> "Normal cost" rates for Alternative 1 are expected to be as follows:

Normal Cost Rates
TRS PERS

Medical normal cost rate 3.75% (9.07%) 3.5% (8.66%)
Defined benefit norma' cost rate 5.0% (13.90%) 4.5% (11.37%)
Defined contribution rate 8.5% (N/A) 7.0% (N/A)
HRA contribution rate 1.5% (N/A) 1.0% (N/A)
Gross normal cost rate 18.75% (22.97%) 16.0% (20.05%)
Member contribution rate (10.0)% (8.69%) (8.0)% (6.81%)
Employer normal cost rate 8.75% (14.28%) 8.0% (13.24%)

[ Normal cost rates for the current program (all tiers) are shown 
in parentheses for comparative purposes.

Morcar Human Resource Consulting Slide 40
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j t e p .ejSBP Alt*P r o p o s e d  A l t e r n a t i v e s
A l t e r n a t iv e  2  -  N o r m a l  C o s t  R a t e s

=> “Normal cost" rates for Alternative 2 are expected to be as follows:

Normal Cost Rates

TRS PERS

Medical normal cost rate 3.75% 3.5%

Defined cont:ibution rate 13.5% 11.5%

HRA contribution rate 1.5% l.0%

Gross normal cost rate 18.75% 16.0%

Member contribution rate (10.0)% (8.0)%

Employer normal cost rate 8.75% 8.0%

Morcer Human Resource Consulting Slide 41
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State of Alaska
Division of Retirement & Benefits
Normal Cost Rate and Actuarial Computed Rate from FY 1983 through FY 2006

Valuation 
report date 

June 30

Fiscal 
year of 

rate

Normal 
Cost rate 

PERS

Actuarial
Computed

Rate
PERS

Normal
Cost
rate
TRS

Actuarial 
Computed 
Rate TRS

1980 1983 11.46% 13.78% 11.95% 16.84%

1981 1984 12.03% 13.68% 13.51% 17.42%

1982 1985 11.36% 13.62% 13.64% 17.96%

1983 1986 11.82% 13.59% 13.13% 17.36%

1984 1987 12.31% 13.84% 13.91% 13.28%

1985 1988 11.12% 9.55% 11.62% 13.28%

1986 1989 10.20% 9.38% 9.36% 11.16%

1987 1990 9.23% 9.30% 9.14% 8.19%

1988 1991 10.37% 12.00% 11.86% 12.27%

1989 1992 12.00% 14.20% 13.26% 15.16%

1990 1993 12.83% 13.58% 14.07% 19.65%

1991 1?94 10.18% 13.72% 9.05% 15.59%

1992 1995 10.90% 13.70% 8.57% 13.36%

1993 1996 11.29% 12.82% 9.06% 12.48%

1994 1997 10.36% 12.14% 9.70% 14.96%

1995 1998 10.61% 11.90% 10.10% 14.94%

1996 1999 9.85% 7.74% 8.97% 10.52%

1997 2000 9.89% 7.36% 9.21% 13.00%

1998 2001 8.67% 7.03% 8.99% 10.55%

1999 2002 8.07% 6.56% 8.88% 7.09%

2000 2003 10.07% 6.12% 9.40% 8.29%

2001 2004 9.53% 6.77% 10.36% M .44%

2002 2005 13.31% 24.91% 14.76% 35.57%

2003 2006 13.24% 25.63% 14.28% 38.85%

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

Actuarial Computed Rate: after comparing plan assets and liabilities, an actuarial rate is computed that wo 
fund the retirement systems over 25 years. There are two components: the normal cost rate and the past s 
necessary to pay any unfunded liability. Both rates account for differences between actual experience vei 
anticipated results, changes in actuarial assumptions and / or methods, changes in statutory provisions, ar 
difference between the rate actually adopted by the Boards for a particular year versus the computed rate.
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1.5(c) Actuarial Projections * Effect of Economic Scenarios 

Key Assumptions
■ All assumptions and methods are the same as Section l .5(a) except

Results are shown only under the 1% population growth scenario
The actuarially calculated contribution rate is adopted in each year beginning in FY06, 
but rate cannot increase ny more than 5% per year.
Investment returns are assumed as follows:

Total Po folio Investment Return Under Each Scenario

Valuation Results

Year Ending Base Prolonged
June 30 Case Growth Recession

2004 15.^8% 15.08% 15.08%
2005 8.^o% 10.00% -3.50%
2006 8.25% 10.00% -3.50%
2007 8.25% 9.50% 2.10%
2008 8.25% 9.00% 7.75%
2009 8.25% 8.25% 7.75%
2010 8.25% 8.25% 7.75%
2011 8.25% 8.25% 7.75%
2012 8.25% 8.25% 7.75%
2013 8.25% 8.25% 7.75%
2014 8.25% 8.25% 7.75%
2015 8.25% 8.25% 7.75%
2016 8.25% 8.25% 7.75%
2017 8.25% 8.25% 7.75%
2018 8.25% 8.25% 7.75%
2019 8.25% 8.25% 7.75%
2020 8.25% 8.25% 7.75%
2021 8.25% 8.25% 7.75%
2022 8.25% 8.25% 7.75%
2023 8.25% 8.25% 7.75%
2024 8.25% 8.25% 7.75%
2025 8.25% 8.25% 7.75%
2026 8.25% 8.25% 7.75%
2027 8.25% 8.25% 7.75%
2028 8.25% 8.25% 7.75%
2029 8.25% 8.25% 7.75%

Mercer Human Ref jurce Consulting 1 State of Alaska Public Employees' Retirement System
g V#*r»\*lws#a\2003tr*\c * o> %Vnemrve request jen ?SVneten* request pen 011*05 doc as of June 30, 2003
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1.5(c) Actuarial Projections -  Effect of Economic Scenarios ( c o n tin u e d )  

Contribution Rate

Valuation Results
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as of June 30,2003

Page 26



Valuation Results

1.5(c) Actuarial Projections -  Effect of Economic Scenarios

Key A ssum ptions

■ All assumptions and methods are the same as Section 1.5(a) except:
Results arc shown only under the 1% population growth scenario
The actuarially calculated contribution rate is adopted in each year beginning in FY06, 
but rate cannot increase by more than 5% per year.
Investment returns arc assumed as follows:

Total Portfolio Investment Return Under Each Scenario__________

Year Ending Base Prolonged
June 30 Case_____________ Growth___________ Recession

2004 15.08% 15.08% 15.08%
2005 8.25% 10.00% -3.50%
2006 8.25% 10.00% -3.50%
2007 8.25% 9.50% 2.10%
2008 8.25% 9.00% 7.75%
2009 8.25% 8.25% 7.75%
2010 8.25% 8.25% 7.75%
2011 8.25% 8.25% 7.75%
2012 8.25% 8.25% 7.75%
2013 8.25% 8.25% 7.75%
2014 8.25% 8.25% 7.75%
2015 8.25% 8.25% 7.75%
2016 8.25% 8.25% 7.75%
2017 8 .25% 8.25% 7.75%
2018 8 .25% 8.25% 7.75%
2019 8 .25% 8.25% 7.75%
2020 8 .25% 8.25% 7.75%
2021 8 .25% 8.25% 7.75%
2022 8 .25% 8.25% 7.75%
2023 8 .25% 8.25% 7.75%
2024 8 .25% 8.25% 7.75%
2025 8.25% 8.25% 7.75%
2026 8.25% 8.25% 7.75%
2027 8.25% 8.25% 7.75%
2028 8.25% 8.25% 7.75%
2029 8.25% 8.25% 7.75%

Mercer Human Resource Consultingg Vefcrei»nasee\20C3tn\oro)»<Aonsvm#t*~e request TSVneterse request trs 011405 doc
State of Alaska Teachers' Retirement System 

as of June 30, 2003
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Valuation Results

1.5(c) Actuarial Projections -  Effect of Economic Scenarios ( c o n tin u e d )  

Contribution Rate

2004 2009 2014 2019 2024 2029
Fiscal Year Ending

——■ Prolonged Recession Base Case -  -  Growth

Mercer Human Resource Consulting
g VwU«\**̂ U003lr»\pror*c*on*\m*la«* r*Qj*tl j*n ?5Vr*Ur« r*q̂ Ml tr» 011405 doc

State of Alaska Teachers' Retirement System 
as of June 30, 2003
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Proposed Alternatives
Cost Projections - PERS

Contribution Comparison - PERS
35  00%

0 00%
n  8 8 S ; 2 ? J 5 S t 5 ? § 5 R S 5 8SR8RRRR8RR8R8RRRRR

Fiscal Yyr Ending
CurentPlan • ••* NmT«
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Proposed Alternatives
Cost Projections - TRS

X
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Contribution Comparison - TRS
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Public  Em plo yees’ Retirem ent  System  
Teach ers’ Retirement System  

S enate Finance Briefing on Proposals for N ew Tiers

Attached are two spreadsheets comparing the specific benefit differences in the existing and proposed Tiers for 
PERS and TRS. Outlined below is a summary of the major benefit changes and a cost comparison.
P E R S / TRS

C urren t  PERS Tier III 
/ TRS Tier II DB Plan

Alternative 1 
DB/DC Plan

Alternative 2 
DC Plan

PERS Employee Contribution 
Rate

6.75% or 7.5 Police/Fire 8% all members 
8.5% Police/Fire 
11.0% School District

8% all members 
8.5% Police/Fire 
11.0% School District

TRS Employee Contribution 
Rate

8.65% 10% 10%
Retirement Age 60 normal - 55 early 

30 years “all others” 
20 Police/Fire 
20 Teachers

Same
Same
25 Police/Fire members 
25 Teachers

Any age

PERS Benefit 
Formula/Contribution Rate

2% up to 2.5% DB 1% DB; 8% DC 
(8% includes HRA)

12.5% DC
(12.5% includes HRA)

TRS Benefit
Formula/Contribution Rate

2% up to 2.5% DB 1% DB; 10% DC 
(10% includes HRA)

15% DC
(15% includes HRA)

Medical • Do not have to retire 
directly from system 
to be service or age 
eligible for medical 
coverage.

• Must have 10 years 
of service. Minimal 
cost share.

• Must retire directly 
from system to be 
eligible.

• Must have 10 years 
of service.

v Member pays more 
through "cost share” 
design elements.

Same as Alternative 1

Normal Cost Rate - PERS 
(does not include unfunded 
liability portion)

13.24% - Current 
Normal Cost Rate

8% reduces normal cost 
rate by 40%

8% reduces normal 
cost rate by 40%

Normal Cost Rate - TRS 
(docs not include unfunded 
liability portion)

14.28% - Current 
Normal Cost Rate

8.75% - this reduces 
normal cost rate by 39%

8.75% - this reduces 
normal cost rate by 
39%

Future exposure and volatility 
to loss in investment earnings 
and increasing medical costs.

Employer bears all the 
risk.

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

Minimal Exposure to 
employer in one area 
only:(l) medical 
inflation w/capped %.

Briefing Sena te Finance
Employer PERS and TRS Tier Redesign Project

January27, 2005

P a g e  3 0



Alaska Division of Rstlrsmsnt and Banaftta 
Public Employaaa' Ratlramant System (PERS) Plan Comparison Chari

Rev January 15,2005

M S  ' t m M I m m

Tlif N  Proposed • Atttreetive 1 DB/DC Ptan 1 Tiar V - AilomeUve 'i Pure DC Plan 
EMtrotf oft or altar 7/1/VM Ehtwod on or taU T/1B096

Employee Pre-tax Contnbufcon:6 75% beginning 1/1/87—ell others
7 5% beginning 1/1/87—poice and tire 6 6% begmnng 7/1/99—school district

Employee Pre-tax Contribution8 75% beginning 1/1/87—ell others
7 5% beginning 1/1/87—police and lire
9 6% beginning 7/1/99—school district

Employee Pre-tax Contnbution 
6.75% beginning 1/1/87—ell others 
75% beginning 1/1/87—police and lire 
9.6% beginning 7/1/99—school district

Employee Pre-tax Contnbution 8% all members begmnû 7/1/2006 8 5% beginning 7/1/2006 - ponce and Ore 
11.0% beginning 7/1/2006 School Oistnct

Employee Pre-tax Contnbution 8% all members beginning 7/1/2006 
8.5% beginning 7/1/2006 - police and fire 
11 0% beginning 7/1/2006 School District

Members vest with 5 years ol se-vice Members vest with 5 years ol sennce Members vest with 5 years ol service Members vest wllh 5 years ol sennce 100% Vested upon enrollment
• Normal retirement age is 55
• Early retirement age is 50
• Ponce/lire members can retire at any age 

after 20 years ol pckee/fire servoe
• AH other members can retire at any age alter 

30 years ol membership service

• Normal retirement age a 60
• Early retirement at age 55
• Police/fire members can retire at any ag* 

after 20 years ol police 'Ire sennce
• 'All oilier' members can retire at any age 

after 30 years ol membership servx-e

• N.mai retiremen, age a 60
• Early retirement at age 55
• Ponce/lire members can retire at any age 

after 20 years ol police Tire sennce
• 'All other members can retire at any age 

after 30 years ol membership service

• Normal retirement age is 60
• Early retire mem at age 55
• Poiice/fire members can retire at any age 

alter 25 years ol pdce/fire service
• 'All other" members can retire ai any age 

alter 30 years ol membership sarvce

• Can leave employment at any age and take 
account balance with them, leave account 
balance m plan or rollover to another guafitied 
plan

• 2% defined benefit lormula lor Imt 10 years 
and all years ol sennce prior to July 1.1986

• 2.25% lor the next 10 years; 2.5% per year 
thereafter (average ol the high three 
consecutive years' salary)

• Ponce/Fire • 2% benefits formula for first 10 
years and 2.5% for all years after 10

• 2% defined benefitfnrmulalorfiistlOyears
• 2.25% lor the next 10 years, and 2.5% per 

year thereafter. Benefit calculation is 
determined on the average ol the high three 
consecutive years' salary

• Pol ice/Tire - 2% benefit formula for lust 10 
years and 2.5% lor all years after 10

• 2% delined benefit lormula (or Ural 10 years
• 2.25% tor the next 10 years, and 2-5% per 

year thereafter (benefit calculation is average 
ol the high live consecutive years' salary)

• Police/Eire - 2% benefit formula Hr first 10 
years arid 2.5% tor all years attor 10 (benefit 
calculation Is three consecutive years 
regardless ol tier (effective 2002)

• 1% defined benefit formula
• 6.0% defined contribution rate
• A portion ol the defined contnbution rate may 

be allocated to an account to provide lor 
medical oxpendrtutes (HRA)

• Benefit calculation is computed on indexed 
career average

• 12.5% defined contnbution rate
• A portion ct the defined contribution rate may 

be allocated to an account to provide lor 
medical expenditures (HRA)

• Medical coverage is provided to an benefit 
recipients and their eligible dependents The 
retiree medical plai premium is i«ud by the 
retirement system

Medical coverage Is provided to disabilitants. 
regardless ol age and benefit recipients over age 
60 or

• po-ce/1ire member', with 25 years ol 
polce/tve sennce

• all other members with 30 years of 
membership service

and their eligible dependents The retirement 
system pays the retiree medical plan premium. 
Retirees and survivors under age 60 must pay the 
lull premium cost If they want coverage

Medical same as Tier II.
• Except, employees must accrue a minimum 

ol 10 years of credited service', to have 
system-paid coverage at age 60

• Employees with less than 10 years must pay 
the lull premiums as long as they wish to 
continue medical coverage

Medical
• Employees must retire directly Irom the 

system !o be eligible and
• Accrue a minimum of 10 years of credited 

sennce'
• Early retirees get 'access only" prior to 

normal retirement age - must pay premium
• HRA contnbution
• Defined dollar benefit Irom normal retirement 

to age 65
• Defined health benefit after age 65 (cost 

share based on length of sennco)

Medical
• Employees must retire directly Irom the 

system to be eligible and
• Accrue a minimum ol 10 years ol credited 

service*
• Early refireas get 'aocess only pnor to 

normal retirement age - must pay premium
• HRA contnbution
• Defined dollar benefit Irom normal retirement 

to age 65
• Defined health benefit pfter age 65 (cost 

share based on length of sennce)
• The automatic PRPA legislated in 1986 

applied to all members regardless ol hire 
date

• Automatic PRPA adjustments to disabled 
members, retirees 60 and over and those 
who have received benefits for 5 years

• Automate PRPA ad|ustments to disabled 
members, retirees 60 and over, and those 
who have received benefits for 5 years

• Automatic PRPA adjustments to disabled 
members, retirees 60 and over, an 1 hose 
who have received benefits for 5 years

• None

• Alaska Cost-c-Hiving Allowance ol 10% of 
base benefit is payable to benefit recipients 
who remain domiciled in Alaska after 
retirement

• Alaska Cost-ol-Llving Allowance ol 10% of 
base benefit Is payable to benefit recipients 
65 or older or disability benefit recipient-, 
regardless of age who remain domcileJ in 
Alaska after retirement

• Alaska Cost-of-living Allowance is payable to 
benefit recipients 65 or older or disability 
benefit recpents regardless ol age who 
remain domiciled in Alaska after retirement 
The allowance is 550 or 10% ol the base 
beneiil, whichever is greater

• None • None

G:/publications/har''hooks/pers tier chart proposed liar iv doc (Rev 1/15/05) 'Credited servce includes all service used in (he calculation ol a retirement benefit



Alnska Division of Retirement and P .netits 
Teachers' Retirement System (TPS) Plan Comparison Chart

Rev January 15, 2005

Tier I
t tu h *m m o

Tier II
Entered on or after 7/1/90

1 ...........  ...........................................
T ie r*

Tnpem d AtanaUvt 1 -  D£/DC Nan 

Entm d on or d ta r 7/1/29W

Tbr D
Pmnnawd l^ n r f t ir i T CHmn

Entered on or after 7/1/1008

Employee Pretax Contribubon. 8 85% beginning 1/1/91 Employee Pre-tax Contrtbubon 8 65% begnrvng 1/1/91 Employee Pre-tax Contribution 
10% beginning 7/1/2005

Employee Pre-tax Contntution 
10 % beginning 711/2005

Members vest with 8 years ol sennce Members vest with 8 years of service Members vest with 8 years ol service 100% Vested at tme ol enroament

• Normal retirement age a 55

• Earty retirement at age 50

• Teachers can retire at any age after 20 years ol membership 
service.

• Normal retirement age is 60

• Earty retrement at age 55

• Teachers can retire at any age after 20 years

• Normal retirement agt .s 60

• Early retxemenl at age 55

• Teachers can retire at any age after 25 years

• Can leave employment at any age and take account baU.ce win 
them, leave acoounl balance in plan or retover to another 
qualified plan

• 2% defined benefits formula lor (he first 20 years and all years ol 
service prior to July 1.1 NO

• 2.5% thereafter Benefit calcUabon is determined on the average 
ol the high three contract salaries

• 2% defined benefit lormula for the first 20 years

• 25% thereafter Benefit cakxfabon is determned on the average 
ol the high three contract salaries

• 1% defined benefit formula all years ol sennce

• 10% defined contnbution rate

• A portion of the defined contnbution rule may be allocated lo an 
account lo provide kx medical expr Jituret(HRA)

• Benefit cylculabon is computed on indexed career average

• 15.0% defined contribution rate

• A portion of the defined contribution rale may be allocated to an 
account lo provide kx medical expenditures (HRA)

• Medical coverage Is provided to all benefit recipients and their 
efrgbie dependents

• Medical premiums are paid fix all disabi Wants regardless ol age 
and

• Relxees and survivors over age 60 and kx retirees with at least 
25 years ol service including eligible dependents

• Retirees and rurvivots under age 60, with less than 25 years ol 
membership service must pay the lull premium cost il they want 
coverage

Medical

• Employees must rebre directly Irom the system to be eligible and

• Accrue a minimum of 10 years ol credited sendee"

• Early retirees gel 'access only" poor lo normal retirement age - 
must pay premium

• HRA contribution

• Defined dollar benefit Irom normal retirement to age 65

• Defined health benefit after age 65 (cost share based on length ol 
sendee)

Medical

• Employees must rebre directly from the system to be eligible and

• Accrue a minimum ol 10 years ol credued service'

• Earty rebrees get'access only'prior lo normal rebrement age- 
must pay premium

• HRA contnbution

• Defined dollar benefit from normal rebrement to age 65

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

• Automatic PRPA legislated in 1990 applied lo aK members 
regardless ol hire date

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

• Automatic PRPA adjustments to disabled members, retirees 60 
and over, and those who have received benefits kx 8 years

None

• Alaska Cost-ol-LMng Allowance is payable to benefit recipients 
who remain domiciled in Alaska after retirement The allowance 
is 10% ol (he base benefit

• Alaska Cost-of-living Allowance is payable to benefit recipients 
65 or older or disability benefit recipients regardless ol age who 
remain domiciled m Alaska after retirement The allowance is 10% ol the base benefit

None None

G/publcation&thandbooks/tri tier chart proposed tier m.doc (Rev 1/15/05) P a g e  32



A  Fm|Employer Survey -  PERS

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

» Active Code
Emolover Employees Letter

State ol Alaska 15,259 A
Anchorage SD 2.496 B
Anchorage, Municipality of 2.351 C
Fairbanks North Star Borough SD 790 D
North Slope Borough 788 c

Mercer Hunan Resource uonsultmg Slide 45

Employ er Survey -  PERS r 4* | j “
1. Long-Service Employees B  ■

Med Low

El
8 8 1. <

Plan should favor long-service employees Plan should not distinguish
on account of length of service

1 n  a .

Key Comments
■» Retirement plans Simula favor long service employees
o Wrth over ISO empk)J'ors in PERS. portability between employers is a real factor 11 that can be achieved without penrhzmg long time PERS covered employees, there a not problem
* One 0/ our problems «that baby boomer “glut" of long service employees Whie they should be compensated for ther time there sc*vns to be a shortage of professional people entenng state/municipal public servKe

Key Implications
& Rewarding long-sen ice employees supports career employment
o Uniform allocation can be an important attraction tool, but allows dollars to \.alk out the door' when short-servtce employees leave the System

Mercer Human Resource Consulting Slide 46
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A  Er
m  2  <

E m p l o y e r  S u n - y  -  P E R S  J s s s m m .

2. Older Employees ! ■  8  ■

Plan should favor older employees Plan should nol distinguish
on account of age

25

m m  V I i
Key Comments
o Langth of sorvicd should bo men Important than ago m dottrmming rtllnmont benefits 
o mhahon and docroasos m salary raises are historical m Alaska Young need to see oppattunty m this slate

Key Implications
•» Renardmr) older employees supports career employment
•» tfntorm allocation can be an Important attraction tod but allows dollars fo "walk out the door~ when younger members leave the System

C |ir(p  a 7Mercer Human Resource Consulting

Employer Survey -  PERS “ “ ““
3. Benefits Build Up

Med Low
B e n e f it s  s h o u ld  bu ild  up  qu ic k ly , s o  B e n e f i t s  s h o u ld  bu ild  u p  s lo w ly , s o  " e a r ly
" e a r iy  le a v e r s "  h a v e  g o o d  b e n e fit s  le a v e r s "  h a v e  little30

Key Comments
o Benefits should accrue at a constant rato rather than increase after so many years of servfeo. 
o t* should nol pay to leave system as soon as vested 
o All employees are important Early leavers should accrue good benefits

Key Implications
o Does not affect career employees who stay until retirement
o Uniform allocation can be an important attraction tool, but allows dollars to "walk out the door' when younger members leave the System

Qlirio Aft
Mercer Human Resource Consulting
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^ E ,

Mid-career hires should 
accrue excellent benefits

Employer Survey -  PERS
4. M id-career Hires

Importance

■ B n
nib* mm In

It's OK for mid-career hires 
to accrue smaller benefits

Key Comments
e This offers the chance to attract employees with experience
■» They should Hen el the same pomt us everyone else when starring i new job elsewhere

Key Implications
o Sufficient benefits for mid-career fires can be an important tool m order to attract experienced talent 
o Providing • .igher benefits equals higher cost 
a Mid-career tuns may br sacrificing good benefits to switch employers

Mercer Hum* Resource Consulting Slide 49

Employer Survey -  PERS
5. Remaining in Alaska

• d E'
P H 1

The System s rould not award 
retirees who remain in Alaska

Importance

i .Hl*h MM Low
The System should reward 

retirees who remain in Alaska 10

M .H LI
Key Comments
*e They should start at the same poim ns everyone else when starting a new fob elsewhere 
o tjvtrg m state could benefit the economy. Should be n state for minimum of 9 months per,ear to qualify 
o when people nave given ar J earned .her retirement, let them live whore they choose without penalty

Key Implications
=» Providing COLA results ti higher Syssm costs. but Maskan economy benefits fron additional dollars spent by *nose who reman m Alaska 
c COlA for residents promotes H/ehng i e&Kiency

Mercer Human Resource Consuit/ig Slide 50
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3 ^ 6  I

E m p l o y e r  S u r v e y  -  P E R S
6, M e d  C o v e r a g e  10  T e r m .  V e s t e d  M e m b e r s

imparlance

I I
The System should provide medical 
coverage to terminated vested membersi*

The System should not provide medical 
coverage tc terminated vested members

K&y Comments
o This area needs to be reviewed ind morphed to help control costs Itmey be necessary to queu'y hr benefits or hoh at p ovtdtnp i M defter amount r benefits with the retree paying the difference
=> Perhaps the mrrPcel benefit could mcrvese hr those who retire Irom ectrve servtcetJecreese tor mose termnated vested members
a Helps with recruitment Many come to Alesha to get vested • we need to encourage this trend

Key Implications
o Opportunity tor cost tev'n ! exists by cutting beck medical benefits tor terminated vested members 
<f> By etirr nau.g. emphyers i outd toso out on a nautttng loot

Mercer Human Resource Consu '.ing Slide 51

Employer Survey -  PERS
. Medical Coverage

The retirement program should 
provide medical coverage

9
Kay Comments
o Biggest selling pomt m recruttmg * medical

Coverage imputant, but retirees could pay a share, perhaps based on years of services 
o A must!

K<<y Implications

im portance

I .Htgh Med Low
The program should noi 

provida medical coverage

o Elimination of medical coverage would tower System costs siyoftcantty ever tvnc
o Eliminating Ttedice’ cove ago would drastrealty change current design and hmder attra' hoc ard retention ol employees as well as pn ‘sib/y providmg insufficient overall retirement benefit to meet retirees' needs

Mercer Hurr'in Resource Consulting Slida 52
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E m p l o y e r  S u r v e y  -  P E R ' i  !iU ^ 8^
8. Medical Coverage based on Service ■ ■

The System should provide lev Ms of medical T'« Sys ;r m should provide the same level of
coverage that depend on years of service roedrv-coverage regardless of y ears of service

a ■■
Key Comments
o The system cannot afford to provide the same level of medcalctvarage Ti-e years of service shoMd be considarad 
» tf wort 20-30 years benefits should be mgher then someone who vest thi
o Vested el 10 years of service Is adequate Mar vested time a met. samt leva of tx rerage tor Vf utictpants

Key Implications
o Rewarding long-service employees supports career ompfoymeth
o Employees n same tier with dkterng yeas of service c >Jd potentially have Me ant -Wert of medical cover eg--

Cljffp riMercer Hun >sn Resource Consuufnq

j t e  e i
P ^ 1

Employer Survey -  PERS i “"»»»
9. Medical Coverage and Medicare I  H  _

M M  Low

The System sliould provide medical coverage to all The System should pi vide medical coverage only to
retirees regardless of Medicare eliqitiility those retirees wlthoi ’ access to Medicare coverage

I
Key Comments
o Retroes recervmg medical coverage Shc-Jd have coverage provided uni t the retree reaches Medicare age and then it should become a supplemental policy arm Medicare becomos the primary carrier
•o Coverage before Medicare should be based on the years of sonnce. currant employment of tho retree, ai id maximum contribution

Reed to make su-e Medicare gaps can be covered 
o Rot confider at Medicare wiit be solvent down the road

Key Implications
» Liming coverage would decrease System costs over time.
» Could re mt *1 inadequate medical coverage tor Medicare ehgiUe retirees

Mercer Human Resource Consulting Slide 54
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Employer Survey -  PERS
10. Medical Coverage and Medicare

Imrerlance

The System should provide medical coverage lo all 
retirees regardless of Medicare eligibility

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

1
Key Comments

V Jd!car cos - raj* ahouW suptHemen Medicare up to a matimum amount based on a formula determined Oy number ol years 0/Struct
o Reduce benefits when eligible for Medicare it retire earty should have option to purchase health insurance 
» Future retireos should pay their own medical it eligible lor Medicare
Key Implications
so Umtng coverage would decrease System costs over time
o Without retiree medical coverage before Medicare, members would be more indued to work untl Medicare eligible
•a ff medical coverage is not offered by the System to pre medicare retirees, access to health coverage wtt be significantly reduced

Mercer H, man Resource Consulting Slide 55

Employer Survey -  PERS
11. Medical Coverage
X

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

High Med Low
The System should not offer the same medical coverage 

to active and retired members22

I
Key Comments
o Provide dcilar amount of medical for ret roes. 1 medical coverage for active employees provides better coverage, grve retrees option to make co-pay 
o Tfto.' 1 wrto are retrod are less able to provide coverage
Key Implications
o Potential cost savings by p. uvtdmg lessor medical coverago for retired membeis
o Different bene* levels for active and retired members may lead to communication and potential equity challenges

Mercer Human Resource Consulting Slide 56
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Ef12-
E m p l o y e r  S u r v e y  -  P E R S
1 2 .  R e t i r i i . g  A g e

importance

I
We want to be able to encourage 
retirement at a particular age range

We don't care wtien people retire

Kay Comments
« Employee f productivity and contribution art not sub/act to age so mandatory retramant at a cartan aga may not be beneficial
a I believe we wtl need 10 discourage earty retirement as the avaaablo wotkfiyce decreases 
•s 20 and out needs to be changed It anyone shodd be 20 and out it should be law enforcement
Key Implications
o By encouraging retirement at a particular age the System may run the nsk ot losing productive members loo soon and/or unproductive members -hanging on' loo long

Mercer Human Resource Consulting Slide 57

<HL
Employer Survey -  PERS !■»*?
13. Retiring after Years of Service ^  |  M

HM LOW
We want to be able to encourage retirement We dont care when people retire
after a particular number of years of service

■m  m  —  —  . Hum
1 2 3 4 S

^ P H  HO W—,
0 7 8 9

| Key Comments
o increasing the number of years of service reqjired when age is not a factor. wouU reduce the cost to ie retirement 

system
White high salary people are a budget concern, ther experience and experts* is a tremendous plus for a small organization

o As long as the employee meets job qualifications and is productrve This is the real issuo

Key Implications
o By encouraging rot foment at a particular number of years ot sennce the System may run the rfck of losing productive members too soon and/or un; mductive members 'hanging on' too long

QliHoMercer Human Resource Consulting
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E m p l o y e r  S u r v e y  -  P E R S
1*». E a r l y  R e t i re m e n t

importance

■  R -

We went to be able to encourage earty retirement 
with ad hoc enhanced benefits through the plan

We don't care about encourtging earty 
retirement, or will handle it through other methods

f t !
Key Comments
o RIP and severance plans which off*' earty rrtiremant hava been shown lo have a detrimental financial effect on the retirement system
o This would help to manage the workforce and take advantage of the knowledge and sluts of older workers

Key Implications
o Being able lo provrdo ad floe onflflnced retremem benefits gives me System end individual employers an additional tool to manage the workforce

Mercer Human Resource Consulting Slide 59

Employer Survey -  PERS
15. Retirement Income
V

Importance

iRUHigh Mod LOW
We want to provide employees with a specific amount of 
retirement income they can count on at retirement

We will contribute lo our employees retirement 
but each employee should be entirely 

responsible for managing their retirement

12HB 1m H m1 2 3 4 S e 7 8 9

Key CotTim ents
Seems like this rs defined benefits vs contribution - whKn is the key issue lor debate and cannot be answered this oasly - II needs economic end maiket analysis on long tern abhty to attract and lelntn employees
A defined contnbution plan would be move predictable, m terms ot costs to the retirement system, and less expensive then a defined bonefit plan
People should be responsible lor themselves Investment advice should be avalabie 
Should not be a ciapshoot

Key Implications
By not providing members with a specific amount ol retirement income, mombe s may nol be saving enough or taking the appropriate responsibility lo ensure a comfortable reftrement.

Mercer Human Resource Consulting Slide 60
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E m p l o y e r  S u r v e y  -  P E R S
1 6 .  I n v e s t m e n t  R i s k  R e s p o n s i b i l i t y
X

Employees should as?i. Investment risk Employer should assume investment risk

Key Comments
>» Employees snoukJ assume msponsfbMy Howaver empfoyars may ward to ami mvestmaru options 10 mnmaa r 
■s Emptoyor should not assume mvastmant rak 
a Thera shoufd Da a balance betwoon lha anployui and employer

K ey Implications
•» Bearing the investment nss exposes the System to coat increases end votatety. but can also dlan achieve higher 

returns than an individual due to a longer time honton and professional management
o Members can often mast too conservatively or too aggressively tor thee given s luah.n  and needs
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Employer Survey -  PERS
18. Inflation Risk Responsibility

Im p o r ta n c e

E m ployees shou ld  a ssu m e  E m ployers shou ld  ad just benefits
post-re tlrem ent in fla tion  r isk  fo r post-re tirem ent in fla tion

14

■
Key Comments

It needs economic ana market analysis on long term aUrty lo attract and retain employees 
* Employees should assume more risk lor post-retremenl inflation
o  Employer rates should reflect a more conservative estimated annual inflation rate and annual inflation adjustments 

should heve an annual inflation cap

Key Implications
o  Providing post-retirement inflationary protection would ensure that the value of member's benefits ai ibrement 

continue to remain as valuable throughout their lifetime
& Providing post-reuerr unt inflationary protection is a cost to the System
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E m p l o y e r  S u r v e y  -  P E R S
Im portance

m  19. Longevity Risk Responsibility | j |  J i

Employee* should assume longevity risk Employers should assume longevity risk
n

I
K ey Comments
9  Employers can no longer a/lord lo assume at Mure cost increases
■» Why should an Alaska employer become mo ktotlma guarantor (and I Mime nsk taker) lor a> empiO) yes’ 
9  Employers can ussume this nsk better 
9  it should be the employees obligation to assume some nsk

K ey Implications
9  Prondtn j  tongevty protection a  a cost to the System
9  By assumetg the tongevty nsk me System could predict and manage n more a cu Very /Or the entire group than any 

employee could do tndrv&uaty
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Employer Survey -  PERS
20. Savings 
X ■  I

M4Q*. HM low

The re tirem en t program  shou ld  heavily 
enco ura ge  sav ings in the plan

The program  shou ld  perm it 
but no t push  sav ings

K ey Comments
9  There ore lots ol other options • toi(K)'s, IRA's and AST plans But at least one shottd bo hoavty pushed to 

employee
9  Employees need lo assume mo n responsibility lor thee reteement Programs should be structieed to educate end 

encourage empoyees to save tor -eteement 
9  Employees should be allowed to connate end enhance thee reteement security

K ey Implications
9  Without strongly encouraging members to contnhute to thee reteement. many wP nol have adequate lunds to relee 

comtortab'y
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ElE m p l o y e r  S u r v e y  -  P E R S  w e * *  |
2 1 .  C o s t  o f  M e d i c a l  C o v e r a g e  |  H

Employees should share In Employer should assume thethe cost o' medical coverage cost of providing medical coverage

s  ■  ■  ■  ■

K ey Comments
■» Employers can no longer attora to pay the.'tte amount tor medeal insurance Employet* should share n the coil 
9  Taachartadmmtstrator salary does not redact qh wages ’ Dence Hits banett should be provided 
9  The more you share to the cosl, the more you n, o wise decisions

K ey Implications
9  Members sharing in the cost of medical coverage wi ild provide cost savngs to the System over lime 
9  Would be a significant shm horn current design and h-rease financial buidon on retirees
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Employer Survey -  PERS !!D'S®!M
22. Cost of Medical Coverage

E m ployees shou ld  assum e responsib ility  E m p loyer shou ld  assum e responsib ility
fo r m edica l cos t increases lo r  m edica l cos t increases

■
K ey Comments
9  Employee* should participate in medical cost increases
^  I think the employee should hold this responsM.ty along with some Wp from employer
o  Cost shanng is the key Then employees w* have an nceottve to be wiser consumers and the system can manage 

cost increases more efficiently

Key Implications
9  Members assuming the responsibly tor medical cost meases would provide cost savngs to the System over bma
9  Would be a shift Irom current design and mease financial burden on retrees
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E m p l o y e r  S u r v e y  -  P E R S  r
2 3 .  A c c e s s  t o  C o n t r i b u t i o n s  1 1  _
E>

I  23.

Employees should have pew to as much of their Employees should have no accessown retirement cor r'butlons as legally possible to plan assets until n, .irement

K ey Comments
9  Sm d portion should be evMabfe for ’emergency orty~ situation
9 II the employee peld I oul a should be thur choree lo have I whenever end how much they went
9  Employees ganaraty have other deterred comp plans eve able lo them to meet emergency needs PERS a not a 

savings pi8n but 8 long term retirement verve/©

K ey Implications
9  Members may spend tetrement ncome Ounng worhng llefime and as a result may be unatle to tetve 
9  TJio capaDdly to use retirement plans lor pre-retvement needs such as a home purchase can bo a valuable benefit
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Employer Survey -  PERS
24. Understandability

Importance

U nders tandab ility  is the  pnm ary  concern W e 'll sacnfice  u rv ers tandab ility  if  -ec©t.sary to 
ach ieve  o u r w r  k fo rce  and  benefit ob je  i iv e s

K ey Comments
o  Emp >yees need to undent and this plan
o  Em loyer* need to provide good communication and seminars to explain plans, but the plan must be structured so 8 «  

sin pie enough for the majority of people to understand
o  Raise the bar Ash people to be more responsible
o  Employees need lo be involved m their retirement
o  College should teach HI

K ey Implications
o  Generally a more complex formula can meet a wider variety of specify objectives 
o  Members may perceive more value m a retirement plan that is more understandable
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Employer Survey -  PERS !m8SBae£fi
25. Tangible and Relevant Plan . 1 -

All employees should Itnd the It's OK if the pte i is tangible andplan tangible and relevant relevant mainly to older employees

l i l ^ i

Kay Comments
o  Human nature is such that mtvetmnt benetn ere valued more as you approach retsement tt you want young 

employees to become witty enthusiastic you hava to give away the term
9  Ml employees should be responsible lot thee own decisions
9  AM employees need to see the benefits ol the plan

Kay Implications
9  Members may parcetve more value m a reteement plan that is tangent, end relevant
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Employer Survey -  PERS m m
26. Predictability and Stability _

We want maximum predictability We're willing to accept volatilityand stability of contributions as part of our asset strategy
H i

■  ■  f l

Kay Comments
9  fo r  be tgaletg purposes, employers need a high degree ol predictability 
9 Governments have to budget They need to know what to aspect 
9  wide boo jet swing, are hard to deal with
<o As an ampleyet. wa re vnktng lo accept yotatility as part 01 our asset strategy, as long as lluctuatlon isnltoo drastic 

Such as our ncrease over the next two years

Key Implications
9  Volatlitv Is the result ol a higher-nsk asset strategy with higher potential rewards
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Employer Survey -  PERS ~l
27. Change in Cost 1 9 .

H*. IM U
Aggregate retirement contributions Marginal cost increase* areshould be less than they are now appropriate to meet other design goals

HE MB SII EH PSH !■  ■  H

K ey Comments
■» Employees ccntntvtKr ram may need to increase"
•9 tMmnderttand that costs era Hcroaslng Want to heap plana competuai woie keegmg plan coals raasonaOla 
■9 a womv Da a fairy tala to want aggravate retirement contnbutions to be leas than they are now

K ey Implications
■» Lowering contributions wat result tn ganeraty Inwer terete* bc’'etts for retirees 
o  System benefit may or may not be competatve against peer group a benefits are decreeMc!
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A e  E i

P k e
E m p l o y e r  < £ u r v c :y  -  T R S

K e y

The (otowing pages illustrate he response- lo Ine employer survey sent to at TRS employers In total. 38 er iployers responded TRS n. presents employers uf various sizes As a way to show the five largest employers' responses (of those who responded), we have Included the letters A - E on the charts to represent how they answered The employers have been assigned the following letters.
*  Active Code

Emptciftr E m eiw m Letter
A nchorage  SO 3.464 A

F a liba nks  N o rth  S ta r B o rough SD 968 8

M atanuska-S us itna  Bo rough  SO 936 C

K ena i P e n insu la  Bo rough  SO 723 0

Juneau  B ureau SO 372 E
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Plan shou ld  favo r long- 
se rv ice  em ployees

a

Employer Survey -  TRS
1. Long-Service Employees

im.rafla'K.g

H i
P lan shou ld  no ! d is tingu ish  

on  acco u n t o f length  o f se rv ice

Key Comments
** Incentives to reduce teacher turnover always help
^  Anything that heaps employees, saves time m recrutruent. hrrng, and training
o Retaining quality employees a far more important Employees f(* hire consider immediate compensation, oj 

retrement Veteran employees doserve rewards

Key Implications
o Rewarding long-service employees supports career employment

Uniform allocation can bean important attraction tool, but allows doiars to "walk out the door'  when short-senhce 
employees leave the System
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- A  E iE m p l o y e r  S u r v e y  -  T R S
2 .  O l d e r  E m p l o y e e s 9 1

Plan should la w  Met employees Plan should nol distinguishon accouni ol age

J H .

Kay Comments
o  lengn of service s/KxPd be more important then age m aetermmmp reUremem benefits 
o  Inflation end decreases in r.c&y Wees ere tvttYKSf n Masha young need to see opportunity n tna l 

o  equal balance ivgerxlless ol age

Kay Implications
<e Ft nwarjng otOer employees supports career employment
■» Unfform allocation can be an important attraction too. but Mows dollars to ’wall out tne door' when younger 

members learn tne System
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E i
• H 3 - 1

Employer Survey -  TRS
3. Benefits Build Up

Benefits  shou ld  build up  qu ick ly , so  
"early  leavers" have good benefits

Im p o r ta n c e

B ene fits  shou ld  build  up  slow ly, so "early 
leavers" have little

1 2  3 4 3 0 7

[ K ey Comments
o  in order to save costs m a deCnod benefit plan, benefits should accrue at a ̂ jnstant rate rather than increase after sc 

many yean, of service
o  The System should promote an optimum ago or service time that encourages turnover of the workforce without loss of 

goi. J experience wh*e providing a decent ret foment

Key Implications
Does not affect career employees vho stay until retirement 

o  Uniform aSocabon can be an >mportant attraction tool, but aMows dollars to "walk out the doer' when yuunger 
members leave the System
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Mk)-career hires should accrue exceSent benefits

E iE m p l o y e r  P u r v e y  -  T R S
4 .  M i d - c a r e e r  H i r e s

Im p o r ta n c e

. T .
IPs OK for mia-career hires to accrue smaller benefits

Key Comments
o  This offers th» chance (o attract employees wth experience

•» Teachers! admmatralors need an nlusion or ncKaraei change people We need the'experiences and nsighl to 
educating wm kids We need lo not penalize them in retirement planning

■» KUd-camat employees probably have other benatts

Key Implications
o  Suthoant benefits tor imd-carear hues can ha an important loot m order to attract cxpenencjd talent 
o  Providing higher Denetts equals higher cost 
o  V >0 career hires may he sacrUcmg good benefits x> switch employers
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Employer Survey -  TRS
5. Remaining in Alaska•B L 5 1

The S ystem  shou ld  not reward 
retirees w h o  rem a in  in A laska

Important

■  I .
The S ystem  shou ld  reward 

retirees w h o  rem a in  in A laska
i

1
1 2 3 4 5 e 7 8 9

Key Comments
o Retries should be encouraged to stay in Alaska
* When poop/e have given and earned thev retirement, let them Irve where tltey choose without penalty 
o  Alaska needs to promote Ifolong state etizenstup 
o  Spend money where they want The employee has earned 0

Key Implica’ion s
o  ProvKhng COLA resuts n higher System costs, but Alaskan economy benefits from additional dollars spent by those 

who reman n Alaska
^ COLA for residents promotes lifelong residency
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Employer Survey -  TRS
6 Med Coverage to Term. Vested Members

importance

T he  System  shou ld  p rov id e  m edica l 
coverage  to  te rm inated vested m em oers

The S ystem  shou ld  not prov ide m edica l 
coverage  to  te rm inated vested m em bers

1 2 3 4 5 a 7 a •
Key Comments
■» This aroc needs to be reviewed and modhrod to ha'p control costs It may be necessary to gudty lor benefits or look 

at providing a Hal dollar amount for banoftts with the retire j  ying the difference
o  Helps with n :ru»ment Van/ come to Masha to get vested - we need to encourage this trend
o  Medical co jrege s odd be available after vesting and attaning a certain specfied age (say SO) or dhect retirement I 

prior to SO.

K ey Implications
*  Opportunity for cost savings exists by cutting -medical benefits for terr. mated vested members 
o  By ehminatwrg. employers .rw W  lose out on a recrv*ttg tool
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Employer Survey -  TRS
7. Medical Coverage

4 t a E>

T h e  re tirem en t program  shou ld 
p rov id e  m edica l coverage

22

Importance

B
High MmJ Low

The p rogram  shou ld  not 
prov ide m edica l coverage

Key Comments
■» Biggest selling point in recruiting ■ medical.
»  Delaying medicsI coverage wri only torco potential retirees to slay in the system longer at the top-end ol salary 
o Coverage important, but retirees codd pay a share perhaps based on years of services
o  Medical coverage is very important But with costs increasing as they are. we need to consider cflanpes to the current 

structum.

Key Implications
o  Elimination of medical coverage would lower System costs significantly over time
o  Eliminating medical coverage would drastically change current design and hxtder attraction and retention of employees 

as well as possibly providing insufficient overaP retirement beneCits to meet retirees' needs________________________
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4 f c E >E m p l o y e r  S u r v e y  -  T R S
8 . M e d i c a l  C o v e r a g e  b a s e d  o n  S e r v i c e

Importance 

■  »
The System  sh o u ld  prov ide  leve ls  o f m edica l 
co ve rage  that d e p e n d  on years o f se rv ice

The S ys tem  shou ld  p rov ide  th e  sam e leve l o f 
m edica l cove rage  rega rd 'ess  o f years  o f se rv ice

K ey Comments
■» Contributions to medical coverage could be based on a fc.’nule do>iending on years of service 

This wl help retain teacnors bayond 8 year mnlmum 
o EtigiMty for full retirement (20 years) should mesa one eligible tor full medical benefits

K ey Implications
Rewarding long-semce employees supports career employment 

o employees m same tier with dtfemg years of service could potentiaty have ditennt levels of medical coverage
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M g *  El
jB |  10

Employer Survey -  TRS Importance

10. Medical Coverage and Medicare |§ «

The  S ystem  s. ,ou ld p rov id e  m edica l co ve rage  to  a ll The S ys tem  sh o u ld  p rov ide  m ed ica l covo rage  on ly  » j
re tirees regard less  o f  M ed ica re  e lig ib ility  those  re tirees w l t f . a cce ss  to  M ed tea .v  c o v e r jg o

Kay Comments
o  Not being abie to see into tho future to determine wbat i.tedicare nil look like, it would seem xresponsible to not 

provide retirees with some sense of comfort in a predictable benefit
& MeJical coverage should supplement Medicare up to a maximum amount based on a formula deto/mnod by number 

of years of service
o  Medicare should not be a factor
K ey Implications
o Limiting coverage would decrease System costs over time
■» Without retiree medical coverage before Medicare, members would bo more ncltnoC to i / i r *  untl Medicare ebgrble
o  if medical coverage Is nol offered by the System to pre-medicare retrees, access tc heetr coverage wit be 

significantly reduced
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Employer Survey -  TRS
11. Medical CoveraneV

Imcedancfi

T he S ystem  shou ld  o tte r the  sam e  m edica l coverage 
to  active  an d  retiree m em bers

The System  shou ld  n o t  o tte r  the sam e m edica l coverage 
V> ac tive  and  retired m em bers

i J i g K  — B  M  , I C T

X ay  C om m en ts
=> Provide doner amnnt o' medical lor retirees. It merfcai coverage fa active employees provide11 better coverage, gr -  

reb ec* option to make co-pay
Those who are ruthederr, mss able to povido coverage

o  This a a composfe o'ms,,y employers kfdicel benefits are a ncjrrtatod Com at the bargaining tede

Kay Implications
•» Potential cost M ings by providing lesser r.adlcal coverage for retired rwmoers

»  Different uencht levels lor active end retired members may lead o communication and percehol utf.ky chaftungcs.
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Employer Survey -  TRS
12. Retiring Age

importance

■ i .

W e  w a nt to  b e  ab le  to  encourage 
re tirem ent a t a p a riicc 'a r age  range

High I M  Low

W e  d o r t  ca re  w hen peo p le  retire

m .

K e y  C om m en ts
»  Employees pmductrv*y and l o  itri’vition are not subject to eqe so mandatey reih e.' ,art at a curtail, egs may nut be 

beneficial
e  Tl-av yeeis of service should detvmire benefits, rot then age TTo Icv pliols: allowing shod service and full benefits 

ihould be cryseu.
»  20 and out needs to be changed If anyone should bo 20 and out H should be ,aw enfcvcement.

K ay  Im p lic a t io n ,
*  By encouraging reU ament at a particular nge. the System m jy mo the risk of losing oroductive members too soon 

Minor jnptxxiuciive members "hanging on" tor long
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j  la Employer Survey -  TRS
15 Retiring after Years of Service

W e  w a n t to  be ab le  to  enco u ra g e  re tirem ent 
a fte r a particu la r num ber o f  vearc  rrt se rv ice

W e don 't ca m  w h en  peop le  retire

H .

Key Comments
<» increasing me number o ' years ol servtct required, when age is net a .'actor. wmA) reduce the cos. to me reteement 

system
o  White high salary people are a Budget concern, thee experience and 01 peruse a a ‘.remendcM plus tor a email 

organisation
o ?n yearn, at least SC ye us m ago
Key Im plications ____________________________________________________________________________________________________________________________
o By encouraging retirement at a particular number ol yea a ol service, the Systen, may run the r fw  ol losing productive 

members too soon and/or unproductive memt ers Tranyng on’ loo long
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Employer Survey -  TRS
14. Early Retirement
X

[mporj-ose

i s .
W e ‘v a n t to be a b le  to  enco u ra ge  earty  re tirem en t 
w itfi ad  hoc enh anced  b e n e fits  th rough  the  olan

W e  don ’t  ca re  about encourag ing  earty 
re tirem ent, o r  w ill han d le  it th rough  o the r m ethods

> m M
m . t M  H i m t ,

Key Comments
o  Rip and severance plan:* which offer earty retienent have been si town to have a detrimental financial effect on the 

retirement system
> Given NEAJumon's Imped on teaching force per sen.ority. this is needed to bong m new blood to the organization 

^  In times o' fuianwi stress this will allow tr to be more creative

K6y I m p l i c a t i o n s ____________________________________________________________________________________________________________________________
o Bang eUe to provide ad hoc enhanced retirement benefits gives the System and Individua1 employers an additional 

tool to incnage me workforce
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E m p l o y e r  S u r v e y  -  T R S
1 5 .  R e t i r e m e n t  I n c o m e

Importance
I n .

'  Ve w a n t to  prov ide  em p lo yees w ith  a spec ific  am ount of 
re tirem en t incom e they  can co u n t on a t retirem ent

W e  w ill co i .tribu te to o u r em p loyees re tirem ent, 
bu t each  em p lo yee  shou ld  be entire ly 

respons ib le  fo r m anag ing  the ir re tirem ent

K e y  C om m en tf-
o  A kihned contribution ptsn would be men predictable. In terms ol costs to the retiremaii system and less expansive 

then e defined benefit plan
<9 Shyuk)no;boacmp shoot’
■» Some liexiblity on this might be useful.

K e y  Im p lic a t io n s
a By not providinq members wtth a specific amount ol retirement ncome. members may not bo pjvmg enough or takvg 

the appropriate rosponslbilty to ensure a comfortable retirement.
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Employer Survey -  TRS a u e m
16. Investment Risk Responsibility i t

Mtgh Med Low

E m ployees shou ld assum e inves tm ent 'is k  E m p loyer shou ld assum e  inves tm ent nsk

1 2  3 4 5 e 7 8 9

K e y  C om m en ts
o  Employees should assume responsibility However employers may want to limit investment options to mtnimiio risk.

Our employees neither have the trie nor the investment ski/s to manage a retrement portfolio
o  Def ned contnbution plans arc bac public poHr/ Employer should provtdo access to a pre-tax dollar investment 

program, but a stob/o rot lament income must be m place

K e y  Im p lic a t io n s
o  Soaring the investment nsk exposes the System to cost increases and volatility, but can also ohen achieve higher 

returns then an individual due to a longer time horticn and professional management.
■9 Members can oilon invest too cm iservatively or ho aggressiv Vy lor heir given situation u id need’. __________

Mc'cer Human Resource Consulting Siide 88

F’a g e  5 5



E m p l o y e r  S u r v e y  -  T R S
1 7 .  I n f la t io n  R i s k  R e s p o n s i b i l i t y

Im oo rlan co

■  i .

E m ployees shou ld  assum e 
pre -re tirem ent in fla tion  risk

Htali M«d Lm
E m r'p ye rs  sh t ; ld  ad just 

bene fits  lo r  o re - re fu m e n t in fla tion

c ° "
, m

K ey Comments
o  Employers should ad, isl benefit tor pre-relremsnt mttaton 
o  TTis should lag by a tot* years

Key Implications
o  Vak-eot benefits tot members who lemmata print lo retirement can erode over lime from mfiaUon 
o  Pmvtdmg pre-retfement Inflationary protection is a cost to the System 
o  The final average pay plan design provides some automalr: pre-retirement mflation protection
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Employer Survey -  TRS
18. Inflation Risk Responsibility

Importance 

1  ■  _

Em ployees shou ld  assum e 
post-re tirem ent in fla tion  risk

w a  .

U d  Low

E m ptoyu is  shou ld  t  d ju s t benefits 
lo ; poM-retire.TKjot Inflation

8 BSBti1 m . m  m m

Key Com m ents
o  Employees should assume more risk for post-relremont Inflation 
o This should leg by a few years

Key Implications
o  Pm aiding post-retirement inflationary protection would ensure that the value of member's benefits at retirement 

cor Unue to remain as valuable throughout their lifetime
o  ProvkUng post-retirement inflationary protection is a cost to the System
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E m p l o y e r  S u r v e y  -  T R S
1 9 .  L o n g e v i t y  R i s k  R e s p o n s i b i l i t y

Lmpprtanw

Employees should assume longevity risk Employers should assume longevity risk

(■ M  ■" .1

Key Comments
o  Employers can no longer afford to assume aM tvti*e cost ncreases 
<9 Employees need to be on the bait In this area

Key Implications
■» Providing longevity protection is a cost to the Syr'om
=9 By assuming the longevity risk, the System could oredict and manage It more accurately tor the entire group than any 

employee codd do Individually
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Employer Survey -  TRS
20. Savings

Importance

The re tire m en t p rogram  sh o u ld  heavily 
e nco ura ge  sa v in g s  in the p lan

H I -
The p rog ram  shou ld perm it 

bu t no t pusn sav ings

Key Comments
■9 Employees need to assume mom responsibility tor their retirement Programs should bo structured to educate and 

encourage employees to save tor retire.vent
<9 Employees should be allowed to contribute and enhance their retirement security
■9 Savings m one plan should encourage long careers

Key Implications
Without strongly encoumgmg members to contribute to their retirement, many wtt nol have adequate funds to retire 
comfortably
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m .
Em ployees shou ld  sha re  In 
the  cost o f m ed ica l coverage

E m p l o y e r  S u r v e y  -  T R S
2 1 .  C o s t  o f  M e d i c a l  C o v e r a g e I -

M\,h U

Em p loye r shou ld  issu rne  the 
co s t o l p rov id ing  m euica l coverage

1 2 3 4 S e T 0 9
Key Comments l
a Employ*/* can no long*/ attont to pay the antirv amount to/ madrcat insurance Employ**! should soar* n  th» cost
•a Toacberiadministrator salary doc not rehecl "high wages 'hence this benats should be provided
<» Employees share n the cost ot medKal coverage and retirement benefits through ther active career contributions 

They also contribute via co-pays, deductibles and Medicare Port R premiums

Key Implications
■» Members sharing m the cost ol medical coverage would provide cost savings to the System over time. 
o  Would be a significant shitt Irom current design ana increase financial burden on retirees
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E>J e l l  22.
Employer Survey -  TRS
22. Cost of Medical Coverage

Importance

l l
Em ployees shou ld  assum e  responsib ility  
fo r m edica l co s t increases

High Med Low

E m p loye r shou ld  assum e  responsib ility  
fo r m ed ica l cost Increases 

o

Key Comments
The retirement system should be responsible for the management of the modical coverage whHe the retiree should be 
responsible for cost increases

** Both should assume cost responslbities It's not either or

Key Implications
o  Members assumng the responsibly for medical cost increases would provide cost savings to the System over time. 
& Would be a shit from current design and ncroase financial burden on retrees
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Employer Survey -  TRS
23. Access to Contributions

E m ployees shook) have access  to as  m uch  o f the ir 
ow n re tirem en t con tnbu tio ns  as  lega lly  possib le

K ey Comments
o  SmeM portion should be evniabi ' for 'emergency only'srluetion 
o Access should certainly be very limited 
o  Only with benefit ol understanding the consequences

K ey Im p lica tio n s __________________________________________________________________

Importance

■ i ~
High W*d LM

Em ployees shou ld  h ave  no access 
to p lan asse ts  un til re tirem ent

o Members may spend retirement Income during working lifetime and as a result may be unable to retire 
o  The cepebtty louse retirement plans lor preretirement needs such es a home purchase can be a valuable benefit
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E tEmployer Survey -  TRS
24. Understandabilitv ■  I .

U nders tandab ility  is the p rim a ry  conce rn  W e 'll sacrifice  understandab ility  if  necessary to
ach ieve o u r w o rkforce and bene fit ob jectives

■  e

. - H
1 2 3 4 S

[_■_____t
0 7 0 9

K ey Comments
& Employers need to provide good communication and seminars to explain plans, but the plan must be structured so It is 

simple enough for the majority ol people to understand
o  Let IndMduals who want complexity and floxtbiSy do soon their own apart from this.

It is thetr rasponsibiity to understand it
College should teach Ml

K ey Implications
o  Generally a more complex formula can meet a wider variety of specific objectives 
o  Members may perceive more value in a retirement plan that a more understandable

Mercer Human Resource Consulting S l i d e  9 6
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A  Ev
m m

Employer Survey -  TRS
25. Tangible and Relevant Plan

lamdma

All em p loyees sh o u ld  find the  
p lan tang ib le  an d  re levant

t rs  O K  if  the p lan  is  tang ib le  and 
re levan t m am ty 'o  o lde r em p lo yees

Key Comment*
o All employees should understand and vatu* the retirement plan 
o  Recruiting tool

Key Implications
•» Members may perceive more rnlue m a retirement plan hat is tangible and relevant
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Employer Survey -  TRS
26. Predictability and Stability

imcsaar&g

I I
U«d Loo

W e w a nt m ax im um  pred ic tab ility  
and stab ility  o f con tnbu tio ns  

12 10

W e're  w illing  to  accep t vo la tility  
a s  pa n  o f o u r asse t s tra tegy

1 2 3 4 5 0 7 8 9

K ey Comments
For budgeting purposes, employers need a high dogree ot predictability

o  Unti schools are adequately funded. predrctebtty and stablsy are very'mprvtant. It adequate-funding a over 
established. volatMy can be more easily handled

o Cant swmg m e major way m e short period 5% is too mucb ol a swing i-mtsdoablo

Key Implications
>» VoraUrty is the result ol a higher vis* asset strategy with higher potential rewards
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J & B  E rE m p l o y e r  S u r v e y  -  T R S
2 7 .  C h a n g e  in  C o s t

impgfte.nce

A ggregate  re tirem ent contributions 
shou ld  be  less than  they are  now M arg ina l co s t increases are  

app rop ria te  In m eet o th e r des ign  goa ls

1 2 3 4 S e 7 0 •

K e y  C om m en ts
•» Enployaes contribution mras may need lo increase"
o  We understand mat coats am increasing Want to keep plans compebtlve wfile keeping plan costs reasonable 

>» We have to contain costs on everyone loaos. 
a Costs need to be iuttkiont to do the lob

K e y  Im p lic a t io n s
■a Lowering contributions wrtt result in generally tower level d benefits lor retirees

System benefits may or may not be competntve agenst peer group it benefits are decreased
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M f l
Employer Survey -  TRS
29. Most Important Questions

1 2 3 4  5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22  23 2 4  25  26 27  28
(Responses are weighted)

The four most important questions with preferred spectrum comment
• Question # 7: 'T he retirement program should provide medical coverage"
• Question #26: "We want maximum predictability and stability of contributions"
• Question # 1: "Plan should favor long-service employees"
• Question #6: (The  responses did not ind ica te  a s ig n ifican t d iffe rence  betw een the tw o)

"The System should provide medical coverage to terminated vested members'
• "The System should not provide medical coverage to terminated vested m ambers"
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DRAFT

OUTLINE OF MAJOR POINTS FOR TESTIMONY 

BEFORE ALASKA LEGISLATURE, MARCH 29-31, 2305
Richard J. Solie, TRS Board Member

— My name is Richard Solie, Sr I am retired from the University of Alaska 
where I was a Professor o f  Economics, Head o f  the Department o f Economics, 
and Acting Dean o f  the School o f  M anagement I also ran my own economic 
consulting firm for a num b": o f  years.

I am a member o f  the TRS Board, having been appointed by Governor 
Murkowski in the sum m er o f  2003 and re-appointed to a new term in January 
o f  2004. As a member o f  the TRS Board I served as one o f  four members on 
the Tier Com m ittee which was charged with developing a proposal or 
proposals for a new retirement plan for both TRS and PERS.

After review o f several o f  the major bills being considered by th e  House and 
Senate, I have a n jm ber o f  observations that i would like to  m a k e . I will deal 
with these under several different categories, and I will approach them in 
order o f my perception o f  their importance That way, if I run out of time, I’ll 
at least have been able to  discuss what to me are the most important issues

I .  M E M B E R  C O N T R IB U T IO N S :

A Equal sh a rin g  of “ N orm al C ost” :

I I, personally, agree philosophically with this approach, and, as a 
m atter o f  fact, the Tier Com m ittee’s recommendation for both 
Alternatives l and 2 included employee contributions which were 
at least as high as the employer contributions! (TRS: Employer -  
8 75%, Em ployee -- 10.0%, PERS - Both pay 8.0%).

2. I even agree philosophically with equal sharing o f “Normal Cost” 
for em ployees covered under existing tiers, however I am 
concerned that the 5%/year p c  oible increase is a very stiff increase 
for an individual employee. 1 hat probably wouldn’t come into 
play, however, if  the equal sharing was limited to “Normal Cost”;
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3. 1 might note that the em ployee survey conducted by the Division 
o f Retirement at the request o f  the Tier Committee indicated a 
willingness on the part o f  some o f  the employees to make higher 
contributions if  the DB plan could be retained in a future tier; and 
there w as wide-spread feeling am ong employers that employees 
should pay a larger share o f  benefit costs than they presently do;

4. I am concerned about the response o f the judiciary if  this is applied 
to existing tiers, and this is one o f  the reasons that the Tier 
Comm ittee didn’t consider this alternative;

5. I also question whether the contributions should be the same for all 
existing tiers:

-- “Normal Cost” for TRS Tier II in FY06 is 20.36% versus a 
22.97%  combined rate for Tiers I &  II (p. 8, slide 15, November 
19, 2004 Presentation to PTRS and TRS Boards).

- “Normal Cost” for PERS Tier III is 17.55% versus 20 05% for 
Tiers I, II and III combined (slide 14)

B Equal sh a rin g  o f con tribu tions fo r “ Past U nfunded L iabilities” .

I . For members o f a new tier, there would, o f  course, be no 
unfunded liabilities so presumably it isn’t the intent o f  the 
legislature to charge them for the unfunded liabilities o f  existing 
tiers,

2 For current TRS/PERS members I am strongly opposed to such a 
policy for several reasons

a. The majority o f  the past funded-liabilities are associated 
with retirees rather than with current actives;

b Bob Reynolds with M ercer estimated the allocation o f 
unfunded liabilities to be approximately:

— TRS -2 7 .8 %  active participants, 68.5% for retirees and 
beneficiaries, 3.2%  for terminated vested individuals and
0.5% for “others” (thus 72.2%  fo r non-actives),

— PERS -  33.2%  actives, 11.7% terminated vested, 54.7% 
retirees and dependents, and 0.4% “other” (66.8%  for non­
actives)
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c. Furthermore, you would get a similar disparity even 
among the actives since a newly hired employee would 
have essentiall) no unfunded liability related to his future 
benefits whereas a long-term employee who was nearing 
retirement would have a great deal.

d The result would be that existing members would be 
required to pay additional contributions that would be 
grossly out o f  line with the future benefits they could be 
expected to receive

II IN T R O D U C T IO N  O F  A  1 0 0 %  D C  P L A N  R E P L A C E  

T H E  E X IS T IN G  D B  P L A N

A First o f  all, let me say that I am not opposed to the general concept o f  DC 
plans or o f privatized retirement plans I strongly believe in individual 
responsibility and in the advantages o f  personal ownership o f  private 
equities;

B I am :ure that all o f  you are aware that, although the Tier Committee did 
forward to the full boards an Alternative 2 which was 100% DC, the 
committee was unanimous in opposing its adoption;

C. I personally pressed for a hybrid plan that included both a 1% DB and a 
DC component Although some o f  the com mittee members undoubtedly 
had misgivings about it, there was a clear recognition o f  the serious 
problem facing the State o f  Alaska with respect to the retirement plans, 
and consequently the Tier Committee voted unanimously to support the 
hybrid plan,

D There are several reasons for the com m ittee’s and my personal opposition 
to a 100% DC plan:

I A key factor is that in Alaska m ost o f th e  teachers in this state  
are  n o t covered by Social Security Thus, they lack the floor o f  
retirement benefits that is available to private sector employees 
and to  public cector employees in most other states The 1% DB 
plan that the Tier Committee proposed would provide such a 
floor.

2. The em ployer surveys that were conducted showed strong 
support for a sharing o f the risks o f  the retirement plan, not a 
com olete shifting o f  the risk to the empioyees,
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3. The vast majority o f  other public em ploym ent plans are 100% 
DB plans; a much smaller number are hybrid plans with both DB 
and DC components; and some include an optional DC plan 
Only a handftrl are 100% mandatory DC, and this could be a 
significant factor in com peting for em ployees,

4. I am sure you have been exposed to the studies showing 
significantly low er rates o f  return on individually managed 
versus pooled accounts and also the problem with some 
em ployees utilizing their retirement funds for purposes other 
than retirement As a consequence, I w on’t discuss those issues

5. Individual investors face risk that is significantly greater than 
that for a pooled investment plan for several reasons:

a. The volatility o f  the markets is such that there is a
significant possibility that an individual’s planned 
retirement will coincide with a down market And, while 
there might be some possibility for a postponement o f  the 
planned retirem ent, I would call attention to the fact that 
the U.S. stock markets generally reached their previous 
highs in March o f  2000 and five years later the S&P 500, 
for example, is still approxim ately 25%  below the March o f  
2000 peak

b The pooled funds, o f course, are subject to similar
volatility, but in any given year only a small fraction o f the 
members are planning to  retire, and as a consequence the 
pooled funds have a much longer time horizon in which to 
recover from those downturns

c. W hen it comes to actual retirement, the longevity
fac to r is very significant for the individual retiree, but it is 
largely limited by the pooling that results with a large fund 
(By this I mean that for an individual, the number o f  
additional years that he/she will live after retirement is very 
uncertain. Thus, there is a significant risk o f  outliving 
one’s retirement funds. For a large group, in contrast, the 
average risk is minimal because o f  the large numbers o f 
individuals involved. This, o f  course, is what creates the 
opportunity for life insurance.)
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d. The suggestion could be made that when the
individual retires, he/she could buy a whole-life annuity 
which would shift the risk to an insurance company. The 
problem with this is that annuities are very much a function 
o f  interest rates at the tim e they arc written, and 
consequently a period o f  low interest rates would result in a 
much smaller annuity for an individual retiree. Aga..., the 
pooled retirement fund is able to take a much longer view 
o f  interest rates

6 Largely as a result o f issues such as these, the State o f  Nebraska, 
recently switched from the DC plan that it had maintained for 25 
years to a Defined Benefit plan

7. In most states where employees have been given the option to 
choose between a DC and a DB plan, the overwhelming majority 
have chosen the DB option. In Florida, for example, only 3% of 
the employees chose the DC alternative, and in Ohio only 7,367 
o f  almost 300,000 employees chose the DC plan (Source 
Public Pension Action News, Spring 2003 .)

•  This, 1 tH ieve, is a strong indicator o f  the negative impact 
that a 100% DC plan would have on our competitiveness in 
attracting and retaining teachers and other public employees 
in the future

8 I am aware that there is a movement in some states to replace 
their DB plans with either hybrid plans or, in some cases, with 
100% DC plans. Given the problems already facing the State in 
attracting and retaining employees, I am not sure that it is wise for 
Alaska to get into the lead on this movement.

Ill R E  C O N S T IT U T IO N  O F  A N D /O R  E L I M I N A T I O N  O F  T H E  

E X IS T IN G  B O A R D S

A. In my opinion, the proposed increase in professionalism would be 
positive, although I have been impressed with the expertise and experience 
already existent on the Boards

B I am concerned about the lack of assu red  representation o f  TRS/PERS 
members in some o f  the bills -  after all, the monies in the funds are held in 
trust for the members, the members have made major contributions into the 
funds, and the funds represent the major (and in some cases the total) basis for 
their future retirement.
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•  Further, even if  there is assured member representation, there is a 
question as to whether public or member’s representatives should 
hold the majority (I would personally favor the members' 
representatives being in the majority.).

C. Role o f  PERS/TRS Boards in appeals:

- Hearing Officer would probably be more efficient if efficiency is 
measured only by the hearing itself But, because the boards act as a jury 
o f  peers in essence, I believe the board approach reduces the nsk o f  further 
litigation and gives the beneficiaries a greater sense that their case has 
been truly heard.

-  I was a member o f  the National Panel o f  Arbitrators o f AAA for a 
number o f  years, and I feel that that system (which in a majority o f  the
cases relies on a single arbitrator) works well

• There is a major distinction between that system and the one 
envisioned here, however. The arbitrator is jointly selected by the 
parties and thus there is basis for trust and confidence on both sides 
o f  the issue being appealed

•  In this instance, I am afraid that the fact that the Hearing Officers 
would be administratively appointed would engender potential
distrust on the part o f  the appellants;

D Some o f  the functions envisioned for a “Super Board”, while probably 
w r 1' within their capabilities, would add significant and potentially time- 
consuming duties to the already heavy responsibility o f overseeing investment 
o f  the funds.

E. I am sure some o f  my colleagues have discussed the loss that a “Super 
Board” might engender in some o f the inputs currently realized from the 
existing TRS/PERS boards (e g , recommendations for health plan cost 
savings from the Health Sub-committee) so I won’t go into that.
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IV  P R O P O S E D  C H A N G E S  IN  T H E  H E A L T H  P L A N

A. As you are all aware, the health plans have been a m a jo r  c o n trib u to r  to 
the unfunded liability for the Alaska TRS and PERS. Further, unlike the 
impact o f  the downturn in the securities markets— which will probably 
even out over time— there is really no end in sight for the health plan 
problems. As a consequence, the Tier Committee (and a majority o f  the 
TRS/PERS Boards) considered it to be absolutely essential th r! the 
administration and/or the legislature make significant changes in the 
current plan. Such changes should be designed to reduce both plan costs 
and future risk.

B The Tier Com m ittee’s proposal included several m ajor changes for 
employees under a new tier:

1. Participation in the health plan would require retirement directly 
from employment.

2. The plan would be redesigned to include true deductibles and co­
pays for Medicare eligible retirees. This is not true under the 
existing plan, and the  s itu a tio n  th a t exists a t p resen t provides 
essentially no incentive fo r such retirees to  m on ito r an  J  
ra tio n  th e ir  health  care  usage and  costs

3. The plan would provide for significant health plan premium 
paym ents by the retirees tied to the length o f  the em ployee’s 
service and to whether they were taking early or normal 
retirement.

a. Access only to coverage with full premiums paid by the 
retiree would apply during early retirement;

b. A DC type o f  employer subsidy for premium payments would 
be provided during normal retirement and up to Medicare 
eligibility;

c. Employees would pay a percentage o f  actual plan costs upon 
reaching M edicare eligibility with the percentage varying in 
accordance with the em ployee’s years o f  service.
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4 As a means o f  assisting retirees with the payment o f  the larger 
deductibles and co-pays as well as the retiree premium payments, 
an Em ployer paid for Health Savings Account would be 
provided. At the same time that this would assist retirees in 
paying the larger share o f  health plan costs it, along w ith  the 
h ig h e r deductibles an d  co-pays, w ould provide the re tiree  
w ith  a s tro n g  incentive to assist in controlling health  care  
expenses.

C. I am aware that Senate Bill 141 appears to  provide similar changes to 
those outlined above for retirees who have reached Medicare eligibility. I 
am also aware o f  the HSA provisions in most, if  not all o f  the various 
legislative bills. I am concerned, however, about several provisions:

1. For retirees from age 60-M edicare eligibility there is no subsidy 
(other than what might provided by the HSA). I am somewhat 
disappointed in this since I believe that the Tier Com m ittee’s age 
60-M edicare eligibility subsidy would have involved essentially 
no risk to  the employer (The subsidies are fixed in initial amount 
and in teim s o f  future increases, and they would be readily 
calculable.) and the cost would have been relatively low.

2. The HSA contributions are capped at $500 per year. There is 
concern that this would produce an inadequate fund to assist in 
the retiree’s uncovered health care expenses.

V E L I M I N A T I O N  O F  T H E  1 0 %  C O L A

-- As you are aware, the Tier Comm ittee recommended elimination o f  the 
10% COLA fo r th e  new tier

• Our reason for eliminating COLA for the new tier was our 
recognition o f  the current court action challenging the application 
o f  the existing COLA and seeking to apply it to retirees living 
outside the State in areas which have living costs equal to or 
greater than those in Alaska,

• We did ff el, however, that the COLA (unless the legal challenge is 
successful) does serve a public purpose by encouraging retirees to 
remain in Alaska.

Solie Legislative Testimony Page 8 3/29/2005



VI A D D ITIO N A L P O T E N T IA L  C H A N G ES A PPA R E N T L Y  NOT 
C O N T E M PL A T E D  IN C U R R E N T  L E G IS L A T IO N

A Although the Tier Comm ittee did not formally recommend it, there was 
considerable discussion about proposing the elimination o f  SBS. This 
could mean many millions o f  dollars in savings to the State and other 
employers which could be used to help fund the existing retirement 
programs as well as the benefits o f a new tier

1. In considering this, the Tier Comm ittee was aware that, although 
the State and University of Alaska are covered by SBS, a number 
o f  the political subdivisions are not. Thus, eliminating SBS wou'd 
also be a means o f  rationalizing the statewide retirement benefits 
structure.

2. The specific reason that this was not proposed by the Tier 
Com m ittee was a caution by the Boards’ legal counsel that the 
courts might view SBS as a contractual obligation paid in return 
for the agreem ent to opt out o f  Social Security.

3. The legislature, however, is in a position to get a thorough review 
o f the legal issues involved in such a change, and if  the 
determ ination is that it would pass judicial scrutiny, I (and I 
beiieve I spe ak for the majority if  not all o f  the Tier Committee 
and also for several o f  the other Board members) wouid 
recommend that this be given consideration for a future tier.

B. As you are aware, the Tier Committee recommended the adoption o f a 
‘ career average” base salary (adjusted for changes in the Alaska CPI) 
under the new tier in contrast to the “High Three Y ears’ Salary” that is the 
basis for pension calculations at present

1. This, o f  course, is irrelevant if the legislature adopts a 100% DC 
plan, but if  a hybrid plan is approved, it could be very important

2 A career average salary would eliminate many o f  the so-called 
“abuses” o f  the system under which various actions are taken to 
build up the  final thr ee years o f  salary

3. A career average base would allow such things as inclusion o f 
overtim e pay, bonuses, etc. without distorting the benefits and 
creating unfunded liability as currently occurs when such 
elements are added in the final three years. Allowing them to be 
included, however, would give employers maximum flexibility 
in using these as toois for managing their workforce.
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3/24/05

T hark  you for addressing the PERS/TRS $5 billion problem.

My name is Larry Semmens, I am a CPA and Finance Director for the City of Kenai. I 
have attended most of the PERS meetings the last 18 months or so, including 3/22/05.

From and employers standpoint, the recent jum p in the unfunded actuarial liability and 
the resulting rate increases are difficult to absorb, so I believe changes do need to be 
made.

Predictability o f cost and local control are best provided with a defined contribution plan, 
so I support ? new tier which is a DC plan. Recruitment issues are real, but can be dealt 
with locally with either salary, work conditions, or even supplemental retirement plans 
like the Slate’s SBS plan.

Although the PERS/TRS boards have some culpability in the current situation, 1 honestly 
believe it is limited Consider that the actuary is the expert and the Boards practically 
have to believe what they are told. Until 2002, the actuary told the boards that the.funds 
were fully funded and the rate needed to support the system was 6.77%. The next year 
the board had to be as shocked as everyone else when the actuary told them the fund is 
now about 75% funded and the rate needed is 25%. Did the board have anything to do 
with that change?

I do not believe that changing the make-up of the board to more of a disinterested board 
will necessarily help. The key attribute of a PERS/TRS member in my opinion is 
understanding what a pension plan is, how it works and where the risks are. The change 
in board structure that I would like lo see is employer representation.

If 1 can be of service please contact me.

House State Affairs Committee

FERS/TRS legislation

lsemniens@ci. kenai. ak. us



D R A F T  S e c t i o n a l  A n a l y s i s  f o r  C S H B  2 3 8

Sec. 1. Establishes applicability of the subsequent sections to teachers hired before July
1,2005.

Sec. 2. Establishes an effective date for an increase in the contribution percentage for 
existing em ployees as outlined in the following sections.

Sec. 3. Establishes the m anner in which the member contribution rate is calculated: the 
greater of 8.65% or Vi the normal cost rate. However, the m em ber contribution rate may 
not increase by more than Vi a percent annually.

Sec. 4 Establishes the em ployer contribution amount as a percentage approved by the 
board applied to the sum of all em ployee’s base salaries plus adjustments.

Sec. 5. Requires that the member and em ployer contribution rates when addec not be 
less fhan the actuarially com puted amount necessary to fully fund future liabilities of 
members (normal cost rate).

Sec. 6. States that an ad hoc post pension retirement adjustm ent (an increase in the 
pension benefits due to an increase in the cost of living) may not be issued until the 
retirement system is 100% funded. (1988).

Sec. 7. States that an ad hoc post pension retirement adjustment (an increase in the 
pension benefits due to an increase in the cost of living) may not be issued until the 
retirement system is 100% funded. (1990).

Sec. 8. Defines “fund” as the assets of the defined benefb retirement plan for the 
purposes o f this section.

Sec. 9. Defines “system ” as the Teachers’ Retirement System of Alaska.

Sec. 10. Specifies the statues relating to defined benefit plan members.

Sec. 11.

Sec. 14.25.31 Q. Specifies that the previous sections only apply to teachers first hired on 
or betore July 1, 2005, and defines “first hired” as the first day of employment.

Sec. 14.25.320. Establishes a Defined Contribution Plan in compliance with federal 
regulations.

Sec. 14.25.330. States that the purpose of the legislation is to encourage qualified 
teachers to enter and remain in the State



Sec. 14.25.340. Establishes the member contribution rate for TRS em ployees as 11 % to 
be deducted from their salary at the end o f each pay roll period and to be credited to their 
account. The contribution will be calculated from the members base salary, excluding 
cost of living differentials, bonuses, per diems, expense allowances, etc.

Sec. 14.25.350. Establishes an em ployer contribution rate of 11% of the m em ber’s base 
salary. Distributes the em ployer contribution in the following manner: 5.75% to the 
m em ber’s contribution account, 3.75% to the m em ber’s medical plan, and 1.5% to the 
m em ber’s Health Reimbursement Account.

Sec. 14.25.360. Gives 15 days from the close o f pay roll for m em ber and em ployee 
contributions to be transferred to the m em ber’s retirement fund. Establishes 
consequences for non-transmittal.

Sec. 1-4.25.370. Establishes immediate vesting of a member in both the em ployer and 
employee contributions.

Sec. 14.25.380. Tasks the Alaska State Pension Investment Board with providing a range 
of investment options for members and exercising control over those options.

Establishes that if the account has been divided under a qualified domestic relations 
order, each individual exercises control over his or her account.

Sec. 14.25.390. Establishes requirements for the distribution o f a m em ber’s account. A 
former member, or their beneficiary if the member is deceased, may chose between the 
following distribution options: a lump sum, a direct rollover of the lump sum into another 
qualified plan, periodic distributions, or no distribution until the member elects to do so.
If a former m em ber’s account balance is less than $5,000 that amount is automatically 
distributed unless the form er member submits a written statement within 120 days of 
termination requesting that the balance remain in the plan.

Sec. 14.25,400, Acknowledges the refund of members upon termination when a 
qualified domestic relations order applies.

Sec. 13.25.410. Establishes rights of participants if married or under a qualified domestic 
relations order upon termination of member.

Sec. 14.25.420. Aiiows a member to roll over funds from a previous qualified plan upon 
hire or into another qualified plan upon teiminalion. Establishes that rollover 
contributions cannot count as service towards medical eligibility. Defines qualified plans 
f ligiule for rollover.

Sec. 14.25.430. Establishes distribution requirements for the interest of a m em ber’s 
account in the event 'hat member dies, that memr er’s dependents die, or no one claim.- 
the distributions. Defines designated beneficiary and required beginning date.
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Sec. 14.25.440. Requires that each member designate a beneficiary and allows them to 
change that choice at any time except to the extent that a qualified domestic relations 
order applies. If a member fails to designate a beneficiary, at the time of the m em ber’s 
death the spouse if married to the member at some point during the m em ber’s 
employment automatically becomes the designated beneficiary. If there is no surviving 
snouse, the amount is distributed between the surviving children, if there are no surviving 
children to the surviving parents of those children. If none of the above, the account is 
distributed to the estate. Establishes a time limit on beneficiaries claiming benefits of 
120 days after the m em ber’s death.

Sec. 14.25.450. Establishes procedures for correcting an error in the calculation of 
benefi .. G ives the Alaska Teacher’s Retirement Board responsibility for taking action 
on such claims.

Sec. 14.25.460. Allows the board to wave an adjustment that would be deemed unfair for 
a variety o f reasons and provides a time period and process for appeals.

Sec. 14.25.470. Establishes requirements for eligibility of medical benefits. A member 
must retire directly from the system at any age with 30 years o f service or at normal 
retirement age with 10 years of service. Defines the normal retirement age as months less 
than the age set for M edicare eligibility.

Sec. 14.25.480. Establishes medical benefits to retirees as access to a major medical 
insurance plan and to the health reimbursement account. Establishes eligibility of 
members and any dependents for medical benefits. Outlines the eligibility of medical 
benefits for an early, normal, and Medicare eligible retiree.

Sec. 14.25.495. References the statutes that define the terms administrator, beneficiary, 
board, compensation, employer, fund, former participating member, fund, retirement 
fund, Internal Revenue Code, member, member contribution account, qualified domestic 
relation order, school year, teacher, and year of service. Defines terminated as a person 
no longer employed by an em ployer participating in the plan.

Sec. 12. Subjects an employee who whishes to transfer assets out of the system to a 
qualified domestic relations order and establishes relevant requirements.

Sec. 13. Allows the Department of Administration to obtain group insurance under the 
condition that it provides certain types of insurance, such as hospital expense, life, 
surgical, etc.

Requires members whenever possible to obtain drugs from a preferred drug list 
(formulary) established by the insurance provider. If the member opts for a non­
form ulary drug when the formulary version is available, they will pay the difference 
between the two.



Establishes the procedure for em ployers to participate in said group insurance policy.

Establishes the procedure for the Department of Administration to procure an insurance 
policy for members. Requires that the D epartm ent allow all eligible insurance carriers to 
bid and determine selection of carrier based on lowest bid amount to be reviewed at least 
once every 5 years.

Establishes that the level of benefits for persons over M edicare eligible age shall be the 
same as for persons under M edicare eligible age, however the cost o f post-M edicare 
eligible m em ber’s benefits will be supplem ented by any benefits provided under the 
federal old age, survivors, and disability insurance programs.

Allows a member to elect and pay for long-term care insurance for m em ber and 
depende is.

Sec. 14. Establishes a Health Reimbursement Account Plan for State o f Alaska Teachers 
and Public Employees and outlines eligibility.

Sec. 39.30.310. Establishes that a Health Reimbursement Account is created to 
reimburse members for qualified medical expenses. Establishes an effective date of July
1,2005.

Sec. 39.30.320. Establishes the attorney general of the State of Alaska as legal council 
for the adm inistrator of the plan.

Sec. 39.30.330. Establishes the com m issioner of adm inistration, or the com m issioner’s 
designee, as the adm inistrator of the plan.

Sec. 39.30.340. Establishes the powers and duties of the adm inistrator of the Health 
Reimbursement Account fund.

Sec, 39.30.350. Specifies that only em ployer contributions are permitted to the Health 
Reimbursement Account.

Sec. 39.30.360. Establishes the Alaska State Tension Investment Board as the fiduciary 
of the fund.

Sec.39.30.370. Establishes that when a person term inates em ployment before becoming 
eligible for medical benefits they forfeit any access to their Health Reimbursement 
Account. However, if a person is re-em ployed at a later date their account balance will 
be restored with interest attributed to it.

Establishes eligibility of member’s dependents for said group insurance policy.
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Sec. 39.30.380. Establishes that a member is eligible lo r the plan when they become 
eligible for medical benefits.

39.30.390. Establishes that if the participant elects major medical insurance the 
adm inistrator will pay the premium on behalf of that m em ber from their Heath 
Reimbursement Account. When the participant’s member acc ""int is exhausted, the 
participant is responsible for those payments.

If a participant dies befoie exhausting their account their surviving dependents are 
eligible to use the remaining balance. If any amount remains in the account after the 
death of the member and all remaining dependents, the balance reverts to the trust.

Sec. 39.30.400. Exempts contributions to the plan from taxes, however a m em ber’s right 
to receive benefits may be assigned under a qualified domestic relations order, a trust or a 
sim ilar qualifying legd  device.

Sec. 39.30.410. Gives the state the right to amend the plan at any time. Bars the 
adm inistrator from changing the plan in a manner to reduce the accrued benefits of any 
member. Allows the state to terminate the plan in whole or m part without any liability.
If this occurs, all investments remain in the account until all accounts have been 
distributed.

Requires any contribution made to the plan by an em ployer because of a mistake of fact 
to be returned to the employer.

Sec. 39.30.420. Requires that the fund not be used for any other purpose than the benefit 
of the participants. The assets of the plan may not be used to pay other plans of an 
employer.

Sec. 39.30.495. Refers to the definition of the following terms in statute: administrator, 
board, dependent child, employer, and qualified domestic relations order. Defines the 
terms fund, individual account, member, and participant.

Sec. 15.

Sec. 39.30.500. Establishes a past service cost offset account for employers and 
employees in a defined contribution plan.

Sec. 39.30.510, The purpose of the account is lo help employers pay their past service 
cost and will consist of legislative appropriations and investment returns

Sec. 39.30.520. Establishes the attorney general of the State as legal council for the 
account.

Sec.39.30.530. Establishes the com missioner of administration or the designee of the 
com missioner as adm inistrator of the account.



Sec. 39.30.540. Establishes the powers and duties of the administrator.

Sec.39.30.550. Establishes the Alaska Pension Investment Board as fiduciary of the 
fund.

Sec. 39.30.560. Requires the adm inistrator to pay into the teacher’s retirement fund on 
the em ployer’s behalf the em ployer’s past service cost for each m em ber in a defined 
contribution plan.

Sec. 39.30.570. Establishes that the adm inistrator shall pay into the fund on behalf of the 
em ployers the past service cost for each m em ber in a defined contribution plan.

Sec. 39.30.595. Defines the terms accrued liability, administrator, blended em ployer past 
service cost rate, member, past service cost, and past service cost rate.

Sec.39.35.005. Establishes applicability o f the following provisions only to members 
first hired before July 1, 2005.

Sec.39.35.010. Substitutes the term “plan” for “system” in existing defined benefit 
statues. Substitutes a specific statute reference for the term “this chapter” in existing 
statute referring to a defined benefit plan.

Sec. 39.35.158. Substitutes the term “plan” for “system ” in existing defined benefit 
statues.

Sec.19. Establishes the contribution rate for peace officers and fire fighters.

Sec. 20. Determ ines the em ployee contribution rate for a peace officer or fire fighter at 
the lesser o f 7.5%. 6.75%  or one-half the normal cost rate.

Sec. 21. Authorizes the board to set em ployer and member contributions.

Sec. 22. Determ ines that the member contribution rate plus the em ployer contribution 
rate may not be less than the normal cost rate.

Sec. 23. Exempts the University of Alaska as eligible for credible service under the 
teachers retirement plan.

Sec. 24. Establish ; em ployee groups eligible for credited service.

Sec. 25. Establishes an adm inistrative director o f Alaska C o u rt. ystem as eligible for the 
plan.

Sec.26. Establishes credited service requirements for teahcers



Section 27. Defines param eters under which a m em ber may claim credited service.

Section 28. Defines method o f calculation for public service benefits.

Sec. 29. Establishes that a member who claims credited service in a DC plan by transfer 
loses all rights to benefits under a defined contribution plan. Disqualifies public service 
benefits as counting towards years of service requirements.

Sec. 30. Allows a form er member to reinstate service when they have received a refund 
of contributions.

Sec. 31. Establishes that when a member retires from the plan and is later re-hired they 
will suspend collection of their retirement benefits and begin paying into the retirement 
plan again.

Sec. 32. Establishes elected officials as eligible for benefits under this plan.

Sec. 33. Lists the different types of eligible members that the plan will cover. Lists the 
different types of ineligible members the plan will not cover.

Sec. 34. Defines plan as the defined contribution retirement plan as established in this 
legislation.

Sec. 35. Sec. 39.25.'. 00. Applies the following to em ployees hired on or after July 1. 
2005.

Sec.39.35.710. Establishes a defined conti bulion plan in compliance with federal 
qualification requirements.

Sec. 39.35.720. States that the purpose of the legislation is to encourage qualified 
personnel to enter and remain in the state.

Sec. 39.35.730. Establishes the member contribution rate for Public Employee 
Retirement System em ployees at 10% to be deducted from their salary at the end of each 
pay roll penod and credited to their account.

The contribution will be calculated from the members base salary, excluding cost of 
living differentials, bonuses, per diems, expense allowances, etc.

Sec. 39.35.740. Establishes an em ployer contribution rate at 10% of the m em ber’s base 
salary. Distributee the em ployer contribution in the following manner: 5.5% to the 
members account, 3.5% to the m em ber’s medical plan, and 1% to the m em ber’s Health 
Reimbursement A ccouit.
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Sec. 39.35.750. Gives 15 days from the close of pay roll for m em ber and employee 
contributions to be tran sfe r jd  to the members retirement fund, .establishes repercussions 
for non-transmittal.

Sec. 39.35.760. Establishes that a member is immediately vested in both the em ployer 
and employee contributions.

Sec. 39.38.770. Tasks the Alaska State Pension Investment Board with providing a range 
o f investment options for members and exercising control over those options. If the 
account has been divided under a qualified domestic relations order, each individual 
exercises control over his or her account.

Sec. 39.35.780. Establishes requirements for the distribution o f a m em ber’s account. A 
former member , or their beneficiary if deceased, may chose between the following 
distribution options: a lump sum, a direct roll over of the lump sum into another qualified 
plan, periodic distributions, or no distribution until the m em ber elects to do so. If a 
former m em ber’s account balance is less than $5,000 that amount is automatically 
distrusted unless the former member submits a written statement within 120 days of 
termination requesting that the balance remain in the plan.

Sec. 39.35.790. Acknowledges the refund of members upon termination when a 
qualified domestic relations order applies.

Sec. 39.35.800. Establishes rights o f participants if married or under a qualified domestic 
relations order upon termination of member.

Sec. 39.35.810. Allows a member to roll over funds from a previous qualified plan upon 
hire or into another qualified plan upon termination. However, rollover contributions 
cannot count as service towards medical eligibility. Defines qualified plans eligible for 
rollover.

Sec. 38.35.820. Establishes distribution requirements foi the interest of a m em ber’s 
account in the event that member dies, that m em ber’s dependents die, or no one claims 
the distributions. Defines designated beneficiary and required beginning date.

Sec. 39.35.830. Requires that each member desigr.ate a beneficiary and allows them to 
change that choice at any time except to the extent that a qualified domestic relations 
order applies. If a member fails to designate a beneficiary, at the time of the m em ber’s 
death the spouse if married to the member at some point during the m em ber’s 
employment automatically becomes me designated beneficiary. If there is no surviving 
spouse, the amount is distributed between the surviving children, if there are no surviving 
children to the surviving parents of those children. If none of the above, the account is 
distributed to the estate. Establishes a time limit on beneficiaries claiming benefits of 
120 days after the m em ber’s death.



Sec. 39.35.840. Establishes procedures for correcting an error in the calculation of 
benefits. Gives the Alaska Teacher’s Retirement Board responsibility for taking action 
on such claims.

Sec. 39.35.850. Allows the board to wave an adjustment that would be deemed unfair for 
a variety of specified reasons and provides a time period and process for appeals.

Sec. 39.35.860. Establishes requirements for eligibility of medical benefits. A member 
must retire directly from the system at any age with 30 years of service or at normal 
letirem ent age with 10 years of service. Defines tiie normal retirement age as 60 months 
before Medicare eligible age.

Sec. 39.35.870. Establishes medical benefits to retirees as access to a major medical 
insurance plan and to a Health Reimbursement Account. Establishes eligibility of 
members and any dependents for medical benefits. Outlines the eligibility o f medical 
benefits for an early, normal, and Medicare eligible retiree.

Sec. 39.35.880. Establishes the Alaska State Pension Investment Board as fiduciary of 
the fund and determines their responsibilities and statutory limitations.

Sec. 39.35.884. Allows service credit to be obtained for military service.

Sec.39.35.888. Exempts member contributions from taxation or any kind o f anticipation, 
alienation, sale, transfer, assignment, pledge, encumbrance, or chare. However a 
m em ber’s right to receive oenefits may be assigned under a qualified domestic relations 
order or a trust or similar legal device.

An inactive member may directly transfer their account into a qualified retirement plan.

Sec. 39.35.890. If a former member has not filed for benefits or refund by the time they 
reach 75 or within 50 years o f the most recent active membership, benefits or refunds will 
be forfeited and the m em ber’s records destroyed.

Sec. 39.35.892. Establishes knowingly falsifying records o f this plan as a misdemeanor 
and defines knowingly.

See. 39.35.895. Defines the following ' /ms: active member, actuarial adjustment, 
administrator, beneficiary, board, calendar year, com pensations, employee contribution 
account, former member, fund, and inactive member.

Lists the different types of eligible members that the plan will cover. Lists the different 
types of ineligible members the plan will not cover. Lists the different types of 
employees the plan may cover.

Defines military service, peace officer, plan, public organization, and qualified domestic 
relations o-der.
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Recognizes the rights to an alternate payee to a m em ber’s benefits. Establishes those 
distribution requirements and the conditions of payment to the alternate payee.
Defines the terms: retired member, retirement, surviving spouse, and terminated.

Sec. 36. Repeals AS 39.35.680(39)

Sec. 37. Allows a Teachers Retirement System non-vested defined benefit tier member 
to transfer into a defined contribution plan. Thr present value o f the members account 
balance will be transferred to the defined contribution plan and the appropriate amount to 
cover payments towards medical benefits will be applied. Upon transfer, credit under the 
defined contribution plan is nullified, however the m em ber’s accrued years of service 
will count towards qualifying for medical eligibility in the defined contribution plan.

Establishes a 90-day window after the effective date o f this legislation for the member to 
transfer.

Gives the board the authority to establish regulations to regulate the transfer of 
employees.

Requires the em ployee’s election be stated in writing and ensures that the em ployje is 
fu i.j aware of the implications of their transfer.

If a member makes no election within the time period provided, they will remain in the 
defined benefit tier.

Defines the terms administrator, board, defined benefits retirement plan, defined 
contribution retrem ent plan. International Revenue Code, member, member contribution 
account, and qualified domestic relations order.

Sec. 38. Allows a Public Employees Retirement System non-vested defined benefit tier 
member transfer into a defined contribution plan. The present value of the m em ber’s 
account balance will be transferred to the defined contribution plan and the appropriate 
amount to cover payments towards medical benefits will be applied. Upon transfer credit 
under the defined contribution plan is nullified, however the m em ber’s accrued years of 
service will count towards qualifying for medical eligibility in the defined contribution 
plan.

Establishes a 90-day window after the effective date of this legislation the member has to 
transfer.

Gives the board the authority to establish regulations to regulate the transfer of 
employees.

Requires the em ployee’s election be stated in writing and ensures that the employee is 
fully aware of the implications of their transfer.



If a m em ber makes no election within the time period provided, they will remain in the 
defined benefit tier.

Defines the terms administrator, board, defined benefits retirement plan, defined 
contribution retirement plan, International Revenue Code, member, member contribution 
account, and qualified Jom estic relations order.

Sec. 39. Establishes the legislative intent of this legislation: to provide the members with 
investment options similar to the State Supplemental Annuity Plan.

Sec. 40. Gives instruction to revisor.

Sec. 41. Effective date of July 1, 2005




