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House Bill 238 creates a mechanism to help non-State and non-School District employers
pay their portions of the Public Employees Retirement System (PERS) unfunded liability.
Unassisted, the $3.2 billion unfunded liability of PERS will result in unsustainable
employer contribution rates of 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 of employers. To make these
payments over the next 25 years would require an up-front deposit of approximately $300
million (according to 2004 numbers).

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

(employer’s PSC rate) * (wage base * No. |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 of 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
liability payments. Creating a mechanism that aids employers as new defined
contribution hires enter the workforce allows them to handle the complexities of a
changing labor market and maintain much needed community services. Over the course
of 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 for 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 of the
employer the past service cost offset contributions corresponding to the defined
contribution employees. States that the amount paid on behalf of employers will be
actuarially calculated but the contribution will be limited to the blended employer past
service cost rate.

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

(1) Specifies that the past service cost rate used in calculating PSCOA payments will
be calculated based on the entire wage base of the employer. This wage base is
calculated including all defined contribution and defined benefit employees.
Clarifies that the PSCOA will 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 of all PERS employers excluding the State of 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 of total
wage base of employee salary required to pay the past service cost as an
amortized contribution in percentage of a stipulated number of years.

(4) “unfunded liability” refers to amount that would need to be paid into the
PERS system to cover all of 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

2005 2010 2015 2020 2025 2028 -I.()tEil

6.701.689
6.701.689

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

879,892
3,448 35,307 108,594 155,709 58,205 1.907,304

Anchorage Parking Authoi
40,284 91,263 136,802 171,316 61,456 [ 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
33 698,39

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

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

42,207
5,997 8,750 1,308 91,704

Kachemak, City of (Tier 4)
7,554 9,627 1.381 [ 133,911

Total

Prepared by the office of Rep. Paul Seaton



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

2005 2010 2015 2020 2025 2028 TOtal

SYSTEM PERS TOTAL
2,094,609,781
5,070,292 88,999,019 172,841,421 274,195,360 393,278,131 86,610,086 4,408,064,674

Total PERS (Tier 4)
230,049.857 280,318,713 345,421,143 432,697,802 91,447,688 [  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 ofpayments will be less than the actual unfunded liabitiy for 2003.
For example, the totalunfunded liability for communities such as Fairbanks that have a higher pastservice cost

payment than the average are not reflected in this chart.

Prepared by the office of Rep. Paul Seaton



Past Service Cost Offset Account

Helping Employers with the Unfunded Liability

Definitions of Relevant Terms:

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

r Past service cost: refers to the annual lump
sum payment made towards the PERS system
unfunded liability.

r 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 of years.

r Unfunded Liability: 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 The PSCOA is a mechanism to help
municipalities pay their unfunded
liability over 25 years. The payments
are based on a municipality's number of
Tier IV employees and contributions are
limited to the average experience of the

system

How the PSCOA is Calculated

A few hypothetical situations



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

City X

X has 25 employees

5 are DC employees, Tier IV -the
PSCOA will pay the PSCfor these
employees

20 are DB employees,
Tier 1,2& 3



Assumptions about City X
2005

Past Service Cost Rate of City X: 30%
Average Past Service Cost Rate: 20%
Average Salary for City X: $40,000

City’s X’s Wage Base: $1 miillion

The PSCOA will pay on behalf of the 5 DC employees:

(average salary * average employer PSC rate) * number of 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
aut?

How much of an employers past
service cost will the PSCOA pay in

the future?

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-
Tierl ~"& 3 PSCOA will pay the PSCfor these
---------------- pmplnyppx -

Assumptions about City X
2025

Past Service Cost Rate of 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 will pay on behalf of the 27 DC employees:

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

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

#Present Dol lar Value



The PSCOA payment reduces City X’s PSC
contribution from $360,000 to $144,000, or
their PSC rate frcm 30% to 12%

Cw/o PSCOA

Cw/ PSCOA
assistance

PSC rale employer; pay

W hy not a greater reduction in PSC

payments for City 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



<wopscoa EMployer has a
30% PSC rate,

O w/PSCOA

assisunce gyerage 1S 20%
PSC rate employers pay” /
a I / 0 w/o PSCOA
Employer has the o mlPSCOA

assistance

same PSC as the
system average,
20%

PSC rate employers 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



PSCOA Contributions as Percent of

Total PSC

100.0%
~  80.0%
§ 60.0%
0 40.0%
A 20.0%
0.0do

0°6° "t"-"it”—°°l oy CI\I/IC

& v v ‘a1 "an’av® o’ of au

Year

"based on blended employer contribution rate. Does not control for
employers that will have to pay more due to their individual experiences.

System Impact of PSCOA

«rUnfunded liability of PERS non-State

non-school district: 679 milliom

r What the PSCOA will pay over 25 years:
299 m illion



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 million in present dollar value

0O PSCOA aid

0O PSC payments by
employers

10



24-L.S0761JU
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 of the employer multiplied by"



A W N e

24-L.S0761VR.3
Wayne
2/7/06

AMENDMENT

OFFERED IN THE HOUSE BY REPRESENTATIVE SEATON

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

Page 2, lines 20-21.:

Delete all material:
Insert "contribution plan established in AS 39.35.700 - 39.35.990 and the defined

benefit plan established in AS 39.35.095 - 39.35.680;"



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

(907) 465-3867 or 465-2450 STATE OF ALASKA State Capitol
FAX (907) 465-2029 Juneau, Alaska 99801-1182
Mail Stop 3101 Deliveries to: 129 6th St., Rm. 329
MEMORANDUM February 2, 2006
SUBJECT: Hiring and firing with tier 4 preference

(Work Order No. 24-LS059")

TJ: Representative Paul Seaton
Attn: Katie Shows

FROM: 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 of 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 of an employee to receive the benefits of 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 of one of the benefits of 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 of the Article XII, section 7 prohibition in the Constitution of

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

2Holland v. Union 0il Co ..993 P.2d 1026, 1032 (Alaska, 1999).



Representative Paul Seaton
February 2, 2006
Page 2

the State of 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 if doing so does not impair a contractual or legal hire pre.erence of another
applicant, or (because it uould be unconstitutional if it occurred) rejection of an applicant
does not occur as a result of the applicant’s participation in tiers 1-3.

A supervisor hiring on the basis of 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
aresulting impairment or diminution of prospective retirement benefits. | do not know if
the courts would interpret Article XIl, 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 betterjob or,
if the employee is not in work status, to obtain a new job.

A feature of the new "tier 4" is that an employee from an earlier tier may elect to change
tiers and participate in tier 4. If hiring and firing decisions are made based on tier
participation, then it is conceivable that employees might find themselves in the position
of 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
XIl, 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 of the employer making atier switch mandatory, or
as the result of 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 of 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.

3Article XII, section 7 of the Constitution of the State of Alaska says;

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

diminished or impaired.



Representative Paul Seaton
February 2, 2006
Page 3

Finally, AS 18.80.220 prohibits discrimination in employment based on age, regardless
of whether an employee is at-will or permanent. The purpose of 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 will usually be younger than
participants in tiers 1-3. Inevitably, the age-discriminatory effect of a tier 4 preference
policy will n time become more pronounced, because participants in tiers 1-3 are
p.nerally at least 18 years of age on June 30, 2006.

DCW:Imb
06-039.1mb



HOUSE COMMITTEE REPORT

(7)
Date Referred to Committee: March 30.2005 FURTHER REFERRALS: Finance

Date of Committee Action: j 1] &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, thejudicial
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."

Recommends it be replaced with 1 JHCS or W CSfor t % ( \
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FISCAL NOTE

STATE Of- ALASKA Fiscal Note Number.
2006 LEGISLATIVE SESSION Bill Version: CS HB 23fl( ) 24-LS0761\R
() Publish Date

Revision Date/Time (Note if correction): Dept. Affec.ou. Administration

Tide An Act ...establishing a past service cost offset |[RDU Centralized Adminlstnve Services
Bccount for...payments to the public employee's ronsion fund  component Retirement and Benefits

Spon r House State Affairs Committee

Requester House State Affairs Committee Component No. 64

E xi endltures/Revenues (Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below

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

iscell
e an(?I'o(fl){I?AL OPERATING (D m m m m m

ICAPITAL EXPENDITURES 1 1 | 1 j 1
ICHANGE INREVENUES ( D) | | | | | |
FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Receipts
1037 GF/Mental Health

Other (Specify TyE)reO~_IIE>X EOt abbreviate) m 0.0 m m m (D

Estimate of any current yoar (FY2006) oost: 0.0
Check thisbox (¥ Iffunding forthis kil Is includec Inthe Govi imor™s FY 2006 budget proposal: pee

POSITIONS
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 PERS 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 Phone 465-4408
Division Retirement and Benefits Date/Time 2/2/06 8:06 AM
Approved by:  Mike Tibbies. Deputy Commissioner Date 2/2/2006
Agency Department of Administration

(Rivid A7206OMB Page 10f 1



FISCAL NOTE

STATE 0F ALASKA BILL NO. CSHB238

2006 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

The calaulation is the lesser of the individual PERS employer 3 past service rate or the average past
service rate, actuarially calculated, multiplied against the wage base of uvCR plan members. Subsection
(©)(2) makes an adjustment to the fiansfer amount based on any "‘unpaid past service costs" forelected

officials eligible to participate inthe LB plan.
This hllhas no fiscal impact on the Division of Retirement and Berefits.

Page 2 of 2
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24-L.S0761\R
Wayne
1/31/06

CS FOR HOUSE ilLL 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 BILL
FOR AN ACT ENTITLED
"An Act relating to establishing a past service cost offset account for required past
service cost offset payments owed by employers other than the state to the public

employees' pension fund; and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* 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 of 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 of 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.

- C >HB 238( )
New Text Underlined [DELETED TEXT BRACKETED]
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WORK DRAFT WORK DRAFT 24-LS0761V".

(c) Contributions for each employer under (b) of 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 of mat employer who ixt members of
the public employees' defined contribution plan in AS 39.35.700 - 39.35.990; and

(2) reducing the calculation made in (1) of this subsection by the
amount of the political subdiv-- ion's unpaid past service cost for that fiscal year for
each elected official serving on or after the effective date of 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 of a participating employer for an
employee who was paid the average salary of 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 of 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 of an annual payment made
over a stipulated numH*r of years to amortize the unfunded liability 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 of years;

(5) "unfunded liability" means the excess of the accrued liability over
the assets of the public employees' pension fund under AS 39.35.095 - 39.35.680.

* Sec. 2. This Act takes effect July 1, 2006.

CSHB 238( ) 7.
New Text Underlined [DELETED TEXT BRACKETED]
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24-L.S0761\L
C'aver
4/8/05

CS FOR HOUSE BILL NO. 238( )
IN THE LEGISLATURE GF THE STATE OF ALASKA

TWENTY-FOURTH LEGISLATURE - FIRST SESSION

BY

OlTered:
Referred:

Sponsor(s): THE HOUSE STATE AFFAIRS COMMITTEE

ABILL
FOR AN ACT ENTITLED
"An Act relating to contribution rates for employers and members in the defined benefit
plans 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 preferred drugs;
relating to defined contribution plans for rrembers of the teachers retirement system

and the public employees' retirement system; and providing for an effective date.
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 14.25 is amended by adding a new section to read:
Article 1. Teachers First Hired before July 1,2005.
Sec. 14.25.005. Applicability of AS 14.25.005 - 14.25.012, 14.25.040 -

- CSHB 238( )
New Text Underlined [DELETED TEXT BRACKETED]
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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 -
14.25.0i:, 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:

(@) Except as provided in (c) of this section, beginning July 1, 2005
[JANUARY 1, 1991], each member shall contribute to the plan a percentage
[SYSTEM AN AMOUNT 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 of apphcable federal taxes and shal'
be treated as employer contributions under 26 U.S.C. 414(h)(2). A member may rot
have the option of making the payroll deduction directly in cash instead of having the
contribution picked up by the employer.

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

Sec. 14.25.052. Calculation of member contribution rate, (a) Each active
member shall contnoute a percentage of 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 of the normal cost rate actuarially calculated to fund the
benefits expected to be earned by active members during the fiscal year.

(b) Notwithstanding (a) of 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], of the sum total of the base salaries of 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-
New Text Underlined [DELETED TE>'T BRACKETED]
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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 calculatedunder
AS 14.25.052, the employer contribution may not be less than the amount required as
actuarially calculated to fully fund the future liabilities of active members.
* Sec. 6. AS 14.25.143(a), as that subsection read following amendment by sec.3ch. 146,
SLA 1980, until amended by sec. 12, ch. 106, SLA 1988, is amended to read-

@ When the administrator determines that the cost of 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 liability of
the retirement fur.d before benefit payments are increased, In this subsecticn,
"accrued liability" 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:

(@) When the administrator determin *sthat the cost of 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
of the system must be equal 0 exceed the accrued liability of the system before
benefit payments c.re increased. In this subsection, "accrued liability" means the

uresent value of 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 of Alaska*

which includes all retirement plans in this chapter;

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

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

Sec. 14.25.310. Applicability of AS 14.25.310 * 14.25.495. The provisions of
AS 14.25.310 - 14.25.495 apply only to members 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 retirement plan established; federal
gualification 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
gualify under 26 U.S.C. 401(a) and 414(d) (Internal Revenue Code) as a qualified
retirement plan established and maintained by the state for its employees, for the
employees of school districts and regional educational attendance areas in the state,
and for the employees of other employers whose participation is authorized by
AS 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 if the Internal Revenue Service determines tnat the
amendment will 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

service with participating employers by establishing a defined contribution retirement

plan on behalf of the members.

remainin

(b) All 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 of each payroll period, and the
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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 of 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 e Department of 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 of a school year for
services rendered before the end of the school year.

Sec. 14.25.350. Contributions by employer, (a) An employer shall
contribute an amount equal to 11 percent of each member's base salary as provided in
(b) - (d) of this section.

(b) An employer shall contribute to the member account an amount equal to
5.75 percent of 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.
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Sec. 14.25.360. Transmittal of contributions, (a) All 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 following the close cr 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 of each pay period. If the
contributions are not submitted within 15 days after the close of each payroll period,
interest must be assessed on the outstanding contributions at one and one-half times
the most recent 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 of Education and Early Development
from the state funds due the school district and the amount so deducted transmitted to
the plan for deposit in the retirement fund. Amounts due from the University oi
Alaska and interest as prescribed in this section may be deducted by the commissioner
of administration from any state funds due the University of Alaska and the amount
deducted transmitted to the administrator for deposit in the retirement fund.

Sec. 14.25.370. Retirement benefits and vesting. A participating member is
immediately and fully vested in that member's contributions and in the employer
contributions made on that member's behalf to an account under AS 14.25.310 -
14.25.495.

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

gualified domestic relations order between participants, each participant shall be
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treated as the holder of 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 of that deceased participant is considered to belong to the
refund beneficiary, if any. of that deceased participant. If a valid nomination of refund
beneficiary is not on file with the board, the board, in a lump sum distribution, shall
distribute the accumulated balance to a legal representative, if any, of the deceased
participant's estate.

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

(1) alump sum distribution to the recipient;

(2) alump 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) If 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 of employment. The member may waive the refunu 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. 14.25.406 Refund upon termination, (a) Except as provided in (b) of
this section, a terminated member is entitled to a refund of the balance of the member

account.
(b) A member who is terminated and who is married at the time of application
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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 of the balance of 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 of 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 of 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 of determining years of service.

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

(d) In this section,

(1) “direct rollover" means the payment of 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 adirect 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);
(B) an individual retirement annuity defined in 26 U.S.C.

408(b);

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

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

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

(F) agovernmental plan described in 26 U.S.C. 457(b);

(4) "eligiole rollover distribution" means a distribution of all or part of
atotal account to a distributee, except for

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

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

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

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

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

(F) other distributions that are reasonably expected to total less
than $200 during a year.
Sec. 14.25.430. Distribution requirements, (a) The entire interest of a

member must be distributed or must begin to be distributed not later than the member's

required beginning date.
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(b) If a member dies after the distribution of the member's interest has begun
but before the distribution has been completed, the remaining portion of the interest

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

being used before the member's death.

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

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

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

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

CSHB 238( ) -10-
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considered to begin (1) on the member's required beginning date, or (2) if the
designated beneficiary is the member's surviving spouse and the surviving spouse dies
after the member but before payments to the spouse have begun, on the date
distribution is required to begin to the surviving spouse. If distribution in the form of
an annuity irrevocably commences to the member before the required beginning date,
the date distribution is considered to begin is the date that the distribution actually
commences.

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

(9) AIll 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 of April of the
calendar year following the calendar year in which the member cither attains 70 1/2
years of age or actually retires, whichever is later.

Sec. 14.25.440. Designation of beneficiary, (a) Each member shall
designate the beneficiary or beneficiaries to whom the administrator shall distribute
benefits payable under AS 14.25.310 - 14.25.495 as a consequence of the member's
death. Notwithstanding a previous designation of beneficiary, a person who is the
spouse of a member at the time of the member's death automatically becomes the
designated beneficiary if the spouse was married to the member during part of the
member's employment for an employer

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

member; or
(2) unless the member filed a revocation of beneficiary accompanied
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by a written consent to the revocation from the present spouse and each person entitled
under the order; however, consent of the present spouse is not required if the member
and the present spouse had been married for less than 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) of this section, the member may change or
revoke the designation without notice to the beneficiary or beneficiaries at any time.
If a member designates more than one beneficiary, each shares equally unless the
member specifies a different allocation or preference The designation of a
beneficiary, a change or revocation of a beneficiary, and a consent to revocation of a
beneficiary shall be made on aform provided by the administrator and is not effective
until filed with the administrator.

(c) If amember fails to designate a beneficiary, or if no designated beneficiary
survives the member, the death benefit shall be paid

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

(2) to the surviving children in equal parts or, if there are none
surviving;

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

(4) to the estate.

(d) A person claiming entitlement to benefits payable under AS 14.25.310 -
14.25.495 as a consequence of a member's death shall provide the administrator with a
marriage certificate, divorce or dissolution judgment, or other evidence of entitlement.
Documents establishing entitlement may be filed with the administrator immediately
after a change in the member's marital status. If the administrator does not receive
notification of a claim before the date 120 days after the member’'s death, the person
claiming entittement is not entitled to receive from the division of 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 of the
aajustment. If no future benefit payments are due, a person who wa: paid any amount
to which the person was not entitled is liable for repayment of that amount, and a
person who was not paid the full amount to which the person was entitled shall be paid

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

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

member or beneficiary was notified of the error;

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

the member or beneficiary; and
(3) the member or beneficiary did not have reasonable grounds to

believe that the amount of the benefit was m error.

(c) At each regularly scheduled meeting of the Alaska Teachers' Retirement
Board, the administrator shall report to the board on all situations since the
administrator’s last report in which an adjustment has been prohibited under (b) of this
section. If the board finds that there is reason to believe that one or more of the
conditions set out in (b) of this section have not been met, the administrator shall
notify the member or beneficiary that an adjustment will be made to recover the
overpayment. A member or beneficiary who receives notice of adjustment under this

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

AS 14.25.4u0. An adjustment that requires the repayment of 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
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beneficiary, or the member or beneficiary had reasonable grounds to believe the
amount of the benefit was in error. The interest paid under this subsection is at the
rate established by regulation for indebtedness contributions owed. Interest accrues
from the date on which the correct payment was due and continues until an actuarial
adjustment to the benefit is effective or the amount owed is paid. Accrued interest for
periods less than 60 days or in amounts less than the limit established in regulation for
writing off small indebtedness and refund balances may not be collected or paid under
this subsection.

Sec. 14.25.460. Waiver of adjustments, (a) Upon appeal by an affected
member or beneficiary under (b) of this section, the board may waive an adjustment or
aportion of an adjustment made under AS 14.25.450 if, in the opinion of the board,

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

hardship to the member or beneficiary;

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

(3) before the adjustment was made, the member or beneficiary
received confirmation from the administrator that the member's or beneficiary's

records were correct; and
(4) the member or beneficiary had no reasonable grounds to believe

the records were incorrect before the adjustment was made.

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

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

(d) The board may impose conditions on granting a waiver that it considers
equitable. These conditions may include requiring the member or beneficiary to make
additional contributions to the plan.

(e) The board may reconsider a ruling under this section upon request of 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
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days after receipt of 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 fromthe plan if 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 0i 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 fonms 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. 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) amember with at least 30 years of service and who retires directly

from the plan;
(2) the surviving spouse of a member who elected coverage under (1)

of this subsection;
(3) a member who reaches the normal retirement age as provided in

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

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

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

member under this section “vers the eligible member, thetspouse of the eligible

member, and the dependent children of the eligible member.

(d) Retiree major medical insurance plan coverage elected a surviving
spouse of a eligible member under this section covers the surviving spcuse and the
dependent children of the surviving spouse.

(e) Major medical insurance coverage takes effect on the first day of the
month following the date of the election and stops when the person who elects
coverage under (b) of 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) of this section shall be deducted from the health

reimbursement account. |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 of the applicable premium shall be determined

according to (i) of this section.
(i) The portion of the cost of 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 of 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 of service.

(j) The eligibility for 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 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) of this section a monthly
group premium rate for retiree major medical insurance coverage other than the

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

month.

(/) In this section,

(1) "health reimbursement 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

ml7- CSHB 238( )
New Text Underlined (DELETED TEXT BRACKETED]



© o N O 0 M W N

& B B B

14
15
16
17
18
19
20

22
23
24
25
26
27
28

WORK DRAFT WORK DRAFT 24-LS076I\L

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 of 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 if 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:

€)) The Depar.ment of Administration may obtain a policy or policies of group

insurance covering state employees, persons entitled to coverage under AS 14.25. J68,
14.25.480, AS 22.25.090, AS 39,35.535. 39.35.870, or former AS 39.37.145,
employees of other participating governmental units, or persons entitled to coverage
under AS 23.15.136, subject to the following conditions:
(1) A group insurance policy must
(A) [SHALL] provide one or more of the following benefits:
life insurance, accidental death and dismemberment insurance weekly
indemnity insurance, hospital expense insurance, surgical expense insurance,
dental expense insurance, audiovisual insurance, or other medical care
insurance; and
(B) require the insurance plan to provide a preferred drug
list or formulary and must provide thai beneficiaries use the appropriate
medication on the preferred drug list or pay the difference in cost between
the medication listed on the preferred drug list and the cost of a
nonformularv medication; however, if a medication is not on the
preferred drug list as a generic or nongeneric drug, the insurance plan

shall cover the cost of the medication. For purposes of this subparagraph.
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a nonformulary medication is one that is not listed on the formulary, such

as a nongeneric form of the medication when a generic form of the

medication is in the formulary.

(2) Each eligible employee of 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 of

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

(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 of Administration; and

(C) the commissioner of 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 of
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 of benefit claims and
payments to (A) all insurance carriers authorized to transact business in this state
under AS 21.09 and all hospital or medical service corporations 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 of a carrier, hospital or medical service
corporation, or third-party administrator under this section or the selection of an
insurance carrier or a hospital or medical service corporation to provide excess loss
insurance as provided in AS 39.30.091.

(6) If the aggregate of dividends payable uidcr 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 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 of employment with the state or

participating governmental unit.

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

shall pay the cost of this insurance.

(9) For each permanent part-time employee electing coverage under
this section, the state shall contribute one-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 of coverage for persons over 65
shall be the same as that available before reaching age 65 except that the benefits
payable shall be supplemental to any benefits provided under the federal old age,

survivors, and disability insurance program. A person electing to have insurance

under 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,
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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 of the insurance premium. The commissioner of administration

shall adopt regulations to implement this paragraph.

(12) Each licensee holding a current operating agreement for a vending

facility under AS 23.15.010 - 23.15.210 shall be covered by the group policy that

applies to governmental units other than the state.

* Sec. 14. AS 39.30 is amended by adding new sections to read:

Article 5. State of Alaska Teachers' and Public Employees' Retiree Health
Reimbursement Account Plan.

Sec. 39.30.300. State of Alaska Teachers' and Public Employees' Retiree
Health Reimbursement Account Plan established. The State of 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 of 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 of the state is the

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

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

commissioner's designee is the administrator of the plan.
Sec. 39.30.340. Po”ets and duties of the administrator; fund. The
administrator shall establish a teachers' and public employees' retiree health

reimbursement account plan trust fund in which the assets of 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 of 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 of the fund. The Alaska State
Pension Investment Board is the fiduciary of the fund and has the same powers and
duties under this section in regard to the fund as are provided under AS 37.10.220.

Sec. 39.30.370. Termination of 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. If a person returns to employment
with a participating employer, the person's account balance shall be restored in the
amount recorded on the date of termination from the trust, with interest.

Sec. 39.30.380. Eligibility 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 of monthly premiums for retiree major medical
insurance on behalf of a participant if the participant elected retiree major medical
insurance under AS 14.25.180 or AS 39.35.870.

(b) Upon application of 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) of this section and the reimbursement of medical care
expenses under (b) of this section end.

(d) If 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. |f any amount remains in an individual account after
the death of the surviving spouse and the death or nondependency of 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 of 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 of 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 atrust 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 termination of plan, (a) The state has the
right to amend the plan at any time and from time to time, in whole or in part,
including the right to make retroactive amendments referred to in 26 U.S.C. 401(b).

(b) The plan administrator may not modify or amend the plan retroactively in
such a manner as to reduce the benefits of any member accrued to date under the plan
by reason of contributions made before the modification or amendment except to the
extent that the reduction 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 liability for the termination. If the plan is terminated, all investments
remain in force until all individual accounts have been completely distributed under

the plan, and, after all plan liabilities are satisfied, excess assets revert to the employer.
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L (d) Any contribution made by an employer to the plan because of 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 of the assets
5 | held in trust as required by the plan may not be diverted or used for other than the
6 exclusive benefit of the participants.

1 (b) If plan benefits are + ovided through the distribution of 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.

1 (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.

17 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 of 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
2 of 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 of public employees in the
23 defined contribution plan established in AS 39.35.700 - 39.35.895;
24 (5) "fund" means the assets of the teachers' and public employees'
25 retiree health reimbursement account plan trust fund;
26 (6) ""dividual account" means the recorc established by the
21 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 of the public
3| employees'retirement plan in AS 39.35.700 - 39.35.895;

CSHB 238( ) 24-

New Text Underlined [DELETED TEXT BRACKETED]



© oo N o o1 B~ w N

GO W PO PO RO RO RO RO RO NN
Hocom\lmm-bwdl—‘o<l_\o<:oH|:®|_\<HﬂE<l_\A)B:8

WORK DRAFT WORK DRAFT 24-LSO761INL |

(8) "participant” means a member, spouse of a member, dependent
child of a member, dependent child of a spouse of 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 of 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 of an employer shall begin.

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

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

Sec. 39.30.540. Powers and duties of 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 of the fund. The Alaska State
Pension Investment Board is the fiduciary of the fund and has the same powers and
duties under this section in regard to the fund as are provided under AS 37.10.220.

Sec. 39.30.560. Contributions on hehalf of 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

25 CSHB 238( )
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defined contribution plan.

Sec. 39.30.570. Contributions on behalf of employers in the public
employees' [tirement 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

inall plans accrued by member service;
(2) "administrator" means the commissioner of administration or the

commissioner's designee;
(3) "blended employer past service cost rate” means the average past
service cost rate of all employers in the public employees' retirement plan established

in AS 39.35.010-39.35.690;

(4) "member" means a member of the defined contribution plan in
AS 1425310 - 14.25495 or a member of the defined contribution planin
AN 3>.35.700 - 39.35.895,

(5)"past service cost" means the annual payment amount needed to
pay forbenefits that were not funded by past contributions into the retirement plan, as
apportioned over a stipulated number of 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 of AS 39.35.010 - 39.35.690 to employees first
hired before July 1, 2005. The following provisions of this chapter apply only to 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:

CSHB 238( ) -
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Sec. 39.35.010.  Purpose and effective date; federal qualification
requirements, (a) The purpose of AS 39.35.010 - 39.35.680 [THIS CHAPTER] is to
encourage qualified personnel to enter and remain in the service of the state or a
political subdivision or public organization of the state by establishing a plan
ISYSTEM)] for the payment of retirement, disability, and death benefits to or on behalf
of the employees.

(b) [THE PUBLIC EMPLOYEES' RETIREMENT SYSTEM OF ALASKA
IS HEREBY CREATED.] The plan [SYSTEM] created hecomes 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 of political subdivisions, public corporations,
and public organizations of the state, and for the employees of other employers whose
participation is authorized by AS 39.35.010 - 39.35.680 [THIS 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 of the plan under the
Internal Revenue Code,

*Sec. 18. AS 39.35.158 is amended to read:
Sec. 39.35.158. Administrate director of courts. An administrative

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

contribution picked up by the employer.

* Sec. 20. AS 39.35 is amended by adding a new section to read:

Sec. 39.35.162. Calculation of employee contribution rate, (a) Each peace
officer or fire fighter shall contribute a percentage of 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 of

(1) 7.5 percent for a peace officer or fire fighter;

(2) 6.75" rcent for each othe* employee; or

(3) one ilf of 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) of this section, the employee contribution nte may not
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increase more than one-half of a percentage point annually.

* Sec. 21, AS 39.35.270 is amended to read:
Sec. 39.35.270. Amount of employer's contributions. The amount of each

employer's contributions shall be determined by applying the employer's contribution
rate, as certified bv the hoard, 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 of active members.

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

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

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

AS 39.35.010 - 39.35.680 [THIS CHAPTER], the University of Alaska is not an

office, department, division, or agency of 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 of the employee to the plan [SYSTEM] shall be
determined as follows: (1) the employee's actual annual compensation, or the
calculated annual compensation for an employee who works fewer than 12 months, for
the most recent calendar year in which service is rendered to an employer hefore the
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! calendar year in which the employee first becomes eligible to claim service under this
2 subsection, multiplied by (2) the number of years of 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 requlation accrues on the indebtedness beginning on
1 the date the employee v 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 henefit payable under this subsection for Alaska BIA service
11 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 of 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 of 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 of the judicial retirement system.
26 *Sec.26. AS 39.35.375(a) is amended to read:
21 (a) An active or inactive member who has never heen 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 of credited service in this
30 system, and who has membership service in the teachers' retirement plan [SYSTEM|
3l 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 eamed under AS 39.35.010 -
39.35.680 [THIS CHAPTER] to enable the member to qualify for a public service
benefit under this section. The membti may not claim credited service for
membership service for which the member has received a refund under AS 14.25.150
unless the member fully pays the indebtedness as established under AS 14.25.063.

The member may not claim credi'ed service in this plan [SYSTEM] based on unused

sick leave under AS 14.25.115.

* Sec. 27. AS 39.35.375(b) is amended to read:

(b) To claim credited service under this section, the member shall file a
written request with the administrator when the member applies to retire. The
administrator shall determine the full actuarial cost of benefits based on the member's
total credited service and shall transfer from the teachers' retirement plan [SYSTEM)|
to this plan [SYSTEM] an amount equal to the sum of the member contributions and
any indebtedness payments to the teachers' retirement plan [SYSTEM] and the
employer contributions to the teachers' retirement plan [SYSTEM] made on behalf of
the employee together with interest earned on thofe contributions and indebtedness
payments. If the amount to be transferred, when combined with the amount of
employee contributions and indebtedness payments to this plan [SYSTEM] and the
amount of employer contributions on behalf of the employee in this plan [SYS [EM],
and interest earned on contributions and indebtedness payments for the employee, is
less than the full actuarial cost computed under this subsection, an indebtedness to the
plan [SYSTEM] equal to the amount of the difference is established. Interest as
prescribed by regulation accrues on the indebtedness. The member must pay any
outstanding indebtedness existing at the time the member applies for retirement in full
before the member is appointed to retirement under this section.

* Sec. 28. AS 39.35.375(c) is amended to read:

(c) A member is entitled to receive a public service benefit under this section
if the member has at least a total of five years ciedited service under AS 39.35.010 -
39.35.680 [THIS CHAPTER] and ciedited service from the teachers' retirement plan
[SYSTEM] claimed under this section. A public service benefit shall be calculated
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using the higher of 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 of 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 of 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 of 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 of 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

of contributions.

* Sec. 31, AS 39.35.375(g) is amended to read:
(9) |f 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 eamed during the
period of reemployment may not be added to the credited service claimed for a public
service benefit under this section. If @ 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 amendJ 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 fully paid credited service as an elected public officer of a
municipality or other political subdivision, eamed 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 e counted under this section.

*Sec. 33. AS 39.35.680(21) is amended to read:
(21) "member" or "employee"
(A) means a person eligible to participate in the plan

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

(B) includes

(i) an active member;

(i) an inactive member;

(ii) a vested member;

(iv) adeferred vested member,

(v) anonvested member,

(vi) adisabled member;

(vii) aretired member;

(viil) an elected public officer under AS 19.35.381;
(C) does not include

(i) former members;
(if) persons compensated on a contractual or fee basis;

(i) 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 of 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 of the court

of appeals or of the superior or district courts of Alaska;
(vii) the administrative director of courts appointed

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

becomes a member under AS 39.35.158;
(viil) members of the elected public officers" retirement

system (former AS 39.37); and
(ix) contractual employees of the legislative branch of

state government unde AS 24.10.060(f);

(D) may include employees of the division of marine

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

through the process of collective bargaining; and

(i1) no collective bargaining agreement has the effect of
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 or after July 1, 2005,
Sec. 39.35.700. Applicability of AS 39.35.700 - 39.35.895. The provisions of
AS 39.35.700 - 39.35.895 apply only to members first hired on or after July 1, 2005.
Sec. 39.35.710. Defined contribution retirement plan established; federal
qualification requirements, (a) A defined contribution retirement plan is established

for employees of the state or a political subdivision or public organization of the state.

(h) 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 Intemal Revenue Service determines that the
amendment will result in disqualification of the plan under the Internal Revenue Code.

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

behalf of 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 of the member's base salary. The
contributions shall be deducted by the employer at the end of each payroll period. The
contributions shall be deducted from employee compensation before computation of
applicable federal taxes, and the contributions shall be treated as employer
contributions under 26 U.S.C. 414(h)(2). A member may not have the option of
making the payroll deduction directly instead of having the contribution picked up by
the 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 shal
contribute an amount equal to 10 percent of each member's base salary as provided in

(b) - (d) of this section.
(b) An employer shall contribute to each member's account an amount equal

t05.5 percent of 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 of 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 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 one percent of each
member's hase 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 of contributions. The contributions of an
employer and the contributions of its employees shall be transmitted to the
administrator as soon as practicable after the close of the payroll period for which the
contributions are made. If 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 of 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
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 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. |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 of 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 of the contributions received.

(d) Except to the extent clearly set out in the terms of the investment plans
offered by the employer to the employee, the employer is not liable to the participant
for investment losses if the prudent investment standard has been met.

(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 of 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 of 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 of that person’s accumulated balance in the plan upon becoming a former

participating member.

(b) Upon the death of a member or former member, the accumulated halance
of 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 hoard, the board, in a lump stm 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 of the following methods of distribution of 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 of distribution under this section, to the extent allowed by
federal law.

(d) |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) of
this section, a terminated member is entitled to a refund of the balance of the member

account.

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

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

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

member's employment with an employer;

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

(3) the spouse cannot he 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.
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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 of membership service

for the purpose of determining years of service.

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

(d) In this section,

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

eligible to elect adirect 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);
(B) an individual retirement annuity defined in 26 US.C
408();
(C) an annuity plan described in 26 U.S.C. 403(a);
(D) aqualified trust described in 26 U.S.C. 401(a);
(E) an annuity plan described in 26 U.S.C. 403(b); or
(F) agovernmental plan described in 26 U.S.C. 457(b);
(4) "eligible rollover distribution” means a distribution of all or pan of

a total account to a distributee, except for

(A) a distribution that is one of a series of substantially equal
installments payable not less frequently than annually over the life expectancy
of the distributee or the joint and last survivor life expectancy of the distributee
and the distributee's designated beneficiary, as defined in 26 U.S.C. 401(a)(9);
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(B) a distribution that is one of a series of substantially equal
installments payable not less frequently than annually over a specified period
of 10 years or more;

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

(D) the portion of any distribution that is not includable in
0ross income;

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

(F) other distributions that are reasonably expected to total less
than $200 during a year.
sec. 39.35.820. Distribution requirements, (a) The entire interest of a

member must be distributed or must begin to be distributed not later than the member's
required beginning date.

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

(c) If a member has made a distribution election and dies before the
distribution of the member's interest begins, distribution of the member's entire interest
shall he completed by December3l of the calendar year containing the fifth
anniversary of the member's death. However, if any portion of the member's interest
is payable to a designated beneficiary, distributions may be made over the life of the
designated beneficiary or over a period certain not greater than the life expectancy of
the designated beneficiary, commencing on or before December 31 of the calendar
year immediately following the calendar year in which the member died, and, if the
designated beneficiary is the member's surviving spouse, the date distributions are
required to begin may not be earlier than the later of December 31 of the calendar year
(1) immediately following the calendar year in which the member died, or (2) in which
the member would have attained 70 1/2 years of age, whichever is earlier. If the
surviving spouse dies after the member but before payments to the spouse have begun,
the provisions of this subsection 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
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surviving spouse if ihe amount becomes payable to the surviving spouse when the

child reaches the age of majority.
(d) If a member has not made a distribution election before the member's

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

(e) For purposes of (c) of this section, distribution of a member's interest is
considered to begin (1) on the member's required beginning date, or (2) if the
designated beneficiary is the member's surviving spouse and the surviving spouse dies
after the member but before payments to the spouse have begun, on the date
distribution is required to begin to the surviving spouse. I 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 of AS 39.35.700 - 39.35.895, the
requirements of this section apply to all distributions of a member's interest and take
precedence over any inconsistent provisions of AS 39.35.700 - 39.35.895.

(9) 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 of April of the

calendar year following the calendar year in which the member either attains 70 1/2
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1 years of age or actually retires, whichever is later.
2 Sec. 39.35.830. Designation of beneficiary, (a) Each member shall
3 designai. the beneficiary or beneficiaries to whom the administrator shall distribute
4 benefits payable under AS 39.35.700 - 39.35.895 as a consequence of the member's
5 death. Notwithstanding a previous designation of beneficiary, a person who is the
6 spouse of a member at the time of the member's death automatically becomes the
7 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
10 the administrator provides for payment to a former spouse or other dependent of the
11 member; or
12 (2) unless the member filed a revocation of beneficiary accompanied
13 by a written consent to the revocation from the present spouse and each person entitled
14 under the order; however, consent of the present spouse is not required if the member
15 and the present spouse had been married for less than one year on the date of the
16 member's death and if the member established when filing the revocation that the
17 member and the present spouse were not cohabiting.
18 (b) Except as provided in (a) of this section, the member may change or
19 revoke the designation without notice to the beneficiary or heneficiaries at any time.
20 It @ member designates more than one beneficiary, each shares equally unless the
21 member specifies a different allocation or preference.  The designation of a
2 beneficiary, a change or revocation of a beneficiary, and a consent to revocaiion of a
23 beneficiary shall be made on a form provided by the administrate and is not effective
24 until filed with the administrator,
25 (c) If amember fails to designate a beneficiary, or if no designated beneficiary
26 survives the member, the death benefit shall be paid
2 (1) tothe surviving spouse or, if there is none surviving;
28 (2) to the surviving children in equal parts or, if there are none
29 surviving;
30 (3) to the surviving parents in equal parts or, if there are none
31 surviving;
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(4) to the estate.
(d) A person claiming entitlement to benefits payable under AS 39.35.700 -

39.35.895 as a consequence of a member's death shall provide the administrator with a
marriage certificate, divorce or dissolution judgment, or other evidence of entitlement.
Documents establishing entitlement may be filed with the administrator immediately
after a change in the member's marital status. If the administrator does not receive
notification of a claim before the date 120 days after the member's death, the person
claiming entitiement is not entitled to receive from the driision of retirement and
benefits any benefit already paid by the administrator.

Sec. 39.35.840. Adjustments, (d) 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 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 of the adjustment. If no
future benefit payments are due, a person who was paid any amount to which the
person was not entitled is liable for repayment of that amount, and a person who was
not paid the full amount to which the person was entitled shall be paid that amount.

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

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

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

the member or heneficiary; and
(3) the member or beneficiary did not have reasonable grounds to

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

report to the board on all situations since the administrator's last report in which an
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adjustment has been prohibited under (b) of this section. If the board finds that there
IS reason to believe that one or more of the conditions set out in (b) of this section
have not been met, the administrator shall notify the member or beneficiary that an
adjustment will be made to recover the overpayment. A member or beneficiary who
receives notice of adjustment under this subsection may appeal to the board for a
waiver of the adjustment under AS 39.35.850. An adjustment that requires the

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

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

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

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

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

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

records were correct; and
(4) the member or beneficiary had no reasonable grounds to believe

the records were incorrect before the adjustment was made.
(b) In order to obtain consideration of a waiver under this section, the affected
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member or beneficiary must appeal to the board in writing within 30 days after receipt
of notice that the records have been adjusted. The ruling of the board 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 heneficiary to make
additional contributions to the plan.

() The board may reconsider a ruling under this section upon request of 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 of 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 for at least 12
months before application for retirement and
(1) the member has at least 30 years of membership service; or
(2) the member reaches the normal retirement age and has at least 10
years of 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.
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(b) The following person? are eligible for the retiree major medical insurance

plan provided under thissection and thehealthreimbursementaccount;
(1) a member with at least 30 years of service and who retires directly

from the plan;
(2) the surviving spouse of a member who elected coverage under (1)

of this subsection;
(3) @ member who reaches the normal retirement ige as provided in

AS 39.35.860, has at least 10years of service,and retires directly trom the plan;
(4) the surviving spouse of @ member who elected coverage under (3)
of this subsection.

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

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

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

(0 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,
(9) The medical and optional insurance premiums owed by the person who
elects coverage under (b) of this section shall be deducted from the health
reimbursement account. |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
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iL.iually. A participant's share of the applicable premium shall be determ ned
according to (i) of this section,

(i) The portion of the cost of 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 of service, the cost of 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) of .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) "bpalfh 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.

Sec. 39.35.880. Management and investment of fund, (a) The Alaska State
Pension Investment Board is the fiduciary of the fund. In managing the fund, the
Alaska State Pension Investment Board shall

(1) consider the status of the fund's investments and the 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

47. CSHB 238( )
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(4) act only in regard to the best financial interests of the plan and
beneficiaries.

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

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

Sec. 39.35.884. Special rules for treatment of qualified military service.
Notwithstanding any contrary provisions of AS 39.35.700 - 39.35.895, with respect to
qualified military service, contributions shall be made and benefits and service credit
shall be provided in accordance with 26 U.S.C. 414(u).

Sec. 39.35.888. Exemption from taxation and process, (a) Except as
provided in AS 29.45.030(a)(1) or in (c) of this section, member contributions and
other amounts held in the plan on behalf of @ member or other person who is or may
become eligible for benefits under the plan are exempt from Alaska state and
municipal taxes and are not subject to anticipation, alienation, sale, transfer,
assignment, pledge, encumbrance, or charge of any kind, either voluntary or
invol” ntary, before they are received by the person entitled to the amount under the
terms of the plan. Any attempt to anticipate, alienate, sell, transfer, assign, pledge,
encumber, charge, or otherwise dispose of any right to amounts accrued in the plan is
void. However, a member's right to receive benefits or the member account may he

assigned
1) under a qualified domestic relations order;

(

(2) to atrust 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) of 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 gamishment, execution, or
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levy as provided in AS 09.38.

(c) An inactive member may elect to have the taxable portion of 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 for application. If an application for benefits or
for refund has not been filed with the administrator by July 1 following the date on
which an inactive member (except a member on leave of absence without pay) would
attain age 75, or if an application for benefits or for refund has not been filed with the
administrator within the 50 years following the most recent date on which the person
was an active member, benefits or refunds may not be paid under AS 39.35.700 -
39.35.895 and the member's records may be destroyed.

Sec. 39.35.892. Penalty for false statements, (a) A person who knowingly
makes a false statement, or falsifies or permits to be falsified any record of this plan,
in an attempt to defraud this plan, is guilty of a class A misdemeanor and forfeits all
rights under AS 39.35.700 - 39.35.895.

(b) 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 0 obtain
equality in value of the aggregate expected payments under two different forms of
pension payments, considering expected mortality and interest eamings 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 of the amount of any member's henefit;

(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
by the employee, and any amount deferred under an employer-sponsored deferred

4

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 of the limitations set out in 26 U.S.C. 401(a)(17)

11 (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 of the retirement planestablished in

15 AS 39.35.700 - 39.35.895;

16 (11) “inactive member" means an employee who is terminatedand

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 (if) an inactive member;

25 (i1) & vested member,

26 (iv) adeferred vested member;

21 (v) anonvested member,

28 (vi) aretired member;

29 (C) does not include

30 (') former members;

3l csHB 238( ) (i) persoms- comgensated on a contractual or fee basis;
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(i) 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 of 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 of the supreme court or judges of he court

of appeals or of the superior or district courts of Alaska;
(vii) the administrative director of courts appointed

under art. IV, sec. 16, Constitution of the State of Alaska, unless the

director becomes a member under AS 39.35.158;
(viil) members of the elected public officers' retirement

system (former AS 39.37); and
(ix) contractual employees of the legislative branch of

state government under AS 24.10.060(f);

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

(i) the State of Alaska tormally agrees to their inclusion

through the process of collective bargaining; and
(if) no collective bargaining agreement has the effect of

obligating contributions made by the state under AS 39.30.150 in the
event the state resumes participation in the federal social security
system;

(13) "member account" means the total maintained by the plan of the
contributions,  employee's  mandatory  contributions,  voluntary

contributions, indebtedness principal, and interest contributions, interest credited to
each of those accounts, and adjustments to the accounts in accordance with

AS 39.35.840;

(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 of the state for the
purpose of administering stale programs;
() whose officers and employees are paid by a method other
than by the state payroll prepared by the Department of Administration; and
(C) whose employees are not required by law to participate in

the plan;
(18)  "gualified domestic relations order" means a divorce or

dissolution judgment under AS 25.24, including an order approving a property
settlement, that

238( )

(A) creates or recognizes the existence of 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 of each alternate payee covered by the order;

(C) sets out the amount or percentage of the employee's benefit,
or of any survivor's henefit, 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 of benefit or any option

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

amount provided by this plan, determined on the basis of 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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(19) "retired member" means an employee who is terminated, whc has
not received a refund from the plan, and who is receiving a retirement benefit from the
plan;
(20) "retirement" means that period of lime from the first day of the
month following (A) the date of termination, and (B) application forretirement, in

which a person is appointed to receive a retirement benefit;
(21) "surviving spouse” means the spouse of an employee who has

been married to the employee for at least one year at thetime of the employee’s death;
(22) "terminated" means a person no longer employed by an employer
participating in the plan.

* Sec. 6. AS 39.35.680(39) is repealed.
*Sec. 37. The uncodified law of the State o Alaska is amended by adoing anew section to

read:

option to participate in defined contribution retirement

| PLAN AND ENROLLMENT PERIOD FOR NONVESTED, ACTIVE MEMBERS OF THE
TEACHERS" RETIREMENT DEFINED BENEFIT PLAN.  (a)  Notwithstanding
AS 1425310, added by sec. 11 of this Act, an active memberof the defined benefit
retirementplan  of the teachers' retirement system is eligible to participate in the defined
contributionretirement plan established under AS 14.25.310 - 14.25.495, added by sec. 11 of
this Act if that member has not vested. Participation in the defined contribution retirement
plan is in lieu of participation in the defined benefit retirement plan established under
AS 14.25.012.

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

90-day enroliment period is not eligible.

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

irement plan shall be nullified for purposes of entitiement to a future benefit under the

ined bent fit retirement plan, but shall be credited for purposes of 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 of 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
s 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. The hoard shall establish transfer
procedures by regulation.

(e) The period of enrollment for eligible members electing to participate in the
o>* ied contribution retirement plan is from the effective date of this Act until the 91st day
i ttrtheeff ive date of 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 of the potential consequences of 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 of
AS 14.25.310 - 14.25.495, added by sec. 11 of 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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(f) A member who fails to elect to participate in the defined retirement contribution
plan within the prescribed time period is considered to have elected to retain membership in
the defined henefit plan of the teachers' retirement system, and the member's option to elect to
participate in the defined contribution retirement plan is forfeited.

(g) In this section,
(1) "administrator" has the meaning given in AS 14.25.220;

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

AS 14.25.012;
(4)  "defined contribution retirement plan" means the retirement plan

established in AS 14.25.320;
(5) "Internal Revenue Code" has the meaning given in AS 14.25.220;

(6) "member" has the meaning given in AS 14.25.220;
(7) “"member contribution account" has the meaning given in AS 14.25.220;
(8

g8)  "qualified domestic relations order" has the meaning given in

16 AS 14.25.220.
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mbec. 38. The uncodified law of the State of Alaska is amended by adding a new section to
read:

OPTION TO PARTICIPATE IN DEFINED CONTRIBUTION RETIREMENT
PLAN AND ENROLLMENT PERIOD FOR NONVESTED, ACTIVE MEMBERS OF
PUBLIC EMPLOYEES' RETIREMENT SYSTEM DEFINED BENEFIT PLAN, (a)
Notwithstanding AS 39.35.700, added by sec. 35 of this Act, an active member of the defined
benefit retirement plan of the public employees’ retirement system is eligible to participate in
the defined contribution retirement plan established under AS 39.35.700 - 39.35.895, added
by sec. 35 of this Act. Participation in the defined contribution retirement plan is in lieu of
participation in the defined benefit retirement plan established under AS 39.35.115.

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

(c) Each eligible member who elects to participate in the defined contribution

retirementplan shall have transferred to a new account the present value of the employee
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ntribution account and the employee savings account held in trust for the member under the

fined benefit retirement plan of the public employees' retirement system. The employer

tribution made on behalf of that employee shall also transfer and the appropriate
percentage of the employer contribution shall be applied to the employee's health
reimbursement 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 of entitiement 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 of this Act. A participant is precluded from transferring the employee contribution account
balance and the employee savings account balance from the defined benefit retirement plan
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 of enrollment for eligible members electing to participate in the
defined contribution m>irement plan is from the effective date of this Act until the 91st day
after the effective date of 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 of 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 of the potential consequences of the employee's election. An election made under
this subsection to participate in the defined contribution retirement plan is irrevocable. Upon
making the election, the participant shall be enrolled as a member of the defined contribution
retirement plan, the member's participation in the plan shall be governed by the provisions of
AS 39.35.700 - 39.35.895, added by sec. 35 of 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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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.

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

(g) In this section,
(1) "administrator" has the meaning given in AS 39.35.680;

(2) "board" has the meaning given in AS 39.35.680;
(3) "defined benefit retirement plan" means the retirement plan established in

AS 39.35.005;
(4)  "defined contribution retirement plan" means the retirement plan

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

g "member" has the meaning given in AS 39.35.680;
(9)  "qualified domestic relations order" has the meaning given in

AS 39.35.680.
* Sec. 39. The uncodified law of the State ol Alaska is amended b; adding a new section to

read:

LEGISLATIVE INTENT REGARDING INVESTMENT OPTIONS ror
INDIVIDUAL ACCOUNTS. It is the intent of the legislature that, under AS 14.25.3S0,
added by sec. 11 of this Act, for teachers, and under AS 39.35.770, added by sec. 35 of this
Act, for public employees, the administrator of the respective plans will provide investment
options that are similar to the investment options provided for individual employee annuity
accounts in the Department of Administration under the terms of the State of Alaska

Supplemental Annuity Plan under AS 39.30.150 - 39.30.180.
* Sec. 40. The uncodified law of the State of Alaska is amended by adding a new section to
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read:

REVISOR INSTRUCTION, (a) In the following statutes, the revisor of statutes shall
substitute the spanned reference "AS 14.25.010 - 14.25.220" for references to “this chapter":
AS 14.25.010, 14.25.012, 14.25.040, 14.25.045, 14.25.047, 14.25.048, 14.25.061, 14.25.062.
14.25.063, 14.25.075, 14.25.105, 14.25.107, 14.25.110, 14.25.142, 14.25.150, 14.25.153,
14.25.160, 14.25.165, 14.25.166, and 14.25.220.

(b) In the following statute sections, the revisor of statutes shall substitute "the
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),
1425107, 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(1),  14.25.167(g), 14.25.168(a), 14.25.168(c),
14.25.173(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,
30.35.100, 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(1), 39.35.3700), 39.35.370(k), 39.35.371(0, 39.35.381(h),
9.35.381(g), 39.35.385(c), 39.35.400(e), 39.35.450(g), 39.35.475(a), 39.35.475(h),
9.35.475(d), 39.35.500(a), 39.35.505, 39.35520(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(L), 39.35.680(2), 39.35.680(5), 39.35.680(9),
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39.35.680(L2), 39.35.680(15), 39.35.680(L6), 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 of statutes shall substitute the spanned

reference "AS 39.35.010 - 39.35.680" for references to "this chapter". AS 39.35.165,
39.35.200, 39.35.250, 39.35.300, 39.35.340, 39.35.350, 39.35.360(a), 39.35.360(h),
39.35.360(i), 39.35.360(j), 39.35.370, 39.35.371, 39.35.381, 39.35.480, 39.35.490, 39.35.495,
39.35.505, 39.35.530, 39.35.546, 39.35.547, 39.35.615, 39.35.620, 39.35.675, 39.35.677, and

39.35.680.
* Sec. 41, This Act takes effect July 1, 2005.
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FISCAL NOTE

STATE OF ALASKA Fiscal Note Number:
2005 LEGISLATIVE SESSION Billl Version: B 238
( Publish Date:
Revision Date/Time (Note if correction): Dept. Affected: Administration
Title An Act relation to TRS and PERS creating a RDU Centralized Administrative Services
defined contribution and health reimbursement plans. Component Retirement and Benefits
Sponsor House State Affairs Committee
Requester House State Affairs Committee Component No. 54

Expenditures/Revenues (Thousands 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 37.5 175 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 50 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 1,054.0 577.0 523.6 570.1 570.1 570.1
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type-Do no; abbreviate)

TOTAL 1,054.0 577.0 523.6 570.1 570.1 570.1

Estimate of any current year (FY2005) cost: 0.0

Check this box (X) if funding for this bill is included in the Governor's FY 2006 budget proposal:

POSITIONS

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

ANALYSIS: (Attach a separate page if necessary)
This bill creates a new defined contribution retirement plan and a health reimbursement arrangement for new

employees of the PERS/TRS hired alter he elective date of July 1, 2005. It adds a Past Service Offset Fund
to mitigate iny negative effects to the unfunded liability of the current PERS,TRS 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 computer systems, set up and account for two now employee plans and two new employer
accounts, create new plan publications and forms, develop and use new benefit education methods to train
staff, employer contacts and new members, and to contract for financial planning services for members of the
new plan. The bill also makes changes to the current PERS/TRS tiers by increasing employee contribution
rates, defining when an ad hcc PRPA can be issued and requires the use of drug formularies. The fiscal note
assumes fund manager fees, custody, and record keeper's individual account fees are separate.

Phone 465-4408

Prepared by:  Melanie Millhorn, Director
Date/Time 4/1/05 12:02 PM

Division Retirement and Benefits
Approved by: Mike Tibbies. Deputy Commissioner Date 4/1/2005
Agency Department of Adninistration

(Raviied 073/2004 OMB) Page 1of2



STATE OF /

FISCAL NOTE

LASKA

2005 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

PERSONAL SERVICES:

TRAVEL:

1 - Analyst-Pgmr Il - DC-Benefits Sys - R 16

1- Accountant Il - Range 16

1- R&B Tech I/l - ER Rpting / Contrib. Recon. - Range 12
1-Non Permanent Publications Tech Il or Spec |- Range 13
1-Non Permanent Retirement Counselor - Range 18

Employer Reporting Software Upgrade Install & Help
Employer Plan Education
Regional Counselor travel

CONTRACTUAL:

SUPPLIES:
EQUIPMENT:

Communications & Postage

Computer system mods - Employer Reporting

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

One-time contract increase for additional actuarial services
Training \ Risk Management

Employee financial planning services

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

TOTAL

BILL NO. HBZ%

FY 2006 FY 2007
64.4 64.4
52.0 52.0
46.7 46.7
49.0 0.0
64.4 64.4

276.5 227.5
30.0 15.0
7.5 0.0
0.0 25
37.5 175
82.0 17.0
80.0 5.0
80.0 5.0
80.0 10.0
80.0 10.0
100.0 75.0
25.0 0.0
15.0 5.0
150.0 200.0
692.0 327.0
18.0 5.0
30.0 0.0
1,054.0 577.0

FY 2008

64.4
52.0
46.7
0.0
0.0
163.1

0.0
0.0
3.5
35

17.0
5.0
50

10.0

10.0

50.0
0.0
5.0

250.0
352.0

5.0

0.0

523.6

FY 09-11

64.4
52.0
46.7
0.0
0.0
163.1

0.0
0.0
5.0
5.0

17.0
5.0
5.0

10.0

10.0

50.0
0.0
0.0

300.0
397.0

5.0

0.0

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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DRAFT Sectional Analysis for HB 238

?ego 015 Establishes applicability of the subsequent sections to teachers hired before July

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

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

Sec. 4. Gives the board authority to establish empIoYer and employee contribution rates

with the objective of fully funding the normal cost of the plan and paying off a portion of
the past service cost. Employer and employee contributions must be equal with a ceiling
on employee contributions af 14% and a floor on employer contributions of 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 %m increase in the
j*nsion benefits due to an increase in the cost of 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 henefits due to an increase in the cost of living) may not be issued until the
retirement system is 100% funded. (1990).

Sec. 7. Defines “fund” as the assets of the defineJ henefit retirement plan for the
purposes of 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 P_reviou_s sections onl¥ apply to teachers first hired on or
before 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
requlations.

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. Establisnes the member contribution rate for TRS employees as 11% to
be deducted from their salary' at the end of each pa¥_ roll Berlod and to be Credited to their
account. Allows the member to choose within the Tirst 30 days of employment between
having their member and employer contribution calculated from their basic salary or their

total salary. Defines hasic salaiy, salary base and total salary.

Sec. 14.25.350. Establishes an employer contribution rate at 1i% 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 foIIow_m? 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 of 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 of a member in both the employer and
employee contributions.

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

E*Mtablishes 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 of 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 of the Tump sum into another
q*ualme plan, periodic distributions, or no distribution until the member elects to do so.
It 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 of members upon termination when a
qualified domestic relations order applies.

Sec. 14.25.410. Establishes rights of participants if married or under a qualified domca ic
relations order upon termination of 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 of a member's
account in_eevent 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. Re&uwes 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 demgnate aheneficiary, at the time of 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
3ﬁouse, the amount is disfributed hetween the surviving children, if there are no surviving
children to the surviving Earents of those children. If none of the above, the account is
distributed to the estate. Establishes a lime limit on heneficiaries claiming bengfits.

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 of reasons and provices a lime period and process for appeals.

Sec. 14.25.470. Establishes requirement foreligi.bilit%ofmedical benefits. A member
must retire directly from the system at any age with 30 years of service or at normal
retirement age with 10 years of service. Defines the normal retirement age as 60 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 e.||gz|b|l|ty 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 employer participating in the plan.

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

Sec. 12. Allows the Department of Administration to obtain group insurance under the
cond_mtl)n %hat 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. 1 the member opts for a non-
ormulary drug when the Tormulary version is available, they will pay the difference

between the two.

Establishes eligibility 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 Deﬁartment of Administration to procure an insurance
B_ohcy for member... Requires that the Department allow all eligible insurance carriers to
id and determine selection of carrer based on lowest bid amount to be .cvicwced 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 of 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 of qualified medical expenses. Establishes an effective date of July 1,

2005.

Sec. 39.30.320. Establishes the attorney general of the State as legal council for the
administrator of the plan.

Sec. 39.30.330. Establishes the commissioner of administration, or the commissioner's
designee as the administrate) of 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.

50.;. 3° 30.3M. Establishes the Alaska State Pension Investment Board as the fiduciary
of e fimu.



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-e.mgloyed at a |ater date their account bAance 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 of that member from their Heath
Reimbursement / ccount. When the partic;pant's member account is exhausted, the
participant is responsible for those payments.

If a participant dies before exhausting their account their surviving dependents are
eligible to use the remamm? 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 tax \« however a member's light
to receive benefits may be assigned under a qualified domes ¢ relation; order, atn'Sor a

similar qualifying legal device.

Sec. 39.30.410. Gives the slate the .ght to amend the plan &' any time. Bars the
administrator from chan%lng the plan in @ manner to -educe the accrued benefits of 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 of fact
to be returned io the employer,

See. 39.30.420. Requires that the fund not be used for any other purﬂose than the benefit
0i 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.

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 of the account is to help employers pay their past service
cost and will consist of legislative appropriations and investment refurns.

See. JOt.30.520. Establishes the attorney generai of the State as legal council for the
account.



Siic 39.30.:230. Establishes the commissioner of administration or the designee of the
cor miissioner as administrator of 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 of the following provisions only to members
first hired before July 1, 2005.

5e¢.39.35.010. Substitutes the term “plan” for “ system™ in existin% defined benefit
s'atues. Substitutes a specific statute reference for the term “this chapter” in existing
s atnte referring to a defined benefit plan.

Ste%. 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» 5e¢.39.35.272. Gives the board the aut_horit% to annually establish cmployei and
employee contribution rates with the goal of paying the entire normal cost rate and some
portion of the past service cost,

Establishes employer and employee contribution rates as equal with a ceilin9 on
employee contributions at 13% and a floor on employer contributions at 10%. Neither

can increase more than 5% annually.

Defines the terms accrued Iiabilit?/, 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 of Alaska as eligible for credible service under the
teachers retirement plan,

Section 24. Defines parameters under which member mav claim credited service.



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 of calculation for public service benefits.

Sec. 27, Establishes that a member who claims credited service inaDC 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. 28. Allows a former member to reinstate service when they have received a refund
of contributions.

Sec. 29, Establishes that when a member retires from the plan and is [ater re-hired they
will suspend collection of 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 of eligible members that the plan will cover. Lists the
different types of ineligible members the plan will not cover.

Sec. 32. Defines plan as the defined contribution retirement plan as established in this
legislation,

288'533' Sec. 39.35.700. Applies the following to employees hired on or after July 1

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 of each pay roll
period and credited to their account.

Allows the employee to choose within the first 30 days of employment between havingi
their member and employer contribution calculated from their basic salary or their tota
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



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 of pay roll for member and employe
contributions to be transferred to the members retirément 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. 39.35.770. Tasks the Alaska State Pension Investment Board with providingz arange
of 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 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 of the lump sum into another (r]ualmed
Plan, periodic distributions, or no distribution until the member elects to do so. If a
ormer member's account balance is less than ss, o000 that amount is automatically
distrusted unless the former member submits a written statement within 120 days of
termination requesting that the balance ..main in the plan.

Sec. 39.35.790. Acknowledges the refund of 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 of member.

Sec. 39.35.510. Allows a member to roll over funds from a previous qualified plan upon
hire or into another qualified plan upon termination. However, rollover contributions
calrlmot count as service towards medical eligibility. Defines qualified plans eligible for
rollover.

Sec. 38.35.820. Establishes distribution requirements for the interest of 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 a ang time except to the extent that a qualified domestic relations
orderapplies. If @ member fails to de3|gnate a beneficiary, at the time of the member's
death the spouse if married to the member at some point during the member's
employment automatically becomes the designated beneficiary. If there is no surviving
SEQUSE, the amount is distributed between the surviving children, if there are no surviving
children to the surviving Earent_s of those children. 1f none of 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 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 app s

Sec. 39.35.860. Establishes requirement foreligi_bilit% of medical benefits. A member
must retire directly from the system at any age with 30 years of service or at normal
retirement a%e with 10 years of service. Defines the normal retirement age as 60 Blus the
increase in life expectancy from the current mortality table to the figure of 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. Qutlines the eligibility of 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.

5e¢.39.35.888. Exempts member contributions from taxation or any kind of anticipation,
alienation, sale, transfer, assignment, pledge, encumbrance, or chare. Howevera
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 of the most recent active membership, benefits or refunds will
be forfeited and the member's records destroy ed.

Sec. 39.35.892. Establishes know'ingly falsifying records of 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 of eliﬁible members that the Elan 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, pub'ic organization, and qualified domestic
relations order.

R_ecqgnizes 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 of 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 of service
will count towards qualifying for medical eligibility in the defined contribution plan.

tEstat%lishes a 90 Jay w'indow after the effective dale of this legislation for the member to
ransfer.

Gives the hoard the authority to establish regulations to regulate the transfer of
employees.

Requires the employee’s election be stated in writing and ensures that the employee is
fully aware of the implications of their transfer.

|f @ 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 aPublic Employees Retirement System non-vested defined benefit tier
member transfer into a defined contribution Plan. he present value of 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 of
service will count towards qualifying for medical eligibility in the defined contribution

plan.

tEstat]glishes a 90-day window after the effective date of this legislation the member has to
ransfer.

Gives the hoard the authority to establish regulations to regulate the transfer of
employees,

10



Requires the employee’s election he stated in writing and ensures that tH employee is
fully aware of the implications of their transfer.

|f & member makes no election within the time period prov ded, 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 Ie%islative intent of 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 of July 1. 2005



Medical Plan Portion of
CSHB 238 24-1.S0761/1

WORK DRAFT

Note: Sarre changes apply to both PERS and TRS sections. The TRS equivalent of the
following pages can he found on page 16, line 9 thru page 18, line 25 of HB 238.
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-J Sec. 39.35.860. Retirement, (a) In order to obtain medical henefits under
AN39.35.870 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 for at least 12

months before application for retirement and
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(1) the member has at least 30 years of 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.
ey 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 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) amember with at least 30 years of service and who retires directly

from the plan;
(2) the surviving spouse of a member who elected coverage under (1)

c* this subsection;
(3) @ member who reaches the normal retirement age as provided in

AS 39.35.860, has at least 10 years of service, and retires directly from the plan;
(4) the surviving spouse of a member who elected coverage under (3)

of this subsection.
(c)  Retiree major medicalinsurance plan coverage elected by an eligible
member under this section coversth” eligible member, the spouse of the eligible

member, and the dependent children of the qualified memKer
(d)  Retiree major medicalinsurance plan coverage elected by a surviving

spouse of a eligible member under this section covers the surviving spouseand the

dependent children of the surviving spouse.

235( ) _ -48-
New Text Underlined [DELETED TEXT BRACKETED]



—_—

13
14
15
16
17
18
19
20
21
22
23
24
25
26
21
28
29
30
3l

WORK DRAFT

WORK DRAFT 24-L.S076.W

(e) Major medical insirance overage takeseffect on the firstday of the
month following the date of the election and stopswhen the personwho elects
coverage under (b) of 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.

(9) The medical and optional insurance premiums owed by the person who
elects coverage under (b) ot this section shall be deducted from the heallt
reimbursement account. |f the amount of the health reimbursement accoun; becomes
insufficient to pay the premiums, the person who elects coverage under (a) of this

section shall pay the premiums directly.
(h) The hoard 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
() The portion of the cost of 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 of the premium amount established for retirees normal
retirement age or older: 70 percent if the member had 10 years of service; for each
additional year of service after the member's tenth year of service, the cost of
premiums decreases by three percentage points; however, the minimum employee
portion of the premium is 10 percent if the member had 30 or more years of service.

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

entitled under the orde'.
(k) The monthly group premiums for retiree major medical insurance coverage

-49- CSHB 238( )
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are established by the administrator in accordance with AS 39.30.095. Nothing in
AS 39.35.700 - 39.35.895 guarantees a person who elects coverage under (a) of this
section a monthly group premium rate for retiree major medical insurance coverage
oiher than the premium in effect for the month in which vie 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.

SO



Insert into Work Draft of 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 if
the member has been an active member for rt 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 of

SeIVice.

(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 of 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) @ member with at least 30 years of service and who retires directly from the

plan;
(2) the surviving spouse of a member who elected coverage under (1) of this

subsection:



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

14.25.470, has at least 10 years of service, and retires directly from the plan;
(4) the surviving spouse of a member who elected coverage under (3) of this

subsection,
(c) Retiree major medical insuranoe plan coverage elected by an eligible member
unde, this section covers the eligible member, the spouse of the eligible member,
and the dependent children of the eligible member.
(d) Retiree major medical insuranoe plan coverage elected by a-the surviving
spouse ofan eligible member under this section covers the surviving spouse and
the dependent children of the eligible member who are dependent on the surviving
spouse.
(e) A member's spouse and dependents are only covered if they were spouses or Y
dependents while the member was an active employee.
(fe) Major medical insurance coverage takes effect on the first day of the month
following the date of the election and stops when the person who elects coverage
under (b) of this section dies or fails to make a required premium payment.
(9f) 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) of this section shall be deducted from the health
reimbursement aooountarrangement. |f the amount of the heath reimbursement
account arrangement -becomes insufficient to pay the premiums, the person who
elects coverage under (a) of 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 of the applicable premium shall
be determined according to (tj) and (k) of this section.



(jij Participants who have not reached the normal retirement aye as defii.-d in
14.25.470 (b) are required to pay the full amount of the applicable premium cost
8s established in section (i).

Thg portion of the cost o f{r-commre payable by Ho participant is 70 percent rt'tiw
nwmber had-k* years of-servico:-for eaehnddrtional year o<vervico after tha
member's 10hyear ofserva*?; the oost o f premiums decreases by three percentage |
points”*howavor, the minimum <xpioyae-portion of-tito-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 of tlv cost of 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 of the annual subsidy base and the subsidy percemaue defined in this
section. The subsidy base will be established upon rassaue of this legisla:ion and
set cnual to the curren premium amounts as established in (i) of 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 of service, but shall not escecd 9000.Galy
when thefate of 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 of 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) of this section a
monthly group premium rate for retiree major medical insurance coverage other
than the premium in effect for the month in which the premium is due for
coverage for that month,

(nl) In this section,



(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) “hoard” 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 of the defined contribution plan

established in AS 14.25.310 —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 of the
member's mandatory contributions, employer contributions on behalfof the
employee, indebtedness principal and interest payments, interest credited to
each ofthose accounts, and adjustments to the account in accordance with AS
14.25.450;

(11)  “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,

(
(
(
(
(



(44X15)__ “terminated” means a person no longer employed by a n employer
participating in the plan;
(4-5X16) _ *“yearofservice” has the meaning given in AS 14.25.220;

*Sec. 12. AS 14.40.071(e) is amended to read:
(e) An emDloyee whose rights *o transfer assets out of 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 if the requirements for receiving a refund under
AS 14.25.150(h). 14.25.4C0. fORI 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 of Administration may obtain a policy or policies of 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
of other participating governmental units, or persons entitled to coverage under AS
23.15.136, subject to the following conditions;

(1) A group insurance policy must

(A) [SHALL] provide on or more of 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”
fItU

(P) require the insurance plan-toprovide a-prefcrred drngdis
or formulary-and must providethat-hcnefieiar ies-use the appropriate
medication on the preferred drug list-or pay the difference in east
between the medication iistcd-en4he-preferred drug list and the-gost
ef-a-Bentormulary-medieaiioffH-liowever* if a medieation is not on the

list 05 a genericor nongenork? rirugythe-tosw-aaee

oien-shaU eeveu-thg-ees*-of the medieation” For purposes of this
sttbttaragrapih e nonformtdarvHBiedieatton-is-one”Hrtis not listed on



of the

Senefk for of them edium Kkin the fornwtet?
LESISLATIVE INTENT REGARDING RETIREE'S HEALTH CARE. It is the intent
of the legislature for the Division of 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 of generic drugs, discussion
of what type of 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 of pharmaceuticals, capping
the number of prescriptions filled per month, restricting the number of refills that users

can have at one time.

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

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

a. itsgo\eming body adopts a resolution authorizing participation, and
payment of required premiums;

b. a certified copy of the resolution is filed with the Department of
Administration; and

¢. the commissioner ofadminis;ration approves the participation in
writing.

(4) Inprocuring a policy of group health or group life insurance as provided
under this section or excess loss insurance as provided in AS 39.30.091, the
Department of Administration shall comply with the dual choice requirements
of AS 21.86.310, and shall obtain the insurance policy from an insurer
authorized to transact business in the state under AS 21.09, a hospital or
medical service corporation authorized to transact business in this state under



AS 2187, or a health maintenance organization authorized to operate in this
state under AS 21.86. An excess loss insurance policy mey be obtained from
a life or health insurer authorized to transact business in this state under AS
2109 or froma hospital'  medical service corporation authorized to transact
business in this state under AS 2187,

(5) The Department of Administration shall make available bidl specifications for
desired insUrance benefits or for i"ministration of benefit claims and
payments to (A) dJ insurance carriers authorized o transact business in this
state under AS 21.09and all hospital or medlical service corporation
authorized to transact business under AS 21.87who are qualified to provide
the dlesired benefits; and (B) to insUrance carriers authorized to transact
business in this state under AS 21.09, hospital or meglical service corporations
authorized to transact business under AS 21.87, and third-party administrators
licensed to transact business in this state and qualified to provice
administrative services. The specifications shall be mace available at least
once every five years. The lowest responsible bid submitted by an insurance
carier, hospital or mediical service corporation, or third-party administrator
with adequate servicing facilities snall govem selection of a carrier, hospital
or megical service corporation, or thirc-party administrator under this section
or the selection of an insurance carrier or hospital or meglical service
corpo ation to provide excess loss insurance as proviced in AS 3030001

(6) Iftl.. aggregate of divicends 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 enployees.

(7) A person receiving benefits under AS 145110, AS 225 AS 3.3, or
former AS 3037 may continue the life insurance coverage that wes in effect
under this section a the time of termination of employment with the state or
participating governmental it

8 Aperson electing to have insurance under (7) of this subsection shall pay the
cost of this Insurance.



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

(10)  Aperson receiving benefits under AS 1425 AS 2.5, AS 0.3, or
former AS 30.37 may obtain auditory, visual, and cental insurance for tht
person and eligible dependents under this section. The level of coverage for
persons over 66 Medlicare eligible age shall ke the same as that available
before reaching ans-So-Medicare eligible age except that the benefits payable
shall be supplemental to any benefits proviced 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 sall adopt regulations implementing this
peragraph.

(10)  Aperson receiving benefits under AS 1428 AS 225, AS 0., or
former AS 30.37 may obtain long-tem care insurance for that person and
eligible cepencent] 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
gt | -

12)  Each licensee holding a current operating agreement for a vending facility
uncer AS 2315010 - 2315210 shall be covered by the groun policy that
applies to governmental units other than the state.

Resume Work Draft CSHB 233 page 21, line 8



April 2, 2005



Proposed M edical Program
Key Features

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)

m>Defined health benefit after Medicare eligibility, similar to the current
program with the following key exceptions:
B Method of coordination with Medicare

m Retired members will share in the cost through premium
contributions

Slide 2
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Proposed M edical Program

System Sponsored Health Care Plan
N

*S

<>System sponsored health plan available to all eligible retirees, but with

varying levels of subsidy

A Basic plan design elements
Current Plan

Alternative Plan

Medical

m Coordination with Medicare Total Allowable Maintenance of Benefits
m Deductible $150/person, $450/family $250/person, $750/family
mOut of Pocket $800 $2,500
m Outpatient Surgery Coinsurance 100% 80%

Prescription Drug

m Retail 90 day supply
- Generic $4
- Brand Formulary $8
- Brand Non-Formulary $8

m Mail Order 90 day supply
- Generic $0
- Brand Formulary $0
- Brand Non-Formulary $0

Dental, Vision, Audio No Change

Mercer Human Resource Consulting

30 day supply
$5

$15

$30

90 day supply
$5

$15

$30

Slide 3



M edical Program
Eligibility

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

m (1) age 60 with 10 years of service
m (2) 25 years of service (30 years for PERS “others” retirees).

= Disabled participants will be eligible

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

Slide 4
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Proposed M edical Program
Early Retirement

[FIBBST

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

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

Slide 5
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Proposed M edical Program
Normal Retirementto Medicare Eligibility

mBmm’

m>Members who retire directly from the Systems will be eligible for a
“defined dollar” benefit upon reaching eligibility for normal retirement

m>Fixed dollar subsidy toward system sponsored health coverage
m>Access to system sponsored retiree medical plan as outlined above
®>Subsidy amount is based on length of service

m>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%)

Slide 6

Mercer Human Resource Consulting



Proposed M edical Program
Normal Retirement to Medicare Eligibility

m11 1 X —

m=>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

m>Medicare eligible dependent spouse is eligible for the Medicare
eligible benefit level, with contribution percentage based on retiree
length of service

Slide 7
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Proposed M edical Program

Normal Retirement to Medicare Eligibility

IH1rrirtr .

o Apply percentages to the applicable subsidy base to arrive at the
appropriate subsidy amount.

A Defined Dollar Subsidy Base Annual PMPY for fiscal year 2004:
Pre Medicare $5,962*

m>Subsidy Percentage

Service (yrs) Subsidy %

10-14 30%
15-19 45%
20-24 60%
25-29 715%

30+ 90%

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

o ‘Equivalentto FY2004 pre-Medicare projected claim cost.

Slide 8
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Proposed M edical Program
After Medicare Eligibility

m>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

m>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

Slide 9
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Proposed Medical Program

After Medicare Eligibility
Wy enp ' EH
nMs'illsi

m>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

Slide 10
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E xhibit A

Types of Medicare Integration
Total Expense $1,100

Maintenance

of Benefits
Mscficare Pays $603 A Mscficare Pays$600 Retiree Pays $100 Deductible
m\W
500 * B0 &
Han Pays $500 a Retiree Pays $200 Coinsia‘ance
y SHOH o wa o
R EY
Refi JS Mecficare Pays $600
e(glrcegiﬁ%srance"""’ | ysS$
"lan pays $320
M?éﬂﬁa'e
Gdlﬂm— —Calculates
V\ereno
|e
ﬁ) aamne
@5 \enol tot(% 00|nS| remaJnl
ol e[S Al I
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Proposed Alternatives
Alternative 2 - Normal Cost Rates

fronlilll

<>“Normal cost” rates for Alternative 2 are expected to be as follows:

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

Employer normal cost rate

Mercer Human Resource Consulting

Normal Cost Rates

TRS
3.75%
13.5%

1.5%
18.75%
(10.0)%
8.75%

PERS
3.5%
11.5%
1.0%
16.0%
(8.0)%
8.0%

Slide 12
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Health Reimbursement Accounts

Overview

m>Arrangement that:
m Is solely employer paid
- Reimburses employees for medical expenses
m Provides reimbursements up to a maximum dollar amount for a
defined coverage period

<>Unused funds are carried forward to the next coverage period

m=>Usually, but not required to be, associated with high-deductible health
plans or consumer directed health plans

®>Includes aspects of FSAS

A Also known as
B Health Reimbursement Arrangements
m Defined contribution health care plans
Slide 14
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Health Reim bursement Accounts

Overview
IB lir

Funding

A Employer only

& Employer sets own limits

Eligibility

< Current and formeremployees (including retired employees), spouses and
dependents

A COBRA participants

A Dependent medical expenses on death of employee

Slide 15

Mercer Human Resource Consulting



Health Reimbursement Accounts

Overview

Yy.

Benefits

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

A No IRS iimit on reimbursements
m>Employee responsible for substantiating expenses
o Cannot use for over-the-counter drugs

Cannot have any right to receive cash benefit

Slide 16
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Alml |
R |
Heafth Reimbursement Accounts

Overview

W tm m

Plan design

<>Plan sponsor dictates plan design
m Contribution amount
m Covered expenses
B Termination provisions

Tax Treatment

®>Requirements for exclusion from employee/retiree income:
m Employer funding only - no employee contributions
m Only reimbursed for qualified medical expenses

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

Slide 17
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Overview
Retirement Program Financial Management

Funding Investment
Policies Policy
Benefits
Policy
PinRoldos
Mt HnanResaueeGralirg Sid® 1

Financial Summary
Employer Contribution Rates - PERS

FYO05 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%

m The normal cost rate provides for benefits expected to be earned by active
members during the fiscal year

m The past servire rate is the part of the contribution that is intended to pay
off the unfunded liability (over 25 years)

M HnanRsaueCralig Slide2 |
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Financial Summary

Employer Contribution Rates - TRS

Normai Cost Pate:

Past Service Rate:
Total Contribution Rate:
Board Adopted Rate:

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

active members dunng the fiscal year

m The past service rate is tt e part of the contribution that is intended to

FYO05

14.76%
20.81%
35.57%
16.00%

pay off the unfunded liability (over 25 years)

M Mnar RsaueGradirg

FY06

14.28%

24.57%

38.85%
21.00%
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Report Highlights (crtinued)
PERS Funding Ratio History
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Report Highlights (continued)
TRS Funding Ratio History
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Overview
gpPQFinancial Context

o Rising contribution levels

o Volatile investment returns
= Investment uncertainty

o Rising medicai costs

M HnanRsueGraldirg

Overview
Key Information

Key information gathered and analyzed
Employer survey

0 Member focus groups
Benchmarking

o Benefit levels

=) Demographic projections

<=Implications of Medicare changes

o Trends, issues and alternatives

m=Cost analysis and rojections

Mercer Human Resource Consulting
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Employer Survey - PERS

Important Conclusions

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

m=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
m Reward long service

m=However, responses leaned towards shifting investment risk to
members

Mt HmnRsareQralirg Slide 7

Employer Survey - TRS

Important Conclusions

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:

m L owering the post-retirement cost-of-living adjustment
> Not providing medical coverage to vested terminated members

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

o0 However, responses leaned towards shifting investment risk to
members

Mgy HnanR=sueQGralirg
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Overview
System Objectives and Constraints

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

0 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

meHealthcare inflation risk should be shared by employers and members

My Hiti RsareQralling slide 9

| 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"

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

Slide 10
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Trends and Alternatives
Defined Benefit Observations

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

0 Advantages (to employer) of defined benefit plans
« Retention incentives, lower turnover cost
= Workforce management
= Cost allocated to longer-service employees

My HnanRsareQre iy SlideH

_ Trends and Alternatives
tjflp| Defined Benefit Observations (continued)

o0 Advantages (to employee) of defined benefit plans
m 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

M HnanR=n e ling Slide 12
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Trends and Alternatives
<j(PPJDefined Contribution Observations

o0 Advantages (to emplo™ J defined contribution plans
= Predictable cost
= Stable cost
m Employee assumes investment risk
= No long-term administrative commitment
= Contribution equity among employees
0 Advantages (to employee) of defined contribution plans
= Portab.lity
= Ability to direct investments
= Contribution equity among employees

M HnanRsneGraling Slide 13

Trends and Alternatives
S Defined Contribution Observations (continued)

m=Challenges for defined contribution plans
= More difficult to manage workforce
< Employee directed money often earns less
m 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)

Micr HnanRsaueGraLting Slide 14
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Proposed Alternatives
< m .
tim m . BVerwew

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

m 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

A Contribution rates for the defined contribution component are higher for
Alternative 2

= Post-retirement medical program is the same for both alternatives

Mt HnanRsaureGraldirg Slide 16
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Proposed Alternatives
Defined Benefit Alternative

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
m 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
m (1) age 60 with 5 years of service (8 years for TRS), or
- (2 25 years of service (30 years for PERS “others™)

m=Post-retirement pension adjustments similar to current tiers

o No 10 percent Alaska cost-of-living adjustment (COLA)

Mg HnanReaure G lirg Slidl

Proposed Alternatives
Defined Contribution Alternatives

Key features of defined contribution components
E=Individual accounts are maintained for each member
o Contributions are a percentage of base pay

m\/arious investment options (member-directed)

o0 1009%b6 vested

o Terminating or retiring member takes account (eligible for rollover)

M HnanR=aueGralirg
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Proposed Alternatives
Accrual of Non-Medical Benefits - TRS

—amrinvJ
— AAamn‘rY*f

troum

M HnanRsueQraling Slide 13

roposed Alternatives
rual of Non-Medical Benefits - PERS

M HnanR=ueCralirg Slide 20
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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

0 Early retirees get “access only" prior to normal retirement eligibility

i' Defined dollar benefit from normal retirement to Medicare eligibility
(currently age 65)
m=Defined health benefit after Medicare eligibility, similar to the current
program with the following key exceptions:
m Method of coordination with Medicare

= Retired members will share in the cost through Dremium
contributions

M HnanRsueQralirg 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

m=Basic plan design elements

Slide 22
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Proposed Medical Program
Eligibility

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

o0 Terminated vested participants are not eligible. A member must retire
directly from active service in order to receive coverage

M Hnan RsueQralirg

Proposed Medical Program
Early Retirement

me=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%6 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%6 of the appropriate
pre-Medicare or Medicare eligible PMPY claim cost

My HnanRsueGraldt»
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A Proposed Medical Program
tifIHNorm al Retirement to Medicare Eligibility

<=Members who retire directly from the Systems will be eligible for a
“defined dollar* benefit upon reaching eligibility for normal retirement

0 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

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

Mg Hnan ResoueCralirg Slide 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

o0 Pre-Medicare dependent spouse is eligible for the same subsidy as
retiree

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

length of service

Mg HnanRsueCralirg Slide 26
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Proposed Medical Program
"mm MNormal Retirementto iedicare Eligibility

0 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*

0 Subsidy Percentage
Service (yrs) Subsidy %

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

30+ 90%

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

a 'Edat ioF23 e Mbdaepdededdads nit .
ak g%.rg gecte _

Pyoposed Medical Program
d H After Medicare Eligibility

o0 Defined health benefit similar to current program

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

me=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

Qi@
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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%0
20-24 20%
25-29 15%

30-: 10%0

=Apply percentages to the contribution base to arrive at the applicable
contribution amount

Mgz HnanR=so.eQraling Slide 29

th Reimbursement
unts (HRAS)
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JJfiR Health Reimbursement Accoun/s

Arrangpment that:
= Is solely employer paid
= Reimburses employees for medical expenses

m Provides reimbursements up to a maximum dollar amount for a
defined coverage period

0 Unused funds are cart,ad forward to the next coverage period

o0 Usually, but not required to be. associated with high-deductible health
plans or consumer directed health plans

<=Includes aspects of FSAs
=Also known as

m Health Reimbursement A Tangements
= Defined contribution health care plans

Mt HnanReure G lirg 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
o0 COBRA participants

==>Dependent medical expenses on death of employee

QD

M HnanRsueGralirg
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Health Reimbursement Accounts

MOverviaw

Benefits

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

<=No IRS limit on reimbursements

o0 Employee responsible for substantiating expenses

o Cannot us" for over-the-counter drugs

o0 Can be used for after tax insurance premium payments (LTC Is gray
area)

o Cannot have any right to receive cash benefit

o0 Can be used with FSA, but special rules apply

Mgz HnanRsoueCGralirg Slide

Health Reimbursement Accounts
Overview

Plan design

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

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

M HianRsueQrakg Slide 34
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Health Reimbursement Accounts
eHcom parison of tax advantaged health care
N cfecounts

R trywouruarcatiowsrtor asmrtrciatd s GeeaMiuaisons tanmevda
Micdf HnenResueQraling Slide 35

Health Reimbursement Accounts
Comparison of tax advantaged health care
counts

Mt Hivan RsureGraling Slide 36
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Health Reim bursement Accounts
*AProjection scenarios

o0 llustrate 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
e Early hire, 1.0% funding - hire at 25, retire at 55
« Early hire, 1.5% funding - hire at 25, retire at 55
¢ Late hire, 1.0% funding - hire at 40, retire at 60
* 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

w ﬁﬁa%i inflati?]ﬁr(é% Sl ® y

Health Reimbursement Accounts
Projection scenarios

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

« Benefit ~osts increase at proposed valuation trend
» Retirees transition to defined health benefit plan at Medicare eligibility

E=0ther 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

Mz HnanR=eQraLlig H@Q\
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Health Reim bursement Accounts
A Projection 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.

M HneanR=sueCralirg 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%) (8.00% (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.

Micx HnanRsnreGraling Slide 40
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E QP roposed Alternatives
rnative 2 - Normal Cost Rates

="“Normal cost" rates for Alternative 2 are expected to be as follows:

Medical normal cost rate
Defined cont:ibution rate
HRA contribution rate
Gross normal cost rate
Member contribution rate

Employer normal cost rate

M HnanRsaueQrelirg

Normal Cost Rates

TRS
3.75%
13.5%

1.5%
18.75%
(10.0)%

8.75%

PERS
3.5%
11.5%
1.0%
16.0%
(8.0)%
0%

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

Actuarial Normal

Valuation Fiscal Normal Computed COSt Actuarial
report date year of Cost rate Rate rate Computed
June 30 rate PERS PERS TRS Rate TRS
1980 1983 11.46% 13.78% 11.95% 16.84%
1981 1984 12.03% 13.68% 13.51% 17.42%
1982 1985 11.36% 13.62% 13.64% 17.96%
1983 1986 11.82% 13.59% 13.13% 17.36%
1984 1987 12.31% 13.84% 13.91% 13.28%
1985 1988 11.12% 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 1294 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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Valuation Results

1.5(c) Actuarial Projections * Effect of Economic Scenarios

Key Assumptions
mm All assurmptions and methods are the sae s Section |.5(3) excent
Results are shown only uncer the: 1%population growth scenario

e actuariar{I]Y calculated contri%noqgg 0e 1S ?@med In each year beginning in FYC5,

Ut rate cannat Increase ny more per
Investrrent retums are assurmed as follows:
Total Po folio Investment Return Under Each Scenario
Year Ending Base Prolonged
June 30 Case Growth Recession
2004 15.78% 15.08% 15.08%
2005 8.70% 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%

1 Sated AsdaRdic Eﬂq&'m
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Valuation Results

1.5(c) Actuarial Projections - Effect of Economic Scenarios (continued)

Contribution Rate
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Valuation Results

1.5(c) Actuarial Projections - Effect of Economic Scenarios

Key Assum ptions

m All assumptions and methods are the same s Section 15(g) exceqt:
Results arc snown only under the: 1%6population growh scenrio

Tre el el contiytion e e e -
e cmd %%Jase bl onrogggaggp\ i each year beginning in

Investrrent retums arc assuned 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% 1.75%
2009 8.25% 8.25% 1.75%
2010 8.25% 8.25% 1.75%
2011 8.25% 8.25% 1.15%
2012 8.25% 8.25% 1.15%
2013 8.25% 8.25% 1.15%
2014 8.25% 8.25% 1.75%
2015 8.25% 8.25% 1.15%
2016 8.25% 8.25% 1.75%
2017 8.25% 8.25% 1.15%
2018 8.25% 8.25% 1.75%
2019 8.25% 8.25% 1.75%
2020 8.25% 8.25% 1.75%
2021 8.25% 8.25% 1.75%
2022 8.25% 8.25% 1.715%
2023 8.25% 8.25% 1.75%
2024 8.25% 8.25% 1.75%
2025 8.25% 8.25% 1.75%
2026 8.25% 8.25% 1.75%
2027 8.25% 8.25% 1.75%
2028 8.25% 8.25% 1.715%
2029 8.25% 8.25% 1.75%

SaedAaéaTmaSI:ng
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Valuation Results
1.5(c) Actuarial Projections - Effect of Economic Scenarios (continued)

Contribution Rate

e p:00¢) 14 209 p2 19

Fiscal Year Ending

—m Prolonged Recession Base Case - - Growth

M&%@%%«WMM%@ %GMTMW
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Proposed Alternatives
Cost Projections - PERS

Grtibution Grmpaism- FFS

35 00%

8SRERRRRIRRG RERRRRTY

Fiscel Yyr g
@ Mk .
M HnanRsueQraling Slide 43

Proposed Alternatives

er ()3{)st Projections - TRS

Grtribution Grpaism- TRS

60 00%

88

Slide 44
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Public Employees’ Retirement System
Teachers’ Retirement System

Senate Finance Briefing on Proposals for New Tiers

T T A o DT e G AR o

PERS/TRS

Current PERS Tier Il Alternative 1 Alternative 2

e Enployee ot 6 55bor 75 Police/Ere %féﬁn ;}w
strld strict

s Employee Contribution 865%
%lrenﬁntﬁge norrml —55
Ie menbers
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b emto

N B Dyears

@% % er %%? Jale

it M‘wfﬁal‘e SiElf o Byt

unfTurﬁed UBeOnet 8B tisdos | 85w
ﬁu’uree

e ang volatil rElgz!Jloyerbearsallthe nuesto naIExposureto
e i E%i%'i@ il

Briefing Senate Finance Januar y27, 2005

Employer PERS and TRS Tier Redesign Project
Page 30



/dm_ ire
“MNB-sdod ddnd

/Ao

I\m’thS\eat\Amaaasd @
Nonal rdirarart egpis
*  HElysirmatapis®

| BEnEse
. Ardﬂnaﬂms%raireaary@alﬂ

o YfcHiredbarditiamlalarint ]0%
add yeasd saTepiatodly 1
. 223’/dmhare¢ Dgs 29/ yer

Fh% i

) VeaIS Zw/ﬁzﬂgg%h oD
Medical L i
s O e
g % p%mnsktdtytl’e

) gedtodl A Ak e =S

. %ﬁ%ﬁ%md (V0]

M

Alaska Division of Rstlrsmsnt and Banaftta
Public Employaaa' Ratlramant System (PERS) Plan Comparison Chari

[]

dier
ZcHiredberitfrmmuadafidOears
225’/dd$re¢ 25’/¢H

Y&
daenmjmtreaﬂa@d ther‘g”nhree
QrEELNe)eES Say

D tereltiomialie O
a{?zw/dadwsaﬁen

Medical coeega t0d$b|IIH1S

gdesd regpatsoa ag
p)cdllreﬂse]nmg vith5yeasd
. alldenthsvﬁﬂ)msd

‘Al olier nenfiescn mdirea
035 I ITS-‘ ayae

T

WDramncrrmIeJ in

G bciosteheteste dat pursdiaivde (R 115

Rev January 15,2005

mm
Cortriviian

o)

1n8-d| dhes
S

I %gl!%e

Miesvetwith Syeasd savie
e Nna diea agad
» HlydieataaeD
o R reiredt
P
« ‘Alde nenilesenrirea
il a regayap
2/cHiredbereitlamla(a Ud 0yeas

e

dtfe@hvearmmeyeasg#a»

i m%w/&ﬁaft

ree

regidesd(

Medical SATE3E Tier "

E%Sg credlted sennce ID

. mﬁ%@m aslagas muipay

mm@%ﬁ

Aadeaﬁd#\%,%/me

e
%ﬂﬂdﬂ/ﬂhbﬂa

TIifN Proposed »Atttrestive 10B/DC Fen 1

Tiar V- AloveUe'i Ruedc Ben

BMirdf ot or dtar 7/1MM Entwod anaortal TABX6
RetxQrtrivian RetaxCGriuim
%su nenesEy L 71206 el nenfiesbegiTing 712006
/degming 72006- poeead@e 83/degmirg 712006- pdiceardire
N@/degming 7120063 hod Gt NO/degmirg 72006 od Dt
Nm’nHS\EIV\IIhS)easd aSME ](I%\@Bdmmdm
Nondl reiren@t agpis @) leaeamonataayagadide
- Elydeeraap® %’[ﬁe\/\mﬁﬂ%leae%
. R](Bﬁrenmtﬂsmralreaayags
dter Syeasd pooefiresavice
o 'Alde"nentesenrdired ayae
dter Pyeasd nemadpsave
-  YcHredberditiomia e PBaHredartrtio e
- s0% CHiredaotibianrete . Amﬁo*natre@immmraenw
. Apuumd treddiredarriuion e ggamto
RIS
- Brdtcdddinisampiedairceed
e agae

Medical

R T

. Ameanmum‘ 10yeasd aected

B

IGIYE-B

[]

penium
. Ediradoblatﬂﬂitlmmna eienat
Daptd

«  DHiredhedthberet dter app G (st
staetﬁmdmlermdsafmj

LEnsristodsed
mmﬂs refirees adoa anlloe
wolraereaaleHistabyeEs

e Ne

'Gedtedsaveeirduksd savice isadin(recdaldiond - reirenat bereit

Medical

mnw.@edraﬂylm

. Anue nirimumd 10yearsd aedied

%@%&I&SWWD

[himjdjlam*e"rt Iomrond eienat
Dapbh

%@m D



Tier |
ttuh*mm o

Pretax Contribubon.
% beginning 1/1/91

Members vest with 8 years ol sennce
. Normal retirement age a 55
«  Eanyretirement at age 50

«  Teachers can retire at any age after 20 years ol membership
service.

*  2%defined benefits formula lor (he first 20 years and all years ol
service prior to July 1.1NO

*  25%thereafter Benefit calcUabon is determined on the average
ol the high three contract salaries

*  Medical coverage Is provided to all benefit recipients and their
efrgbie dependents

«  Automatic PRPA legislated in 1990 applied lo akmembers
regardless ol hire date

*  Alaska Cost-ol-LMng Allowance is payable to benefit recipients
who remain domiciled in Alaska after retrement The allowance
is 10%ol (he base benefit

Alnska Division of Retirement and P .netits
Teachers' Retirement System (TPS) Plan Comparison Chart
Rev January 15, 2005

Tier Il
Entered on or after 7/1/90

Emf{Qyee Pre-tax Contrtbubon
% begnrvng 1/2/91

Members vest with 8 years of service
*  Normal retirement age is 60
. Earty retrement at age 55

. Teachers can retire at any age after 20 years

*  2%defined benefit lormula for the first 20 years

«  25% thereafter Benefit cakxfabon is determned on the average
ol the high three contract salaries

*  Medical premiums are paid fix all disabiWants 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

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

¢ Alaska Cost-of-living Allowance is payable to benefit recipients
65 or older or disability benefit recipients regardless ol age who
in domiciled m Alaska after rerement The allowance is
ol the base benefit

Gpdctiostrerdoodst tier dat papsedtier mobc(Rey 1155

Tnpemd AtanaUvt 1- DE/DC Nan
Entmd on ordtar 7/1/29W

Employee Pre-tax Contribution
10% beginning 7/1/2005

Members vest with 8 years ol service
«  Normal retrement agt .s 60
«  Earlyretxemenl at age 55

*  Teacherscan retire at any age after 25 years

. 1% defined benefit formula all years ol sennce
. 10%defined contnbution rate

«  Aportion of the defined contnbution rule may be allocated lo an
accountlo provide kx medical expr Jituret(HRA)

«  Benefit cylculabon is computed on indexed career average

Medical

. Employees must rebre directly Irom the system to be eligible and

*  Accrue a minimum of 10 years ol credited sendee”

*  Earlyretirees gel ‘access only" poor lo normal retirement age -
must pay premium

«  HRAcontribution

«  Defined dollar benefit Irom normal retirement to age 65

«  Defined health benefit after age 65 (cost share based on length ol
sendee)

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

None

TbrD

Pmnnawd I~ n rftiri T GHm

Entered on or after 7/1/1008

Employee Pre-tax Contntution
10 %beginning 711/2005

100% Vested at tme ol enroament

«  Canleave employment at any age and take account baU.ce win
them, leave acoounl balance in plan or retover to another

qualified plan

. 15.0% defined contribution rate

« A portion of the defined contribution rale may be allocated to an
accountlo provide kx medical expenditures (HRA)

Medical
*  Employees must rebre directly from the system to be eligible and
*  Accrue a minimum ol 10 years ol credued service'

«  Earyrebrees getaccess only'prior lo normal rebrementage-
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 ol
service)

None
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A

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
Emolover Employees
State ol Alaska 15,259
Anchorage SD 2496
Anchorage, Municipality of 2351
Fairbanks North Star Borough SD 790
North Slope Borough 788

M Hren RsareLosling

Employ er Survey - PERS

8 8 Kong-Service Employees

Plan should favor long-service employees

1 na .

Key Comments

Code
Letter

A

OO0 0O w

r4|
B m
M lov

Plan should not distinguish
on account of length of service

Slide 45

Key Implications

&
)

U EeTiEss sEReoy et

Mercer Human Resource Consulting

E%{Mm hidwgdiasiv\dkattedn edotsie

Slide 46
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A Er ployer Sun-y - PERS Jsssmm.
m 2. <older Employees 'm 8 =
Plan should favor older employees Plan should nol distinguish

on account of age

Clir(p a7

Employer Survey - PERS

3. Benefits Build Up
M lav
Benefits should build up quickly, so Benefits should build up slowly, so "early
"eariy leavers" have good benefits ) leavers" have little
Gmets
) ansatdodetaniroesds sonayyasd sk

T simayon
8 aiaicmj hidovediasiotdattedy vieyargnates

Qlirio Aft

Mercer Human Resource Consulting
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N E Employer Survey - PERS d
4. Mid-career Hires mB r‘
i nm In

It's OK for mid-career hires

Mid-career hires should
to accrue smaller benefits

accrue excellent benefits

Ingicatias
0 tgglsbnmgcat&nmrmmmememm
o Rodpideledsaddect
a Milasrtusnaylr smiiagoperdistosidenioas
M Hnt ResareQralig Slide 49
Importance

e ( Employer Survey - PERS _
5. ining in Alask
P H Iiemalmng in Alaska Hh II\WI v

The System should reward
retirees who relﬁn in Alaska

M.HLI
mmeg@w@m

0 fvigncec dledtiesomy seefonmond ot spe; exrioq dfy
o Weyeperacgeaareladeat dierhevoetedusevitoiedy
}%%m hde Searass hiMsanenoptedisionatiiod ddassetlyfoe
¢ @At spoaEsHHTy ety

The System s rould not award
retirees who remain in Alaska

Mt HnanRsueQreLitig Slide 50
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imparlance

A Eh ployer Survey - PERS
3 66,llﬂed Coverage 10Term. Vested Members | |

The System should provide medical The System should not provide medical
coverage ti*erminated vested members coverage tc terminated vested members

M HnanR=sne Qg Slide 51
Employer Survey - PERS mperanee
. Medical Coverage | .
Hin N Lov
The retirement program should The program should noi
provida medical coverage

provide medical coverage

9

KayGmats
O Biggest se_lling pomt mrecrutimg *medical .
@aaenpiat hirdesods/edee Eysznyeasd ses

o

Slida 52

Mercer Hurr'in Resource Consulting
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Em ployer Survey - PER"I Hun gn

8. Medical Coverage based on Service EE
The System should provide lev Ms of medical T'« Sys;r mshould provide the same level of
coverage that depend on years of service roedrv-coverage regardless of years of service

jte Employer Survey - PERS i “"»»»

A edical Coverage and Medicare I H _
MM Low
The System sliould provide medical coverage to all The System should pi vide medical coverage only to
retirees regardless of Medicare eligitiility those retirees wlithoi * access to Medicare coverage

Mg HnanRsueQrelirg Slide 54
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Employer Survey - PERS |

10. Medical Coverage and Medicare

The System should provide medical coverage lo all The System should provide medical coverage only to
retirees regardless of Medicare eligibility those retirees with access to Medicare coverage

V, !(ar%-ﬁa'* ahouW suptHemen Medicare up to a matimum amount based ona formula determined Oy number

Rt g o Mze e T ——
Sﬁﬂﬁ&sﬁ&bﬁd‘ﬂ@ﬁﬂiﬂgddﬁdl\&ize

M H nanRsaueGraldirg Slide 55

Employer Survey - PERS

11. Medical Coverage

The System should offer the same medical coverage The System should not offer the same medical coverage
to active aZetired members to active and retired members

Micr HnanRso reGralling Slide 56
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importance
@ployerSurvey-PERS
%= Retirii.g Age |

We want to be able to encourage We don't care wtien people retire
retirement at a particular age range

M Hnan RsuiceQraling Slide 57
Employer Survey - PERS Im»*?
<HI_13 Retiring after Years of Service AN 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

mm — @ — . Hum N P H I‘,—

1 2 3 4 S 0 7 8 9

OWGMWMWHMMMMDHM

Vil thsiaymyiea @ teemaratemSisamathyisioasd
o Ao aenass 5 Testealso
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Import
A E*ployerSurvey.pERS Importance

[ | U» Early Retirement s R -
We went to be able to encourage earty retirement We don't care about encourtging earty
with ad hoc enhanced benefits through the plan retirement, or will handle it through other methods

Mt HnanRseCraling Slide 59

Employer Survey - PERS mporance

1V5. Retirement Income IM\/

We want to provide employees with a specific amount of We will contribute lo our employees retirement
retirement income they can count on at retirement but each employee should be entirely

i responsible for managing their retrement
1 2 3 4

S e 7 8 9

Mercer Human Resource Consulting Sllde 60
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Em ployer Survey - PERS
16. Investment Risk Responsibility

m X
Employees should as?i.  Investment risk Employer should assume investment risk

Key Comments

> Employees snouk) ELNENFEIMV Hvnaeepoasmayvadioan menaugdias Dmrear
= Hinodoldnatasnemesnartrek

a Treadufdatdaeswmiaapou adendog

Key Implications
T

0 Mnfesendenmest tarsaaivdya toagessvaytor teegvasiuan.n and needs

Slide 61

Mercer Human Resource Consulting

Importance

Employer Survey - PERS
18. Inflation Risk Responsibility

Employers should adjust benefits

Employees should assume
for post-retirement inflation

post-retirement inflation risk

14

Key Comments
it ressecmicaanate agyssanlagtama tyloatrad adresnendoess
* Eoesdoldasaenueriskiorpostarenen infldion
%mMHQamemmeanammwamraeadanﬂmajm

arLH Infidan
Key Implications
Helirenati inwodasuetre trevalednente'sbadisa henat
° @ine renanwduaﬂe tharlifdine

& Roidrgpesauarutinldicaypdedionisacs tote Saem

Slid© 62

I\BCE’Human Resource Consulting
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Importance

Em ployer Survey - PERS
m 19. Longevity Risk Responsibility [j]Ji

Employee* should assume longevity risk Employers should assume longevity risk

Key Comments

9 ETmﬂScan mbwakrdlo assume at MUR QR iIness

» why S0ldanAsdaapoa emenokdinag sata @d Mnerskidea) o sepQ yes
o HwoaseEnusanetisrekidte

o itdoldeteamopsdigiontoass neserk

Key ImpIications

tﬂ'mlyp(ﬂl[na a (IHtOtf‘eSSHGﬂ
o Brgmnu PAYTE rek ne Saarmldpedd adnaegennoea wNayOteatiegaptenay
WHuman Resouroe Consulting Slld® 63
Employer Survey - PERS
%?. Savings m |
M. HM low

The program should permit

The retirement program should heavily
but not push savings

encourage savings in the plan

Key Comments
o Theeaeldsddherqiias. ta(K)'s, IR{sadASdas Bia leest aesatolohoatyp dedio

mmrmlb&anennnreqnshluylcrmm’rm Rayarsdoldesndiesdtoed cead

SULIRANDESDsave tor -EEENET
s Hmpoessduldedonsdtocomeate edatateteerdemat iy

Key Implications
s Whtdogyemraggnantmsoariieoteersnat naywPrd haeat Belutstordee

Mercer Humen Resource Consulting Slide 64
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Eb ployer Survey - PERS we** |
21. Costof Medical Coverage | H

Employer should assume the

Empl0¥ees should share In (
the cost o' medical coverage cost of providing medical coverage

S | | | |

Key Comments

» Hpoasanmlagrataatopaythe. 'tte anturttaorneddirsuae Brdoa* dolddeen tecal
o Tadatahmidreor sdaydesrareht dwvaes’ Dateqis beret Soddepoided

o Tremueyudaeintedd, tenueyaun, owsedxidas

Key Implications
o Mntasdairgintecs dnedd oaaew idpoicat sargstotte Saaoaline
s Waldeasgificat dmhonamatdsignadh ressefirerod buidnanrediress

Mercer Human Resource Consulting Slid® 65
Employer Survey - PERS ICSRIM

22. Cost of Medical Coverage

Employer should assume responsibility

Employees should assume responsibility
lor medical cost increases

for medical cost increases

Key Comments

s Hoe duldatidpeteinnedcd axdtinoesss

~ | trktreengo,eesnidrddttisrereMty dogwihse Wpiomenpo g

o %dmgisﬁe Trenengoessw haeanrediveolevisy arenesatresganeannaae

Key Implications
s Mniasasnirgtheresporsblytor mede ot messes waldpoiceas sargsiotre Sgenoa tna
o Waldeadhft lamourart designardnnease firerdd budnanretress

Meroer Human Resource Consuting Slid® 66
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%}ployerSurvey-PERS r

Access to Contributions 1 1

EmpIo%(ees should have  pew toas much of their Empltoyeles shoultg har¥tel no accessi
0 plan assets until n, iremen

own retirement cor r'butlons as legally possible

Key Comments
s sm dpoiondaldeeMdefo ' evagatyaty-stain
9 llteepoeeddl aladuldetirdoeloael waea

9 medrﬂcharegieggpasaeaﬁebmtonHGmwrmt Asamta

Key Implications
s MntesnaygadgrenetraneQnowohrgldineadssarea it nayteurdietotshve
s o GEly LediETEtdarslo pervanat ressadss alomepdeeanina\dietee et

Slid® 67

Morcsr Human Resource Consulting

Employer Survey - PERS ipertanee

24. Understandability

We'll sacnfice urv erstandability if -ec©t.sary to

Understandability is the pnmary concern
achieve our wr kforce and benefit obje iives

Key Comments
o Epyesredioudbtadtisgen
: i snirastoeqlangas hitedanme besno redo8.

Rasalhebsr Ashquelotennemﬂhe
o Hmoesrediokeindvedntrarmirnat

» QegpsuieschH

Key Implications
o Gradyanueanedomiaanneg avice \aidyd goedfy djedives
o MniEsnaymEmEenue\d emadimatgenteisnoeutadattie

Mercer Human Resource Consuilting Slide 68
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Employer Survey - PERS InGR2e
| 253 Tangible and Relevant Plan T

w
It's OK if the pte i is tangible and

Alemployees should Itnd the t
plan tangible and relevant relevant mainly to older employees

Kay Comments

o Hmnreueisachtetmvemt beren aevdLednuoe: resnat tyamat
! e

9 Memoesdulderegrddelateeomdzdos
s Adnpoesredtosetebaditsd tegmn

Kay Implications
s Mniesnayacenoe\d emardeatdant e istagat, edrdeat

Slid® 69

Mercer Human RenUu 'e Orc*,«mg

Employer Survey - PERS m m
26. Predictability and Stability B

We want maximum predictability We're WiIIin% toaccept volatility
as part of our asset strategy

and stahility of contributions

Kay Comments

9 for heigiﬂgpm mmesma}mmdpmlly
9 Gamatshaetohdy Terediokomie toagedt

9 V\'[bejetswing, are rﬂdbcwm

@%MM?%&W% part Gﬂfmslaﬂ\y, &m&llmmm

Key Implications

o \bidlitvistreres ltolahierrkesst sraeyvith el revacs
Siid® 70

Mercer Human Resource Consulting
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Employer Survey - PERS ~

27. Change in Cost 1 9 .
H. IM U

Aggregate retirement contributions . Marginal cost increase* are
should"be less than they are now appropriate to meet other design goals

P NP wll BH

Key Comments

m» Employees mwerneed to II’UHH—!'

- tMnolatiarditet asseaHcedry Wrtohegpdaracampaia waekesggdenacesieeseda
» avnvRafaytdatovatapaderdamat athtias:. telesstentreyaeron

Key Implications
- Lo/vairgaﬂib,ﬁdsvﬁreaJtMQIHaylnlﬁwete*bi‘atsfmaires
o Seamberdit may(hayratbeconpesheagpne peerga palerdits aedsree

Slid® 71

Mercer Human Rev urte Consulting
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e Eimployer <furvciy - TRS

P k<e

The (otowing pa?es illustrate he response- lo Ine emgloyer survey sent to at

TRS employers Intotal. 38 er iployers responded TR

n. presents employers

uf various sizes Asa way to show the five largest employers' responses (of

those who responded), we have Included the fetters A -

following letters.

* Active

Emptciftr Emeiwm
Anchorage SO 3.464
Falibanks North Star Borough SD 968
Matanuska-Susitna Borough SO 936
Kenai Peninsula Borough SO 723
372

Juneau Bureau SO

Mercer Human Resource consulting

Employer Survey - TRS

1. Long-Service Employees

Plan should favor long-
service employees
a

Key Comments
= Inorivestored eteed e tuTDE dnaysheEp 3
~ Anhirgtret hegsenioess saestinenteaunuat. g adiranirg

m © O o >

on.the charts to
represent how they answered The employers have been assigned the

Code
Letter

Slide 73

imraflakKg
H i

Plan should no! distinguish
on account of length of service

0 m%mm Boessf(* rearsdainmedaeanpenssian o)

Key Implications

0 RyvadrjoysaveaHoess s aes

engonat
Enbeninpotartatradiontod, bitdlonsdiasto wakatteday wendotsate

Unifomelocatian
enposskeaeteSaam
Mercer Humen Resource Conulting

Slide 74
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A Einployer Survey - TR S
2. 0lder Employees 91

Plan should law Metemployees Plan should nol distjn?uish
on accouni ol age

JH

Kay Comments
o lengndsnicesistenteinpoiat tenagemedanmmpreenariardis
o Infldioneddanessssinr.c&y\WesaetvitYKSn Mga. yourgresttoseequoturityntres

o equal mmd@

Kay Implications

< fnajgdGrenpoes S fotscaes enlonet
» Uiiomdiasioneanbeaninpotart aradioneo. bt Mnsddiasto wal attredoa’ enyarge
nenfiesleantreSdaam

Slide 75

Mercer H.nmResource Consulting

Importance

Employer Survey - TRS

e H §._ 1Benefits Build Up

Benefits should build up slowly, so "early

Benefits should build up quickly, so
leavers" have little

"early leavers" have good benefits

12 3 4 3 0 7

[ Key Comments
o inatriosaecsmadiCaterditden badisdaldeoned a'jrdat reraha treninressedter <

nayyeen dsave

o &mgwmmmmdmmmmd

Key Implications

Dresa affect carear eno,ees Wrostay il et
o UifameSramenbean>nmtatatradiontod, hitdvivedasio Wakattredos’ venywrge
nentesieaeteSaem

MercG’I’thH]Resource Consulting Slide 7C -
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Importance

EgnployerPurvey - TRS

4. Mid-career Hires T
MK)-career hires should IPs OK for mia-career hires
accrue exceSent benefits toaccrue smaller benefits

Key Comments
o ThSoffers hchance (o aﬂmmmvm’]expenence

nee: an nlusion or I V\ﬂ'mjﬂ'm i
a%?mm dan nl m 4 adrsghio
Kﬁm&mﬂq&spdxﬁyfaedﬁtaws

Key Implications

o Stroatheritstorinuicaes huescenhaaninpotartioct ok toatract cpeetset
o Roidrghige Dretseq Bishigeracst _

o vB@EEThresnayresaUnggiheneris Xesnthengoas

Mercer Human Resource Consult, g Sllde 77

Important

Employer Survey - TRS
e B L & Remaining in Alaska m |

The System should nOt reward The System should reward
retirees who remain in Alaska

retirees who remain in Alaska

! 2 3 4 5 e 7 8 9

Key Comments

0 ReiesdoldeatraiiodayinAsda

* Wenpopehaegwenadearedteydiramat, Ie tamineweetieydooevirotpardly
o Asdarsgbtopotelidagdaedizad p

o Jathugweetevat Treaoseheseared0

Key Implica'ions
o mn hge Saamass hiAsdenscomytardisioredtios cdassathytee
" GAAfor resoa tsponteslifdagrescayy
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H |6 Med Coverage to Term. Vested Members

The System should notprovide medical

The System should provide medical
coverage to terminated vested members

coverage to terminated vested memoers
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7. Medical Coverage B

High MmJ Low

The program should not

The retirement program should
provide medical coverage

provide medical coverage
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8. Medical Coverage bhased on Service >

The System should provide the same level of

The System should provide levels of medical
medical coverage regard'ess of years of service

coverage thatdepend on years of service
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The System should provide medical covorage only »j

The System s.,ould provide medical coverage to all
those retirees w Itf. access to Medtea.v coverjgo

retirees regardless of Medicare eligibility
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Employer Survey - TRS
11. Medical Coverane

The System should otter the same medical coverage The System should not otter the same medical coverage
to active and retiree members V>active and retired members
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12 Retiring Age o

We wantto be able to encourage We dort care when people retire

retirement at a pariicc'ar age range
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15 Retiring after Years of Service

We want to be able to encourage retirement We don'tcam when people retire

after a particular number of vearc rrt service
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witfi ad hoc enhanced benefits through the olan

We don't care about encouraging earty
retirement, or will handle it through other methods
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15. Retirement Income

W e will coi.tribute to our employees retirement,
but each employee should be entirely
responsible for managing their retirement

'‘Ve want to provide employees with a specific amount of
retirementincome they can counton at retirement
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Employees should assume investment 'isk Employer should assume investment nsk

12 3 4 5 e 7 8 9

Key Comments
o Eoesduldesneregrstity Hveaendoasnayvat olintinedmatgiastontrimiornisk
Qrenoesretrataetretrie nortreinesnet ddstoneregeardramertiotidio

» Derigrvhiggapactrnticoty Egoaspotbamspapeadiananet

Key Implications

. e . i L
SHI%IW% e X0 wg hi@dsodmatieenge

LS I\Bﬂﬂsmoilon invest too cm m\a\dydm@&/Vy kI erg\mSﬂHlmuﬂrEd

Mc'cer Human Resource Consulting

Siide 88

F'age 55



Imoorlanco
Em ployer Survey - TRS

7. Inflation Risk Responsibility H i
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19. Longevity Risk Responsibility

Employees should assume longevity risk Employers should assume longevity risk

(M w1

Key Comments
o Hmoasamlans diadivoas nedivite ad roesss
< Hyoesregdivleantrelst Intisaea

Key Implications

» RoidrglatpitypdedinisaadotteSran
- i iynisk the aeddad it treat then
=9 By Wm Sdammld naecelt nueanUaEyta regoptenay

Mercer Human Resource Consulting Slide 91
1
Employer Survey - TRS TP
» |2 020. Savings H I -

The program should permit

The retirement program should heavily
but not pusn savings

encourage savings in the plan
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21. Costof Medical Coverage I -
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the costof medical coverage

Employer should issurne the
cost ol providing meuical coverage
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Je Il 23 Costof Medical Coverage | |

High  Med Low

Employer should assume responsibility

Employees should assume responsibility
for medical cost Increases

for medical cost increases
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23. Access to Contributions

Employees shook) have access to as much of their
own retirement contnbutions as legally possible
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Understandabilitv
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We'll sacrifice understandability if necessary to

Understandability is the primary concern
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m m 25. Tangible and Relevant Plan

trs OK if the plan is tangible and
relevant mamty ‘o older employees

All employees should find the
plan tangible and relevant
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26. Predictability and Stability | |
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We're willing to accept volatility
as pan of our asset strategy

We want maximum predictability
and stability of contnbutions
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27.Change in Cost

Aggregate retirement Contrlbutlons Marginal cost increases are
should be less than they are now appropriate In meet other design goals
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M f 2b. Most Important Questions

1234567 89 10111213141516 1718192021 22 23 24 2526 27 28
(Responses are weighted)
The four most important questions with preferred spectrum comment
« Question#7: 'The 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 indicate a significant difference between the two)
“The System should provide medical coverage to terminated vested members'
«  "The System should not provide medical coverage to terminated vested mambers"
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DRAFT
OUTLINE OF MAJOR POINTS FOR TESTIMONY

BEFORE ALASKA LEGISLATURE, MARCH 2931, 2305
Richard J. Solie, TRS Board Member

— My name is Richard Solie, Sr 1am retired from the University of Alaska
where | was a Professor of Economics, Head of the Department of Economics,
and Acting Dean ofthe School of Management lalso ran my own economic

consulting firm for a numb": of years.

I am a member of the TRS Board, having been appointed by Governor
Murkowski in the summer of 2003 and re-appointed to a new term in January
0f2004. As a member ofthe TRS Board | served as one of four members on
the Tier Committee which was charged with developing a proposal or
proposals for a new retirement plan for both TRS and PERS.

After review of several ofthe major bills being considered by the House and
Senate, | have a n jmber of observations that i would like to make. I will deal
with these under several different categories, and | will approach them in
order of my perception of their importance That way, ifl run out oftime, I’ll
at least have been able to discuss what to me are the most important issues

I MEMBER CONTRIBUTIONS:

A Equal sharing of “Normal Cost”:

I I, personally, agree philosophically with this approach, and, as a
matter of fact, the Tier Committee’s recommendation for both
Alternatives | and 2 included employee contributions which were
at least as high as the employer contributions! (TRS: Employer -
8 75%, Employee -- 10.0%, PERS - Both pay 8.0%).

2. leven agree philosophically with equal sharing of “Normal Cost”
for employees covered under existing tiers, however | am
concerned that the 5%/year pc 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. 1might note that the employee survey conducted by the Division
of Retirement at the request of the Tier Committee indicated a
willingness on the part ofsome of the employees to make higher
contributions ifthe DB plan could be retained in a future tier; and
there was wide-spread feeling among employers that employees
should pay a larger share of benefit costs than they presently do;

4. 1 am concerned about the response ofthe judiciary if this is applied
to existing tiers, and this is one of the reasons that the Tier
Committee didn’t consider this alternative;

5 lalso question whether the contributions should be the same for all
existing tiers:

- “Normal Cost” for TRS Tier Il in FY06 is 20.36% versus a
22.97% combined rate for Tiers | & Il (p. 8, slide 15, November
19, 2004 Presentation to PTRS and TRS Boards).

- “Normal Cost” for PERS Tier Il is 17.55% versus 20 05% for
Tiers I, Il and 1Il combined (slide 14)

B Equal sharing of contributions for “Past Unfunded Liabilities”.

. For members ofa new tier, there would, of course, be no
unfunded liabilities so presumably it isn’t the intent of the
legislature to charge them for the unfunded liabilities of existing

tiers,
2 For current TRS/PERS members | am strongly opposed to such a

policy for several reasons

a. The majority of the past funded-liabilities are associated
with retirees rather than with current actives;

b Bob Reynolds with Mercer estimated the allocation of
unfunded liabilities to be approximately:

—TRS -27.8% active participants, 68.5% for retirees and
beneficiaries, 3.2% for terminated vested individuals and
0.5% for “others” (thus 72.2% for non-actives),

— PERS - 33.2% actives, 11.7% terminated vested, 54.7%
retirees and dependents, and 0.4% “other” (66.8% for non-
actives)

Solie Legislative Testimony Page 2 3/29/2005



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 of line with the future benefits they could be

expected to receive

I INTRODUCTION OF A 100% DC PLAN REPLACE
THE EXISTING DB PLAN

A First ofall, let me say that | am not opposed to the general concept of DC
plans or of privatized retirement plans | strongly believe in individual
responsibility and in the advantages of personal ownership of private

equities;

B 1am :ure that all of 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. | personally pressed for a hybrid plan that included both a 1% DB and a
DC component Although some ofthe committee members undoubtedly
had misgivings about it, there was a clear recognition of the serious
problem facing the State of 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 committee’s and my personal opposition
to a 100% DC plan:

I A key factor is that in Alaska most of the teachers in this state
are not covered by Social Security Thus, they lack the floor of
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 employer surveys that were conducted showed strong
support for a sharing ofthe risks of the retirement plan, not a

comolete shifting of the risk to the empioyees,
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3. The vast majority of other public employment 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 competing for employees,

4. | am sure you have been exposed to the studies showing
significantly lower rates of return on individually managed
versus pooled accounts and also the problem with some
employees utilizing their retirement funds for purposes other
than retirement As a consequence, | won’t discuss those issues

5. Individual investors face risk that is significantly greater than
that for a pooled investment plan for several reasons:

Solie Legislative Testimony

The volatility of 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 of the
planned retirement, 1 would call attention to the fact that
the U.S. stock markets generally reached their previous
highs in March of 2000 and five years later the S&P 500,
for example, is still approximately 25% below the March of

2000 peak

The pooled funds, ofcourse, are subject to similar
volatility, but in any given year only a small fraction of 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

When it comes to actual retirement, the longevity
factor 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 of
additional years that he/she will live after retirement is very
uncertain. Thus, there is a significant risk of outliving
one’s retirement funds. For a large group, in contrast, the
average risk is minimal because ofthe large numbers of
individuals involved. This, of 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
of interest rates at the time they arc written, and
consequently a period of 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

of interest rates

6 Largely as a result of issues such as these, the State of 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
ofalmost 300,000 employees chose the DC plan (Source
Public Pension Action News, Spring 2003 )

This, 1tHieve, is a strong indicator of 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 lam 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, | am not sure that it is wise for
Alaska to get into the lead on this movement.

i RE CONSTITUTION OF AND/OR ELIMINATION OF THE

EXISTING BOARDS

A. In my opinion, the proposed increase in professionalism would be
positive, although | have been impressed with the expertise and experience

already existent on the Boards

B 1 am concerned about the lack of assured representation of TRS/PERS
members in some of 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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e Further, even ifthere 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 of PERS/TRS Boards in appeals:

- Hearing Officer would probably be more efficient ifefficiency is
measured only by the hearing itself But, because the boards act as a jury
of peers in essence, | believe the board approach reduces the nsk of further
litigation and gives the beneficiaries a greater sense that their case has

been truly heard.

- lwas a member of the National Panel of Arbitrators of AAA for a
number of years, and | feel that that system (which in a majority of 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

of the issue being appealed

« In this instance, | am afraid that the fact that the Hearing Officers
would be administratively appointed would engender potential

distrust on the part of the appellants;

D Some ofthe functions envisioned for a “Super Board”, while probably
w r1 within their capabilities, would add significant and potentially time-
consuming duties to the already heavy responsibility of overseeing investment

of the funds.

E. lam sure some of my colleagues have discussed the loss that a “Super
Board” might engender in some of the inputs currently realized from the
existing TRS/PERS boards (e g, recommendations for health plan cost
savings from the Health Sub-committee) so | won’t go into that.
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v PROPOSED CHANGES IN THE HEALTH PLAN

A. As you are all aware, the health plans have been a major contributor to
the unfunded liability for the Alaska TRS and PERS. Further, unlike the
impact ofthe 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 of the
TRS/PERS Boards) considered it to be absolutely essential thr! 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 Committee’s proposal included several major 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 situation that exists at present provides
essentially no incentive for such retirees to monitor anJ
ration their health care usage and costs

3. The plan would provide for significant health plan premium
payments by the retirees tied to the length of the employee’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 of employer subsidy for premium payments would
be provided during normal retirement and up to Medicare

eligibility;
c. Employees would pay a percentage of actual plan costs upon

reaching Medicare eligibility with the percentage varying in
accordance with the employee’s years of service.
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4 As a means of assisting retirees with the payment of the larger
deductibles and co-pays as well as the retiree premium payments,
an Employer paid for Health Savings Account would be
provided. At the same time that this would assist retirees in
paying the larger share of health plan costs it, along with the
higher deductibles and co-pays, would provide the retiree
with a strong incentive to assist in controlling health care

expenses.

C. lam aware that Senate Bill 141 appears to provide similar changes to
those outlined above for retirees who have reached Medicare eligibility. |
am also aware ofthe HSA provisions in most, if not all of the various
legislative bills. | am concerned, however, about several provisions:

1 For retirees from age 60-Medicare eligibility there is no subsidy
(other than what might provided by the HSA). | am somewhat
disappointed in this since | believe that the Tier Committee’s age
60-Medicare eligibility subsidy would have involved essentially
no risk to the employer (The subsidies are fixed in initial amount
and in teims of 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.

\% ELIMINATION OF THE 10% COLA

-- As you are aware, the Tier Committee recommended elimination of the
10% COLA for the new tier

e Our reason for eliminating COLA for the new tier was our
recognition ofthe current court action challenging the application
ofthe 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 ffel, however, that the COLA (unless the legal challenge is
successful) does serve a public purpose by encouraging retirees to
remain in Alaska.
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VI ADDITIONAL POTENTIAL CHANGES APPARENTLY NOT
CONTEMPLATED IN CURRENT LEGISLATION

A Although the Tier Committee did not formally recommend it, there was
considerable discussion about proposing the elimination of SBS. This
could mean many millions ofdollars in savings to the State and other
employers which could be used to help fund the existing retirement
programs as well as the benefits ofa new tier

1 In considering this, the Tier Committee was aware that, although
the State and University of Alaska are covered by SBS, a number
ofthe political subdivisions are not. Thus, eliminating SBS wou'd
also be a means of rationalizing the statewide retirement benefits

structure.

2. The specific reason that this was not proposed by the Tier
Committee was a caution by the Boards’ legal counsel that the
courts might view SBS as a contractual obligation paid in return
for the agreement to opt out of Social Security.

3. The legislature, however, is in a position to get a thorough review
of the legal issues involved in such a change, and if the
determination is that it would pass judicial scrutiny, I (and |
beiieve | speak for the majority if not all of the Tier Committee
and also for several ofthe 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 ofa
‘career average” base salary (adjusted for changes in the Alaska CPI)
under the new tier in contrast to the “High Three Years’ Salary” that is the

basis for pension calculations at present

1 This, of 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 of the so-called
“abuses” ofthe system under which various actions are taken to

build up the final three years of salary

3. A career average base would allow such things as inclusion of
overtime 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
House State Affairs Committee

FERS/TRS legislation

Thark you for addressing the PERS/TRS $5 billion problem.

My name is Larry Semmens, | am a CPA and Finance Director for the City of Kenai. |
have attended most of the PERS meetings the last 18 months or so, including 3/22/05.

From and employers standpoint, the recent jump in the unfunded actuarial liability and
the resulting rate increases are difficult to absorb, so | believe changes do need to be
made.

Predictability of cost and local control are best provided with a defined contribution plan,
so | 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, 1honestly
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 | would like lo see is employer representation.

If 1can be of service please contact me.

Isemniens@ ci. kenai.ak.us



DRAFT Sectional Analysis for CSHB 238

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 employees as outlined in the following sections.

Sec. 3. Establishes the manner in which the member contribution rate is calculated: the
greater of 8.65% or Vi the normal cost rate. However, the member contribution rate may

not increase by more than Via percent annually.

Sec. 4 Establishes the employer contribution amount as a percentage approved by the
board applied to the sum of all employee’s base salaries plus adjustments.

Sec. 5. Requires that the member and employer contribution rates when addec not be
less fhan the actuarially computed amount necessary to fully fund future liabilities of

members (normal cost rate).

Sec. 6. 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. (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 of 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 employees as 11% to
be deducted from their salary at the end of 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 employer contribution rate of 11% of the member’s base
salary. 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
member’s Health Reimbursement Account.

Sec. 14.25.360. Gives 15 days from the close of pay roll for member and employee
contributions to be transferred to the member’s retirement fund. Establishes

consequences for non-transmittal.

Sec. 1-4.25.370. Establishes immediate vesting of a member in both the employer 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 of 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 of 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 unless the former 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

fligiule for rollover.

Sec. 14.25.430. Establishes distribution requirements for the interest of a member’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.



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 member’s
death the spouse if married to the member at some point during the member’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 member’s death.

Sec. 14.25.450. Establishes procedures for correcting an error in the calculation of
benefi .. 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 of 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 of service or at normal
retirement age with 10 years of service. Defines the normal retirement age as months less

than the age set for Medicare 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 employer 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-
formulary drug when the formulary version is available, they will pay the difference

between the two.



Establishes eligibility 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 of Administration to procure an insurance
policy for members. Requires that the Department 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 Medicare eligible age shall be the
same as for persons under Medicare eligible age, however the cost of post-Medicare
eligible 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
depende is.

Sec. 14. Establishes a Health Reimbursement Account Plan for State of 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 administrator of the plan.

Sec. 39.30.330. Establishes the commissioner of administration, or the commissioner’s
designee, as the administrator of the plan.

Sec. 39.30.340. Establishes the powers and duties of the administrator of the Health
Reimbursement Account fund.

Sec, 39.30.350. Specifies that only employer 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 terminates employment before becoming
eligible for medical benefits they forfeit any access to their Health Reimbursement
Account. However, if a person is re-employed at a later date their account balance will

be restored with interest attributed to it.



Sec. 39.30.380. Establishes that a member is eligible lor the plan when they become
eligible for medical benefits.

39.30.390. Establishes that if the participant elects major medical insurance the
administrator will pay the premium on behalf of that member 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 member’s right
to receive benefits may be assigned under a qualified domestic relations order, a trust or a

similar qualifying legd device.

Sec. 39.30.410. Gives the state the right to amend the plan at any time. Bars the
administrator 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 employer 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 commissioner of administration or the designee of the
commissioner as administrator 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 administrator to pay into the teacher’s retirement fund on
the employer’s behalf the employer’s past service cost for each member in a defined

contribution plan.

Sec. 39.30.570. Establishes that the administrator shall pay into the fund on behalf of the
employers the 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 rate, member, past service cost, and past service cost rate.

Sec.39.35.005. Establishes applicability of 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. Determines the employee contribution rate for a peace officer or fire fighter at
the lesser of 7.5%. 6.75% or one-half the normal cost rate.

Sec. 21. Authorizes the board to set employer and member contributions.

Sec. 22. Determines that the member contribution rate plus the employer 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 ;employee groups eligible for credited service.

Sec. 25. Establishes an administrative director of Alaska Court.ystem as eligible for the
plan.

Sec.26. Establishes credited service requirements for teahcers



Section 27. Defines parameters under which a member may claim credited service.
Section 28. Defines method of 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 former 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 employees 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 employees 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 employer contribution rate at 10% of the member’s base
salary. Distributee the employer contribution in the following manner: 5.5% to the
members account, 3.5% to the member’s medical plan, and 1% to the member’s Health
Reimbursement Accouit.



Sec. 39.35.750. Gives 15 days from the close of pay roll for member and employee
contributions to be transferjd 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. 39.38.770. Tasks the Alaska State Pension Investment Board with providing a range
of 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 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 of the lump sum into another qualified
plan, periodic distributions, or no distribution until the member elects to do so. Ifa
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 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 of 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 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 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. Ifa member fails to designate a beneficiary, at the time of the member’s
death the spouse if married to the member at some point during the member’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 member’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
letirement 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 of 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 of anticipation,
alienation, sale, transfer, assignment, pledge, encumbrance, or chare. However a
member’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 of the most recent active membership, benefits or refunds will

be forfeited and the member’s records destroyed.

Sec. 39.35.892. Establishes knowingly falsifying records of 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, compensations, 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.



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. 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 of 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 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 for the member to
transfer.

Gives the board the authority to establish regulations to regulate the transfer of
employees.

Requires the employee’s election be stated in writing and ensures that the employje is
fui.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 retrement 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 member’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 member’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 employee’s election be stated in writing and ensures that the employee is
fully 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 retirement plan, International Revenue Code, member, member contribution

account, and qualified Jomestic 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





