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A m en d m en t N u m b e r  1. C hanges to contribu tion  rates. /•<*/ I  * - J

The em ployee con tribu tion  rate in SB 141 is c jrren tly  8%. A m endm ent num ber 1 increases the em ployee 
contribution rate fo r T R S  from  8%  to 11%, ai d for PERS, from  8%  to  10%. T h e em ployer contribution  rate 
going to a m em b er’s D efined  C ontribution  a t count in SB 141 is 4 .5%  for both PERS and T R S. A m endm ent 
num ber 1 increases this to 5.25%  for T R S anil it rem ains the sam e fo r PER S.

TRS
p. 15 line 18. D elete “e ig h t” and i n s c t “eleven", 
p. 16. line 8. D elete “4 .5” , and insen  -5.25”

PERS
p.81 line 17. D elete "e ig h t” and insert "ten ” .

A m en d m e n t N u m b e r  2. C hanges to vesting schedule. — ?  f * * f ^  ^

In SB 1 4 1 a  m em ber vests fully in their D efined C ontribution  account afte r 5 years on a gradated  scale 
increm enting 25%  each year with 0%  for the first year. A m endm ent num ber 2  changes the vesting schedule so 
that a m em ber is fu lly  vested after thrc' years. I1 ie  m em ber vests r,i 50%  o f  the em ployer contribution after 1 
full year o f service, 75%  after tw o years and the full am ount after 3 years.

TRS
p. 18. line 12. D elete "five’ nsert "thrc delete lines 15-17 insert;
(1) 50%  with one year o f sc* v ce
(2) 75%  with two years o f ser ice
(3) 100% with three years ot ervice

PERS
p .81 line 10 delete “ five", insert “ three" delete lines 13-15, insert;
(1) 50%  with one year o f service
(2) 75%  with tw o  years o f  service
(3) 100% w ith three years o f  service

Amendment Num ber 3. Changes to investment options. — ^

In SB 141 a m em ber is given a series o f eleven different investm ent options with varying degrees o f risk. 
A m endm ent num ber 3 requires a m em b er’s account to be deposited in one account m anaged by the ARM  
board.

p. 18. Delete lines 18-31 Insert language to require only one investm ent option m anaged by the ARM  
board.



A m en d m en t n u m b e r  4. C hanges to m edical plan.

A m en d m en t

To becom e elig ib le for m edical coverage under SB 141 you m ust be M edicare elig ib le with at least 10 years o f 
service, or o f any age w ith 25 years o f service for police/fire and 30 fo r al! others. If you term inate em ploym ent 
before M edicare elig ible age but have fulfilled the m inim um  service requirem ent, you will receive access-only  
to the m edical plan but will be required  to  pay the full prem ium . At M edicare elig ib le age the m em ber receives 
a percentage subsidy o f the prem ium  based on the years o f  service ranging from  70%  for 10 years o f  service to 
90%  for 30+ years o f service. R etirees and their dependents are elig ible , how ever, a different prem ium  will be 
established for a single m em ber from  that o f  a m em ber w ith dependents.

A m endm ent num ber 4 substitu tes the language from  HB 238 regarding the m edical plan d iscussed  ex tensively  
in com m ittee, w hich provides m edical coverage for m em bers 60 m onths prc-M edicare eligible age.

D elete p. 26 line 3 to page 28 line 1, and p. 28 lines 12-19. Insert m edical language provided and 
am ended as necessary fo r drafting  purposes. C orresponding m edical language for PERS is found on 
p.92 line 20 through p.93 line 27.

M inor changes will have to be m ade throughout the bill to m ake SB 141 congruent with the inserted 
language from  HB 238

n u m b e r  5. C hanges to the Alaska R etirem ent M anagem ent Board. ^

SB 141 consolidates the PERS, TRS and ASPIB boards and creates a 9-m em ber board with full fiduciary 
responsibility  o f the fund. T w o o f the 9 m em bers m ust be active or retired PERS or TRS em ployees. All 
m em bers are appointed by the governor. A m endm ent num ber 5 requires that nom inees for PERS and TRS 
representatives be chosen from a list o f no less than 3, and no m ore than 5 candidates put forth by the 
appropriate bargaining units. In SB 141, term  lengths are 3 years, and lim its m em bers to 3 term s. A m endm ent 
num ber 5 changes the term  lengths to 6 years, and lim its m em bers to a total o f ?. term s. A m endm ent num ber 5 
also ensures that the term s for the 2 finance officers and the two system  representatives are staggered by 3 
years.

p. 46 line 30. After “system ;” insert, “The m em ber shall be selected from no less than three and no m ore 
than five nom inees put forw ard by the appropriate bargaining units.”
p.46 line 31. After “system ." Insert “The m em ber shall be selected from r.o less than three and no m ore
than five nom inees put forw ard by the appropriate bargaining units."
p. 47 line 2. After “term s o f ’ delete “ three” and insert “six". A fter "total o f ’ delete " th ree” and insert
“ tw o” . Line 4. insert “ fu ll” between “consecutive” and “ term s” .

p. 105 line 26. A fter “ AS 39.05.055(7).” Insert, ‘Upon establishm ent o f the board one finance officer 
will be appointed to a three year term  and one finance officer will be appointed  to a six year tern, one 
PERS/TRS m em ber representative will be appointed to a three year term  and the o ther PERS/TRS 
m em ber representative will be appointed to a six year term .”

A m en d m en t n u m b e r^ . Changes to Health Reim bursem ent A rrangem ent (H R A )— ^  ^  V ?

In SB 141 if an individual term inates em ploym ent before reaching the 10-year requirem ent for m edical 
eligibility  and does not com e back to work within 5 years, they forfeit the accum ulated balance o f their UR A. If 
the m em ber leaves em ploym ent and com es back within the 5 years, their HRA is reinstated at the account 
balance when they term inated em ploym ent. A m endm ent num ber 6 reinstates a m em b er’s account with 
accum ulated interest regardless o f  the num ber o f years that have elapsed between em ploym ent periods. It also



allow s a m em ber to vest in their H R A  after 10 years o f se-vice w ithout retiring  directly from the system . 
H ow ever, the m em ber canno t access their H R A  until they rear the age 60 m onths prior to becom ing M edicare 
elig ible , o r have 30 years of service.

p. 58 line 16. D elete “ AS 14.25.470” insert “ (b) o f  this section” . D elete p. 58 line 16 starting at “o r” 
through line 21 end ing  at “ad justm ent” . Insert “If a person resum es em ploym ent the balance o f their 
account is restored  p lus any accum ulated  in terest.”

Insert line 22, (b) A m em ber has access to their H ealth R eim bursem ent A rrangem ent after 10 years o f 
service, w hether o r not they retire d irectly  from  the system . H ow ever, the m em ber is not allow ed to 
draw  from  that account until they reach the age 60  m onths pre-M edicare elig ible, or any age with 30 
years o f service as defined  in AS 14.25.470.

*Note: all changes in the T R S  section  should  be reflected in the subsequent PERS section.
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24-LS0637\L.4
C raver

4/18/05

O FFERED  IN TH E H O U SE  BY R EPR E SE N T A T IV E  SEATON

TO: CSSB 141 (FIN )

1 Page 15, line 18:

2 Delete "eight"

3 Insert "11"

4

5 Page 16, line 8:

6 Delete "4.5"

7 Insert "5.25"

8
9 Page 81, line 17:

10 Delete "eight"

11 Insert "ten"
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24-LS0637\L.5
Craver

4/18/05

A M E N D M E N T  ------?

O FFER ED  IN T H E  H O U SE BY R E PR E SE N T A T IV E  SEATON

TO: C SSB  141(FIN)

1 Page 18, line 12:

2 D elete "five"

3 Insert "three"

4

5 Page 18, lines 15 - 17:

6 Delete all m aterial and insert:

7 "(1) 50 percent with one year o f  service; and

8 (2) 75 percent w ith tw o years o f  service."

L -I-



24-LS0637\L.6
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A M E N D M E N T

O FFER ED  IN TH E H O USE 

T O : C SSB  141 (FIN)

BY R E PR E S E N T A T IV E  SEATON

1 Page 18, line 18, tlirough page 19, line 11:

2 D elete  all m aterial.

3

4 Page 48, lines 10 - 17:

5 D elete all m aterial and insert:

6 "(A) AS 39.30.150 - 39.30.180 (S tate o f  A lask a  Supplem entary

7 A nnuity Plan); and

8 (B) AS 39.45.010 - 39.45.060 (public em ployees' deferred

9 com pensation program );"

11 Fage 84, line 16, through page 85, line 9:

12 D elete all m aterial.

L - 1-



A M E N D M E N T  * *  Q l f j J

O FFER ED  IN THE H O U SE BY R E PR E SE N T A T IV E  SEATON

TO: CSSB 141(FIN)

1 Page 2, follow ing line 4:

2 Insert a new  bill section to read:

3 "* Section  1. The uncodified law  o f  the State o f  A laska is am ended  by adding a new

4 section  to read:

5 LEGISLA TIV E IN TEN T REG A R D IN G  R ETIR EE H E A L TH  C A R E  CO ST

6 SA V IN G S IN SECS. 33 AN D  121. It is the intent o f  the leg islature for the d ivision  o f

7 retirem ent and benefits to im plem ent by regulation cost-saving m easures appropriate to

8 current and future retirees in the health  care system . This includes using  m anufacturer's

9 rebates, co-pay levels, and m ulti-tiered  co-paym ent structures; m andating  the use o f  generic

10 drugs; detennining the type o f  d rug  classes in a form ulary; d ispensing  fees; m andating  or

11 providing incentives for mail o lde r pharm aceuticals; using a reduction  in the average

12 w holesale p rice; providing case m anagem ent services for certain  users o f  pharm aceuticals;

13 capping the num ber o f  prescriptions Filled each m onth; and restric ting  the num ber o f refills

14 that users can have at one time."

15

16 Page 2, line 5.

17 Delete "Section 1"

IS Insert "Sec. 2"

19

20 Renum ber the following bill sections accordingly.

21

22 Page 26, line 3, through page 28. line 19:

23 Delete all material and insert;

24-LS0637\L.7
C ravcr

4/18/05
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1 "Sec. 14.25.470. R e tire m e n t, (a) In o rder to obtain medical benefits under

2 AS 14.25.480 a m em ber m ust retire directly from  the plan. A m em ber is eligible to

3 retire from  the plan i f  the m em ber has been an active m em ber for at least 12 m onths

4 before application  for retirem ent and

5 (1) the m em ber has at least 30 years o f  service; or

6 (2) the m em ber reaches the norm al retirem ent age and has at least 10

7 years o f  service.

8 ( b )  T he norm al retirem ent age is 60 m onths less than the age set for M edicare

9 eligibility at the tim e the m em ber retires.

10 (c) A m em ber m ust apply to the adm inistrator for appointm ent to retirem ent.

1 1 A pplication shall be m ade on form s and in the m anner prescribed by the adm inistrator.

12 (d) A m em ber who continues in the em ploy o f  the em ployer after reaching

13 norm al retirem ent age shall com m ue to participate in the plan and to have

14 contributions allocated to the m em ber's account.

15 Sec. 14.25.480. M ed ica l benefits, (a) The m edical benefits available to

16 eligible persons are access to the retiree m ajor m edical plan. A ccess to the retiree

17 m ajor m edical p lan m eans that an eligible person m ay not be denied m edical coverage

18 except for failure to pay the required prem ium .

19  (b) The follow ing persons are eligible for the retiree m ajor m edical plan

20 provided under this section and m ay elect coverage under it:

21 (1) a m em ber w ith at least 30 years o f  service and who retires directly

22 from the plan;

23 (2) the surviving spouse o f  a m em ber who elected coverage under ( I )

24 o f  this subsection;

25 (3) a m em ber who reaches the norm al retirem ent age as provided in

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

27 (4) the surviving spouse o f  a m em ber who elected coverage under (3)

28 o f  this subsection.

29 (c) Retiree m ajor m edical plan coverage elected by an eligible member under

30 this section covers the eligible member, the spouse o f  the eligible member, and the

31 dependent children  o f  the eligible member.

24-LS0637\L.7
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(d) Retiree m ajor medical plan coverage e lected  b> the surviving spouse o f  an 

eligible m em ber under this section covers the su rv iv ing  spouse and the dependent 

children o f  the eligible m em ber who are dependent on  the surviving spouse.

(e) A person other than an eligible m em ber is not eligible for coverage if, 

during the tim e the eligible m em ber w as an active m em ber, the person w as

(1) not m arried to the m em ber; or

(2) not a dependent child o f  the m em ber.

(f) M ajor m edical coverage takes effect on the first day o f  the m onth 

follow ing the date o f  the election and stops w hen the person who elects coverage 

under (b) o f  this section  dies or fails to  make a required  prem ium  paym ent.

(g) The coverage for persons who are elig ib le for M edicare is the sam e as that 

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

those M edicare eligible persons supplem ent any benefits provided under the M edicare 

program

(h) The m edical and optional insurance p rem ium s owed by the person who 

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

reim bursem ent arrangem ent. If  the am ount o f  the health  reim bursem ent arrangem ent 

becom es insufficient to pay the prem ium s, the person  who elects coverage under (b) o f  

this section shall pay the prem ium s directly.

(i) The adm inistrator shall set on an annual basis separate retiree health 

coverage prem ium s for participants who are M edicare eligible and for participants 

who are not yet M edicare eligible. .An increase in the prem ium  am ount m ay not 

exceed five percentage points annually. A participant's share o f  the applicable 

prem ium  shall be determ ined according to (j) and (k) o f  th is section.

(j) Participants who have not attained norm al retirem ent age are required to 

pay the full am ount o f  the applicable m edical health coverage prem ium .

(k) Participants who have attained norm al retirem ent age are elig ible for a 

subsidy applicable to the cost o f  the applicable prem ium . The subsidy percentage 

applicable to the cost o f  prem ium s payable by the participant is 30 percent if  the 

m em ber had 10 years o f  service; for each additional year o f  service after the m em ber's 

10th year o f  service, the discount increases by three percentage points; how ever, the

-3-
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1 m axim um  discount is 90 percent i f  the m em ber has 30 or m ore years o f  service. The

2 applicable subsidy percentage shall be applied to the subsidy base to determ ine the

3 dollar am ount o f  the subsidy w hich is applied against the cost o f  the prem ium .

4 (/) Participants who are e lig ib le  for M edicare will use the subsidy  base for

5 M edicare-elig ible prem ium s. Participants who are not yet elig ible for M edicare will

6 use the subsidy base for non-M cdicare eligible prem ium s.

7 (m ) The subsidy base for M edicare-elig ible participants w ill be the same as

8 the prem ium  am ount for M edicare-eligible participants in the first year o f  th is plan and

9 the subsidy base for non-M edicare eligible participants will be the sam e as the

10 prem ium  am ount for non-M edicare eligible participants in the first year o f  this plan.

11 Each subsidy base will increase five percent each year or the rate at w hich the actual

12 prem ium  am ount increases for the corresponding aged participants, w hichever is less.

13 (n) The eligibility  for retiree m ajor m edical coverage for an alternate payee

14 under a qualified dom estic relations o rder shall be determ ined based on the  eligibility

15 o f  the m em ber to elect coverage. The alternate payee shall pay the full monthly

16 prem ium  for retiree m ajor m edical coverage.

17 (o) The adm inistrator shall establish m onthly group p rem ium s for retiree

18 m ajor m edical coverage. Nothing in AS 14.25.310 - 14.25.590 guaran tees a person

19 who elects coverage under (b) o f  this section a m onthly group prem ium  rate for retiree

20 m ajor m edical coverage other than the prem ium  in effect for the m onth in which the

21 prem ium  is due for coverage for that m onth.

22 (p) A m em ber is elig ible to apply for reim bursem ent from the health

23 reim bursem ent arrangem ent plan after a m inim um  o f  10 years o f  service and does not

24 have to retire directly  from the system .

25 (q) In this section,

26 (1) "health reim bursem ent arrangem ent" m eans the plan established in

27 AS 39.30.300;
28 ( 2 )  "retires directly from  the plan" m eans that the m em ber has been an

29 active m em ber for at least 12 consecutive m onths im m ediately before the tim e that the

30 m em ber applies to  the adm inistrator for appointm ent to retirem ent and that the

31 m em ber continues as an active m em ber up through the day before the day the m em ber

L -4-
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1 is appointed  to etirem ent."

2

3 Page 35, line 31, follow ing ""norm al retirem ent age"":

4 D elete "m eans 65 years o f  age"

5 Insert "m eans 60 m onths less than the age set ror M edicare e lig ib ility  at the time the

6 m em ber retires"

7

8 Page 58, lines 19 - 20:

9 D elete "w ithin five years after the date o f  term ination"

10

11 Page 58, line 21, follow ing "trust":

12 D elete ", w ithout interest o r o ther adjustm ent."

13 Insert "with interest. T he p rior period o f em ploym ent w ith a participating  em ployer

14 shall be credited towards eligibility’ fo r m edical benefits."

15

16 Page 58, line 24, follow ing "plan":

17 In s e r t", except m em bers do not have to retire directly  from  the system "

18

19 Page 92, line 1, through page 94, line 18:

20 D elete all m aterial and insert:

21 "Sec. 39.35.870. R e tire m e n t, (a) In order to obtain  m edical benefits under

22 AS 39.35.880 an active m em ber m ust retire directly from the plan. A m em ber is

23 eligible to retire from the plan i f  the m em ber has been an active m em ber for z i  least 12

24 m onths before application for retirem ent and

25 (1) the m em ber has at least 30 years o f  m em bersh ip  service; or

26 (2) the m em ber reaches the norm al retirem ent age and has at least 10

27 years o f  m em bership service.

28 (b) The norm al retirem ent age is 60 m onths less than the age set for M edicare

29  eligibility  at the tim e the m em ber retires.

30 (c) A m em ber m ust apply to the adm inistrator for appoin tm ent to retirement.

31 A pplication shall be m ade on form s and in the m anner prescribed  by the adm inistrator.

L -5



24-LS0637\L7

3

4

5

6
7

8 

9

10

11

12
13

14

15

16

17

18

19

20 

21 

22

23

24

25

26

27

28

29

30

31

1
2

(d) A m em ber wno continues in the em ploy o f  the em ployer afte r reaching 

norm al retirem ent age shall continue to participate in the plan and to have 

contributions allocated to the m em ber's account.

Sec. 39 "">.880. M edica l benefits, (a) The m edical benefits availab le to 

eligible persons are access to the retiree m ajor m edical plan. A ccess to the retiree 

m ajor m edical plan m eans that an eligible person m ay not be denied m edical coverage 

except for failure to pay  the required prem ium .

(b) The fo llow ing persons are eligible for the retiree m ajor m edical insurance 

plan provided under th is ection and m ay elect coverage under it:

(1) a m em ber with at least 30 years o f  se iv ice  and who retires directly

from the plan;

(2) the surviving spouse o f  a m em ber who elected  coverage under (11 

o f this subsection;

(3) a m em ber who reaches the norm al retirem ent age as provided  in 

AS 39.35.860, has at least 10 years o f  service, and retires d irectly  from the plan;

(4) the surviving spouse o f  a m em ber who elected coverage under (3) 

o f  this subsection.

(c) Retiree m ajor m edical plan coverage eiected by an eligible m em ber under 

this section covers the eligible member, the spouse o f  the eligible m em ber, and the 

dependent children o f  the qualified member.

(d) Retiree m ajor m edical plan coverage elected by the surviving spouse o f  an 

eligible m em ber under this section covers the surviving spouse and the dependent 

children o f  the eligible m em ber who are dependent on the surv iving  spouse.

(e) A person o ther than an eligible m em ber is not eligible for coverage if, 

during the t me the elig ible m em ber was an active m em ber, the person was

(1) not m arried to the m em ber; or

(2) not a dependent child o f  the m ember.

(0  M ajor m edical coverage takes effect on the first day o f  the month 

following the date o f  the election and stops when the person  who elects coverage 

under (b) o f  this section dies or fails to make a required prem ium  paym ent.

(g) The coverage for persons who are eligible for M edicare is the sam e as ihat



1 available for persons w ho are not yet elig ible for M edicare. The benefits payable to

2 those M edicare eligible persons supplem ent any benefits provided under th e  M edicare

j  program .

4 (h) The m edical and optional insurance prem ium s ow ed by the person  who

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

6 reim bursem ent arrangem ent. If the am ount o f  the health  reim bursem ent arrangem ent

7 becom es insufficient to pay the prem ium s, the person w ho elects coverage under (b) o f

8 this section shall pay the prem ium s directly.

9 (i) The adm inistrator shall set on an annual basis separate retiree health

10 coverage prem ium s for participants who are M edicare eligible and for participants

11 who are not yet M edicare eligible. An increase in the prem ium  am ount m ay not

12 exceed five percentage points annually. A participant's share o f  the applicable

13 prem ium  shall be determ ined according to (j) and (k) o f  th is section.

14 (j) Participants who have not attained norm al retirem ent age are required  to

15 pay the full am ount o f  the applicable m edical health  coverage prem ium .

16 (k) Participants who have attained norm al retirem ent age are elig ib le for a

17 subsidy applicable to the cost o f  the applicable prem ium . The subsidy percentage

18 applicable to the cost o f  prem ium s payable by the participant is 30 percent i f  the

19 m em ber had 10 years o f  service; for each additional year o f  service after the m em ber’s

20 10th year o f  sendee , the discount increases by three percentage points; how ever, the

2 ! m axim um  discount is 90 percent if  the m em ber has 30 or m ore years o f  service. The

22 applicable subsidy percentage shall be applied to the subsidy base to determ ine the

23 dollar am ount o f  the subsidy that is applied against the cost o f  the prem ium

24 (/) Participants who are eligible for M edicare will use the subsidy base for

25 M edicare-eligible prem ium s. Participants who are not yet eligible for M edicare will

26 use the subsidy base for non-M edicare eligible prem ium s.

27 (m ) The subsidy base fcr M edicare-eligible participants will be the sam e as

28 the prem ium  am ount for M edicare-eligible participants in the fi-st year o f  th is  plan and

29 the subsidy base for non-M edicare eligible participants will be the ,ame as the

30 prem ium  am ount for non-M edicare-eligible participants in the first year o f  this plan.

31 Each subsidy' base will increase five percent each year o r the rate at w hich the actual

. . :4-LS0637\L7
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1 prem ium  am ount increases for the corresponding  aged participants, w hichever is less.

2 (n ) T he eligibility for retiree m ajor m edical coverage for an alternate payee

3 under a qualified  dom estic relations o rder shall be determ ined based  on th e  eligibility

4 o f  L \ m em b er to elect coverage. The alternate payee snail pay the full m onthly

5 prem ium  for retiree m ajor medical coverage.

6 (o) The adm inistrator shall establish  the m onthly group p rem ium s for retiree

7 m ajor m edical coverage. N othing in AS 39.35.700 - 39.35.895 guaran tees a person

8 w ho elects coverage under (b) o f  th is section  a m onthly group prem ium  rate for retiree

9 m ajor m edical coverage other than the prem ium  in effect for the m onth  in w hich the

10 prem ium  is due for coverage for that m onth.

11 ( j A m em ber is eligible to apply  for reim bursem ent from the health

12 reim bursem ent arrangem ent plan after a m inim um  o f  10 years o f  service and does not

13 have to retire  directly  from the system .

14 (q ) In th is section,

15 (1) "health reim bursem ent arrangem ent" m eans the p lan  established in

16 AS 39.30.300;

17 (2) "retires directly from  the plan" m eans that the m em ber has been an

18 active m em ber for at least 1? consecutive m nnths im m ediat My before the tim e that th ?

19 m em ber applies to the adm inistrator for appointm ent to retirem ent and that the

20 m em ber con tinues as an active m em ber up through the day before the Jay  the m em ber

21 is appoin ted  to retirem ent."

22

23 Page 101, line 28, follow ing ""normal retirem ent age"":

24 Delete "m eans 65 years o f  ag t"

25 Insert " m eans 60 m onths less than the age set for M edicare e lig ib ility  at the time the

26 m em ber retires"

27

28 Page 105, line 23 •

29 Delete "sec. 60"

30 Insert "sec. 6 T '

3!
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1 Page 107, follow ing line 30:

2 Insert a new  bill section *o read:

3 "* Sec. 140. The uncodif.ed law  o f  *he State o f  A laska is am ended by adding a new  section

4 to re d:

5 R EPO R T TO  TH E L E G ISL A T U R E  3 Y  THE D IV ISIO N  O F R ETIR EM EN T AND

6 BEN EFITS. The division o f  retirem ent and benefits will provide an annual report to the

7 legislature regarding the cost savings m easures it has im plem ented by regulation as de.ncribtJ

8 in sec. 1 o f  tftis Act."

9

10 R enum ber the following bdl sections accordingly.

11

12 Page 109, line 19:

13 D elete "SECTIONS 139 A N D  140"

14 Insert "SECTIONS 141 A N D  142"

15

’ 6 Page 109, l in e 20:

17 D elete "secs. 139 and 140"

18 Insert "secs. 141 and 142'

19

20 Page 109, lines 21 - 22:

21 D elete "secs. 139 and 140"

22 Insert "secs. 141 and 142"

23

24 Page 109. line 23:

25 D elete "Sections 11, 12, 14, 1 5 ,2 0 , 89 - 94, 107, I I 4, and 131"

26 Insert "Sections 12, 13, ! 5. 16, 21, 90 - 95, 1 OS, 115, and 132"

27

28 Page 109, line 25:

29 Delete "Section 141"

30 Insert "Section 143"

31

L -9-
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1 Page 109, line 26:

? D elete "secs. 142 and 143"

3 Insert "secs. 144 and 145"

. . . 24-LS0637\L.7
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4/18/05

i t  c  — ^
A M E N D M E N T  * * *

O FFERED  IN TH E H O U SE BY R E PR E SE N T A T IV E  SEA TO N

TO: CSSB 141 (FIN )

1 Page 46, line 30, follow ing "system ":

2 Insert "selected from a list o f  three to five persons nom inated by the m em bers o f  the

3 system "

4

5 Page 46, line 3 1, follow ing "system ":

6 Insert "selected from a list o f  three to five persons nom inated by the m em bers o f  the

7 system"

8
9 Page 47, line 2:

10 Follow ing "term s o f :

11 D elete "three"

12 Insert "six"

13 Follow ing "total o f ':

14 Delete "three"

15 Insert "two"

16

17 Page 47, line 3, follow ing "served":

18 Delete "three"

19 Insert "two"

20

21 Page 105, line 26. follow ing "AS 39.05.055(7).":

"V. Insert "N otw ithstanding AS 39.05.055(7), the term s o f  the two finance officers

23 appointed under AS 37.10.210(b)(2) and (3), as repealed and reenacted by sec. 59 o f  this Act,

L -I-



1 shall be set so  that the term  o f  one j f  the finance officers exp ires three years apart from the

2 term  o f  the o ther finance officer, and the term s o f  the tw o m em bers o f  the retirem ent systems

3 appointed under AS 37.10.210(b)(4) and (5), as repealed and reenacted by sec. 59  oi this Act,

4 shall be set so th a t the term  o f  one o f  the m em bers e ro ire s  three years apart from  the term o f

5 the o ther m em ber."

24-LS0637\L.8
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A m endm ents per/ request o f R epresentative Bob Lynn ^

Conceptual Amendments to Section 37.10.210
Page 46  Line 21: Include one trustee from  general public

Line 29: InclucL tw o trustees from  PERS
I jn e  31: Include tw o trustees from  TR S



Changes to CSSB 141 to be incorporpted in a House 
State Affairs CS

* %  

* 7  .

R equires the A laska R etirem ent Board to evaluate the p lan’s projected liabilities 
annually

p. 3 line 12. In s til  "(e) A report o f the valuation o f the p lan ’s projected liabilities." 

'""Establishes a floor for em ployer contributions at 11 % for TR S and 10% for PERS

p.8 line 10. D elete "less than" and insert "the lesser o f ’
line 11 after "active m em bers" insert “ 11 percent for TRS em ployer and 10 percent for 
PERS em ployers"

["Clarifies that membership 
I of employment

to the system  com m ences for teachers on their first day

p. 15. line 13. A fter "contribution  retirem ent p lan .” Adu "A  teacher becom es a m em ber 
on their first date o f em ploym ent."

C larifies language

p. 32 line 10, insert " ’m em ber contribution accoun t’ m eans the m em ber’s contributions to 
their defined contribution  account plus any accum ulated interest.”

C onceptual revisions to accom m odate overall changes to m edical portion

p.35 line 31. D elete “65 years o f ; gc" and insert "60  m onths pre-M edicare eligible age”

p. 54 line 26. D elete “age 65" and insert “60  m onths pre-M edicare eligible age” 
line 27. D elete ‘ age 6 5 ” and insert "60 m onths pre-M edicare eligible age"

p. 101 line 28. Delete "65 years of age” insert "60 m onths pre-M edicare eligible age”
L-

Allow D epartm ent o f  Labor Instructors to chose betw een PERS or TR S

p. 14 line. 19. Insert "(D ) a full-tim e or part-tim e instructor o f the D epartm ent o f Labor 
and W orkforce D evelopm ent who is a non certificated  em ployee who enters em ploym ent 
covered under AS 25.009 may elect to retain coverage under AS 
29.009.”
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Cravei

4/18/05

* /V
A M E N D M E N T  _

OFFERED nsr THE HOUSE BY REPRESENTATIVF GkUENBERG

TO: CSSB 141 (FIN)

1 Page 13, follow ing line 11:

2 Insert a n ew  bill section to read:

3 "* Sec. 26. A S 14.25.210(a) is amended to read:

4 (a) A person who knowingly m akes a false statem ent, or falsifies o r  perm its to

5 be falsified any record o f  this plan [SYSTEM], in an attem pt to defraud this plan

6 [SYSTEM], is guilty  o f  a class A m isdem eanor [AND FORFEITS ALL RIGHTS

7 UNDER THIS CHAPTER]."

8
9 Renum ber the follow ing bill sections accordingly.

10

11 Page 29, line 30, follow ing "Fraud.

12 Insert "(a)"

13

14 Page 30, fo llow ing line 1:

15 Insert a new  subsection to read:

16 "(b) In this section, "knowingly" has the m eaning given in AS 11.81.900(a)."

17

18 Page 95, line 29, follow ing "Fraud.":

19 Insert "(a)"

20

21 Page 95, follow ing line 31:

22 Insert a  new  subsection to read:

23 "(b) In this section, "know'ingly" has the m eaning given in AS 11.81.900(a)."

L -1-
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2 Page 105, line 25:

3 D elete "sec. 59"

4 Insert "sec. 60"

5

6 Page l f 8, line 25:

7 Delete "14.25.210"

8
9 Page 109, line 19:

10 Delete "SECTIONS 139 A N D  140"

11 Insert "SECTIONS 140 AND 141"

12

13 Page 109, line 20:

14 Delete "secs. 139 and 140"

15 Insert "secs. 140 and 141"

16

17 Page 109, lines 21 - 22:

18 Delete "secs. 139 and 140"

19 Insert "secs. 140 and 141"

20

21 Page 109, line 23:

22 Delete " 8 9 -9 4 , 107, 114, and 131"

23 Insert "90 - 95, 108, 115. and 132"

24

25 Page 109, line 25:

26 Delete "Section 141"

27 Insert "Section 142"

28

29 Page 109, line 26:

30 Delete "secs. 142 and 143"

31 Insert "secs. 143 and l-'4"

1
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1 •  S ec .59. AS 37.10 .210  is repealed and reenacted  to read:

2 S ec. 37 .10 .210. Alaska Retirement Management Board, (a) T h e  A laska

3 R etirem ent M anagem ent Board is established in the d ep artm en t o f  R evenue. The

4 b o a rd ’s p rim ary  m ission  is to serve as the trustee o f  the assets o f  the s ta te ’s retirem ent

5 system s, the S tate o f  A laska Supplem ental A nnuity  P lan , and the deferred

6 com pensation  program  for state em ployees. C onsisten t w ith standards o f  p rudence,

7 the board has the fiduciary obligation to m anage and invest these assets in  a m anner

8 that is su fficien t to m eet the liabilities and pension obligations o f  the system s, plan,

9 and program . T he board m ay w ith the approval o f  the com m issioner o f  revenue and

10 upon agreem ent w ith the responsible fiduciary, m anage and invest o ther state funds

 so  long as  the activ ity  does not in terfere w ith the b oard ’s prim ary m ission. In m aking

12 investm ents, the board shall exercise the pow ers and duties o f  a fiduciary o f  a state

13 fund und er A S 37.10.071.

14 (b^ T he A laska Retirem ent M anagem ent Board consists o f  eleven  [nine]

15 trustees. T he com m issioner o f  adm inistration and the com m issioner o f  revenue shall

16 serve on the board . T he governor sH ll  appoint five [SE V E N  A D D IT IO N A L ] trustees

17 [W H O  M E E T  TH E ELIG IB ILITY  R EQ U IR EM EN TS FO R  A N  A L A SK A

18 PE R M A N E N T  FU N D  D IV ID EN D  A N D ] w l.j  are p rofessionally  credentialed  o r

19 have recogn ized  com petence in investm ent m anagem ent, finance, banking,

20  econom ics, accounting, pension adm inistration, o r actuarial analysis as follow s:

21 (1) three trustees shall be appointed from the general public: a trustee

z2  appointed  under this paragraph m ay not hold another state office, position , o r

23 em ploym ent and m ay not be a m em ber o r beneficiary  o f  a retirem ent system  m anaged

24 by  the board;

25 (2) one trustee shall be em ployed as a finance o fficer for a political

26  subdiv ision  participating  in the public em ployees’ retirem ent system ; an d

27 (3) one trustee shall be em ployed as a finance o fficer for a political

28 subdiv ision  partic ipating  in the .eachers’ retirem ent system [;].

—̂  29 T w o tru s te e s  sh a ll be m em b ers  o f the  P ub lic  E m ploy  ‘es * R e tire m e n t S ystem  elec ted  by

30 th e  m e m b e rs  o f  the system . F lec tio n s shall be co n d u c ted  by  th e  b e a rd . T h e  two

CSSB 141(FL\) - 4 6 -
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22
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24

25

26 

27

members shall have overlapping terms. At each election, the candidate who receives

the most votes cast in the election is elected to the seat The governor shall fill g 

vacancy in an unexpired elective term bv appointment of a member of the system for 

the period remaining before the next regularly scheduled election held under this 

subsection.

a wo trustees shall be members of the Teachers* Retirement System elected by the 

members of the system. Elections shall be conducted by the board. The two members 

shall have overlapping terms. At each election, the candidate who receives the most

votes cast in the election is elected to the seat The governor shall fill a vacancy in an 

unexpired elective term by appointment of a member of the system for the period 

remaining before the next regularly scheduled election held under this subsection.

[(4) O N E T R U ST E E  SH A L L BE A M E M B E R  OH T H E  P U B L IC  

E M PL O Y E E S’ R E T IR E M E N T  SY STEM ;

(5) O N E  T R U ST E E  SH A LL BE A  M E M B E R  O F T H E  T E A C H E R S ’ 

R E T IR E M E N T  SY ST EM .]

(c) T he trustees[, O T H E R  TH A N  TH E TW O  C O M M ISSIO N E R S,] shall serve 

for staggered term s o f  th ree years and m ay  be reappointed  or elec ted  to the board  for 

a to tal o f  three consecutive term s. A person  w ho has served three consecutive term s 

m ay not be reappointed to  the board fo r at least one year.

(d ) The governor m ay, by  w ritten  notice to the trustee, rem ove an appointed [A] 
trustee for cause A fter a trustee receives w ritten  notice of rem oval, the tru stee  may 
not participate in board business and m ay  not be  counted fo r purposes o f estab lish ing  

a quorum .

(e) A vacancy on the board o f  trustees shall be prom ptly  filled. A person  

filling a vacancy holds office for the balance o f  the unexpired term  o f  the p e rso n ’s 

predecessor, and the balance o f  the unexpired term  served is not included in the three- 

term  lim itation under (c) o f  this section. A vacancy on the board  does not im pair the

CSSB 141(1-IN ) - 4 7 -
N'cw Text Underlined (DELETED TEXT BRACKETED)
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A M E N D M E N T  * *

O FFE R E D  IN THE H O U SE  5Y  R E PR E SE N T A T IV E  C R U EN B E R G

TO : CSSB 141(FIN)

24-L SOO?7\L 12
C raver

4/19/05

1 Page 7, lines 9 - 30:

2 D elete all m aterial.

3

4 R enum ber the follow ing bill sections accordingly.

5

6 Page 8, iines 9 - 10:

7 D elete "calculated under AS 14.25.052,"

8
9 Page 68, line 15, through page 69, line i3:

] 0 D elete all m aterial.

11

12 Renum ber the follow ing bill sections accordingly.

13

14 Page 72, lines 5 - 6:

15 D elete "calculated under AS 39.35 *62,"

16

17 Page 105, line 23:

18 D elete "sec. 59"

19 Insert "sec. 57"

20

21 Page 108, line 21, follow ing "14.25.047,":

22 Insert "14.25.050(a),"

23

l -1-



1 Page 109, line 19:

2 D elete “SE C T IO N S 139 A N D  140"

3 Insert "SE C T IO N S 135 A N D  136"

4

5 Page 109, line 20:

6 D elete "secs. 139 and 140“

7 Insert "sees. 135 and 136"

8
9 Page 109, lines 21 - 22:

10 D elete "secs. 139 and 140"

J 1 Insert "secs. 135 and 136"

12

13 Page 109. line 23.

14 D elete "Sections 11, 12, 14, 15, 20, 89 - 94, 107. 114, and 131"

15 Insert "Sections 6, 10, 12, 13, 1 8 .85  -9 0 , 103, 110, and 127"

16

17 Page 109, line 25:

18 D elete "Section. 141"

19 Insert "Section  137"

20
21 Page 109, line 26:

22 D elete "secs. 142 and 143"

23 Insert, "secs. 138 and i3 9"

24'LS0637\L.
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Alaska State Legislature

State Capitol. Room 103
Juneau. AK 99802
Phone: 465-2689
Fax: 465-3472
TV,I Free (800) 665-2689
RepresenU>tive_i,au!_Seaton@legis.state.:ik.us

345 W. Sterling Highway 
Suite 102P' 

Homer, AK 99603 
Phone: 235-2921 

Fax: 235-4008

R e p r e s e n t a t i v e  Paul Seaton
District 35

Amendments that need to be considered
1. E stab lish es  a flooi fo r em p lo y er c o n tr ib u tio n s  a t  11%  fo r T R S  a n d  10%  fo r P E P S

p.8 line 10. Delete “ less than” and insert “ the lesser o f ’
line 11 after “active m em bers” insert “ 11 oercent for TRS em ployer and 10 percent for PERS em ployers’ 

)*.><<Uc#r£^Oarifies lan g uage

J  p 32 line 10, insert m em ber contribution  accoun t’ m eans the m em ber s contribu tions to their defined 
i W d l  contribution account plus any change in m arket value.”



M r l %
• v A r t l IA d .  * )/\ o  |t t A C . J ) .  

Amendment G ^ p f ^ (

Page 32, line 10:

Insert
“ (3) ‘m em ber contribution  account’ m eans the m em ber’s contributions to their defined 
contribu tion  account plus any change in m arket value and any accum ulated interest.”

- fV rn .  PV 5 F  / y / *   ̂ ^
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24-LS0637\L 7
Craver

4/J 8/05

O FFn RED rN THE HOUSE 3 Y  R E PR E SE N T A T IV E  SEATON

TO: CSSB 141(FIN)

1 Page 2, follow ing line 4:

2 Insert a new  bill section to  read:

3 "* Section  1. The uncndified law  o f  the State o f  A laska is am ended by adding a new

4 section to read:

5 LEG ISLA TIV E IN TEN T R EG A R D IN G  RETIREE H EA LTH  C A RE CO ST

6 S A V P 'G S  IN SECS. 33 AND 121. It is the intent o f  the leg islature for the division o f

7 retirem ent and benefits to im plem ent by regulation cost-saving m easures appropriate to

8 current and fiiture retirees in the heaPh care system . This includes using m anufacturer's

9 rebates, co -pay levels, and m ulti-tiered co-paym ent structures; m andating  the use o f  generic

10 drugs; determ ining the type o f  drug classes in a form ulary; d ispensing  fees; m andating or

11 providing incentives for mail order pharm aceuticals; using a reduction  in the average

12 w holesale price, providing case m anagem ent services for certain users o f  pharm aceuticals;

13 cappin* *he num ber o f prescriptions filled each m onth; and restric ting  the num ber o f  refills

14 that users can have at one tim e."

15

16 Page 2, line 5:

17 D elete "Section 1"

18 Insert "Sec. 2"

19

20 Renum ber the follow ing bill sections accordingly.

21
22 Page 26, line 3, through page 28, line 19:

23 Delete all material and insert:

L - 1-
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"Sec. 14.25.470. R e tire m e n t, (a) In order to obtain  . tedical benefits under 

AS 14.25.480 a m em ber m ust retire directly from  the plan. A m em ber is elig ible to

retire from the plan if  the m em ber has been an active m em ber for at least 12 m onths

before application for retirem ent and

(1) the m em ber has at least 30 years o f  service; or

(2) the m em ber reaches the norm al retirem ent age and has at least 10 

years o f service.

(b) The norm al retirem ent age is 60 m onths less than the age set for M edicare 

eligibility at the tim e the m em ber retires.

(c) A m em ber m ust apply to the adm inistrator for appointm ent to retirem ent. 

A pplication shall be m ade on form s and in the m anner prescribed by the adm inistrator.

(d) A m em ber who continues in the em ploy o f  the em ployer after reaching 

normal retirem ent age shall continue to participate in the plan and to  have 

contributions allocated to the m em ber's account.

Sec. 14.25.480. M ed ica l benefits, (a) The m edical benefits available to 

eligible persons are access to the retiree m ajor m edical plan Access to ihe retiree 

m ajor m edical plan m eans that an eligible person m ay not be denied medical coverage 

except for failure to pay the required premium.

(b) The follow ing persons are eligible for the retiree m ajor m edical plan 

provided under this s. iion and m ay elect coverage under it:

(1) a m em ber w ith it least 30 years o f  service and who retires directly

from the plan;

(2) the surv iving  spouse o f  a m em ber who elected coverage under (I ) 

o f this subsection;

(3) a m em ber w ho reaches the norm al retirem ent age as provided in 

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

(4) the surviving spouse o f  a m em ber who elected coverage uni r (3) 

o f this subsection.

(c) Retiree m<- ;or m edical plan coverage elected  by an eligible m em ber under 

this section covers the eligible m em ber, the spouse o f  the eligible m ember, and the 

dependent children o f  the eligible member.

-2-



1 (d) R etiree m ajor medical plan coverage elected by the surviving spouse o f  an

2 eligible m em ber under this section covers the surviving spouse and th e  dependent

3 children o f  the eligible m em ber who arc dependent on the surviving spouse.

4 (e) A person other than an eligible m em ber is not eligible for coverage if,

5 during the tim e the eligible m em ber was an active m em ber, the person w as

6 (1) not married to the m em ber; or

7 (2) not a dependent child o f  the m em ber.

8 ( 0  M ajor medical coverage takes effect on the f r s i  day o f  the month

9 follow ing the date o f  the election and stops w hen the person who e lects  co \crage

10 under (b) o f 'h i s  section dies or fails to m ake a required prem ium  paym ent.

11 (g) The ''overage for persons who are eligible for M edicare is the sam e as that

12 available for persons who are not yet elig ible for M edicare. The benefits payable to

13 those M edicare eligible persons supplem ent any benefits provided under the M edicare

14 program .

15 (h) The m edical and optional insurance prem ium s owed by the person who

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

17 reim bursem ent arrangem ent. If the am ount o f  the health reim bursem ent arrangem ent

18 becom es insufficient to pay the prem ium s, the person who elects coverage under (b) o f

19 this section shall pay the prem ium s directly.

20  (i) The adm inistrator shall set on an annual basis separate retiree health

21 coverage prem ium s for participants who are M edicare eligible and for participants

22 who are not yet M edicare eligible. An increase in the prem ium  am ount m ay not

23 exceed five percentage points annually. A participant’s share o f  the applicable

24 prem ium  shall be determ ined according to (j) and (k) o f  this section,

25 (j) Participants who have not attained norm al retirem ent age are required to

26 pay the full am ount o f  the applicable m edical health coverage prem ium .

27 (k) Participants who have attained norm al retirem ent age are eligible for a

28 subsidy applicable to the cost o f  the applicable prem ium . The subsidy percentage

29 applicable to the cost o f  prem ium s payable by the participant is 30 percent if  the

30 m em ber had 10 years o f  service; for each additional year o f service after the m ember's

31 10th year o f  service, the discount increases by three percentage points; how ever, the

24-LS0637\L.7

L -3-



24-LS0637\L.7

1 m axim um  discount is 90 percent i f  the m em ber has >0 or m ore years o f  service. The

2 applicable subsidy percentage shall be applied to the subsidy base to determ ine the

3 dollar am ount o f  the subsidy w hich is applied against the cost o f  the prem ium .

4 (/) Participants who are elig ible for M edicare will use the subsidy  base for

5 M edicare-eligible prem ium s. Participants who arc not yet elig ible for M edicare will

6 use the subsidy base for non-M edicare eligible prem ium s.

7 (m ) The subsidy base for M edicare-eligible participants w ill be the same as

8 the prem ium  am ount for M edicare-eligible participants in the first year o f  th is  plan and

9 the subsidy base for non-M edicare eligible participants will be the sam e as the

10 prem ium  am ount for non-M edicare eligible participants in the first year o f  this plan.

] 1 Each subsidy base will increase five percent each year or the rate at w hich the actual

12 prem ium  am ount increases for the corresponding aged participants, w hichever is less.

13 (n) The eligibility for retiree m r :or m edical coverage for an alternate payee

14 under a qualified dom estic relations order shall be determ ined based on th e  e l i g i b i l i t y
15 o f the m em ber to elect coverage. The alternate payee shall pay the full monthly

16 prem ium  for retiree m ajor m edical coverage.

17 (o) The adm inistrator shall establish m onthly group prem ium s for retiree

18 m ajor m edical coverage. N othing in AS 14.25.310 - 14.25.590 guaran tees a person

19 who elects coverage under (b) o f  th is section a m onthly group prem ium  ra te  for retiree

20 m ajor m edical coverage other than Ok  prem ium  in effect for the m onth  in which the

21 prem ium  is due for coverage for that m onth.

22 (p) A m em ber is elig ible to apply for reim bursem ent from the health

23 reim bursem ent arrangem ent plan after a m inim um  o f 10 years o f  service and does not

24 have to retire directly  from the system.

25 (q) In this section.

26 ( I )  "health reim bursem ent arrangem ent" m eans the p lan estab lir .ed in

27 A S 39.30.300;

28 (2) "retires directly from the plan" m eans that the m em ber has been an

29 active m em ber for at least 12 consecutive m onths im m ediately before the tim e that the

30 m em ber applies to the adm inistrator for appointm ent to retirem ent and that the

3 1 m em ber continues as an active m em ber up through the day before the day the member
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1 is appointed to retirem ent."

2
3 Page 35, line 31, following ""norm al retirem ent age"";

4 Delete "m eans 65 years o f  age"

5 Insen "m eans 60 m onths less than the age set for M edicare elig ibility  at the time 'he

6 m em ber retires"

7

8 Page 58, lines 19 - 20:

9 Delete "within five years after the date o f  termination"

10

11 Page 58, line 21, following "trust":

12 Delete ", w ithout interest or other adjustm ent."

13 Insert "with interest. The prior period o f  em ploym ent w ith a participating employer

14 shall be credited towards eligibility  for m edical benefits."

15

16 Page 58, line 24. following "plan":

17 In s e r t", except m em bers do not have to retire directly from  the system "

18

19 Page 92, line 1. through page 94, line 18:

20 Delete all m aterial a n i  insert:

21 "Sec. 39.35.870. R e tire m e n t, (a) In order to obtain  m edical benefits under

22 AS 39.35.880 an active m em ber m ust retire directly from the plan. A member is

23 eligible to retire from he plan if  the m em ber has been an active m em ber for at least 12

24 m onths before application for retirem ent and

25 (1) the m em ber has at least 30 years o f  m em bersh ip  service; or

26 (2) the m em ber reaches the normal retirem ent age and has at least 10

27 years o f  m em bership service.

28 (b) The normal retirem ent age is 60 m onths less than the age set for M edicare

29 eligibility at the time the m em ber retires.

30 (c) A m em ber m ust apply to the adm inistrator for appointm ent to retirement.

31 A pplication shall be m ade on forms and in the m anner prescribed by the adm inistrator.



1 (d) A m em ber who continues in the em ploy o f  the em ployer after reaching

2 normal retirem ent age shall continue to participate in the plan and to have

3 contributions allocated to the m em ber’s account.

4 Sec. 39.35.880. M edical benefits, (a) The m edical benefits available to

5 eligible persons are access to the retiree m ajor m edical plan. A ccess to  the retiree

6 m ajor m edical plan m eans that an eligible person m ay not be denied m edical coverage

7 except for failure to pay the required prem ium .

8 (b) The fo llow ing persons are eligible for the retiree m ajor m edical insurance

9 plan provided under th is section and m ay elect coverage under it:

10 (1) a m em ber with at least 30 years o f service and who retires directly

11 from the plan;

12 (2) the surviving spouse o f  a m em ber who elected  coverage under (1)

13 o f this subsection;

14 (3) a m em ber who reaches the norm al retirem ent age as provided in

15 AS 39.35.860, has at least 10 years o f  service, and retires d irectly  from the plan;

16 (4) the surviving spouse o f a m em ber who elected  coverage under (3)

17 o f  this subsection.

18 (c) Retiree m ajor m edical plan coverage elected by an eligible m em ber under

19 this section covers the eligible member, the spouse o f  the eligible m em ber, and the

20 dependent children o f  the qualified member.

21 (d) Retiree m ajor m edical plan coverage elected by the surviving spouse o f  an

22 eligible m em ber under th is section covers the surviving spouse and the dependent

23 children o f  the eligible m em ber who are dependent on the surv iving spouse.

24 (e) A person o ther than an eligible m em ber is not eligible for coverage if,

25 during the tim e the elig ib le m em ber was an active m em ber, the person was

26 (1) not m arried to the m em ber; or

27 (2) not a dependent child o f  the m em ber.

28 (0  M ajor m edical coverage takes effect on the first day o f  the month

29 following the date o f  the election and stops w uen the person who elects coverage

30 under (b) o f  this section dies or fails to m ake a required prem ium  paym ent.

31 ( g )  The coverage for persons who are eligible for M edicare is the sam e as that

24-LS0637NL.7
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1 available for persons w ho are not yet elig ible fo r M edicare. The benefits payable to

2 those M edicare eligible persons supplem ent any  benefits provided under th e  M edicare

3 program .

4 (h) The m edical and optional insurance prem ium s owed by the person who

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

6 reim bursem ent arrangem ent. If the am ount o f  the health  reim bursem ent arrangem ent

7 becom es insufficient to pay the prem ium s, the person w ho elects coverage under (b) o f

8 this section shall pay the prem ium s directly.

9 (i) The adm inistrator shall set on an annual basis separate retiree  health

10 coverage prem ium s for participants who arc M edicare eligible and for participants

11 who are not yet M edicare eligible. An increase in the prem ium  am ount m ay not

12 exceed five percentage points annually. A participant's share o f  the applicable

13 prem ium  shall be determ ined according to (j) and (k) o f  this section.

14 (j) Participants who have not attained norm al retirem ent age are required to

15 pay the full am ount o f  the applicable m edical health  coverage prem ium .

16 (k) Participants who have attained norm al retirem ent age are elig ib le for a

17 subsidy applicable to the cost o f  the applicable prem ium . The subsidy percentage

18 applicable to the cost o f  prem ium s payable by the participant is 30 percent if  the

19 m em ber had 10 years o f  service; for each additional year o f  service after the m em ber’s

20 10th year o f  service, the discount increases by three percentage points; how ever, the

21 m axim um  discount is 90 percent if  the m em ber has 30 or m ore years o f  service. The

22 applicable subsidy percentage shall be applied to the subsidy base to determ ine the

23 dollar am ount o f  the subsidy that is applied against the cost o f  the prem ium .

24 (/) Participants who are eligible for M edicare will use the subsidy base for

25 M edicare-eligible prem ium s. Participants who are not yet eligible for M edicare will

26 use the subsidy base for non-M edicare eligible prem ium s.

27 (m ) The subsidy base for M edicare-eligible participants will be the sam e as

28 the prem ium  am ount for M edicare-eligible participants in the first year o f  th is plan and

29 the subsidy base for non-M edicare eligible participants will be the sam e as the

30 prem ium  am ount for non-M edicare-eligible participants in the first year o f  this plan.

31 Each subsidy base will increase five percent each year or the rate at which the actual
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1 prem ium  am ount increases for the corresponding aged participants, w hichever is less.

2 (n) T he eligibility for retiree m ajor m edical coverage for an alterna te  payee

3 under a qualified  dom estic relations order shall be determ ined based on th e  eligibility

4 o f  the m em ber to elect coverage. The alternate payee shall pay the full m onthly

5 prem ium  for retiree m ajor medical coverage

6 (o) T he adm inistrator shall establish  the monthly group prem ium s for retiree

7 m ajor m edical coverage. N othing in AS 39.35.700 - 39.35.895 guaran tees a person

8 w ho elects coverage under (b) o f  th is section a m onthly group prem ium  rate for retiree

9 m ajor m edical coverage other than the prem ium  in effect for the m onth  in which the

1C prem ium  is due for coverage for that m onth.

11 (p ) A m em ber is elig ible to apply for reim bursem ent from the health

12 reim bursem ent a r r  ngement plan after a m inim um  o f 10 years o f  service and  does not

13 have to retire  d irectly  from the system .

14 (q) In th is section,

15 (1) "health reim bursem ent arrangem ent" m eans the plan established in

16 AS 39.30.300;

17 (2) "retires directly from the plan ' m eans that the m em ber has been an

18 active m em ber for at least 12 consecutive m onths im m ediately before the tim e that the

19 m em ber applies to the adm inistrator for appointm ent to retirem ent and that the

20 m em ber continues as an active m em ber up through the day before the day the m ember

21 is appointed  to retirem ent."

22

23 Page 101, line 28. follow ing ""normal retirem ent age"";

24 Delete "m eans 65 years o f  age"

25 Insert " m eans 60 m onths less than the age set for M edicare elig ibility  at the tim e the

26 m em ber retires"

27

28 Page 105, line 23:

29 D elete "sec. 60"

30 Insert "sec. 61"

31
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1 Page 107, following line 30:

2 Insert a new b 'll section to read:

3 "* Sec. 140. The uncodified law o f  the State o f  Alaska is am ended by adding a new  section

4 to read:

5 R EPO R T TO TH E LE G ISL A T U R E  BY THE D IV ISIO N  O F  R E T IR E M E N T  AND

6 BENEFITS. The division o f  retirement and benefits will provide an annual report to the

7 legislature regarding the cost savings m easures it has implemented by jgulation a . oescribed

8 in sec. 1 o f  this Act."

9

10 Renumber the following bill sections accordingly.

11

12 Page 109, line 19:

13 Delete "SECTIONS 139 A N D  140"

14 Insert "SECTIONS 141 A N D  142"

15

16 Page 109, line 20:

17 Delete "secs. 139 and 140"

18 Insert "secs. 141 and 142"

19

20 Page 109, lines 21 - 22:

21 Delete "secs. 139 and 140"

22 Insert "secs. 141 and 142"

23

24 Page 109, line 23:

25 Delete "Sections 11, 12, 14. 15 ,20 , 89 - 94, 107, 114, and 131"

26 Insert "Sections 12, 13, 15. 16, 21, 90 - 95, 108, 115, and 132"

27

28 Page 109, line 25:

29 Delete "Section 141"

30 Insert "Section 143"

31

L -9-



24-LS0637VL.7



f  Currently  TRS em ployees contribute 8.65% of salary, em ployers  contribute 14.28% of 
salary 
= 22.93

Currently  PERS em ployees contribute: 6.5/7.5% PERS “other". 7.5% Policc/fire and 
9.6%  school district o f  salary, employers contribute 13.24% o f  salary 
= between 19.74 and 22.84

U nder SB 141 all em ployees contribute 8%, employers contribute 4 .5%  to DC account 
and 3.5% to the medical component 
=16

Under am endm ent num ber 4 all em ployees contribute 8%, em ployers contribute 4 .5% to 
the individual’s D C account. Employers contribute 5 .75%  to the T R S medical 
com ponent and 5.5% to the PERS medical component.
= between 18 and 18.25

/^Conceptual Amendment increasing 1.75% contribution to major medical in 
SB 141 to 3.75% for TRS employees and 3.5% for PERS employees

p. 82, line 8 delete “ 1.75” and insert “3.5” 
p. 16, line 10 delete “ 1.75” and insert'3 .7 5



The employee contribution rate in SB 141 is currently 8%. Amendment num ber I inci eases the employee 
contribution rate for TRS from 8% to 11%, and for PERS, from 8% to 10%. The em plcver  contribution rate 
going to a m em ber’s Defined Contribution account in SB ’ rl is 4 .5%  for both PERS anc TRS. A m en '4 lent 
num ber 1 increases this to 5 .25%  for TR S and it remains the same for PERS.

TRS
p. 15 line 18. Delete “e igh t” and insert “eleven”, 
p. 16. line 8. Delete “4 .5” , and insert “5.25"

PERS
p.81 line 17. Delete “eight" and insert “ ten".

Amendment Number 1. C hanges to contribution  rates.

Amendment Number 2. Changes to vesting schedule.

In SB 141 a member vests fully in their Defined Contribution account after 5 years on a gradated scale 
r .c .em cn iing  25% each year with 0% for the first year. Amendment num ber 2 changes the vesting schedule so 
that a m em ber is fully vested after three years. The m em ber vests in 50% o f  the em ployer contribution after 1 
full year o f  service, 75%  after two years and the full amount after 3 years.

TRS
p. 18. line 12. Delete “five” insert “three” delete lines 15-17 insert;
(1) 50% with one year o f  service ‘
(2) 75% with two years of service '
(3) 100% with three years o f  service .

PERS
p.81 line 10 delete "five” , insert "three” delete lines 13-15, insert;
(1) 50% with one year o f  service
(2) 75% with two years o f  service
(3) 100% with three years o f  service

•

Amendment Number 3. Changes to investment options.

In SB i 41 a member is given a series o f  eleven different investment options with varying degrees o f  risk. 
Amendment number 3 requires a m em ber 's  account to be deposited in one account managed by the AR M  
board.

p. 18. Delete lines 18-31. Insert language to require only one investment option managed by the ARM  
board.



Amendment number 4. C hanges to m edical plan.

To become eligible for medical coverage under SB 141 you must be M edicare eligible with at least 10 years of 
service, o r  o f  any age with 25 years o f  service for police/fire and 30 for all others. If you terminate employment 
before M edicare eligible age but have fulfilled the m inim um  .crvice requirement, you will receive access-only 
to the medical plan but will be required to pay the full premium. At Medicare eligible age the m em ber receives 
a percentage subsidy o f the prem ium  based on the years o f  service ranging from 70% for 10 years o f  service to 
90%  for 30+ years of service. Retirees and their dependents are eligible, however, a different prem ium  will be 
established for a single m em ber from that o f  a m em ber with dependents.

Am endment num ber 4  .uhstitutes the language from HB 238 regarding the medical plan d iscussed extensively 
in committee, which provides medical coverage for members 60  months pre-M edicare eligible age.

Delete p. 26 line 3 to page 28 line 1, and p. 28 lines 12-19. Insert medical language provided and 
am ended as necessary for drafting purposes. Corresponding medical language for PERS is found on 
p.92 line 20 through p.93 line 27.

M inor changes will have to be made throughout the bill to make SB 141 congruent with the inserted 
language from HB 238

Amendment number 5. Changes to the Alaska Retirement Management Board.

SB 141 consolidates the PERS, TRS and ASPIB boards and creates a 9-m cm ber board-wfth full!fiduciary 
responsibility of the fund. Two o f  the 9 members must be active or retired PERS o r TRS employees. All 
members are appointed by tnc governor. Am endment num ber 5 requires that nom inees for PERS and TRS 
representatives be chosen from a list o f  no less than 3, and no more than 5 candidates put forth by the 
appropriate bargaining units. In SB <41, term lengths are 3 years, and limits m embers to 3 terms. Amendment 
num ber 5 changes the term lengths to 6 years, and limits members to a total o f  2 terms. Am endm ent number 5 
also ensures that the terms for the 2 finance officers and the two system representatives are staggered by 3 
years.

p. 46  line 30. After “system ;” insert, “The m em ber shall be selected from no less than three and no more
than five nominees put forward by the appropriate bargaining units.”
p.46 line 31. After “system.” Insert “The m em ber shall be selected from no less *han three and no more
than five nominees put forward by the appropriate bargaining units.”
p. 47 line 2. After “ terms o f ’ delete “ three” and insert “six” . After “total o f ’ delete “three" and insert 
“two” . Line 4. insert “full” between “consecutive” and “ term s” .

p. 105 line 26. After “AS 39.05.055(7)." Insert, “ Upon establishment o f  the board one finance officer 
will be appointed to a three year term and one finance officer will be appointed to A six year tern, one 
PERS/TRS m em ber representative will be appointed to a three year term and the o ther PERS/TRS 
m em ber representative will be appointed to a six year term.”

Amendment number^ Changes to Health Reimbursement Arrangement (HRA).

In SB 141 if an individual terminates employment before reaching the 10-ycar requirement for medical 
eligibility and does not com e back to work within 5 years, they forfeit the accumulated balance of their HRA. If 
the m em ber leaves employment and com es back within the 5 years, their HRA is reinstated at the account 
balance when they terminated employment. Amendment num ber 6 reinstates a m em ber’s account with 
accumulated interest regardless o f  the num ber o f  years that have elapsed between em ploym ent periods. It also



allows a m em ber to vest in their HR A after 10 years o f  service without retiring directly from the system. 
However, the m em ber cannot access their HRA until they rea^h the age 60 months prior to becom ing Medicare 
eligible, or have 30 years o f  service.

p. 58 line 16. Delete “ AS 14.25.470" insert “(b) o f  this section” . Delete p. 58 line 16 starting at ‘or” 
through line 21 ending at “adjustm ent” . Insert “If  a person resumes em ploym ent the balance o f their 
account is restored plus any accumulated interest.”

Insen  line 22, (b) A m em ber has access to theii Health Reimbursement A m ingem ent after 10 years of 
se rv c e ,  whether or not they retire directly from the system. Howevei, the m em ber is not allowed to 
draw from that account until they reach the age 60 months pre-Medicare eligible, or any age with 30 
years o f  service as defined in AS 14.25.470.

*Note: al! changes in the T R S section should be reflected in the subsequent PERS section.



Changes to CSSB 141 to be incorporated in a House 
State Affairs CS

Requires the Aiaska Retirement Board to evaluate the plan's projected liabilities 
annually

p. 3 line 12. Insert “ (e) A report o f  the valuation o f  the p lan’s projected liabilities.” 

Establishes a floor for employer contributions at 11 % for TRS and 10% for PERS

p.8 line 10. Delete “ less than” and insert “ the lesser o f ’
line 11 after “active m em bers” insert “ 11 percent for TRS em ployer and 10 percent for 
PERS em ployers”

Clarifies that membership to the system commences for teachers on their first day 
of employment

p. 15. line i3. After “contribution retirement plan.” Add "A teacher becomes a member 
on their first date of em ployment.”

Clarifies language

p. 32 line 10, inser* “ ’m em ber contribution account’ means the m em b er’s contributions to 
their defined contribution account plus any accumulated interest.”

Conceptual revisions to accommodate overall changes to medical portion

p.35 line 31. Delete "65 years of age’’ and insert “60 months pre-Medieare eligible age"

p. 54 line 26. Delete "age 65” and insert ‘60 months pre-Medicare eligible age” 
line 27. Delete “age 65” and insert “60 months pre-Medicare eligible age”

p. 101 line 28. Delete “65 years of age” insert “60 months pi ,-M edicare eligible age”

Allow Department of Labor Instructors to chose between PERS or TRS

p. 14 line. 19. Insert “(D) a full-time or part-time instructor o f the Department of Labor 
and Workforce Development who is a non certificated employee who enters employment 
covered under AS 25.009 may elect to retain coverage under AS 29.009.”
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CHANGES TO MEDICAL COVERAGE

Major Medical TRS p. 26 line 5 to p. 29 line 4, PERS p. 93 line 15 to p. 96 line 14. Amendment # 19 
-Allow access to medical plan 60-month pre-Medicare eligible
-Cost share both pre-M edicare and post-Mcdicare medical on a scale o f  30%  subsidy for 10 years of 
service incrementing 3% for each additional year o f  service till 30  years or 90%  subsidy.
-Increase em ployer contribution to 3.75%  for TRS and 3.5% for PERS to pay for m ajor medical TRS p.16 
line 12, PERS p. 83 line 22. Amendment #20
-Internet language; that the division implement all cost saving measures possible to the health care plan 
and report annually to the legislature those changes, p. 2 lines 5-16. Amendment #19

HRA p 59 line 2 0 -  p. 60 line 3. Amendmeni #19
-Individual has access to their HRA after 10 years o f  service without retiring directly from the system 
once they hit normal retirement age. If they leave em ployment w'ithout accum ulating  10 years of service, 
they may com e back regardless of how much time elapses between the two em ploym ent ’periods. When 
they return to active em ployment, their HRA will be reinstated at the am ount it was when they last 
terminated em ploym ent plus any additional accumulated interest.

CHANGES T O  T H E  A R M  BOARD

-Increase the PERS/TRS representatives from one to two from each em ployee group (4 total PERS/TRS 
representatives). This decreases the members from the general public from 3 to 1. p. 47 lines 11-15. 
Amendment #6
-PERS/TRS representatives will be elected from their employee groups, p. 47 line 24 to p. 4t line 13. 
Amendment #16
-Each m em ber can serve no more than 2 six-year terms. Terms will be offset by 3 years. | . 107 line 30. p 
108 line 4. Amendmeni #5

CHANGES T O  EX ISTIN G  TE1RS

-Repealed increase in employee contribution for current em ployees A m endm ent #17
-Establishes a floor for em ployer contributions at 11 % for TRS and 10% for PERS TRS p. 8 line 2-3, PERS
p. 72 line 16. Amendment #9
-A person who com m its fraud with respect to their benefits is guilty of a class A misdemeanor but DOES 
NOT forfeit all rights to any future benefits (for current and future em ployees/retirees) p. 97 line 25-28. 
Amendment # i4

OTHER

- Department o f  Labor instructors who were previously in TRS will remain in TRS regardless of weather 
or not the instructor position -equircs a teaching certificate, p. 14 lines 16-20. p. 80 lines 26-31. Amendment #13



To be eligible for medical coverage under SB 141 you must be age M edicare eligible with at 
least 10 years o f  service, o r  any age with 25 years o f  service for police/fire and 30 years for all 
others. If you terminate em ployment before age Medicare eligible age but have fulfilled the 
m inimum service requirement, you receive access-only to the medical plan but are required to 
pay the full premium. At Medicare eligible age the m em ber receives a percentage subsidy of the 
prem ium  based on the years of service ranging from 70% for 10 years o f  service to 90% for 30+ 
years of service. Retirees and their dependents are eligible, however, a different premium will be 
established for a single m em ber from that o f  a m em ber with dependents.

Slate Affairs changed the medical portion of SB 141 to reflect the work we have been doing in 
com mittee on a defined dollar medical plan. In a 2004 survey of em ployees and employers by 
Mercer Human Resources Consulting, medical benefits were identified as the most important 
clement of a retirement plan. In the amendment incorporated to SB 141 an employee is eligible 
for medical benefits when they retire directly from the system with 30 years of service or at 
normal retirement age with 10 years of service. Before normal retirement age a retiree has 
accer to a medical plan and pays the full premium amount set by the board. Once a retiree 
reaches normal retirement age, 60 months before Medicare eligible age (currently 60) they 
receive a percentage subsidy to their premium based on their years o f  service. The retiree and 
the system share the rising cost of health care. The subsidy ranges from 90%  of the premium for 
30+ ye j . employees to 30%  benefit for 10-year em ployees and increases incrementally with each 
additional year o f  service. Once a retiree reaches Medicare eligible age (currently 65) their 
prem ium  amount drops by approximately 50%.

In addition to access to a medical plan, retirees have a Health Reimbursement Account (HRA) 
that their em ployer has contributed 2% of the em ployer group salary into over the course of their 
employment. The HRA is automatically used to pay the remaining portion of the premium for 
the medical plan after the subsidy is applied, or any qualified medical expenses. In SB 141 if an 
individual terminates em ployment before reaching the 10-year requirement for medical 
eligibility and does not com e back to work within 5 years, they forfeit the accumulated balance 
o f their HRA. If the m em ber leaves employment and comes back within the 5 years, their HRA 
is reinstated at the account balance when they terminated employment. House State Affairs 
am ended SB 141 to increase member accessibility to their HRA. The HRA is accessible to a 
m em ber after 10 years of service at the age 60 months pre-Medicare eligible regardless of if they 
retire directly from the system. If they leave em ployment without accumulating 10 years of 
service, they m ay com e back regardless of how much time elapses between the two employment 
periods. When they return to active employment, their HRA will be reinstated at the amount it 
w'as when they last trrm inated  employment plus any additional accumulated interest.

Changes to medical coverage



Changes to the Alaska Retirement Management Board

SB 141 consolidates the PERS, TRS and ASP1B boards and creates a 9 -m em bcr board with full 
fiduciary responsibility o f  the fund. Tw o o f  the 9 members must be active or retired PERS or 
TRS employees. All m embers are appointed by the governor. House State Affairs am ended SB 
141 to ini.:ease in the PERS/TRS representatives from 2 to 4 (thereby decreasing the m em ber’s 
from the general public from 3 to 1) and requires that PERS/TRS representatives are elected by 
their employee groups. In SB 141, term lengths are 3 years, limited to 3 terms. House State 
Affairs changed the term lengths to 6 years and limited m embers to a total o f  2 consecutive 
terms. House State Affairs also ensuicd that the terms for the 2 finance officers and the four 
system lepresentatives are staggered by 3 years so as not to have a complete turnover o f  one 
m em ber group at any given time.

Change, to existing tiers

House State Affairs repealed the increase in employee contribution for current employees. It 
also established a floor on em ployer contributions at 11% for TRS and 10% for PERS. A change 
made to SB 141 by House State Affairs was to ensure that a person who com mits fraud (in 
relation to their retirement benefits) does not forfeit their rights to any future benefits. Currently 
the TRS and PERS statues are different, on one they forfeit their benefits and on the other they 
do not.

Other

House State Affairs am ended SB 141 to place Department o f  Labor instructors in TRS if they 
were formerly a TR S m em ber regardless o f  if the instructor position requires a teaching 
certificate. Otherwise, the instructor will be a PERS member.



Understanding PERS/TRS
Presentation to the House State Affairs 

Committee
March 22, 2005

Definition of Terms



PERS/TRS -  Public Employees Retirement System/Teachers 
Retirement System

Defined benefit plan -  The benefits paid to an employee are 
based upon a formula set in law and is N O T  determined by 
the account balance. The benefit the retiree receives is 
guaranteed, regardless of if the contributions made by 
him/her or on his/her behalf are enough to fund the benefits.

Defined contribution plan -  A plan in which a m em ber and 
their em ployer contribute a fixed amount into the system. 
That am ount collects interest and the retiree’s benefit is the 
amount o f  m oney in the account at retirement or termination 
(similar to 401k programs).

Actuarial -  Statistical calculation o f  future costs and benefits 
based on adopted assumptions.

Past Service Cost -  The payment needed to account for the amount of 
benefits that were not collected because the adopted assumptions about 
the future were not correct.

Past Service Cost Rate -  An actuarial determination o f  the yearly cost 
rate charged on total salary needed to pay off the Past Service Cost over 
a specified num ber o f years.

Unfunded Liability -  The sum of the actuarially computed payments that 
will be required to be made for benefits that were not accounted for in 
Normal Cost Rate collections (unfunded liability = past service cost).

Present Dollar Value of Unfunded Liability -  Amount needed to be 
deposited today into a separate account that would grow with projected 
interest in order to be able to make the payments over time as they 
became due. This original deposit and interest would be completely used 
up whc the liability was paid off.



Gross Normal Cost rate -  The total percentage o f  salary needed to pay 
for future benefits o f  retiree (M em ber Normal Cost Rate + Em ployer 
Normal Cost Rate).

M em ber Normal Cost Rate-  The percentage o f  salary an employee 
contributes to paying for their future retirement benefits.

M em ber contribution rate -  The percentage o f salary an employee 
contributes towards paying the actuarial computed rate.

Em ployer Normal Cost Rate -  The percentage o f  salary an em ployer 
contributes towards paying the em ployee’s projected future retirement 
benefits.

Actuarial Computed Rate - The percentage of salary, calculated by the 
actuary based on a set o f  assumptions that would be needed to pay the 
unfunded liability and the future benefits o f  the retiree minus the 
em ployee’s contribution to tncse benefits.

Health Reimbursement Account -  An em ployer paid account that 
reimburses em ployees for medical expenses up to the deposited dollar 
amount.



Potential and anticipated 
variables that can create 

additional unfunded liability

M ortality  R ate

Assumptions:

-1984 table
-1994 baseline table (adopted in 2002, 
added 2.5 years per person)
-2000 baseline table (set forward to 2004) -  
how many more years and how much more 
money per year will this add?



Medical inflation rate
7.5% - what does increase or 
decrease of 2% do to the 
unfunded liability?

A utomatic Cost O f  L iv inu  Adjustment (C O LA ) -  
Co la  was established in 1961 to encourage Alaskans 
to stay in Alaska. A  2004 court decision required 
A laska Cost O f  L iv ing  Adjustments to be distributed 
to all system members outside o f A laska i f  the cost o f 
liv ing  in their community equals or exceeds 
Anchorage Alaska.

Ad  Hoc P R P A  -W hen there has been an increase in 
the cost o f ,ving and when the fund permits, the 
a d m ir is tr  >r may increase benefits to cover that 
increase in cost o f living. This means that whenever 
the fund is doing well it probably w ill not collect 
additional dollars to help smooth out leaner times but 
pay that as unfunded benefits._____________________



Legislation Impacting the System’s Solvency

Retirement Incentive Program -  A  program 
established to encourage employees to retire early 
so employers would be able to hire lower wage 
employees in their stead. R IP  increased the 
unfunded liab ility  because employees were 
collecting benefits when all the money to pay for 
those benefits had not been paid into the system.

Legislation Impacting the System’s Solvency

Re-hire o f  retiree ’ s -  H B  161/SB24/ SB31. 
A llo w in g  retirees to be hired back w ithout 
contributing  to the retirement system creates 
add itiona l unfunded lia b ility  to the system. 
Each add itiona l re-h ire ’ s em ployer does not 
pay the past service cost rate associated w ith 
the em p loyee ’s wages. T h is  adds to the 
unfunded lia b ility  fo r the system.



Low ering  vestin g requirements fo r po lice/fire  
-  HB 40. Low  ̂ ring the number o f  years o f  
serv ice an em ployee has to contribute to the 
system before rece iv ing  benefits. Therefore 
they are essentia lly  co lle cting  benefits that 
have not been paid fo r in advance, adding 
extra burden to the unfunded liab ility .

Legislation Impacting the System ’s Solvency

Overview of PERS/TRS -  the 
problem

Presentation to House State 
Affairs Committee -  3/22/05
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Unfunded Liability: Pu/eent of 
Total

The system is 
cjrrent'v 69.5% 
funded, however new 
figures increasing the 
unfunded liability will 
be out by the end of 
March.

■ Unfunde 
d
Liablity 
5b 

□ Funded 
Liability 
11.4b



Valuta.- Results
1.5(e) Ac tuaria l P ro jec tions -  Effect o f Econom ic Scenarios (continued)
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F in a n c ia l S u m m ary
Projections at Calculated Rate - TRS
Contribution Rates
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Unfunded Liability Comparison
The 5b represents 
how much would 
have to be put in an 
account today to pay 
for future obligations. 
The 15.6b represents 
the total of all the 
payments over 25 
years that will have to 
be made.

Present Total 
Value Value 

over 
25yrs

2C



Actual dollar value of increase in past service 
cost payments

Dollars

TRS
-■-PERS

Fiscal Year
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Com parison o f  changes to SB  141 in House State A ffa ir s  and House F inance

HSTA SB 141 A m endm ents H FIN H B 141
C hanges to existing tiers
Current em ployer contribution 
rate

Floor of 11 % TRS employers 
and 10% PERS employers
P. 8 line 2, p. 72 line 16

Current employee contribution Repealed
Board members -Increases the PERS and TRS 

members from 2 to 4 
-PERS & TRS members are 
elected by their m em ber groups
p. line 24 -  p.48 line 5

Board terms -each member serves no more 
than 2 consecutive 6 years 
terms. Terms staggered by 3 
years, p. 48 lines 6-9

-each m em ber serves no more 
than 2 consecutive 4 year 
terms. Staggering o f terms in 
determined by the governor.
P. 106 lines 20-22

C reating a new DC account
Employee Contribution Rate 8%  p. 15 line 20. p.82 line 31 8%
Employer Contributor! Rate (to 
DC pension account)

4.5% p. 16 line 10. p. 83 line 20 4.5%

Total employer contribution 
rate

4.5% to DC pension accoi nt; 
2% to HRA, 3.5 PERS + 3.75 
TRS to medical = 10.25% TR S, 
10% PERS

4.5% to DC pension account, 
2% to HRA, 1.75% to medical 
= 8.25%

M edical Benefits
Medical eligibility

|
30 years o f  service access only 
until normal retirement age or 
retire directly from the system 
with 10 years o f  service, age 
60-months pre-Medicare 
eligible, p .26 lines 5-18, p.93 lines 
15-28

25 years o f  service police/fire, 
30 years o f  service “o ther” any 
age receive access to the 
system. 10 years of service 
receive medical benefits at age 
65. p .92 Hues 27-28



Medical benefits package -At age 60 months pre- 
Medicare receive a subsidy 
based on years o f  service, 30% 
for 10 years increasing by 3% 
for each additional year until 30 
years o f  service, o r  90%.
-health care inflation is shared 
by retiree and system. Subsidy 
is calculated from a subsidy 
base that increases by no more 
than 5% annually 
•when retiree becomes age 
Medicare eligible, their 
premium amount and subsidy 
base decrease by aprox. Vi 
p .26 line 19 - p .28 line 15, p .93 line 
29 -  p . 95 line 25

-At age 65 retiree receives a 
subsidy based on years o f  
service, 70% for 10-14 years, 
75% for 15-19 years, 80%  for 
20-24 years, 85% 25-29 years 
and 10% 30+ years. 
p.25 line 1 0 -2 7  line 26 
p.92 line 25 -  p.94 line 21

Employer contribution required 
for medical benefits

3.75% TRS, 3.5% PERS 
p. 16 line 12, p.83 line 22

1.75%
p. 15 line 17, p.83 line 1

HRA, m em ber access An employee has access to 
their HRA plus accumulated 
interest at normal retirement 
age after 10 years o f  service. 
Any amount o f  time may pass 
between em ployment periods to 
fulfill vesting requirements, 
p. 28 lines 25 -  27 + p . 59 lines 20 
- 2 7

An employee has access to 
their HRA when they become 
eligible for medical benefits. If 
an employee leaves 
employment for more than 10 
years, their HRA account will 
be terminated. If they reinstate 
employment within 10 years 
the balance will be restored 
from when they were 
terminated without accrued 
interest or adjustments. 
p. 58 lines 7-15

HRA em ployer contribution 
amount

2% p . 59 line 15 3% p .58 line 2

Penalty for fraud Removed Me existing language 
that a person who knowingly _ L



makes a false statement 
“forfeits all rights under this 
chapter. Language confirms to 
PERS AS 39.35.670 
p. 13 lines 5-8, p.97 lines 25-28

D O L  instructors Allow D O L  instructors to 
remain in TRS if they were 
previously a TRS m em ber
p. 14 lines 16-20, p.80lines 26-31

Deleted.

Legislative intent -Intent language in Sec. 1 states 
that R&B implement by 
regulation cost-saving 
measures in the retiree health 
c i ' r r '  system (cites examples) 
p. 2 line 5-16
-Requires annual report to 
legislature by R&B on 
implementation o f  cost saving 
measures/;. HO lines 11-14

Deleted.



PERS (Alternative)

8% employee and 5% employer contribution = 13% in PC  account
Projected Benefits -  Rate o f Return 8.25%

F E M A L E
Number of 
years worked

DC account 
lump sum at 
termination

Beginning 
annuity in 
2004 dollars

% funded com pared to current DB 
plan

10 $71,410 $3,892 69%
20 I  -53,745 $9,589 92%
30 $689,604 $18,069 118%

M A L E
Number of 
years worked

D C account 
lump sum  at 
termination

Beginning 
annuity in 
2004 dollars

% funded com pared to current DB 
plan

10 $71,410 $4,219 75%
20 $253,745 $10,395 99%
30 $6u9,604 $19,588 128%

A ssum ptions:
Beginning Salary 32,000
Defined Contribution pension account percentage 13%
Anchorage CPI 3.73%
Real rate of interest 4 .52%
Salary increase 3%
Based on 2000 mortality tabic (M ercer’s projections are based on a 1994 mortality table)

Employer contribution to DC account 5%
Employer contribution to Medical Plan 2.5%
Employer contribution to HRA 2.5%
Total Employer contribution 10 %
24 year average employer contribution 10.9% - 11.1%
5 year average employer contribution 10.8% - 11.5%

Prepared by the office o f Rep. Paul Seaton using model provided by Professor Richard Solie



TRS (Alternative)

8% employee and 5% em ployer contribution = 13% in DC account
Projected Benefits -  Rate of Return 8.25%

F E M A L E
N um ber of 
years worked

D C account 
lump sum at 
termination

Beginning 
annuity in 
2004 dollars

% funded comparer' :o current DB 
plan

10 $83,769 $4,566 69%
20 $ 2 9 7 /  >8 $11,248 92%
30 $808,948 $21,196 114%

M A L E
N um ber of 
years worked

DC account 
lump sum at 
termination

Beginning 
annuity in 
2004 dollars

% funded com pared  to current DB 
plan

10 $83,769 $4,949 75%
20 $297,658 $12,194 99%
30 $808,948 $22,978 123%

A ssu m p tion s :
Beginning Salary 37.538
Defined Contribution pension account percentage 13%
Anchorage CPI 3.73%
Real rate o f  interest 4.52%
Salary increase 2%
Based on 2000 mortality table (M ercer’s projections are based on a 1994 mortality table)

Employer contribution to DC account 5%
Employer contribution to Medical Plan 2.5%
Employer contribution to HRA 2.5%
Total Employer contribution 10.5%
24 year average employer contribution 10.9% - 11.1%
5 year average employer contribution 10.8% - 11.5%

Prepared by the office o f  Rep. Paid Seaton using model provided by Professor Richard Solie



P rojected V alues for H ealth R eim bursem ent A ccounts

1. PERS “other” early hire -  1% HRA
2. PERS “other” early hire -  2% HRA
3. PERS “other” late hire -  1 % HRA
4. PFTS “other” late hire -  2 %  HRA
5. PERS "other” with spouse h ie  hire -  2% HRA
6. PERS police/ fire early hire -  1% HRA
7. PERS police/ fire early hire -  2 %  HRA
8. PERS police/ fire late hire -  \ %  HRA
9. PERS police/ fire late hire -  2 %  HRA
10. PERS police/ fire with spouse late hire -  2 %  HRA
11. TRS early hire -  1% HRA
12. TRS early hire -  2% HRA
13. TRS late hire -  1% HRA
14. TRS late hire -  2 %  HRA
15. TRS late hire with spouse -  2 %  HRA



*

Sum m ary Of State Affairs PERS/TRS Bill

Changes to Existing Tier
-Equal employee and employer contributions. The employee will contribute l/ i  o f the 
Actuarially Com puted Rate with a ceiling o f 13% for PERS and 14% for TRS. The employer 
will contribute '/i the Actuarially Computed Rate with a floor o f  10% for PERS and 11% for 
TRS.

-Preferred d ru g  list. Retirees will be required to use the provider 's  preferred drug list whenever 
available. If a com parable drug is not available on the provider’s preferred drug list, the retiree’s 
medical plan will pay for the non-formulary medication. However, if the choice is due to 
preference, the retiree must pay the difference between the generic/formulary version and the 
brand name one. T! is does not change any co-pay requirements.

-Definition of ad hoc Post Retirement Pension Adjustment (PRPA). The conditions upon 
which the administrator may distribute an ad hoc PRPA (a 4% increase in pension payment due 
to a rise in the cost of living) are a) when the administrator determines there is an increase in the 
cost of living and b )  when the financial condition o f  the retirement fund permits. This bill 
defines the “ financial condition o f  the retirement fund” as 100% funded, or the present value of 
all the m em ber benefits accrued by members in the system ( i n  o t h e r  w o r d s  n o  o u t s t a n d i n g  

u n f u n d e d  p a s t  s e n d e e  c o s t  l i a b i l i t y ) .

Creating a Defined Contribution (DC) tier
-E m p lo yee  contribution. Employee contributes 10% under PERS and 11% under TRS to their 
DC account.

-Employer contribution. Employer contributes 10% under PERS and 11% under TRS to the 
em ployee’s retirement. That contribution is broken out for PERS into 3.5%- for medical, 1% for 
a Health Reimbursement Account (HRA) and 5.5% to retiree’s DC account. That contribution is 
broken out for TRS into 3.75% for medical, 1.5% for a Health Reimbursement Account (HRA) 
and 5.75% to a retiree’s DC account.

-Base S a la ry  Only. Employee has a one-time choice to contribute based on a) their basic pay 
only (excluding bonuses, cost differentials, etc) or b) on their total salary. The base used for 
calculating the em ployer’s contribution will reflect the em ployee’s choice.

-Vesting. Employee is immediately vested in both (heir portion of their DC account and their 
employers (excluding employer medical and HRA contributions).

-Investment options. The employee may choose between several investment options put forth 
by the PERS/TRS board with varying degrees o f  risk. It is the intent of this legislation to offer 
the S tale’s Supplemental Annuity Plan as a framework for management and member investment 
options of the defined contribution retirement fund



-Roll o v e r  f ro m  one qua lif ied  p lan  to an o th e r .  A terminated em ployee 's  D C  account can be 
rolled over into a qualified plan. A new hire can roll over an account from a previous 
em ployer’s qualified plan into their State DC account. No additional em ployer m atching liability 
is attributed to any roll over.

-T ra n s fe r  o f  em ployees in a n  ex isting  t ie r  to a defined  co n tr ib u t io n  tier.  All non-vcstcd 
current tier employees have un until 90 days from the effective date o f  this legislation to transfer 
to a defined contribution plan. This is a one-time transfer and all em ployees will be required to 
sign a docum ent confirming that they understand the implications o f their transfer. Upon 
transfer the employee will bring with them into the new system the dollar am ount they and their 
em ployer contributed towards their pension to be placed in their DC account. They will also 
bring with them the dollar amount from their em ployer’s contribution to their medical benefits 
necessary to buy the accumulated years of service under the new DC plan. The em ployee’s 
years of service will count towards their medical benefit requirements under the DC plan.

-S ta te  a id e  to P a s t  Serv ice  C ost. The state will create the Past Service Offset Account 
(PSCOA), a separate fund to pay the past service cost rate associated with all em ployees under 
the defined contribution tier. This account will pay the individual em ployer’s past service cost 
rate associated with their DC tier em ployees (new hires and transfers) up to the average past 
service cost rate for all members. For TRS the payment amount from the PSCO A  is equal to the 
past service cost rate and for PERS the individual past serv’^e cost rates are based 011 employer 
history.

M edical co m p o n en ts  o f  Defined C o n tr ib u tio n  tier

-E ligib ility  re q u ire m e n t  fo r  m edical. A retiree must retire directly from the system to be 
eligible for medical benefits, either at the age of 60 with 10 years of service or 30 years o f  
service. The m em ber must be em ployed in the system a minimum of 12 continuous months 
before retiring. M em ber’s dependents (spouse and eligible children) are eligible for medical 
benefits. If a retiree dies, m em ber’s dependents arc still eligible.

-E ar ly  R e tire m e n t .  A retiree who has satisfied 30 years o f  service but has not yet reached 60 
will receive access only to a the medical plan.

-N orm al R e tirem en t.  Normal retirement is at the age o f  60 whereupon the retiree is granted 
access to a medical plan and a subsidy to pay the premium for that plan depending on their years 
of service. The subsidy amount begins at 30%  for 10 years of service and increases 
incrementally by 3% for each additional year o f  service until 30 years, o r  a 90%  subsidy.

-M ed ica re  Eligible. Upon becoming eligible for Medicare (age 65), the retiree’s plan will 
remain the same, however their prem ium  is reduced. The same percentage o f  state subsidy based 
on years o f  service applies.

-H ealth  R e im b u rs e m e n t  A cco u n t (H R A ). A HRA is established for each m em ber to help pay 
for premiums, co-pays, deductibles and any other applicable health care expenses the m em ber or 
their dependents may have. The em ployer will contribute 1 % o f the em ployee’s salary to their 
HRA for PERS and 1.5% lor TRS.

2



Changes to Current Tiers Under the Proposed Bills
Bills SB 141 HB 177 and HB State Affairs Bill

170

Prescription drug 
Changes

None None Requires retirees to 
purchase prescription 
drugs from a preferred 
drug list unless 
otherwise 
recommended

Employee 
Contribution Rates

One-half the NCR1 set at 
an increase of .5% every 
year until the employer 
contribution rate reaches 
'/i the NCR.

HB 177- One-half 
the amount 
needed to fund the 
system (ACR)2 
with a maximum 
increase o f 5% 
per yeur. 
Police/fire 
contribute 
additional 1%

One-half the amount 
needed to fund the 
system (ACR) caped 
at 13% for PERS5 and 
14% for T RS4. 
Maximum increase of 
5% per year.

Employer 
Contribution Rales

No mo>e than 5 %  increase 
in PSC5 rate per year.
Not less than the 
difference between the 
NCR and the employee 
contribution.

No more than 5 %  

increase in PSC 
rate per year

No more than 5% 
increase in PSC rate 
per year. One-half the 
NCR with a floor at 
10% PERS. 11% TRS

Ad hoc PRPA’s Places limiting conditions 
on ad hoc PRPA’s'

None Places limiting 
conditions on ad hoc 
PRPA’s

PERS/TRS Board Eliminates PERS & TRS 
Board and ASPIB .
Creates new ARMS Board 
with fiduciary 
responsibility only, and 
designates other aspects of 
current boards.

HB 170. Changes 
the requirements 
for members of 
the PERS & TRS
Boards.

None

COLA Repeal COLA" None None
Refunded re-hires No longer allow re­

instating past employees 
at current tier status. A 
past employee who has 
cashed out of the system 
cannot buy back that time, 
vest and collect benefits.

None None

1 NCR -  Normal Cost Rate
2 ACR - Actuarial Com puted Rate
5 PERS -  Public Employees Retirement System
4 TRS -  T eacher's Retirem ent System
5 PSC - Past Service Cost
6 PRPA -  Post Retirem ent Pension Adjustment
7 ASPIB -  Alaska Slate Pension Investment Board
'  ARM -  Alaska Retirem ent Management
9 COLA -  Cost o f  living adjustment
Prepared by the Office c f Rep. Paul Seaton 3/29/2005 1 of 1



PERS Aide to Communities From Past 
Service Cost Offset Account: Actual Dollar

Value
Millions o f dollars

6 0 0

Tier IV
A  A  A  A  A  A  A  A  a -  A  A  A  A

Existing Tiers

Total PSC Payments

Total Employer PSC 
Payments After 
State Aide

Valuation Year



Aid To Communitines From Past Service Offset Account
Actual Dollar Value

Valuation Year PSC State Aide Until B lended Rote Total PSC Paymnets Total Employer PSC Payments After State Aide
2005 59,854,472 61.024,000 1,169,528.32
2006 74,216,999 146,707,000 72,490,000.62
2007 88,999,019 238.945,000 149,945,980.60
2008 104,493,323 280,279,000 175,785,677.45
2009 120,568,676 295 088,000 174,519,324.47
2010 137.353,683 310,344,000 172,990,317.09
2011 154,783,006 326,448,000 171,664,994.14
2012 172.841,421 343,250,000 170,408,579 13
2013 191,780,849 360,869,000 169.088,151. uj
2014 211,311,021 379,348,000 168,036,979.32
2015 231,514,256 398,753,000 167,238,741.40
2016 252,484,282 418,799,000 166,314,717.88
2017 274,195,360 4 9̂,709,000 135,513,640.43
2018 296,674,517 461,776,000 165,101,482.84
2019 319,821,065 484,879,000 165,057,935.50
2020 343,579,788 509,151,000 165,571,211.62
2021 368,075,67b 534,694,030 166,618,323.77



«

1 Current PERS Tier Current PERS Tier State AITairs DC Senate BUI 141 • DC House Bill 191 - DC
l/I I TRS Tier 1 DB II/ I I I  & TRS Tier II PERS/TRS Bill

j Plan DB Plan

PERS employee 
contribution rate

6.75% other 
7.5% Police/firc 
9 6% school district

6.75 or 7.5% other 
7.5% Police/fire 
9.6% school district

10% all members 8% all members 
voluntary % up to IRS 
limit

8% other 
police/fire 8.5%>

TRS employee 
contribution rate

8.65% 8.65% 1 1 % all members 8% all members 10% all members

Vesting 5 years PERS 8 years TRS
5 years PERS 8 years TRS

Employee is 
immediately vested 
in both employee 
and employer 
contribution

Immediate for employee 
contributions

Fully vested in employer 
contributions after 5 years 
(graduated scale o f  
25%/yr)

Employee is immediately 
vested in both employee 
and employer contribution 
(however employer 
contribution is grad'tated)

Retirement Age 55 normal -  50 early 
30 "others"20 police/fire 
20 teachers

60 normal -  55 early 
30 "others"
20 police/fire 
20 teachers

Any age Any age Any age

PERS & TRS Benefit 
Formula

2% up to 2.5% 
multiplier per year DB 
multiplier X years of 
service X high 3 year 
average salary

2% up to 2.5%j 
multiplier per year DR 
multiplier X years o f 
service X high 3 (TRS) 
or 5 (PERS) year 
average salary

20% PERS (includes 
1%. for HRA & 3.5% 
for medical)
22% TRS (includes 
1.5% for HRA & 
3.75% for 
medical)

16% per year to a DC 
account and investment 
earnings (includes 1% for 
HRA & 3.5%' for 
medical)

5 yr graduated vesting 
scale o f 25% increase per 
year)

HRA - 1% average salary 
of employee subgroup up 
to $500 annual limit

16% after five years o f 
service - before 5 years a 
percentage o f the 
employer contribution is 
distributed at ( 1“ yr 0%, 
2nd yr 25%. 3,dyr 5 0 % .4 ,h 
y r7 5 % .5 d,yr+ 100%)

Medical Do not have to retire 
directly fiom the system 
to be service or age 
eligible for medical 
coverage

Medical plan premium 
paid by retirement 
system for all retirees 
and dependents.

Except Tier 11 retirees

Do not have to retire 
directly from the system 
to be service or age 
eligible for medical 
coverage

Must have 10 years of 
service for system-paid 
coverage over age tiO.

Employees with less 
than 10  years pay full

Must retire directly 
from the system with 
either
60 years adjusted to 
the change in 
mortality rate when 
adopted w/ 10 years 
of service 

OR
30 years service 

Early retirees -

Must retire directly from 
the at age
65 w/ 10 years o f service 

OR
25 yrs police/fire 
30 yrs other

Access to medical 
coverage with one year of 
active service prior to 
retirement and age 65 
with 10 years of service.

Must retire directly from 
the system at age 
65 w/ 10 years o f service 

OR
25 yrs police/fire 
30 yrs other

Access to medical 
coverage with one year o f 
active service prior to 
retirement and age 65 
with 10 years o f service.

Prepared by the Office of Rep. Paul Seaton 3/24/2005 loO



Current PERS Tier 
I / l l  TRS ie r lD B  
Plan

Current PERS Tier 
I I / I I I  & TRS Tier II 
DB Plan

State Affairs DC 
PERS/TRS BUI

Senate E ill 141 - DC House BiU 191 - DC

and survivors pay full 
premium under age 60.

premium for access to 
coverage.

Access to system, no 
subsidy till age 60 
adjusted
Retirees over 60 
adjusted- Access to 
defined dollar 
medical with subsidy 
depending on length 
o f se? vice.

Retries over 
Medicare eligible 
age -  Access to 
medical with a 
reduced premium 
and percent subsidy 
based on years of 
service

Reimbursed for 
qualified medical 
expenses from HRA.

or at any age after (1) 25 
years for peace 
officer/firefighter, or (2 ) 
30 years for all others

Retiree and survivors Day 
full premium until 
Medicare eligible

After Medicare eligible, 
retiree shares cost based 
on years o f service.

Reimbursed for qualified 
medical expenses from 
HRA

or at any age after (1) 25 
years for peace 
officer/firefighter, or (2 ) 
30 years for all others

Retiree and survivors pay 
full premium until 
Medicare eligible

After Medicare eligible, 
retiree shares cost based 
on years of service.

Reimbursed for qualified 
medical expenses from 
HRA.

Employer Normal Cost 
R ate PERS

Current Normal Cost 
Rate 13.24%

20 year average 10.86'#

Current Normal Cost 
Rate 13.24% (8.68% 
medial, rest pension)

20 year average 10.86%

10% (3.5%' medical, 
1%HRA)

8.25% (3.5% pension, 
3.75% medical, \%  max 
$500 HRA)

8% w/ following 
conditions -  151 yr 0%, 2nd 
yr 25%. 3,d yr 50%. 4lh yr 
75%, 5yr+ 100%

E m ployer N orm al Cost 
R ate TRS

Current Normal Cost 
Rate 13.24%

20 year average 11.16%

Current Normal Cost 
Rate 13.24%
(9.07% medical, rest 
pension)
20 year average 11.16%

11% (3.75% 
medical, 1.5% HRA)

8.25% (3.5% pension, 
3.75% medical. 1% HRA)

8.75% w/ following 
conditions -  I” yr 0%. 2nd 
yr 25%, 3,d 50%, 4lh yr 
75%, 5yr+ 100%

Risk Employer bears all the 
risk

Employer bears all the 
risk

Employer risk is 
minimal, employee 
bears investment risk

Employer risk is minimal, 
employee bears 
investment risk

Employer risk is minimal, 
employee bears 
investment risk

Salary  only All salary (including 
overtime, bonuses, etc)

All salary (including 
overtime, bonuses, etc)

Employee option 
jase salary or total 
salary

Unknown Base salary only

Roll Over Accepts rollover from 3oes not accept roll to ll over accepted Roll over accepted from Docs not accept roll over

Prepared by the Office of Rep. Paul Seaton 3/24/2005 2of3



—  —“--------------------------- Current PERS Tier Current PERS Tier State Affairs DC Senate BUI 141 • DC House Bill 191 • DC
l/I I TRS Tier I DB II/U I &  TRS Tier II PERS/TRS Bill
Plan DB Plan

qualified programs over from qualified 
programs nor can you 
rollover into a qualified 
r ogram

from qualified 
programs and you 
can roll over into a 
qualified program

qualified programs and 
you can roll over into a 
qualified program

from qualified programs 
but you rollover into a 
qualified program

Investm ent O ptions ASPIB manages 
investments

ASPIB manages 
investments

ASPIB manages 
investments similar 
to SBS

Participant controls 
investments and lias 
access to a range of 
investment options from 
the ARM Board ARM has 
all fiduciary
responsibility. Managed 
similar lo SBS

ASPIB manages 
investments

State F inancial H elp N/A N/A Past Service Cost 
Offset Account 
2.681 billion

69.5 million lo 
compensate 5% increase 
in employer costs FY05 
-FY06 (for school 
districts this is inc. in the 
BSA)

None

T ransfe r o f  em ployee 
to a DC plan

1

N/A N/A Allows the transfer 
o f current, non­
vested employees to 
a DC account within 
90 days from the 
enactment o f 
legislation

None None

Prepared by the Office of Rep. Paul Seaton 3/24/2005 3of3
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Alaska State Legislature
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R e p r e s e n t a t i v e  Paul Seaton
District 35

Actual P ro jec t io ns  o f  Pension  A m o un ts
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TR S J 
FIB 23JFProjected Benefits -  R ate o f  Return 8.25%

F E M A L E
Number of 
years worked

DC account 
lump sum at 
termination

Beginning 
annuity in 
2004 dollars

% funded compared to current DB

$98,267 $5,356 81:2% 
107.34% 
138.93%'

$349,176 $13,195
*948.959 $24,864

M A L E
Number of 
years worked

DC account 
lump sum at 
termination

Beginning 
annuity in 
2004 dollars

% funded compared to current DB 
plan

10 $98,267 $5,806 88.02%
20 $349,176 $14,304 116.37%,
30 $948,959 $26,954 150.61%

A ssum ptions:
Beginning Salary 37,538
Defined Contribution pension account percentage 15.25%
Anchorage CPI 3.73%
Real rale o f  interest 4.52%
Salary increase 3%
Based on 2000 mortality table (M ercer’s projections arc based on a 1994 mortality table)

Prepaied by the office of Rep. Paul Seaton using model provided by Professor Richard Solie



TR S  
H B 238 Projected B enefits -  Rate o f Return 6.25%

F E M A L E
Num ber of 
years worked

DC account 
lump sum  at 
termination

Beginning 
annuity in 
2004 dollars

% funded com pared to current DB 
plan

10 $88,937 $3,999 60.62%
20 $282,592 $8,809 71.66%
30 $678,771 $14,671 81.97%

M A L E
Num ber of 
years worked

DC account 
lump sum  at 
termination

Beginning 
annuity in 
2004 dollars

% funded com pared to current DB 
plan

10 $88,937 $4,428 67.12%
20 $282,592 $9,754 79.35%
30 $678,771 $16,245 90.77%

A ssum ptions:
Beginning Salary 37,538
Defined Contribution pension account percentage 15.25%
Anchorage CPI 3.73%
Real rate o f  interest 2.52%
Salary increase 3%
Based on 2000 mortality table (M ercer’s projections are based on a 1994 mortality table)

Prepared by the office of Rep. Paul Seaton using model provided by Professor Richard Solie



PERS
HB 238 Projected Benefits -  Rate of Return 8.25%

F E M A L E
Num ber of 
years worked

DC account 
lump sum at 
termination

Beginning 
annuity in 
2004 dollars

% funded compared to current DB 
plan

10 $79,650 $4,341 77.2%
20 $283,023 $10,695 102.06%
30 $769,174 $20,153 132.09%

M A L E
Num ber t f 
years worked

DC account 
lump sum at 
termination

Beginning 
annuity in 
2004 dollars

% funded com pared to current DB 
plan

10 $79,650 $4,706 83.69%
20 $283,023 $11,594 110.64%
30 $769,174 $21,848 143.2%

A ssum ptions:
Beginning Salary 32,000
Defined Contribution pension account percentage 14.5%
Anchorage CPI 3.73%
Real rate of interest 4.52%
Salary increase 3%
Based on 2000 mortality table (M ercer's projections arc based on a 1994 mortality laMc)

Prepared by ihe office of Rep. Paul Seaton using model provided by Professor Richard Solie 3



PERS
HB 238 Projected Benefits -  Rate of Return 6.25%

F E M A L E
N um ber o f 
years worked

D C account 
lump sum at 
termination

Beginning 
annuity in 
2004 dollars

% funded com pared to current DB 
plan

10 $72,087 $3,241 57.64%
20 $229,053 $7,140 68.14%
30 $550,174 $11,892 77.94%

M A L E
Num ber o f  
years worked

DC account 
lump sum at 
termination

Beginning 
annuity in 
2004 dollars

%  funded com pared to current DB 
plan

10 $72,087 $3,589 63.82%
20 $229,053 $7,906 75.45%
30 $550,174 $13,167 86.3%

A ssu m p tion s :
Beginning Salary 32,000
Defined Contribution pension account percentage 14.5%
A nchorage CPI 3.73%
Real rate o f  interest 2.52%
Salary increase 3%
Based on 2000  mortality table (M ercer’s projections are based on a 1994 mortality table)

Prepared by the office of Rep. Paul Seaton using model provided bv Professor Richard Solie



PERS
SB 141 Projected Benefits -  Rate o f Return 8.25%

F E M A L E
Num ber o f  
years woi k^d

DC account 
lump sum at 
termination

Beginning 
annuit ’ in 
2004 dollars

% funded compared to current DB 
plan

10 $68,664 $3,742 66.5%-
20 $243,985 $9,220 87.99%. K

30 $663,081 $17,374 113.87% r J

M A L E
Num ber of 
years worked

DC account 
lump sum  at 
termination

Beginning 
annuity in 
2004 dollars

% funded compared lo current DB 
plan

10 $68,664 $4,057 72.15%.
20 $243,985 $9,995 95.38%
30 $663,081 $18,834 i 23.45%

A ssum ptions:
Beginning Salary 32,000
Defined Contribution pension account percentage 12.5'*
Anchorage CPI 3.73%
Real rale e. interest 4.52%
Salary increase 3%
Based on 2000 mortality table (M ercer 's  projections arc based on a 1994 mortality table)

Prepared by the office of Rep. Paul Seaton using model provided by Professor Richard Solie



TRS
SB 141 Projected B enefits -  Rate o f Return 6.25%

F E M A L E ]

N um ber of 
years worked

DC account 
lump sum at 
termination

Beginning 
annuity in 
2004 dollars

% funded compared to current DB 
plan

10 $72,899 $3,278 49.69%
20 $231,632 $7,221 58.74%
30 $556,370 $ 12,026 67.19%

M A L E
N um ber of 
years worked

DC account 
lump sum at 
termination

Beginning 
annuity in 
2004 dollars

% funded compared to current DB 
plan

10 $72,899 $3,629 55.02%
20 $231,632 $7,995 65.04%
30 $556,370 $13,316 74.40%

A ssu m p tio n s :
Beginning Salary 37.538
Defined Contribution pension account percentage 12.5%
Anchorage CPI 3.73%
Real rate o f  interest 2.52%
Salary increase 39?
Based on 2000 mortality table (M ercer’s projections are based on a 1994 mortality table)

Prepared by the office of Rep. Paul Seaton using model provided by Professor Richard Solie



1 Projected Benefits -  Rate o f  Return 8.25%

F E M A L E
Num ber of 
years worked

D C account 
lump sum at 
termination

Beginning 
annuity in 
2004 dollars

%  funded com pared to current DB 
plan

10 80,547 4,390 66.55%
20 286,210 10816 87.99%
30 777,835 20,380 113.87%

M A L E
N um ber o f  
years worked

DC account 
lump sum at 
termination

Beginning 
annuity in 
2004 dollars

% funded com pared lo current DB 
plan

10 80,547 4,759 72.15%
20 286,210 11,725 95.38%
30 777,835 22,094 123.45%

A ssum ptions:
Beginning Salary 37,538
Defined Contribution pension account percentage 12.5'7 
Anchorage CPI 3 .7 3$
Real rate o f  interest 4 52%
Salary increase 3 $
Based on 2000 mortality table (M ercer 's  projections are based on a 1994 mortality table)

Prepared by the office of Rep. Paul Seaton using model provided by Professor Richard Solie



PERS
SB 141 Projected Benefits -  Rate of Return 6.25%

F E M A L E
Num ber of 
years worked

DC account 
lump sum at 
termination

Beginning 
annuity in 
2004 dollars

% funded com pared to current DB 
plan

10 $62,144 $2,794 49.6%
20 $197,460 $6,155 58.74%
30 $474,288 $10,251 67.19%

M A L E
Number of 
years worked

DC account 
lump sum at 
termination

Beginning 
annuity in 
2004 dollars

% funded compared to current DB 
plan

10 $62,144 $3,094 55.02%
20 $197,460 $6,816 65.04%
30 $474,288 $11,351 74.4%.

A ssum ptions:
Beginning Salary 32,000
Defined Contribution pension account percentage 12.5%
Anchorage CPI 3.73%
Real rate of interest 2.52%
Salary increase 3%
Based on 2000 mortality table (M ercer’s projections arc based on a 1994 mortality table)

Prepared hy the office of Rep. Paul Seaton using model provided by Professor Richard Solie



\

PERS
Possible M edical Scenarios for m em ber before M edicare eligible (curren tly  age 60 -
u5) according to HB 238 -  2% HRA contribution

PERS “other” early  hire, 30 years, retires at 
60 -  90% subsidy

A m ount in dollars

Cost o f  medical 304,491

Am ount o f  subsidy 200,739

Am ount paid by HRA 160,578

Net eut o f  pocket expense to retiree 60 mo. 
Pre-M edicare medical coverage

-56,826

Page 2

PERS “o ther” late hire, 20 years, retires at 
60 with spouse -  60% subsidy

Amount in dollars

Cost o f  medical 2 90 ,0 4 1

Am ount of subsidy 128,745

Am ount r aid by HRA 54,563

Net out o f  pocket expense to retiree 60 mo. 
Pre-M edicare medical coverage

106,736

Page 5

PERS “o ther” late hire, 20 years, retires at 
60 -  60%  subsidy

Amount in dollars

Cost o f  medical 145,022

Am ount of subsidy 64,373

A m ount paid by HRA 59,536

Net out o f  pocket expense to retiree 60 mo. 
Pre-M edicare medical coverage

21,113

Page 4



TRS

Possible M edical scenarios for m em ber before M edicare eligible (cu rren tly  age 60 -
65) according to ilB  238 -  2% HRA contribution

TRS early hire, 30 years, ictires at 60 -  
90% subsidy

Amount in dollars

Cost of rr.edical 301,491

Amount o f  subsidy 200.739

Amount paid by HRA 213,838

Net out of pocket expense to retiree 60 mo. 
Pre-Medicare medical coverage

-113,086

Page 12

TRS late hire, 20 years, retires at 60 -  60%  
subsidy

Amount in dollars

Cost of medical 145,022

Amount o f  subs.dy 64,373

Amount paid by HRA 79,518

Net out o f  pocket expense to retiree 60 mo. 
Pre-Medicare medical coverage

1,131

Page 14

TRS late hire, 20 years, retires at 60 
»Vith spouse -  60% subsidy

Amount in »llars

Cost of medical 290,044

Amount o f  subsidy 128,745

Amount paid by HRA 72,101

Net out of pocket expense to retiree 60 mo. 
Pre-Medicare medical coverage

89,198

Page 15



tate AiTairs Special Committee -  PER^i^RS open work session 2.19.05 10am

There are three ways people are approaching PERS/TRS

I. Changing the administration o f  PERS / TRS (the boat J )

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

We wont be dealing with these aspects at this time.

II. Finding a solution- a bill- that is attractive to both employers and em ployees

1. d e f in ed  contribution

In State Affairs we want to develop something to cure the BIG problem that we have in 
PERS and TRS now. We want to look at the elements involved in designing a system to 
solve the problem and m ove forward. We are trying io find a com mon ground between 
em ployer and em ployees so we can put together in a bill.

a. Can we design a system that would be beneficial to em ployees? Take ^ look at 
the universities Optional Retirement Plan fORP) model.

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

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

2. A new defined benefit tier

a. Calculate using a three year average, five year average, career average • 
b Base pay only: cion’t base retirement benefits on geographic cost 

differential, overtime pay, or bonuses.
c. E lim ina 'e  COLA.
d. Raise r c l i rm e n t  eligibility age •
e. Floating employee contribution
f. Establish a floor for employer contributions
g. Change the health care component to reduce costs (ex. HRA) —





I



TRS

Possible M edical Scenarios for m em ber before M edicare eligible (currently  age 60 -
65) according to HD 238 - 2 %  HRA contribution

TRS early hire. 30 years retires at 60 -  
90%  subsidy

Amount in dollars

Cost of medical 301,491

Amount o f  subsidy 200,739
1

Amount paid by HRA 213,838

Net out o f  pocket expense to retiree 60 mo. 
Pre-Medicare medical coverage

-113,086

Page 12

TRS late hire, 20 years, retires at 60 -  60% 
subsidy

Amount in dollars

Cost o f  medical 145,022

Amount o f  subsidy 64,373

Amount paid by HRA 79.518

Net out o f  pocket expense to retiree 60 mo. 
Pre-Medicare medical coverage

1,131

Page 14

TRS late hire, 20 years, retires at 60 
With spouse -  60% subsidy

Amount in dollars

Cost of medical 290,044

Amount o f  subsidy 128,745

Amount paid by HRA 72,101

Net out o f  pocket expense to retiree 60 mo. 
Pre-Medicare medical coverage

89,198

Page 15



PERS

Possible M edical Scenarios for m em ber before M edicare eligible (currently  age 60 -
65) according to HB 238 -  2% HRA contribution

PERS “o ther” early hire, 30 years, retires at 
60 -  90%  subsidy

Am ount in dollars

Cost o f  medical 304,491

A m ount of subsidy 200,739

Amount paid by HRA 160,578

Net out o f  pocket expense to retiree 60 mo. 
Pre-M edicare medical coverage

-56,826

Page 2

PERS “other” late hire, 20 years, retires at 
60 with s p c js e  -  60% subsidy

Amount in dollars

Cost o f  medical 290,044

Am ount o f  subsidy 123.745

Am ount paid by HRA 54,563

Net out of pocket expense to retiree 60 m<$. 
Pre-M edicare medical coverage

106,736 ' J

Page 5

PERS “other” late hire, 20 years, retires at 
60 -  60%  subsidy

Amount in dollars

Cost o f  medical 145,022

Am ount o f  subsidy 64,373

A m ount paid by HRA 59,536

Net out o f  pocki i expense to retiree 60 mo. 
Pre-M edicare medical coverage

21,113

Page 4





|  Proposed Medical Program
P[ 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
Early retirees get “access only" prior to normal retirement eligibility

■=> Defined dollar benefit from normal retirement to Medicare eligibility 
(currently age 65)

■=> Defined health benefit after Medicare eligibility, similar to the current 
program with the following key exceptions:
■ Method of coordination with Medicare
■ Retired members will share in the cost through premium 

contributions

Mercer Human Resource Consulting S l id e  2



Proposed Medical Program
System Sponsored Health Care Plan

*

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

Current Plan Alternative Plan
Medical
■ Coordination with Medicare Total Allowable Maintenance of Benefits
■ Deductible $150/person, $450/femily $250/person, $750/family
■ Out of Pocket $800 $2,500
■ Outpatient Surgery Coinsurance 100% 80%

Prescription Drug
■ Retail 90 day supply 30 day supply

- Generic $4 $5
- Brand Formulary $8 $15
- Brand Non-Formulary $8 $30

■ Mail Order 90 day supply 90 day supply
- Generic $0 $5
- Brand Formulary $0 $15
- Brand Non-Formulary $0 $30

Dental, Vision. Audio No Change

Mercer Human Resource Consulting Slide 3



Proposed Medical Program
Eligibility

■=> Normal retirement eligibility for medical benefits will be defined as the 
earlier of
■ (1) age 60 with 10 years of service
■ (2) 25 years of service (30 years for PERS “others” retirees).

■=> Disabled participants will be eligible
<=> Terminated vested participants are not eligible. A member must retire 

directly from active service in order to receive coverage

Mercer Human Resource Consulting Slide 4



Proposed Medical Program
Early Retirement

' S  I

■=> Early retirees who have not reached normal retirement eligibility
■ Receive “access only” plan
*■ Will not be eligible for subsidized retiree health plan costs
■ Pay 100% of the pre-Medicare eligible (currently pre-age 65) per 

member per year (PMPY) claim costs
■=> Dependent spouses of early retirees will pay 100% of the appropriate 

pre-Medicare or Medicare eligible PMPY claim cost

Mercer Human Resource Consulting Slide 5



Proposed Medical Program
Norma! 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

^  Fixed dollar subsidy toward system sponsored health coverage
o  Access to system sponsored retiree medical plan as outlined above

Subsidy amount is based on length of service
■=> Subsidy amount indexed each year by healthcare inflation up to a 

maximum of 5 percent (with a “catch-up” provision based on years 
when healthcare inflation is less than 5%)

Mercer Human Resource Consulting Slide S



Proposed Medical Program
- Normal Retirement to Medicare Eligibility

‘ X  X

■=> Upon becoming eligible for Medicare, such members will become 
eligible for the “defined health” benefit

■=> Pre Medicare dependent spouse is eligible for the same subsidy as 
retiree

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

Mercer Human Resource Consulting Slide 7



Proposed Medical Program
Normal Retirement to Medicare Eligibility

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

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

■=> Subsidy Percentage
Sen/ice (yrs) Subsidy %

10-14 30%
15-19 45%
20-24 60%
25-29 75%
30+ 90%

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

^  ‘ Equivalent to FY2004 pre-Medicare projected claim cost. 
Mercer Human Resource Consulting Slide 8



Proposed Medical Program
After Medicare Eligibility

■=> Defined health benefit similar to current program
<=> Retirees who were previously eligible for 100% subsidy of retiree 

health plan costs will now participate in the premium cost.
=> Contributions are per covered individual
■=> Pre-r ledicare 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

Mercer Human Resource Consulting Slide 9



Proposed Medical Program
After Medicare Eligibility

VWf

<=> Contribution Base PMPY for fiscal year 2004:
Medicare Eligible $2,667

■=> 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

Mercer Human Resource Consulting Slide 10



Exhibit A
Types of Medicare Integration

T o ta l  E x p e n s e  $ 1 ,1 0 0

m
Traditional
' .  'r * w

IVbdicaru Pays$600

M edea re 
$600

Traditional Calculates what the plan 
would haw paidas sole provider and 
adds what Medicare; pays. If th total is 
more than 100% o f the hi I, the p'an 
pays miy enough to total 100% Ihc 
retiree often pays no deductible or 
coinsurance.

E xclusion

Medicare Fays $600

Han Rays i>500 W A$100 Deduct ibi e m

Rati.ee pays SjJ 
$80 Coinsurance

Plan pays $320

Medicare
$600

lixcl iKion -  Determines the tot al 
expenses covered under the plan, 
retirees them by Medicare benefits 
and t hen applies the deductibles, 
ooinsiranoc a id  other plan limits.

* Retiree Pays $100 Deductible

i  ■ Bala"5bS1,^0p.

Retiree Pays $200 Coinsurance

JlMJ

Medea le Pi ys $600
P

m
Plan pays $20^

M ed care 
$600

Maintenance of Benefits -Calculates 
tlie plan’s payment as ift here were no 
Medicare coverage, applies the 
deductibles, ooinsiranoc and other plan 
limits and pays the remaining amount 
minus what Medicare pays. Alsocall 
Carve-Out.

Mercer Human Resource Consulting Slide 11



Proposed Alternatives
Alternative 2 -  Normal Cost Rates

^  “Normal cost” rates for Alternative 2 are expected to be as follows;

Normal Cost Rates
TRS PERS

Medicai normal cost rate 3.75% 3.5%
Defined contribution rate 13.5% 11.5%
HRA contribution rate ______1.5% 1.0%
Gross normal cost rate 18.75% 16.0%
Member contribution rate (10.0)% (8.0)%
Employer normal cost rate 8.75% 8.0%

Mercer Human Resource Consulting Slide 12



f h  R e i m b u r s e m e n t  
u n t s  ( H R A s )
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Health Reimbursement Accounts
Overview

■=> Arrangement that:
• Is solely employer paid
■ Reimburses employees for medical expenses
• Provides reimbursements up to a maximum dollar amount for a 

defined coverage period
<=> Unused funds are carried forwa.d to the next coverage period

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

o  Includes aspects of FSAs
■=> Also known as

■ Health Reimbursement Arrangements
■ Defined contribution health care plans

Mercer Human Resource Consulting v i l l d ©  1 4



Health Reimbursement Accounts
Overview
X T

Funding
«=> Employer only
«=> Employer sets own limits
Eligibility
«=> Current and former employees (including retired employees), spouses and 

dependents
COBRA participants

^  Dependent medical expenses on death of employee

Mercer Human Resource Consulting Slide 15



Health Reimbursement Accounts
Overview
\ f F '

Benefits

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

■=> No IRS limit on reimbursements
■=*> Employee responsible for substantiating expenses
■=> Cannot use for over-the-counter drugs
■=> Cannot have any right to receive cash benefit

Mercer Human Resource Consulting Slide 16



j fe r  Health Reimbursement Accounts
Overview

Plan design

o  Plan sponsor dictates plan design
■ Contribution amount
■ Covered expenses
■ Termination provisions

Tax Treatment

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

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

Mercer Human Resource Consulting Slide 17



AETNA

FY I II RETIREEincluding HCRA) ||
i 1 

TOTALS
L . . ... i

|FY2004 [49,090,468.49 #226,327,566.63 ||275,418,035.12
IFY2003 1 — ------------------------------------------

|45,494,240.37 [205,456,182.54 750,950,422.91
|FY2002 144,000,570.07 148,253,457.29 || 187,349,226.04
FY2001 1180,606,702.55 ||l28,326,641.80 |[208,933,344.35
FY2000 J[64,695,827.71 106,312,621.78 ]jl 71,008,449.49

A gnes L. Elizarde <agnes elizarde@ adm in.state.ak.us> 
Accountant II
Retirement and Benefits (ext 2903)
Department o f Administration

A gnes L. Elizarde <agnes elizarde@ adm in.state.ak.us> 
Accountant II
Retirement and Benefits (ext 2903)
Department of Administration

10/29/2004 2:23 1

mailto:elizarde@admin.state.ak.us
mailto:elizarde@admin.state.ak.us


Public  Em ployees’ /  Teachers’ Retirement System  
H ouse State Affairs -  M edical Information

SUBJECT: PERS / T R S T ier C lassification M edical Benefits 
D a t e : A pr il  2005

PERS Tier 1 Tier 2 Tier 3 Total
Active 7,916 9,086 16,878 33,880
Deferred Vested 2,864 2,785 393 6,042
Deferred 1,871 3,079 7,188 12, .38
Retired 17,352 2,041 101 19,494
Total 30,003 16,991 24,560 71,554
Medical 3er* 'its Syc *. paid 

mt«_,vTl benefits for 
all benefit recipients 
and their eligible 
dependents.

Eligible after vesting 
and nonnal 
retirement age o f 55 
or early ietrem ent at 
age 50.

System paid 
medical benefits for 
Police /  Firefighters 
after 25 years or “all 
others” at 30 years 
o f service.

Eligible after vesting 
and age 60. Under 
60 must pay 
premium.

Disabilitants, 
regardless of age 
receive medical 
coverage.

System paid medical 
benefits for Police and 
Firefighters after 25 
years or "all others" at 
30 years of service.

Eligible at age 60 after 
vesting; 10 years of 
credited service to 
qualify. Under age 60 
must pay premium.

Disabilitants, 
regardless of age 
receive medical 
coverage.

TRS Tier 1 Tier 2 Total
Active 3,204 7,037 10.241
Deferred Vested 404 259 663
Deferred 601 1,947 2,548
Retired 8,462 184 8,646
Total 12,671 9,427 22,098
Medical Benefits System paid 

medical benefits for 
all benefit recipients 
and their eligible 
dependents.

Eligible after vesting 
and normal 
retirement age o f 55 
or early retirement at 
age 50.

System paid 
medical benefits for 
teachers after 25 
years o f service.

Eligible after vesting 
and age 60 Under 
60 must pay 
premium. 
Disabilitants, 
regardless of age 
receive medical 
coverage.

(A bove m em ber counts for both system s are as o f  O ctober 11, 2004) 
Note: M edical benefits account for a significant portion o f  the System s liabilities.

Briefing

P ension / M edical Benefits  PERS and  TRS 
B y Tier Classification



• jiities Due to Pension and 
 al (000’s)

Accrued Liability 
Non-medicai
Medical
Total

PERS

$ 7,189,244
4,254,672

11,443,916

TRS

63% $4,216,480
37% 1,907,120

6,123,600

69%
31%

Mercer Human Resource Consulting



MEMORANDUM STATE OF ALASKA
D E PA R T M E N T  O F A D M IN IST R A T IO N  
D ivision o f R etirem ent and B enefits

To: Representative Seaton Date: April 16, 2005
House State Affairs

rTom: Melanie Millhom Subject: Retiree Health Care Costs
Director '  Comparison w/Private Sector

This memo provides information at the request of Representative Ramras regarding health 
care costs involving the retiree health plan and includes information about retiree health 
care cost trends in the private sector.

• As of the June 30, 2004 (draft actuarial valuation report) the accrued liability for 
retiree medical costs is $6.1 billion dollars for PERS and TRS (attached)

• From FY2000 - FY2005 the Retiree Health Plan paid over $800 million in health care 
costs -  over $1 billion was paid during this five year period when you include active 
employees health care costs (attached)

• Retiree Health Plan currently covers approximately 27,000 members and 
approximately 25,000 dependents for a total of 52,000 covered lives

• There are approximately 90,000 members (all categories) for PERS and TRS who 
may be eligible for system paid medical coverage (attached)

Rising Health Care Costs and Impacts to Retirees Found in Private Sector
• On March 3, 2005, Wall Street Journal article titled “Retirees' Families Fac_ Health 

Cuts -  As Medical Costs Increase" a growing number of big employers are excluding 
dependents (spouses and children) from their retirees' health plans. Lucent 
Technologies, International Business Macliines Corp, Boeing Co. (attached)

• On April 7, 2005, Wall Street Journal examined impact of rising health care cost on 
GM. which expects to spend $5.6 billion to provide health care coverage to 1.1 
million active and retired members. GM has posted $73 billion in retiree health care 
liability at the end of last year with a ratio of 2.4 retirees for every active employee. 
The average U.S. Corporate employee pays 32% of the cost of health care.

Please let me know if you have any questions about this correspondence.

Attachments

cc: Members of House State Affairs
Kevin Brooks, Deputy Commissioner



L o y u A

RECEIVED
E xam ples o f  E ligib ility  Standards for D P A -A dm m istered  P rogram s  ̂  ̂ 2005

Office of the Commission'
DHSS - Juneau

Program Living A rrangem ent
I
!

Allowable M onthly Income 
(2003 Need S tandard )

M aximum
Benefit

Allowable
Resources

A laska T em porary  A ssistance 1 Parent and one child $1069 $821 $2000
2 Parents able to w ork 
and one child $1069 $821
2 Parents, one too ill to 
work and one child $1202 $923
Child living with non- 
n~edy relative $587 $452
Parent over 60 and one 
child $1069 $821 $3000

Adult Public A ssistance Individual living 
independently $1025 $914 $2000

Couple, one eligible $1233 $1073
S3000

Couple, both eligible $1519 $1357

eneral R e lie f A ssistance One person $300 $120
$500

Two persons $400 $240

Burial assistance $300 $1250

Food Stam ps One person -  U rban $1201 $169
$2000

One person -  R ural 1 $215

One person -  R ural II $262

Two persons -  U rban $1618 $309

Two persons -  Rural I $395

Two persons -  R ural II $481

Two persons, one 
disabled or 60+ - U rban $309 $3000



Alaska Temporary Assistance Program (ATAP)
The ATAP program replaced the Aid to Families with Dependent Children program. This 

program helps families transition from welfare to work by paying for services such as 
tuition, transportation, and childcare. The program has a 60-month lifetime limit tor

most families.
Citizenship Recipients must be U.S. citizens or qualified aliens Aliens must nave been in the U.S.

for five- years.
Alaska

Residency Must be resident of Alaska

Age
No age requirement for ‘.he caretaking relative. Dependent children must oe under 18, 
except those attending school full time rnay continue to receive assistance until their

19th birthday.
Social Security 

Number All recipients must have or apply for a social security number.

Work Most adult participants must engage in approved work activities. Failure to do so
results in reduced benefits.

Allowable
Income

Al.owable income varies according to the status ar.d living arrangement of the 
recipients. The maximum income for a family consisting of one eligible child, adult not 
included is S587 per month, and each additional child add;, S133 to the amount. The 
maximum income for a family consisting of one eligible child and one eligible adult is 

$1,069 per month, and each additional eligible child adds $133 per mcnth to the 
amount. Deductions are allov/ed for some earnings and expenses.

Allowable
Resources

The asset limit is $2,000 for most households, and $3,000 for households with a
member over 60.

Effect of PFD None

Cross-Program 
Effects

Participants are ineligible for Suppiemerita1 Security Income or Adult Public Assistance | 
Aault Temporary Assistance Program counts as income for Food Stamps, General 

Relief Assistance, and Alaska State Housing Authority programs.
1

Benefits

Benefit amounts vary accoiding to the status a.nd living arrangement of the recipients. 
The maximum benefit for a family consisting of one eligible child is $452 per month, 
and each additional child raises that amount by $102. The maximum benefit for a 
family consisting of one eligible child and one eligible adult is $821 per month, and 

each additional eligible person raises that amount by $102 per month.

Method of 
Payment Payment is made to the recipient.

Administrator ( Depadment of Health and Social Services, Division of Public Assistance

Funding Source 60% state and 40% federal

Caseload 1 Average 7,325 recipients during FY01 (includes Tribal TANF programs)
Notes:
ATAP is part of the federal Temporary Assistance to Needy Families (TANF) program.
Sources:
Angela Saiemo, Legislative Liaison, Department of Health and Social Services, 907 465 -3200. 
Division of Public Assistance ATAP website, http://heahh.hss state.ak us/dpa/programs'atap.htmi

http://heahh.hss


A laikc Department ot Health and Social Sarvicaa
Dtviaion of Public Aaeletanca

Medicaid Standards
FAMILY MEDICAID G RO SS AND NET INCOME ELIGIBILITY STANDARDS

2 0 0 4 2 005
HOUSEHOLD

SIZE
GROSS
(18S%) NET HOUSEHOLD

SIZE
GROSS
(185%) NET

Adult Included Adult Included
I 1 1263 683 1 1296 701

2 2018 1091 2 2072 1120
? 226V 1227 3 2331 1260
4 2521 1363 4 2590 1400
5 2773 1499 5 2849 1540
6 3024 1635 6 3100 1680
7 3276 1771 7 3367 1820

Each Additional 251 136 Each Additional 259 140 I
Adult Not Included Adult Not Included

1 1108 599 * 1137 615
2 1359 735 2 1396 755
3 1611 871 3 1655 895
4 1862 1007 4 19'i4 1035
5 2114 1143 5 2173 1175
6 2366 1279 6 2432 1315
7 2617 1415 7 2691 1455

Each Additional 251 136 Each Additional 259 140

SSI PAYMENT STANDA RDS
SSI COLA 2.1% 2.7%

HOUSEHOLD TYPE 1/1/2004 1/1/2005
A individual 564 579
B Individual 376 386
A Couple, Both Eligible 846 869
B Couple, Both Eligible 564 579.34
NH Personal Needs Allowance 30 30

LONG TERM CARE STANDARDS
1/1/2004 1/1/2005

NH, HCB Waiver, TEFRA Income Standard 1656 1656
Alaska NH Personal Needs Allowance 75 75
Alaska HCB Personal Needs Allowance 1658 1656
Alaska ALH Personal Needs Allowance (Beginning 8/1/04) 664 679

I Maximum Community Spouse Resource Allowance 92,760 95,100
Community Spouse Monthly Income Maintenance Standard 2,319 2,377.50
Monthly Income Standard for Additional Huusehold Members 773 792

2004 Monthly Federal Poverty Guidelines for Alaska Effective 4/1/2004
QMB SLMB SLMB Denali KidCare Denali KidCare (limit Transitional QDWI Working

Working Disabled Base Plus (limit for insured for uninsured Medicaid Disabled
HOUSEHOLD (premium level) children) children)

SIZE and
100% 120% 135% 150% Pregnant Women 185% 200% 250%

1 $970 $1,163 $1,309 $1,454 $1,635 $1,793 $1,939 $2,423
2 $1,301 $1,561 $1,757 $1,952 $2,208 $2,407 $2,602 $3,253
3 $1,633 $2,449 $2,782 $3,021 $3,265 $4,082
4 $1,965 $2,947 $3,355 $3,634 $3,929 $4,911
5 $2,296 $3,444 $3,928 $4,248 $4,592 $5,740
6 $2,628 $3,942 $4,501 $4,861 $5,255 $6,569
7 $2,960 $4,439 $5,074 $5,475 $5,919 $7,398
8 $3,291 $4,937 $5,647 $6,089 $6,582 $8,228

| Ea Addl $332 $498 $574 $614 $664 $830

Rav 11104



Alaska Department of Health and Social 8ervlcea
Division ol Public Assistance

Medicaid Standards

Self-Employment income Annua. :ation Standards (185% FPG)
H ousehold

Size
Incom e S tan d a rd  
Effective 4/1/2002

Incom e S tan d a rd  
Effective 4/1/2003

Incom e S ta n d a rd  
E ffective 4/1/2004

1 $20,498 $20,739 $21,516
2 27,621 28,009 38,879
3 34,743 35,280 36,242
4 41,866 42,55C 43,605
5 48,988 49,821 50,968
6 56,111 57,091 58,331
7 63,233 64,362 65,694
8 70,356 71,632 73,057

Add!. 7,123 7,271 7,363

2003 Monthly Federal Poverty Guidelines for Alaska
Effective 9/1/2003

(household

-
QMS 

Working Disabled 
(promium level)

100%

SLMB
Baso

120%

SLMB
Plus

135%

Denali KidCare 
(limit for insured 

children)

150%

Denali KidCare (limit 
for uninsured 

children) 
Pregnant Women

175%

Tra • itional 
Medicaid

185%

QDWI

200%

Working
Disabled

(eligibility)

250%
1 $935 $1,121 $1,262 $1,402 $1,635 $1,729 $1,869 $2,336
2 $1,262 $1,514 $1,704 $1,893 $2,208 $2,335 $2,524 $3,155
3 $1,590 $2,384 $2,782 $2,940 $3,17? $3,973
4 $1,917 $2,875 $3,355 $3,546 $3,834 $4,792
5 $2,245 $3,367 $3;928 $4,152 $4,489 $5,611
6 $2,572 $3,858 $4,501 $4,758 $5,144 $6,430
7 • $2,900 $4,349 $5,074 $5,364 $5,799 $7,248
8 $3,227 $4,840 £5,647 $5,970 $6,454 $8,086

Ea Addl $328 $492 $574 $606 $655 $819

[........ 2003 Monthly Federal Poverty Guidelines for Alaska
Effective 4/1/2003

HOUSEHOLD
SIZE

QMB
Working 
Disabled 

(promium level)

100%

SLMB
Base

120%

SLMB
Plus

135%

Donali KidCare 
(limit for insured 

children)

150%

Transitional
Medicaid

185%

Denali KidCare 
(unmsurad children) 

Pregnant Women 
QDWI 
200%

Working Disabled 
(eligibility)

250%
1 $935 $1,121 $1,262 $1,402 $1,729 $1,869 $2,336
2 <1,262 $1,514 $1,704 $1,893 $2,335 $2,524 $3,155
3 $1,590 $2,384 $2,940 $3,179 $3,973
4 $1,917 $2,875 $3,546 $3,834 $4,792
5 $2,245 $3,367 $4,152 $4,489 $5,611
6 $2,572 $3,858 $4,758 $5,144 $6,430
7 $2,900 $4,349 $5,364 $5,799 $7,248
8 $3,227 $4,840 $5,970 $6,454 $8,086

Ea Addl $328 $492 $606 $655 $819



State of Alaska Public Employees' Retirement System
Projections Based on July 1, 2003 Valuation
Population Growtl. 1 Percent

Valuation
Yeai

Fiscal
Year

Annual Payment To Past Seivice Cost (000's)‘i Present Value ol Past Service Cost Payments (000's)**

Tier 1 Tier 2 Tier 3 Tier 4 Total Tier 1 Tier 2 Tier 3 Tier 4 Total

]~9J)25,483 I 328,745 385,141 500,233 117660,287 1 2,874,406
2003 2006 - - • 1*- - * - - -
2004 2007 - - - • - - - - - -
2005 2008 17,062 17,356 21,383 5,223 61,024 13,451 13,683 16,857 4,117 48,108
2006 2009 37,866 38,986 46,758 23,097 146,707 27,576 28,392 34,052 16,821 106,841
2007 2010 56,481 59,269 70,098 53,097 238,945 37,998 39,874 47,159 35,721 160.752
2008 2011 60,548 64,671 76,335 78,725 280.279 37,630 40,192 47,441 48,926 174,189
2009 2012 58,021 63,061 75,074 98,932 295,088 33,311 36,205 43,101 56,799 169,416
2010 2013 55,292 61,191 73,799 120,062 310,344 29,325 32.454 39,140 63,677 164,596
2011 2014 52,367 58,990 72,422 142,669 326,448 25,657 28,902 35,483 69,900 159,942
2012 2015 49,239 56,745 70,815 166,451 343,250 22,286 25,683 32,052 75,337 155,358
2013 2016 45,896 54,206 69,101 191,666 360,869 19,190 22,664 28,892 80,138 150,884
2014 2017 42,451 51,531 67,178 218,188 379,348 16,397 19,904 25.947 84,275 146,523
2015 2018 38,891 48,854 65,141 245,867 398,753 13,877 17,432 23,243 87,728 142,280
2016 2019 35,178 45,472 63,011 275,138 418,799 11,595 14,988 20,770 90,690 138.043
2017 2020 31,388 41,997 60,830 305.494 439,709 9,557 12,788 18,522 93.022 133,889
2018 2021 27,647 38,426 58,610 337,093 461,776 7,777 10,805 16,486 94,821 129,893
2019 2022 23,904 35,013 55,973 369,989 484.879 6,212 9,091 14,545 96,142 125,997
2020 2023 20,393 32,052 52,542 404,164 509,151 4,895 7,69' 12,613 97,019 122,221
2021 2024 17,032 29,047 48,970 439,645 534.694 3,777 6.441 10,859 97,493 118,570
2022 2025 13,998 26,096 45,306 476,267 561,667 2.867 5,346 9,281 97,565 115,059
2023 2026 11,355 23,215 41,724 513,787 590,081 2,149 4,393 7,896 97,229 111,667
2024 2027 8,953 20,489 38,132 552,345 619,919 1,565 3,582 6,666 96,560 108,373
2025 2028 6,887 17,821 34,402 589,722 648,332 1,112 2,878 5,556 95,237 104,783
2026 2029 2,192 6,473 13,174 264,403 286,242 327 966 1,965 39.445 42,703
2027 2C30 1,247 4,334 9,420 220,582 233,583 172 597 1,298 30,400 32,467
2028 2031 331 1,379 3,215 88,171 93,096 42 176 409 11,225 11,852

Total 714,619 896,674 1,233,413 6.180,777 9,025,483

’ Expected employer contributions paid during fiscal year "  Expected employer contributions during fiscal year, discounted to June 30, 2003 at 8.25%



Number of Act.  ̂Members______
Valuation Fiscal

State of Alaska Public Employees' Retirement System
Projections Based on July 1, 2003 Valuation
Population Growth 1 Percent

Year Year Tier 1 Tier 2 Tier 3 Tier 4 Total

2003 2006 8,814 9,747 15,503 34,064
2004 2007 8,047 8,982 13,585 3,790 34.404
2005 2008 7,405 8,317 12,108 6,919 34.749
2006 2009 6,774 7,707 10,932 9,683 35,096
2007 2010 6,186 7,130 9,982 12,150 35,448
2008 2011 5,629 6,580 9,189 14,404 35,802
2009 2012 5,102 6,053 8,483 16,522 36,160
2010 2013 4,596 5,541 7,828 18,556 36,521
2011 2014 4,116 5,0b0 7,221 20,490 36,887
2012 2015 3,657 4,598 6.662 22,338 37,255
2013 2016 3,227 4,163 6,142 24,096 37,628
2014 2017 2,823 3,759 5,662 25,760 38,004
2015 2018 2,442 3,351 5,209 27,382 38,384
2016 2019 2,088 2,970 4,785 28,925 38,768
2017 2020 1,765 2,612 4,387 30,392 39,156
2018 2021 1,466 2,286 3,998 31,797 39,547
2019 2022 1,204 2,003 3,604 33,132 39,943
2020 2023 971 1,739 3,229 34,403 40,342
2021 2024 769 1,499 2,876 35,601 40,745
2022 2025 602 1,281 2,551 36,719 41,153
2023 2026 457 1,087 2,248 37,773 41,565
2024 2027 342 914 1,965 38,759 41.980
2025 2028 251 761 1,726 39,662 42,400
2026 2029 176 629 1,516 40,503 42,824
2027 2030 121 513 1,324 41,294 43,252
2028 2031 82 413 1,147 42.043 43,685

Projected Salaries

Tier 1 Tier 2 Tier 3 Tier 4 Total

445.612.413
467.087.982
443,170.178
424.502.518
403,437,555
382.811,771
361.864.984
340.672.881
318,726,365
296,324,286
273.207,199
250,100,955
227,013,934
203.568,141
180,221.422
157.594,474
135,374,479
114,803,685
95,361,469
77.984,925
62,993,027
49,492,319
38,098,152
28,813,450
20,882,176
14,715,638

444,684,916
466,115,785
450,811,828
437.058,318
423.347,289
408,881,345
393,298,549
377,023,399
359,035,502
341,498,361
322,670,777
303,593,105
285,172,271
263,142.249
241,135,972
219,036,817
198,287,761
180,436,391
162,631,692
145,383,837
128,788,268
113,259,938
98,589,336
85,087,382
72,578,868
61,276.477

570,485,671 
597,979,304 
555,400,922 
524,190,528 
500,700,859 
482,626,935 
468,217.939 
454.701.421 
440.790.891 
426,172.270
411.338.155 
395,776,219 
380,239,911
364.638.155 
349,270,550 
334,095,610 
316,989,771 
295,789,651 
274,183,515 
252,406,495 
231,466,581 
210,793,089 
190,319,061 
173,172,799 
157,741,958 
142,887,499

135,653,981 
258,937,144 
379,263,597 
497,736,648 
617,020,112 
739,749,209 
868,339,057 

1,001,713,372 
1,140,931,235 
1,285,453,959 
1,435,170,115 
1,592,183,766 
1,754,077,565 
1,921,52",873 
2,095,331,248 
2.275.266,070 
2,461,558,447 
2,653,379,532 
2,850,292,445 
3,053,333,799 
3,262,437,964 
3,475,706.069 
3,693,564,973 
3,918,714,657

* 1,460,783,000 
1,531,183,071 
\ 585,036,909
1.644.688.508 
1,706,749,300 
1,772,056,699
,840,401,584

1,912,146,910
1,986,891,815
2,065,708,289
2,148,147,366
2,234,924.238
2,327.596.231
2,423,532.311
2.524.705.509 
2,632,256,774 
2,745,983,259 
2,866,295,797 
2,993.735,123 
3,129,154,789 
3,273.540,321 
3,426,879,145 
3,589,444,513 
2 762,779,700 
3,944,767,975 
4,137,594,271

I



Annual Payment To Past Service Cost (OOP's)*
Valuation Fiscal 

Year Year Tier 1 Tier 2 Tier 3 Total

f6,641,1801

State of Alaska Teachers' Retirement System
Projections Based on July 1, 2003 Valuation
Population Growth 1 Percent

2003 2006 - - * -
2004 2007 6,980 9,593 • 16,573
2005 2008 17,788 24,905 3,006 45,699
2006 2009 25.439 39,182 10,938 75,559
2007 2010 32,308 52,810 22,625 107,743
2008 2011 37,667 65,879 38,629 142,175
2009 2012 41,798 78,123 59,033 178,954
2010 2013 44,603 90,110 84,663 219,376
2011 2014 41,368 91,262 104,203 236,833
2012 2015 36,134 89,454 122,882 248,510
2013 2016 32,120 86,133 142,453 260,706
2014 2017 28.198 82,184 163,044 273,426
2015 2018 24,584 78,105 184,063 286,752
2016 2019 21,092 73,696 205,866 300,654
2017 2020 17,728 68,979 228,378 315,085
2018 2021 14,436 64,019 251,717 330,172
2019 2022 11,255 58,561 276,071 345,887
2020 2023 8,295 52,544 301,457 362,296
2021 2024 5,958 45,885 327,731 379,574
2022 2025 4,243 40,041 353,458 397,742
2023 2026 3,018 j 4,630 379,047 416,695
2024 2027 2,077 28,560 405,767 436,404
2025 2028 1,412 21,972 431,092 454,476
2026 2029 634 13,123 312,993 326,750
2027 2030 297 9,099 264,947 274,343
2028 2031 129 5.595 203,072 208,796

Total 459,561 1,304,484 4,877,135 6,641,180

* Expected employer contributions paid during fiscal year

m

Present Value of Past Service Cost Payments (OOP's)*‘_______
Valuation Fiscal

Tier 1 Tier 2 Tier 3 Total Year Year

234,981 556,468 (lT292,193| 2,083,642
• • - 2003 2006

6,197 8,518 - 14,715 2004 2007
14,590 20,427 2,465 37,482 2005 2008
19,275 29,688 8,288 57,251 2006 2009
22,614 36,965 15,837 75,416 2007 2010
24,356 42,598 24.978 91,932 2008 2011
24,967 46,666 35,263 106,896 2009 2012
24,612 49,724 46,718 121,054 2010 2013
21,088 46,521 53,118 120,727 2011 2014
17,016 42,143 57,836 117,025 2012 2015
13,973 37,469 61,970 113,412 2013 2016
11,332 33,027 65,521 109,880 2014 2017
9,126 28,995 68,331 106,452 2015 2018
7,233 25,274 70,601 103,108 2016 2019
5,616 21,853 72,352 9C.821 2017 2020
4,225 18,736 73,668 96,623 2018 2021
3,043 15,832 74,638 93,513 2019 2022
2,072 13,123 75,290 90,485 2020 2023
1,375 10,587 75,614 87,576 2021 2024

904 8,u34 75,335 84,773 2022 2025
594 6,818 74,631 82,043 2023 2026
378 5,195 73,803 79,376 2024 2027
237 3,692 72,434 76,363 2025 2028
98 2,037 48,582 50,717 2026 2029
43 1,305 37,991 39,339 2027 2030
17 741 26,899 27,657 2020 2031

234,931 556,468 1,292,193 2,083,642

Expected employer contributions during fiscal year, discounted to June 30. 2003 at 8.25%

3
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State of Alaska Teachers’ Retirement System
Projections Based on July 1, 2003 Valuation
Population Growth 1 Percent

Number o( Active Members______________ Projected Salaries
Valuation

Year
Fiscal
Year Tier 1 Tier 2 Tier 3 Total Tier 1 Tier 2 Tier 3 Total

Valuation
Year

Fiscal
Year

2003 2006 3,533 6,342 •9,875 •224,321,356 308,308,644 • 532,630,000 2003 2006
2004 ’ 007 3,250 5,878 846 . 9.974 234,219,606 321,912,859 - 556,132,465 2004 2007
200c 2008 2,778 5,474 1,821 10,073 223,184,546 312,480,238 37.711,792 573,376,576 2005 2008
2 r 2009 2,461 5,113 2,600 10,174 197,505,616 304,204,838 84.924,658 586,635,112 2006 2009

2010 2,165 4,794 3,317 10,276 181,302,565 296,350,944 126,966,178 604,619,687 2007 2010
2008 2011 1,903 4,499 3,977 10,379 165,270,628 289.067,834 169,500,401 623,346,863 2008 2011
2009 2012 1,655 4,224 4,604 10,483 150,568,581 281,424,078 212,655,302 644,647,961 2009 2012
2010 2013 1,421 3,960 5,206 10,587 135,653,981 274,058,655 257,489,490 667,202,126 2010 2013
2011 2014 1,180 3,701 5,812 10,693 120,738,837 266,359,405 304,130,800 691,229,042 2011 2014
2012 2015 1,002 3,408 6,390 10,800 104,129,396 257,896,541 354,113,311 716,139,248 2012 2015
2013 2016 842 3,115 6,951 10,908 91,516,579 245,407,254 405,873,541 742,797,374 2013 2016
2014 2017 703 2,341 7,473 11,017 79,515,576 231.752.432 459,769,165 771,037,173 2014 2017
2015 2018 579 2,575 7,973 11,127 68,718,148 218,322,646 514,504,374 801,545,168 2015 2018
2016 2019 468 2,320 8,451 11,239 58,527,452 204,500,661 571.260,238 834,288,351 2016 2019
2017 2020 368 2,075 8,908 11,351 48,901,037 190,275,091 629,969,112 869,145,240 2017 2020
2018 2021 278 1,831 9,356 11.465 39,625,543 175,721,394 690,920.442 906,267,379 2018 2021
2019 2022 201 1,586 9,792 11,579 30,763,576 160,070,010 754,611,837 945,445,423 2019 2022
2020 2023 142 1,336 10,217 11,695 22,597,174 143,143,575 821,249,702 986,990,451 2020 2023
2021 2024 99 1,125 10,588 11,812 16,196,454 124,733,989 890,898,931 1,031,829,374 2021 2024
2022 2025 70 940 10,920 11,930 11,524,721 108,766,612 960,136,374 1,080,42̂ ,707 2022 2025
2023 2026 47 745 11,257 12,049 8,200,329 94,088,348 1,029,847,409 1,132,136,086 2023 2026
2024 2027 32 a48 11,590 12,170 5,650,344 77,695,776 1,103,866,284 1.187,212,404 2024 2027
2025 2028 21 462 11,809 12,292 3,869,034 60,221,757 1,181,532,316 1,245,623,107 2025 2028
2026 2029 12 389 12,013 12,414 2,535,473 52,493,844 1,251,970,579 1,306,999,896 2026 2029
2027 2030 7 321 12,211 12,539 1,484,959 45,493 666 1,324,737,179 1.371,715,804 2027 2030
2023 2031 4 260 12,400 12,664 887,477 38,582,813 1,400,496,073 1,439,966,363 2028 2031
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Hire Date 
Age al hire 
Age at retirement 
Subsidy Start Ago 
Service

Salary
W age inflation

MHA contribution rate 
HRA accumulation rate

ubsidy B ase (7/1/2003) 
Subsidy index 
Subsidy percent

HRA Fund at retirement 
Total retiree contribution 
Nel rollroe cost (w/HRA ini)

7/1/2005
25
56
80
30

$42,245
3.0%

A ssum es participant retires from system  and is receiving system  sponsored  benefits
A ssum es only u se  ot HRA lunds is to pay lor Net (after subsidy il applicable) retiree premium contributions
A ssum es 30 years to normal retirement
A ssum es dem ographic composition of pre-Modicare retiree group d o es not chan ge  Irom current

All estim ates, based  upon the Information available at a  point in time, are subject lo unforeseen an d  random 
cvonts Therefore any pro|oct!on m ust be  interpreted a s  having n likely range ol variability from the estim ale

i.O*
6 .2 5 *

_&B62
5%

90%

$69,975
$336,978
$262,959

G ross Retiree 
Premium Cost

$537,717

Duration Age Salary Contribution

End ol 
Year HRA 
Balance

P reM C
Com posite
Premium

P re MC 
Composite 

Trend

Retiree
Med/Rx

Promium

1 25 $42,245 $422 $440 $7,318 1.23 $0

2 26 $43,512 $435 $929 $8,107 1.11 $0

3 27 $44,818 $448 $1,471 $8,937 1.10 $0
4 28 $46,162 $462 $2,073 $9,802 1.10 $0

5 29 $47,547 $475 $2,739 $10,695 1.09 $0
6 30 $48,974 $490 $3,474 $11,608 1.09 SO

7 31 550,443 $504 $4,286 $12,532 1 08 SO

8 32 $51,956 $520 $5,180 $13,456 1 07 SO

9 33 $53,515 $535 $6,164 $14,369 1.07 $0

10 34 $55,120 $551 $7,246 $15,258 1 06 $0

11 35 $56,774 $568 £8,435 S16.112 1 06 $0

12 36 $58,477 $585 $9,739 $16,918 1 05 $0

13 37 S60.231 $602 $11,169 S 17,764 1.05 $0
14 38 $62,038 $620 $12,736 $18,652 1 05 $0

15 39 563,899 $639 $14,451 $19,585 1.05 SO

16 40 $65,816 $658 $16,328 $20,564 1 05 $0

17 41 S67.791 S678 $18,381 $21,592 1.05 $0

18 42 S69.825 $698 $20,624 $22,672 1 05 $0

19 43 $71,919 $719 $23,073 $23,805 05 $0
20 44 $74 ,0 7 / $741 $25,748 $24,996 1 05 $0

21 45 $76,299 $763 $28,666 $26,245 '0 5 SO
22 46 $78,588 S786 S31,848 $27,558 1 05 $0
23 47 580,946 $809 $35,316 $28,936 05 $0
24 48 S83.374 $834 $39,099 $30,382 1 35 SO

25 49 585,875 $859 $43,218 $31,901 • 05 SO

26 50 $88,452 $885 $47,704 $33,496 1.05 $0

27 51 $91,105 $911 -52 ,588 $35,171 1 05 $0

28 52 $92,838 $938 *57,902 $36,930 1 05 $0
29 53 $96,654 $967 $63,685 $38,776 1 05 SO

30 54 $99,553 $996 $69,975 $40,715 1.05 SO

31 55 $0 SO $31,268 S42.751 1 05 $42,751

32 56 SO $0 SO $44,888 1.05 $44,888

33 57 SO SO $0 $47,133 1 05 $47,133
34 58 SO $0 SO $49,490 1 05 $49,490

35 59 $0 $0 $0 S 51.964 1.05 $51,964

36 60 t o ?o $0 S54.562 1.05 $54,562

37 61 SO SO SO $57,290 1.05 $57,290
38 62 SO $0 SO $60,155 1 05 $60,155
39 63 SO SO $0 $63,163 1 05 $63,163
40 64 SO SO $0 $66,321 1 05 $63,321

Total S tale 
Subsidy

$200,739

Total HRA 
Spend

$74,019

Subsidy
B ase

R etiree
Subsidy

$7,318 $0
$7 684 $0
$8,068 $0
$8,471 SO
$8,895 SO
$9,340 $0
$9,807 SO

$10,297 SO
$10,812 SO
$11,352 $0
$11,920 SO
S12,516 SO
$13,142 $0
$13,799 SO
$14,489 SO
$15,213 $0
$15,974 $0
$16,773 so
$17,611 $0
$18,492 $0
$19,416 $0
$20,387 $0
$21,407 so
$22,477 so
$23,601 SO
$24,781 so
$26,020 $0
$27,321 $0
$28,687 $0
S30.121 SO
$31,627 $0
$33,209 so
$34,869 $0
S36.612 so
$38,443 $0
$40,365 $36,329
$42,383 $38,145
$44,503 $40,052
S46.728 $42,055
S49.064 $44,158

Reliree
Contnbutlon

$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
SO
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
50
so
so
so
so
SO
SO
SO

$42,751 
$44,888 
S47,133 
S49.490 
S 51,964 
$18,234 
$19,145 
$20,102 
$21,108 
$22,163

Mercer Hum an R esource Consulting " c r l c k s u r "  “ I'/*

Beg ol 
Year HRA 
Balance

HRA
Spend

So SO
$0 $0
$0 $0
$0 SO
so SO
$0 SO
so SO
so SO
so $0
so SO
so $0
so $0
$0 $0
so $0
so $0
so SO
so SO
SO $0
so $0
so $0
$0 $0
SO $0
$0 $0
$0 SO
SO SO
$0 $0
SO so
$0 so
$0 so
$0 $0

$69,975 $42,751
$31,268 $31,268

SO $0
SO $0
$0 SO
$0 $0
$0 $0
$0 so
SO SO
$0 SO

Hun Dale: 4/12/2005
S la te  ol Alaska ©



Mire Date 
Age at hire 
Age at retirement 
Subsidy Stan Ago 
Service

Salary
Wage inflation
HRA contribution rate 
HRA accumulation rate

Subsidy Base (7/1/2003) 
Subsidy index 
Subsidy porcent
HRA Fund at retirement 
Total retiree contribution 
Not retiree cost (w/HRA int)

7i j/2005
25
55
60
30

$42,245
3.0%

6.25.
mIS I

S5,'JG2
5%

90%

$139,949
$336,970
$176,399

Duration Age Salary Contribution

End ot 
Year HRA 
Balance

1 25 $42,245 $845 $879
2 26 $43,5)2 $870 $1,857
3 27 $44,818 5896 $2,943
4 28 $46,162 5923 $4,146
S 29 $47,547 $951 $5,478
6 30 $48,974 5979 $6,949

31 $50,443 $1,009 $8,572
8 32 $51,956 $1,039 $10,360
9 33 $53,515 $1,070 512.328

10 34 $55,120 $1,102 $14,492
11 35 $56,774 $1,135 $16,869
12 36 $58,477 $1,170 519,478
13 37 S60.231 $1,205 $22,438
14 38 $62,038 $1,241 $25,472
15 39 $63,899 51,278 $28,903
16 40 $65,816 $1,316 $32,657
17 41 $67,791 51,356 536,762
18 42 $69,825 $1,396 $41,247
19 43 $71,919 $1,438 546,147
20 44 $74,077 $1,482 551,495
21 45 $76,299 $1,526 $57,331
22 46 $78,588 $1,572 $63,696
23 47 $80,946 $1,619 $70,636
24 48 583,374 51,667 $78,198
25 49 $85,875 $1,718 $86,436
26 50 $88,452 $1,769 $95,408
27 51 591,105 $1,822 $105,175
28 52 $93,838 $1,877 $115,805
29 53 $96,654 SI ,933 $127,370
30 54 $99,553 $1,991 $139,949

A ssum es participant retires Irom system  and is receiving system  sponsored  benefits
A ssum es only u se  of HRA funds is lo pay lor Net (atter subsidy it applicable) reliroe prem ium  contrihmions
A ssum es 30 years lo normal retirement
A ssum es dem ographic composition ol pre M edicare retiree group d o es not change from current

All estimates, uased upon Ihe inlo inallon available at a point in linn are sulked lo unforeseen a.id random 
ovnnls. Themlom any prolactin must be interpreted as having n likely range ol variability Iron ihc estimate

Gross Rotireo 
Premium Cost

$537,717

Total Slate 
Subsidy

$200,739

Total HRA 
Spond

$160,579

Pre MC Pre MC Retiree
Composite Composite Me<VRx
Premium Trend Promium

Subsidy f oliree
Base Sub y

Retiree
Contribution

f eg ol
Ye ir HRA HRA
Balance Spend

$7,318 1.23 $0 $7,318 $0 $0 $0 $0
$8,107 1.11 $0 $7,684 SO $0 $0 $0
$8,937 1.10 $0 $8,068 SO $0 $0 $0
$9,802 1.10 $0 $8,471 SO so $0 $0

$10,695 1.09 $0 $8,895 SO $0 $0 $0
$11,608 1.09 $0 $9,340 $0 $0 SJ $0
S12,532 1 08 so $9,807 SO $0 so so
$13,456 1.07 $0 $10,297 SO so $0 $0
514,369 1.07 $0 $10,812 SO $0 $0 so
$15,258 1.06 $0 $11,352 SO $0 $0 $0
$16,112 1 06 $0 $11,920 $0 so $0 so
$16,918 1 05 $0 $12,516 SO $0 so $0
$17,764 1.05 $0 $13,142 $0 so $0 so
$18,652 1.05 $0 $13,799 $0 $0 $0 $0
$19,585 1.05 $0 $14,489 $0 so $0 $0
520,564 1 05 $0 515,213 $0 so $0 so
$21,592 1 05 so $15,974 $0 so so $0
$22,672 1 05 so $16,773 $0 $0 $0 $0
523.805 1 05 so $17,611 $0 $0 $0 so
524.996 1,05 so $18,492 $0 so $0 so
$26,245 1 05 so $19,416 $0 so $0 so
$27,558 1 05 so S20.387 so so $0 $0
$28,936 1 05 $0 $21,407 $0 $0 so so
$30,382 1 05 so $22,477 $0 $0 so so
531,901 1 05 $0 $23,601 $0 $0 $0 so
$33,496 1 05 SO S24.781 $0 so $0 so
s r .  171 1 05 $0 $26,020 so $0 $0 $0
$36 930 1.05 SO 527,321 $0 so so $0
$38,776 1 05 $0 $28,687 $0 $0 so $0
S40.715 1 05 $0 $30,121 $0 so so so

31 55 so $0 $107,016 $42,751 1 05 $42,751 $31,627 SO S42.751 $139,949 $42,751
32 56 $0 $0 S69.141 $44,888 1 05 S44.888 $33,209 $0 $44,688 5107,016 S44.888
33 57 $0 SO $25,806 $47,133 1 05 $47,133 $34,869 SO 647,133 S69.141 $47,133
34 58 so $0 SO $49,490 1 05 $49,490 $36,612 $0 549,490 $25,806 $25,806
35 59 SO $0 $0 $51,961 1 05 *51,964 536,443 $0 $51 964 $0 $0
36 60 SO $0 $0 $54,562 1.05 $54,562 $40,365 $36,329 $18,234 SO $0
37 61 $0 SO So $57,290 1 05 $57,290 $42,383 $38,145 $19,145 $0 $0
38 62 SO so $0 $60,155 1.05 $60,155 $44,503 S40.052 $20,102 $0 SO
39 63 $0 $0 $0 $63,163 1 05 $63,163 $46,728 S42.055 $21,108 $0 $0
40 64 SO so so $66,321 1 05 $66,321 $49,064 $44,158 $22,163 so SO

M ercer H um an R esource  Consulting " o H v s ' - B a x l y  H i r e  ' 2 ' / -  H f - A
Run Dato 4/12/2005

S ta le  ol Alaska



Hire Dele 
Age at hire 
Age at retirement 
Suhsidy St a* Age 
Service

Salary
Wage inflation

HRA contribution rate 
HRA accumulation rate

Subsidy Base (7/1/2003) 
Subsidy index 
Suhsidy percent

HRA Fund at retirement 
Total retiree contribution 
Net retiree cost (w/HRA ini)

7/1/2005
40
60
60
20

$42.245
3.0%
1.0%

8.25%
$5.962

5%
60%

$25,748
$80,650
$53,368

End o!
Year HRA

Duration Age Salary Contribution Balance

1
2
3
4
5
6 
7

40
41
42
43
44
45
46

8 47
9 48

10 49
11 50
12 51
13 52
14 53
15 54
16 55
17 56
18 57
19 58

22 61
23 62
24 63
25 64

$43,512 
$44,818 
$46,162 
$47,547 
$48,974 
$50,443 
$51,956 
$53,515 
$55,120 
$56,774 
$58,477 
$60,231 
$62,038 
$63,899 
$65,816 
$67,791 
$69,825 
$71,919 
$74,077 

$0 
$0 
$0 
SO 
$0

$435 
$448 
$462 
$475 
$490 
$504 
$520 
$535 
$551 
$568 
S585 
$602 
$620 
$639 
$658 
$678 
$698 
$719 
$741 

$0 
$0 
SO 
$0 
$0

$929 
$1,471 
$2,073 
$2,739 
$3,474 
$4,286 
$5,180 
$6,164 
$7,246 
$8,435 
$9,739 

$11,169 
$12 736 
$14,451 
$16,328 
$13,381 
$20,624 
$23,073 
$25,748 
$12,686 

$0 
SO 
$0 
$0

Assumes participant retires from system and is receiving system sponsored benefits
Assumes only use of HRA funds is to pay for Net (after subsidy if applicable) retiree premium contributions

Assumes 30 years to normal retirement
Assumes demographic composition of pre-Medicare retiree g ,u .p does not change from cur-ent

All estimates, based upon the Information available at a poin* in time, are subject to unforeseen and random 
events. Therefore any projection must be interpreted as having a likely range of variability from the estimate

Gross Retiree 
Premium Cost

$145,022

Pre MC Pre MC Retiree
Composite Composite Mod/Rx
Premium Trend Premium

$8,107
$8,937
$9,802

$10,695
$11,608
$12,532
$13,456
$14,369
$15,258
$16,112
$16,916
$17,764
$18,652
$19,585
$20,564
$21,592
$22,672
$23,805
$24,996
$26,245
$27,558
$28,936
$30,382
$31,901

1.11 
1 10 
1.10
1.09
1.09 
1 08
1.07
1.07 
1.06 
1.06
1.05
1.05 
1 Oo
1.05
1.05
1.05
1.05
1.05
1.05
1.05
1.05
1.05
1.05
1.05

$0 
$0 
so 
$0 
$0 
$0 
$0 
$0 
$0 
so 
$0 
$0 
$0 
$0 
so 
so 
so 
so 
$0 

$26,245 
$27,558 
$28,936 
$30,382 
$31,901

Total State 
Subsidy

$64,373

Subsidy
Base

Retiree
Subsidy

$7,318 $0
$7,684 $0
$8,068 $0
$8,471 $0
$8,895 $0
$9,340 $0
$9,807 $0

$10,297 $0
$10,812 $0
$11,352 $0
$11,920 $0
$12,516 $0
$13,142 $0
$13,799 $0
$14,489 $0
$15,213 $0
$15,974 $0
$16,773 $0
$17,611 $0
$18,492 $0
$19,416 $11,650
$20,387 $12,232
$21,407 $12,844
$22,477 $13,486
$23,601 $14,160

Retiree
Contribution

Total HRA 
Spend

$27,282

$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
so 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 

$14,596 
$15,325 
$16,092 
$16,896 
$17,741

Beg of 
year HRA 
Balance

HRA
Spend

$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
so $0
so so
$0 $0
$0 $0
so $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0

________$0 _______ so
$25,748 $14,596
$12,686 $12,686

so $0
$0 $0
$0 $0

n t A \ w ' r LX x k d  1 7* H C AMercer Human Resource Consulting Y  t x r - o  ~

Run Date: 4/12/2005
State of Alaska



Hire Date 
Age at hire 
Age at retirement 
Subsidy Stait Age 
Service
Salary
Wage inflation
HRA contribution rate 
HRA accumulation rate
Subsidy Base (7/1/2003) 
Subsidy index 
Subsidy percent
HRA Fund at retirement 
Total retiree contribution 
Net retiree cost (w/HRA int)

7/1/2005
40

60
20

$42,245
3.0%

2.0%
8.25%

  $5.962
• 5%

60%
$51,495
$80,650
$21,114

Duration Age Salary Contribution

End of 
Year HRA 
Balance

1 40 $42,245 $845 $879
2 41 $43,512 $870 $1,857
3 42 $44,818 $896 $2,943
4 43 $46,162 $923 $4,146
5 44 $47,547 $951 $5,478
6 45 $48,974 $979 $6,949
7 46 $50,443 $1,009 $8,572
8 47 $51,956 $1,035 $10,360
9 48 $53,515 $1,070 $12,328

10 49 555.120 $1,102 $14,492
11 50 $56,774 $1,135 $16,869
12 51 $58,477 $1,170 $19,478
13 52 $60,231 $1,205 $22,338
14 53 $62,038 $1,241 $25,472
15 54 $63,899 $1,278 $28,903
16 55 565,816 $1,316 $32,657
17 56 $67,791 $1,356 $36,762
18 57 $69,825 $1,396 $41,247
19 58 $71,919 $1,438 $46,147
20 59 $74,077 $1,482 $51,495
21 60 $0 $0 $40,558
22 61 $0 $0 $27,959
23 62 $0 $0 $13,523
24 63 $0 $0 $0
25 64 SO $0 $0

Assumes participant retires fron system and is receiving system sponsored benefits
Assumes only use of HRA funds i o pay for Net (after subsidy if applicable) retiree premium contributions
Assumes 30 years to normal retirement
Assumes demographic composition of pre-Medicare retiree group does not change from current

All estimates, based upon the information available at a point in time, are subject to unforeseen and random 
events. Therefore any projection must be interpreted as having a likely range of varipb.'ity from the estimate.

Gross Retiree 
Premium Cost

$145,022

Total State 
Subsidy

$64,373

Total HRA 
Spend

$59,536

Pre MC 
Composite 
Premium

Pre MC 
Composite 

Trend

Retiree
Med/Rx
Premium

Subsidy
Base

Retiree
Subsidy

$7,318 1.23 $0 $7,318 so
$8,107 1.11 $0 $7,684 so
$8,937 1.10 $0 $8,068 $0
$9,802 1.10 $0 $8,471 $0

$10,695 1.09 $0 $8,895 $0
$11,608 1.09 $0 $9,340 $0
$12,532 1.08 $0 $9,807 $0
$13,456 1.07 $0 $10,297 $0
$14 369 1.07 $0 $10,812 $0
$15,258 1.06 $0 $11,352 $0
$16,112 1.06 $0 $11,920 $0
$16,918 1.05 $0 $12,516 $0
$17,764 1.05 $0 $13,142 $0
$18,652 1.05 $0 $13,799 $0
$19,585 1.05 $0 $14,489 $0
$20,564 1.05 $0 $15,213 $0
$21,592 1.05 $0 $15,974 $0
$22,672 1.05 $0 $16,773 $0
$23,805 1.05 $0 $17,611 $0
$24,996 1.05 $0 $18,492 $0
$26,245 1.05 $26,245 $19,416 $11,650
$27 658 1.05 $27,558 $20,387 $12,232
$28,936 1.05 $28,936 $21,407 $12,844
$30,382 1.05 $30,382 $22,477 $13,486
$31,901 1.05 $31,901 $23,601 $14,160

Retiree
Contribution

$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0

Beg of 
Year HRA 
Balance

HRA
Spend

$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0

$51,495 
$40,558

$14,596
$15,325

$27,959 $16,092
$13,523 $13,523

$0 $0
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Hire Date 
Age at hire 
Age at retirement 
Subsidy Eligibility Age 
Service

Salary
Wage inflation

HRA contribution rate 
HRA accumulation rate

Subsidy Base 
Subsidy index 
Subsidy percent

HRA Fund at retiremer, 
Total retiree contribution 
Net retiree cost (w/HRA int)

7/1/2005
40
60
60
20

$42,245
3.0%

Assumes participant retires fro n system and is receiving system sponsored benefits
Assumes only use of HRA funa. is to pay for Net (after subsidy if applicable) retiree premium cc.itribnt ms
Assumes 30 years to normal retirement
Assumes demographic composition of pre-Medicare retiree ( roup does not change from current 
Assumes spouse of equal age to retiree

All estimates, based upon the information available at a point in time, are subject to unforeseen and random 
events. Therefore any projection must be interpreted as hai/ing a likely range of variability from the estimate.

2 .0%
8.25%
$5,962

5%
60%

$51,495
$161,299
$106,736

Gross Retiree 
Premium Cost

$290,044

Total State 
Subsidy

$128,745

Total HRA 
Spend

$54,563

2
3
4
5
6 
7

41
42
43
44
45
46

8 47
9 48

10 49
11 50
12 51
13 52
14 53
15 54
16 55
17 56
18 5^
19 58
20 59

$43,512
$44,818
$46,162
$47,547
$48,974
$50,443
$51,956
$53,515
$55,120
$56,774
$58,477
$60,231
$62,03d
$63,899
$65,816
$67,791
$69,825
$71,919
$74,077

$870
$896
$923
$951
$979

$1,009
$1,039
$1,070
$1,102
$1,135
$1,170
$1,205
$1,241
$1,278
$1,316
$1,356
$1,396
$1,438
$1,482

$1,857
$2,943
$4,146
$5,478
$6,949
$8,572

$10,360
$12,328
$14,492
$16,869
$19,478
$22,338
$25,472
$28,903
$32,657
$36,762
$41,247
$46,147
S51.495

$16,215
$17,874
$19,604
$21,390
$23,216
$25,064
$26,912
$28,738
$30,517
$32,225
$33,836
$35,528
$37,304
$39,169
$41,128
$43,184
$45,343
$47,611
$49,991

1.11
1.10
1.10
1.09
1.09 
1.08
1.07
1.07 
1.06 
1 06
1.05
1.05
1.05
1.05
1.05
1.05
1.05
1.05
1.05

$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0

$15,367
$16,136
$16,943
$17,790
$18,6.9
$19,613
$20,594
$21,o 24
$22,705
$23,840
$25,032
$26,284
$27,598
$28,978
$30,426
$31,948
$33,545
$35,222
$36,984

$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
SO
$0
$0

$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0

$0
$0
$0
$0
$0
$0
$0
$0
$0
so
$0
so
$0
$0
$0
$0
$0
$0
$0

$0
$0
$0
$0
$0
$0
$0
$0
so
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0

21 60 
22 61
23 62
24 63
25 64

$0
$0
$0
$0
SO

$0
$0
so
so
$0

$25,372
$0
$0
$0
$0

$52,491
$55,115
$57,871
$60,765
$63,803

1.05
1.05
1.05
1.05
1.05

$52,491
$55,115
$57,871
$60,765
$63,803

$38,833
$40,774
$42,813
$44,954
$47,201

$23,300
$24,465
$25,688
$26,972
$28,321

$29,191
$20,651
$32,183
$33,792
$35,482

$51,495
$25,372

$0
$0
$0

$29,191
$25,372

$0
$0
$0
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Hire Dale 
Age at hire 
Age ai retirement 
Subsidy S tan Age 
Service
Salary
W age inflation

HRA contribution ra te  
HRA accumulation rate

Subsidy B ase (7/1/2003) 
Subsidy index 
Subsidy percent

HRA Fund a t retirem ent 
Total retiree contribution 
Nel retiree cost (w/HRA in!)

7/1/2005
25

_55
_60

30

$61,855
3.0%1
1.0%

8.25%

5'.»
90%

$102,457
$336,978
$224,131

End ol
Year HRA

Duration Ape Salary Conlribufion Balance
1 25 $61,855 $619 $644
2 26 $63,711 $637 $1,360
3 27 $65,622 $656 $2,154
4 28 $67,591 $676 $3,035
5 29 $69,618 S696 $4,010
6 30 $71,707 $717 $5,087
7 31 $73,858 $739 $6,275
8 32 $76,074 S761 $7,584
9 33 $78,356 S784 $9,025

10 34 $80,707 $807 $10,610
11 35 S83.128 S831 $12,350
12 36 S85.622 $856 $14,260
13 37 $88,190 $882 $16,353
14 38 $90,836 S908 $18,648
15 39 $93,561 $936 $21,160
16 40 $96,368 $964 $23,908
17 41 $99,259 $993 $26,013
18 42 $102,237 $1,022 $30 ,1 9 /
19 43 $105,304 $1,053 $33,784
20 44 $108,463 $1,085 $37,700
21 45 $111,717 S I ,117 $41,972
22 46 $115,069 S I ,151 $46,632
23 47 $118,521 S I ,185 $51,712
24 48 $122,076 $1,221 $57,249
25 49 $125,738 $1,257 $63,280
26 50 $129,511 S I.295 $69,848
27 51 c m  396 $1,334 $76,998
28 52 I/.398 $1,374 $84,780
29
30

53
$•»

i4 l,5 2u  
•if 45,765

$1,415
$1,458

$93,247
$102,457

31 56 so so $66,430
32 bei so so $25,207
33 57 s o $0 $0
34 58 $0 so SO
35 59 $0 $0 SO
36 60 $0 so $0
37 61 $0 so $0
30 62 $0 $0 $0
39
40

63
64

SO
$0

$0
so

SO
$0

A ssum es participant retires from system  and Is receiving system  sponsored  b en in ts
A ssum es only u se  o( HRA funds is to pay lor Net (alter subsidy il applicable) retiree premium contribution!
A ssum es 30 years to normal retirement
A ssum es dem ographic composition of pre-M edicare retiree group d oes not chang e  from curren

All estim ates, b a sed  upon the Information available at a  point In lim e, a re  subject to unforeseen and  random  
events. Therefore any projection m ust be  interpreted a s  having a  likely rang e  of variability from the estim ate

G ross Retiree 
Prem ium  Cost

$637,717

Pre MC P re  MC Retiree
Composite Composilo Med/Hx
Premium Trend Premium

Total Slate
Subsidy

$200,739

Subsidy Retiree
B ase Subsidy

Total HRA
Spend

$112,846

R etiree
Contribution

Beg of 
Year HRA 

Balance

$7,318 1.23 $0 $7,318 so
$8,107 1.11 $0 $7,684 $0
$8,937 1.10 so $8,068 so
$9,802 1.10 $0 $8,471 $0

S 10,695 1.09 so $8,895 $0
$11,608 1.09 $0 $9,340 $0
$12,532 1.08 $0 $9,807 $0
$13,456 1.07 SO $10,297 $0
$14,369 1.07 $0 $10,812 $0
$15,258 1.06 SO $11,352 $0
$16,112 1.06 $0 $11,920 $0
$ '6 ,9 1 8 1.05 so $12,516 $0
$17,764 1.05 so $13,142 $0
$18,652 1.05 so $13,799 so
$19,585 1.05 so $14,469 $0
$20,564 1.05 $0 S15.213 $0
$21,592 1.05 $0 $15,974 $0
$22,672 1.05 $0 $16,773 so
$23,805 1.05 $0 $17,611 so
$24,996 1.05 $0 $18,492 $0
$26,245 1.05 $0 $19,416 so
$27,558 1.05 $0 $20,387 $0
$28,936 1 05 $0 $21,407 $0
S30.382 1.05 $0 $22,477 $0
$31,901 1.05 so $23,601 so
$33,496 1.05 $0 $24,781 so
$35,171 1.05 $0 $26,020 so
$36,930 1.05 $0 $27,321 $0
$38,776 1.05 $0 $28,687 $0
$40,715 1.05 so $30,121 so
$42,751
$44,088
$47,133
$49,490
$51,964
$54,562
$57,290
$60,155
$63,163
S66.321

1 05
1.05 
1 05
1.05
1.05
1.05
1.05
1.05
1.05
1.05

$42,751
$44,888
$47,133
$49,490
$51,964
$54,562
$57,290
S60.155
$63,163
$66,321

$31,627
$33,209
$34,869
$36,612
$38,443
$40,365
$42,383
$44,503
$46,728
$49,064

$0
$0
SO
$0
$0

$36,329
$38,145
$40,052
$42,055
$44,158

$42,751
$44,808
$47,133
$49,490
$51,964
$18,234
$19,145
$20,102
$21,108
$22,163

HRA
Spend

$0 so $0
so so $0
$0 so $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 so
$0 $0 so
so so so
$0 $0 $0
$0 $0 $0
so $0 so
$0 so $0
$0 so $0
$0 $0 $0
so so so
$0 $0 $0
$0 $0 $0
$0 $0 $0
so so so
$0 so $0
$0 $0 $0
$0 SO $0
so so so
$0 $0 $0
so $0 so
$0 $0 $0
$0 so $0
so $0 $0
so $0 so

$102,457
$66,430
$25,207

$0
$0
SO
so
$0
$0
$0

$42,751
$44,888
$26,207

$0
SO
$0
$0
$0
$0
SO

M ercer H um an R esource Consulting P £ £ 5  V D \ \ c ^ / f \ t c .  H u e  "  1 7 *  W A
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Him Dale 
Age at hire 
Age at retirement 
Subsidy Start Age 
Service

Salary
W age inflation

HRA contribution rate 
HRA accumulation rate

Subsidy B ase (7/1/2003) 
Subsidy index 
Subsidy percent

HRA Fund at retirement 
Total retiree contribution 
Net retiree cost (w/HRA ini)

7/1/2005
25
55
60
30

$61^855
• 3.0%1

A ssum es participant retires Irom system  and is receiving system  sponsored  benefits
A ssum es only u se  of HRA funds is to pay for Net (aller subsidy if applicable) rehree prem ium  contributions
A ssum es 3C years lo normal retiremenl
A ssum es dem ographic composition of pre-M edicare retiree group o o es  not change Irom current

All estim ates, b a sed  upon Ihe information availaolo at a point In time, are subject to unforeseen  an d  random  
ovents. 1 herelore any protection m ust be interpreted a s  having a  likely range of variability Irom fhe esiim alo

8.25%

Z M M■ 5%
90%

$204,913
$338,978

$83,752

G ross Retiree 
Premium Cosl

$537,717

Total Slate 
Subsidy

$200,739

Total HRA 
Spend

$253,226

Duration Ape Salary Contribution

End of 
Year HRA 
Balance

P re MC 
C om posite 
Prem ium

P re MC
Composite

Tiend

Retiree
Med/Rx

Premium

1 25 $61,855 $1,237 $1,287 $7,318 1.23 SO

2 26 $63,711 $1,274 $2,719 $8,107 1.11 SO

3 27 $65,622 $1,312 $4,309 $8,937 1.10 $0

4 28 567,591 $1,352 $6 071 $9,802 1.10 SO

5 29 $69,618 $1,392 $8,020 $ 1 0 ,6 9 ' 1.09 SO

6 30 $71,707 $1,434 $10,174 $11,60u 1.09 so

7 31 $73,858 $1,477 $12,550 $12,532 1.08 $0

8 32 $76,074 $1,521 S15.I69 $13,456 1.07 so

9 33 $78,356 $1,567 $18,051 $14,369 1.07 $0

10 34 $60,707 $1,614 $21,219 $15,258 1.06 $0

11 35 $83,128 $1,663 $24,700 $16,112 1.06 $0

12 36 $85,622 $1,712 $28,519 $16,918 1.05 so

13 37 $88,190 $1,764 $32,707 $17,764 '.0 5 $0

14 38 $90,836 $1,817 $37,295 $18,652 1.05 so

15 39 $93,561 $1,871 $42,319 $19,585 1.05 $0

16 40 $96,368 $1,927 $47,816 $20,564 1.05 $0

17 41 $99,259 $1,985 $53,826 $21,592 1.05 so

18 42 $102,237 $2,045 $60,394 $22,672 1.05 so

19 43 $105,304 $2,106 $67,568 $23,805 1.05 $0

20 44 $108,463 $2,169 $75,399 $24,996 1.05 $0

21 45 $111,717 $2,234 $83,944 $26,245 1 05 $0

22 46 $115,069 $2,301 $93,264 $27,558 1.05 so

23 47 $118,521 S2.370 $103,425 $28,936 1.05 so

24 48 SI 22,076 $2,442 $114,498 $30,382 1.05 $0

25 49 $125,738 $2,515 $126,560 $31,901 1.05 $0

26 50 $129,511 $2,590 $139,696 $33,496 1.05 $0

27 51 $133,396 $2,668 $153,997 S35.171 1.05 so

28 52 S137,398 52,748 $169,561 $36,930 1.05 so

29 53 $141,520 $2,830 $186,494 $38,776 1.05 $0

30 54 $145,765 $2,915 5204,913 $40,715 1.05 so

31 55 so SO $177,339 $42,751 1.05 $42,751

32 56 $0 SO $145,266 $44,888 1.05 $44,888

33 57 $0 so S108.212 $47,133 1.05 S47.133

34 58 $0 SO $65,649 $49,490 1.05 $49,490

35 59 $0 SO 517,000 $51,964 1.05 $51,964

36 60 $0 $0 SO $54,562 1.05 $54,562

37 61 so $0 $0 $57,290 1.05 $57,290

38 62 so $0 $0 $60,155 1.05 $60,155

39 63 so $0 $0 $63,163 1.05 $63,163

40 64 $0 $0 $0 $66,321 1.05 $66,321

S8.47I 
S8.895 
$9,340 
$9,807 

$10,297 
$10,812 
$11,352 
$11,920 
$12,516 
$13,142 
$13,799 
$14,489 
$15,213 
$15,974 
$16,773 
$17,o i l  
$18,492 
$19,416 
$20,387 
$21,407 
S22.477 
$23,601 
$24,781 
$26,020 
$27,321 
$28,687 
$30,121 
S31.627 
$33,209 
$34,869 
$36,612 
$38,443 
$40,365 
$42,383 
$44,503 
$46,728 
$49,064

$0
$0
$0
SO
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
so
$0
so
SO
SO
so
so
$0
so
so
so

$0
$0
$0
$0
so
so
$0
$0
$0
$0
$0
$0
so
so
$0
$0
$0
$0
.J
$0
$u
$0
$0
$0
$0
$0
$0

$0
so
so
so
$0

$36,329
$38,145
$40,052
$42,055
$44,158

$42,751
$44,888
$47,133
$49,490
$51,964
518.234
$19,145
520,102
S21.108
$22,163

SO
$0
$0
$0
$0
SO
$0
$0
$0
SO
$0
SO
$0
$0
SO
SO
$0
SO
$0
SO
$0
so
SO
so
$0
$0
so

s o
so
so
$0
so
so
so
so
so
so
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
so
so
CO
$0
$u
$0
$0

$204,913
5177,339
$145,266
5108,212

$65,649
$17,000

$0
$0
$0
$0

$42,751
S44.888
$47,133
$49,496
$51,964
$17,000

SO
$0
$0
$0

M ercer Hum an R esource  Consulting P E L S  P o l ' C e / t n v e .  V l i r e  -  H L A
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Hire Date 7/1/2005
Age at hire 40
Age at retirement 
Subsidy Start Age 
Sen/ice

60
60
20

Salary $61,8551
Waqe inflation 3.0%

HRA contribution rat6 1.0%
HRA accumulation rate 8.25%

Subsidy Base (7/1/2003) 
Subsidy index 
Subsidy percent

$5,952
5%

60%

HRA Fund at retirement $37,700
Total retiree contribution $80,650
Net retiree cost (w/HRA int) $38,936

Duration Age Salary Contribution

End of 
Year HRA 
Balance

1 40 $61,855 $619 $b44
2 41 $63,711 $637 $1,360
3 42 $65,622 $656 $2,154
4 43 $67,591 $676 $3,035
5 44 $69,618 $696 $4,010
6 45 $71,707 $717 $5,087
7 46 $73,858 $739 $6,275
8 47 $76,074 $761 $7,584
9 48 $78,356 $784 $9,025

10 49 $80,707 $807 $10,S10
11 50 $83,128 $831 $12,̂ 50
12 51 $85,622 $856 $14,260
13 52 $88,190 $882 $16,353
14 53 $90,836 $908 $18,648
15 54 $93,561 $936 $21,160
16 55 $96,368 $964 $23,908
17 56 $99,259 $993 $26,913
18 57 $102,237 $1,022 $30,197
19 58 $105,304 $1,053 $33,784
20 59 $108,463 $1,085 $37,700
21 60 $0 so $25,624
22 61 $0 $0 $11,793
23 62 $0 so $0
24 63 $0 $0 $0
25 64 $0 $0 $0

Assumes participant retires from system end is receiving system sponsored benefits
Assumes only use of HRA funds is to pay for Net (alter subsidy if applicable) retiree premium contributions
Assumes 30 years to normal retiremen*
Assumes demographic composition of pre-Medicare retiree group does not change from current

All estimates based upon the information available at a point in time, are subject to unforeseen and random 
events. Therefore any projection must be interpreted as having a likely range of variability from the estimate

Gross Retiree 
Premium Cost

$145,022

Pre MC Pre MC netiree
Composite Composite Med/Rx
r emium Trend Premium

$7,318 
$8,107 
$8,937 
$9,802 

$10,695 
$11 608 
$12,532 
$13,456 
$14,369 
$15,258 
$16,112 
$16,918 
$17,764 
$18,652 
$19,585 
$20,564 
$21,592 
$22 672 
$23,805 
$24,996

1.23 
1.11 
1.10 
1 10
1.09
1.09 
1.08
1.07
1.07 
1.06 
1.06
1.05
1.05 
1 05
1.05
1.05
1.05
1.05
1.05 
1 05

$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
so

$26,245
$27,558
$28,936
$30,382
$31,901

1.05
1.05
1.05
1.05
1.05

$26,245
$27,558
$28,936
$30,382
$31,901

Total State 
Subsidy

$64,373

Total HRA 
Spend

$41,714

Subsidy
Base

Retiree
Subsidy

$7,3ie $0
$7,684 $0
$8,068 $0
$8,471 $0
$8,895 $0
$9,340 $0
$9,807 $0

$10,297 $0
$10,812 30
$11,352 $ •
$11,920 $0
$12,516 $0
$13,142 $0
$13,799 so
$14,489 $0
$15,213 $0
$15,974 $0
$16,773 $0
$17,611 $0
$18,492 $0
$19,416
$20,387
$21,497
$22,477
$23,601

$11,650
$12,232
$12,844
$13,486
$14,160

Retiree
Contribution

Beg of 
Year HRA 
Balance

HRA
Spend

$0 $0 $0
$0 $0 $0
$0 $( $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 30
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 so
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 so $0
$0 $0 $0

$14,596 $37 700 $14,596
$15,325 $25,624 $15,325
$16,092 $11,793 $11,793
$16,896 $0 $0
$17,741 $0 $0

Mercer Human Resource Consulting P d I ’ o l / R i t c  'n e t .  -  I '/ •
Run Date: 4/12/2005

Stale of Alaska



Hire Date 
Age at hire 
Age at retirement 
Subsidy Start Agu 
Service

Salary
Wage inflation

HRA contribution rate 
HRA accumulation rate

Subsidy Base (7/1/2003) 
Subsidy index 
Subsidy percent

7/1/2005
40
60
60
20

$61,855
3,0%

Assumes participant retires from system and is receiving system sponsored benefits
Assumes only use of HRA funds is to pay for Net (after subsidy if applicable) retiree premium contributions
Assui i t s  30 years to normal retirement
Assumes demographic composition of pre-Medicare retiree group dcos not change from current

All estimates, based upon the information available at a point in time, are subject to unforeseen and random 
events. Therefore any projection must be interpreted as having a likely range of variability from the estimate

2 .0%
8.25%

$5,962
5%

60%

Gross Retiree 
Premium Cost

HRA Fund at retirement 
Total retiree contribution 
Net retiree cost (w/HRA int)

$75,399
$80,650

$0

$145,022

Duration Age Salary Contribution

End of 
Year HRA 
Balance

Pre MC 
Composite 
Premium

Pre MC 
Composite 

Trend

Retiree
Med/Rx
Premium

1 40 $61,855 $1,237 $1,287 $7,318 1.23 $0

2 41 $63,711 $1,274 $2,719 $8,107 1.11 $0

3 42 $65,622 $1,312 $4,309 $8,937 1.10 $0

4 43 $67,591 $1,352 $6,071 $9,802 1.10 $0

5 44 $69,618 $1,392 $8,020 $10,695 1.09 $0

6 45 $71,707 $1,434 $10,174 $11,608 1.09 $0

7 46 $73,858 $1,477 $12,550 $12,532 1.08 $0

8 47 $76,074 $1,521 $15,169 $13,456 1.07 $0

9 48 $78,356 $1,567 $18,051 $14,369 1.07 $0

10 49 $80,707 $1,614 $21,219 $15,258 1.06 $0

11 50 $83,128 $1,663 $24,700 $16,112 1.06 $0

12 51 $85,622 $1,712 $28,519 $16,918 1.05 so
13 52 $88,190 $1,764 $32,707 $17,764 1,05 $0

14 53 $90,836 $1,817 $37,295 $18,652 1.05 $0

15 54 $93,561 $1,871 $42,319 $19,585 1.05 $0

16 55 $96,368 $1,927 $47,816 $20,564 1.05 $0

17 56 $99,259 $1,985 $53,826 $21,592 1.05 $0

18 57 $102,237 $2,045 $60,394 $22,672 1.05 $0

19 58 $105,304 $2,106 $67,568 $23,805 1.05 $0

20 59 $108,463 $2,169 $75,399 $24,996 1.05 $0

21 60 50 $0 $66,434 $26,245 1.05 $26,245

22 61 SO $0 $55,970 $27,558 1.05 $27,558

23 62 $0 $0 $43,845 $28,936 1.05 $26,936

24 63 so $0 $29,883 $30,382 1.05 $30,382

25 64 $0 $0 $13,890 $31,901 1.05 $31,901

Total State
Subsidy

$64,373

Subsidy Retiree
Base Subsidy
$7,318 
$7,684 
$8,068 
$8,471 
$8,895 
$9,340 
$9,807 

$10,297 
$10,812 
$11,352 
$11,920 
$12,516 

1,142 
$ 13.799 
$14,489 
$15,213 
$15,974 
$16,773 
$17,611 
$18,492

$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$••
$0
$0
$0
$0
$0
$0
$0
$0
$0

$19,416
$20,387
$21,407
$22,477
$23,601

$11,650
$12,232
$12,844
513,486
$14,160

Total HRA 
Spend

$80,650

Retiree
Contribution

Beg of 
Year HRA 
Balance

HRA
Spend

$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0

$14,596 $75,399 $14,596
$15,325 $66,434 $15,325
$16,092 $55,970 $16,092
$16,896 $43,845 $16,896
$17,741 $29,883 $17,741

Mercer Human Resource Consulting
Run Date: 4/12/2005

State of Alaska 6)



Hire Date
Age at hire
Age at retirement
Subsidy Eligibility Age
Service

Salary
Wage inflation

HRA contribution rate 
HRA accumulation rate

Suhsidy Base 
Subsidy index 
Subsidy percent

HRA Fund at retirement 
Total retiree contribution 
Net retiree cost (w/HRA int)

60%

$75,399
$161,299
$77,871

End of
Year HRA

Duration Age Salary Contribution Balance

2
3
4
5
6 
7

40
41
42
43
44
45
46

8 47
9 48

10 49
11 50
12 51
13 52
14 53
15 54
16 55
17 56
18 57
19 58
20 59

$63,711 
$65,622 
$67,591 
$69,618 
$71,707 
$73,858 
$76,074 
$78,356 
$80,707 
$83,128 
$85,622 
$88,190 
$90,836 
$93,561 
$96,368 
$99,259 

$102,237 
$105,304 
$108,463

$1,274 
$1,312 
$1,352 
$1,392 
$1,434 
$1,477 
$1,521 
$1,567 
$1,614 
$1,653 
$1,712 
$1,764 
$1.81/ 
$1,871 
$1,927 
S ',985 
$2,045 
$2,106 
$2,169

$2,719
$4,309
$6,071
$8,020

$10,174
$12,550
$15,169
$18,051
$21,219
$24,700
$28,519
$32,707
$37,295
$42,319
$47,816
$53,826
$60,394
$67,568
$75,399

Assumes participant retires from system and is receiving system sponsored benefits
Assumes only use of HRA funds is to pay for Net (after subsidy if applicable) retiree premium contributions
Assumes 30 years to normal retirement
Assumes demographic composition of pre-Medicare retiree group does not change from current 
Assumes spouse of equal age to retiree

All estimates, based upon the information available at a point in time, are subject to unforeseen and random 
events. Therefore any projection must be interpreted as having a likely range of variability from the estimate.

Gross Retiree 
Premium Cost

$290,044

Pre MC Pre MC Retiree
Composite Composite Med/Rx
Premium Trend Premium

$14,636
$16,215
$17,874
$19,604
$21,390
$23,216
$25,064
$26,912
$28,738
$30,517
$32,225
$33,836
$35,528
$37,304
$39,169
$41,128
$43,184
$45,343
$47,611
$49,991

1.23
1.11
1.10
1.10
1.09
1.09 
1 08 
1 07 
1.07 
1.06 
1 06
1.05 
1 05
1.05
1.05
1.05
1.05
1.05
1.05 
1 05

$0
$0
$0
$0
$0
$0
$0
$0
$0
so
$0
$0
$0
$0
$0
$0
$0
$0
$0

Total State 
Subsidy

$128,745

Subsidy
Base

Retiree
Subsidy

$14,636 $0
$15,367 $0
$16,136 $0
$16,943 $0
$17,790 $0
$18,679 $0
$19,613 $0
$20,594 $0
$21,624 $0
$22,705 $0
$23,840 $0
$25,032 so
$26,284 $0
$27,598 $0
$28,978 $0
$30,426 $0
$31,948 $0
$33,545 $0
$35,222 $0
$36,984 $0
$38,833 $23,300
$40,774 $24,465
$42,813 $25,688
$44,954 $26,972
$47,201 $28,321

Retiree
Contribution

$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0

Total HRA 
Spend

$83,428

Beg of 
Year HRA 
Balance

HRA
Spend

$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
30 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
so $0

$75,399
$51,248 $30,651
$23,586 $23,586

$0 $0
$0 $0

21 60 50 $0 $51,248 $52,491 1

22 61 $0 $0 $23,586 $55,115 1

23 62 SO $0 $0 $57,871 1

24 63 SO $0 $0 $60,765 1

25 64 $0 so $0 $63,803 1

$52,491
$55,115
$57,871
$60,765
$63,803

$29,191
$30,651
$32,183
$33,792
$35,482

c X  ' I '  M
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Hire Dale 
Age al hire 
AQe al retirement 
f tb s tr ty  Start Age 
Service

Salary
W age inflation

HRA contribution rate 
HRA accumulation rate

Subsidy B ase (7/1/2003) 
Subsidy index 
Subsidy percent

HRA Fund al retirem ent 
Total retiree contribution 
Not letireo cost 'w/HRA int)

7/1/2005
25
5S
60
30

553.925
30%

A ssum es participant retires Irom system  and Is receiving system  sponsored  bunefltt
A ssum es only u se  ol HRA lunds is lo pay  lor Net (alter subsidy 4 applicable) retiree premium conlrity fo r ts
A ssum es 30 years to noim el retirement
A ssum es dem ographic composition ol pre-M edicare retiree group d o e s  not change from current

All estim aiea. b ased  upon the information available at a  point in lime, a re  suojeci to unforeseen and  random  
ovents Therefore any projection m ust be  interpreted a s  having a  likely range of variability Irom tlie estim ato

1.0%
325%

5%
90%

$89,321
$336,978
$239,523

G ross Retiree 
Prem ium  Cost

$537,717

Duration Contribution

End of 
Year HRA

P re MC P re MC Retiree
Composite Composite Med/Rx
Premium Trend Premium

Total S tate
Subsidy

$200,739

Subsidy Retiree
B ase Subsidy

Total HRA 
Spend

$97,454

Retiree 
Conlrii-

Beg o<
Year HRA HRA
Balance Spend

1 25 $53,925 $539 $561 $7,318 1.23 SO >7,318 $0 i $0 SO
2 26 $55,543 $555 $1,185 $8,107 1.11 $0 $7,684 $0 W $0 $0
3 27 $57,209 5572 $1,878 $8,937 1.10 $0 $8,068 $0 $0 so $0
4 28 $58,925 5589 $2,646 $9,802 1.10 $0 $8,471 $0 $0 $0 so
5 29 $60,693 5607 $3,496 $10,695 1.09 $0 $8,895 $0 $0 $0 so
6 30 $62,514 $625 54,435 $11,608 1.09 SO $9,340 $0 $0 $0 $0
7 31 $64,389 $644 $5,471 $12,532 1.08 $0 $9,807 $0 $0 $0 so
8 32 $66,321 5663 $6,612 $13,456 1.07 so $10,297 $0 $0 so t o
9 33 $68,311 5683 $7,868 $14,369 1.07 $0 $10,812 $0 $0 so so

10 34 $70,360 S704 $9,249 $15,258 1,06 so $11,352 $0 $0 $0 t o
11 35 $72,471 5725 $ 1 0 ,7 6 / $16,112 1 06 so S i t . 920 $0 $0 so t o
12 36 $74,845 $746 $12,431 $16,918 1.05 so $12,516 $0 $0 so t o
13 37 $76,884 $769 $14,257 $17,764 1 05 $0 $13,142 $0 $0 so t o
14 38 $79,191 5792 516,257 $18,652 1.05 so $13,799 SO $0 so so
15 39 $81,566 $816 $18,447 $19,585 1.05 $0 $14,489 so $0 $0 so
16 40 $84,013 $840 $20 843 $20,564 1 05 so $15,213 $0 $0 so so
17 41 $88,534 $865 $23,463 $21,592 1 05 $0 $15,97-1 so $0 $0 so
18 42 $89,130 5891 $26,326 S22.672 1 05 so $18,773 $0 $0 so $0
19 43 $91,804 $918 529,453 S23.805 1 OS so $17,611 $0 $0 so so
20 44 $94,558 $946 $32,866 $24,996 1 05 $0 $18,492 $0 $0 so so
21 45 $97,395 $974 536,591 $26,245 1 05 so $19,416 $0 $0 so so
22 46 $100,316 51,003 $40,654 S27.558 1 05 $0 $20,387 $0 $0 so $0
23 47 $103,326 $1,033 $45,083 $28,936 1 05 so $21,407 $0 $0 $0 so
24 48 $106,426 51,064 549,909 $30,382 1 05 so $22,477 $0 $0 $0 vO
25 49 $109,618 51.096 $55,167 $31,901 1 05 so $23,601 $0 SO so so
26 50 $112,907 $1,129 $60,893 $33,496 1.05 so $24,781 $0 $0 $0 so
27 51 $116,294 $1,163 567,127 535,171 1.05 $0 $26,020 $0 $0 so $0
28 52 $119,783 $1,198 $73,911 $36,930 1 05 $0 S27.321 $0 $0 $0 SO
29 53 $123,376 51,234 $81,293 $38,776 1.05 $0 S28.687 $0 $0 SO $0
30 54 $127,078 51,271 $89,321 $40,715 1 05 so $30,121 SO $0 $0 $0
31 55 $0 $0 $52,211 $42,751 1 05 $42,751 $31,627 so $42,751 S89.321 S42.751
32 56 $0 $0 $9,815 $44,888 1 05 S44.888 $33,209 $0 $44,888 S52.211 $44 888
33 57 $0 $0 SO $47,133 1.05 $47,133 $34,869 $0 547,133 $9,815 $ 9 8 1 5
34 58 $0 $0 $0 $49,490 1.05 $49,490 $36,612 $0 $49,490 $0 SO
35 59 $0 $0 SO $51,964 1 05 S51.964 $38,443 SO $51,964 $0 SO
36 60 $0 $0 $0 $54,562 i 05 $54,562 $40,365 $36,329 $18,234 50 SO
37 61 $0 50 $0 $57,290 1 05 $57,290 $42,383 $38,145 SI 9,145 $0 SO
38 62 $0 $0 SO $60,155 1.05 $60,155 $44,503 $40,052 $20,102 SO so
39 63 50 $0 SO $63,163 1.05 $63,163 $46,728 $42,055 $21,108 $0 so
40 64 $0 50 SO $66,321 1 05 $66,321 $49,064 $44,158 $22,163 SO SO

M crcer Hum an R esource Consulting T ? S  E a v t ^ u i r e - ' l ' / -  H M t
Run Date: 4/12/2005
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Hlro Dale 
Aye al nire 
Aye al retirement 
Subsidy Start Age 
Service

Salary
W age inflation

HRA conlrtbutlon rate 
HRA accumulatioi i rate

Subsidy B ass \7/1/2003) 
S u tr 'd y  index 
Subsidy percent

HRA Fund at retirement 
Total retiree contribution 
Net retiree cost (w/HRA int)

7/ A)05
25
55
M
30

553,925
3,CH»

[ _ m ^ i
8.25%

90 .

$178,641 
$336,971' 
$123,140

Duration Ago Salary

--------------------

Contribution

E n do t 
Year HRA 
Balance

1 25 $53 925 51,079 $1,122
2 26 $55,543 $1.1 I t $2,370
3 27 557,209 $1,144 $3,756
4 28 $58,925 $1,179 $5,293
5 29 $60,693 $1,214 $6,992
6 30 $62,514 $1,250 $8,870
7 31 $64,389 $1,288 $10,941
8 32 $66,321 $1,326 $13,224
9 33 $58,311 $1,366 $15,737

10 34 $70,360 $1,407 $18,499
11 35 $72,471 $1,449 $21,533
12 36 $74,645 $1,493 S24.863
13 37 $76,884 $1,538 $28,514
14 38 $79,191 S I.584 $32,514
15 39 $81,566 S I.631 $36,894
16 40 $84,013 S 1.680 $41,686
17 41 $86,534 $1,731 $46,925
18 42 $89,130 $1,783 $52,651
19 43 $91,804 $1,836 $58,906
20 44 $94,558 $1,891 $65,733
21 45 $97,395 $1,948 $73,182
22 46 $100,316 $2,006 $81,307
23 47 $103,326 S2.067 $90,165
24 48 $106,426 $2,129 S99.819
25 49 $109,618 $2,192 $110,335
26 50 $112,907 $2,258 $121,787
27 51 $116,294 $2,326 $134,254
28 52 S119,783 $2,396 $147,823
29 53 S 123,376 $2,468 $162,585
30 54 $127,078 $2,542 $178,641
31 55 SO $0 $148,901
32 56 $0 SO $1 14.4P2
33 57 $0 $0 $74,488
34 58 $0 SO $2e 576
35 59 SO SO so
36 60 SO so so
37 61 SO $0 so
38 62 SO $0 so
39 63 SO so $0
40 64 SO so $0

A ssum es participant retires trom syH em  and  is receiving system  sponsored  benefits
A ssum es only use  of HRA funds i t  ti pay  for Net (after subsidy It applicable) retiree prem ium  contributions
A ssum es 30  years lo normal retiromc '•
A ssum es dem ographic composition of pre-M edicare retiree group d o es  not change  trom current

All estim ates, based  upon the information available a t a  point In time, a re  subtecl to unforeseen  and random  
ev en ts Therefore any pro)oction m ust bo interpret* 1 a s  having a  likely range of variability Irom the estim ate

G ross Retiree 
Prem ium  Co&t

$537,717

P re  MC Pre MC Retiree
Com posite Com posite Med/Rx
Prem ium Trend Premium

Total S tate
Subsidy

$200,739

Subsidy Retiree
B ase Subsidy

Total HRA 
Spend

$213,838

Retiree
Contribution

$7,318 1.23 $0 $7,318 $0
SB. 107 1.11 SO $7,684 $0
$8,937 1.10 SO $8,068 $0
$9,802 1.10 SO $8,471 $0

$10,695 1.09 SO $8,895 $0
$11,608 1 09 SO S9.340 SO
$12,532 1.08 SO $9,807 $0
$13,456 1 07 SO $10,297 $0
$14,369 1.07 s o $10,812 SO
$15,258 1.06 SO $11,352 $0
$16,112 1 06 SO $11,920 SO
$16,918 1.05 so $12,516 $0
$17,764 1.05 $0 $13,142 SO
$18,652 1.05 so $13,799 SO
$19,585 1.05 so $14,489 SO
$20,564 1.05 $0 $15,213 $0
$21,592 1 05 $0 $15,974 SO
$22,672 1.05 $0 S16.773 $0
$23,805 1.05 $0 $17,611 OU
$24,996 1 05 $0 $18,492 40
$26,245 1 05 $0 $19,416 so
$27,558 1 05 SO $20,367 $0
$28,936 1 05 $0 $21,407 $0
$30,382 1 05 $0 $22,477 $0
$31,901 1.05 $0 S23.601 SO
$33,496 1.05 so S24.781 SO
$35,171 1.05 $0 Sr,S.020 $0
536,930 1.05 so $27,321 $0
$38 776 1.05 $0 $28,687 $0
$40,715 1 05 $0 $30,121 $0

$0
$0
$0
$0
$0
$0
$0
SO
$0
$0
$0
SO
SO
SO
SO
$0
SO
SO
SO
$0
SO
$0
so
so
so
so
$0
so
SO
so

$42,751 
$44,888 
$47,133 
$49,490 
S 5 1,964 
$54,562 
S57.290 
S60.155 
S63.163 
$66,321

1.05 
1 05
1.05
1.05 
1 05
1.05
1.05
1.05
1.05
1.05

$42,751 
$44,888 
$47,133 
$49,490 
S51.964 
S54,562 
$57,290 
$60,155 
$63,163 
$66,321

S 31,627 
$33,209 
$34,869 
$36,612 
$38,443 
$40,365 
$42,383 
$44,5 '13 
$46,728 
$49,064

$0
SO
SO
SO
$0

$36,329
S38.145
$40,052
$42,055
$44,158

$42,751 
$44,888 
$47,) 33 
549,490 
551.964 
$18,234 
$19,145 
$20,102 
$21,108 
$22,163

M ercer H um an R esource Consulting T ? - S  H i v ' C "  2 - A

Beg ol 
Year HRA 
Balance

HRA
Spend

$0 $0
SO so
$0 $0
$0 $0
$0 SO
$0 SO
$0 $0
SO SO
SO SO
$0 SO
$0 SO
$0 SO
$0 $0
$0 SO
$0 $0
$0 $0
$0 SO
$0 $0
$0 SO
SO SO
SO $0
$0 $0
SO so
so SO
so SO
$0 SO
SO SO
so $0
$0 SO
so SO

$178,643 $42,751
S148.901 $44,888
$114,482 $47,133

$74,888 S49.490
$29,576 $29,576

$0 $0
s o $0
$0 $0
so so
$0 $0

Run D ate 4/12/2003
S tate  of Alaska ©



Hire Date 
Age at hire 
Age at retirement 
Subsidy Start Age 
Service
Salary
Wage inflation
HRA contribution rate 
HRA accumulation rate
Subsidy Base (7/1/2003) 
Subsidy index 
Subsidy percent
HRA Fund at retirement 
Total retiree contribution 
Net retiree cost (w/HRA int)

7/1/2005
40
60
60
20

$53,925
3.0%
1.0%'

8.25%
$5,962

5%
60%

$32,866
$80,650
$44,599

End of
Year HRA

Duration Age Salary Contribution Balance
1
2
3
4
5
6 
7

40
41
42
43
44
45
46

8 47
9 48

10 49
11 50
12 51
13 52
14 53
15 54
16 55
17 56
18 57
19 58
20 59
21 60 
22 61
23 62
24 63
25 64

$55,543 
$57,209 
$58,925 
$60,693 
$62,514 
$64,389 
$66,321 
$68."11 
$70,360 
$72,471 
$74,645 
$76,884 
$79,191 
$81,566 
$84,013 
$86,534 
$89,130 
$91,804 
$94,558 

$0 
$0 
$0 
$0 
$0

$555 
$572 
$589 
$607 
$625 
$644 
$663 
$683 
$704 
$725 
$746 
$769 
$792 
$816 
$840 
$865 
$891 
$918 
$946 

$0 
$0 
$0 
$0 
$0

$1,185 
$1,878 
$2,646 
$3,496 
$4,435 
$5,471 
$6,612 
$7,868 
$9,249 

$10,767 
$12,431 
$14,257 
$16,257 
$18,447 
$20,843 
$23,463 
$26,326 
$29,453 
$32,866 
$20,392 
$6,130 

$0 
$0 
$0

Assumes participant retires from system and is receiving system sponsored benefits
Assumes only use of HRA funds is to pay for Net (after subsidy if applicable) retiree premium contributions
Assumes 30 years to normal retirement
Assumes demographic composition of pre-Medicare retiree group does not change from current

All estimates, based upon the information available at a point in time, are subject to unforeseen and random 
events. Therefore any projection must ae interpreted as having a likely range of variability from the estimate

Gross Retiree 
Premium Cost

$145,022

Pre MC 
Composite 
Premium

Pre MC 
Composite 

Trend

Retiree
Med/Rx
Premium

$7,318 1.23 $0
$8,107 1.11 $0
$8,937 1.10 $0
$9,802 1.10 so

$10,695 1 09 so
$11,608 1.09 $0
$12,532 1.08 $0
$13,456 1 07 SO

$14,369 1.07 $0
$15,258 1.06 $0
$16,112 1.06 $0
$16,918 1.05 $0
$17,764 1.05 $0
$18,652 1.05 $0
$19,585 1.05 $0
$20,564 1.05 $0
$21,592 1.05 $0
$22,672 1.05 $0
$23,805 1.05 $0
$24,996 1.05 $0
$26245 1.05 $26,245
$27,558 1.05 $27,558
$28,936 1.05 $28,936
$30,382 1.05 $30,382
$31 ,'’91 1.05 $31,901

Total State 
Subsidy

$64,373

Subsidy
Base

Retiree
Subsidy

$7,318 $0
$7,684 $0
$8,068 $0
$8,471 $0
$8,895 $0
$9,340 $0
$9,807 $0

$10,297 $0
$10,812 $0
$11,352 $0
$11,920 $0
$12,516 $0
$13,142 $0
$13,799 $0
$14,489 $0
$15,213 $0
$15,974 $0
$16,773 $0
$17,611 $0
$18,492______$0
$19,416 S11.650
$20,387 $12,232
$21,407 $12,844
$22,477 $13,486
$23,601 $14,160

Mercer Human Resource Consulting T H ! )  H i V  t ,  *  1 1 -  ^  ^

Total HRA 
Spend

$36,050

Retiree
Contribution

Beg of 
Year HRA 
Balance

HRA
Spend

$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 TO
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $u
$0 $0 $0
$0 ?J $0

________ $0 SO $0
$14,596 $32,866 $14,596
$15,325 $20,392 $15,325
$16,092 $6,130 $6,130
$16,896 $0 $0
$17,741 $0 $0

Run Date: 4/12/2005 
State of Alaska



Hire Date 
Age at hire 
Age at retirement 
Subsidy Start Age 
Service
Sala7
Wage inflation
HRA contribution rate 
HRA accumulation rate
Subsidy Base (7/1/2003) 
Subsidy index 
Subsidy percent
i IRA Fund at retirement 
Total 'etiree contribution 
Net retiree cost (w/HRA int)

7/1/2005
40
60
60
20

$53.925
3.0%

Assumes participant retires from system and is receiving system sponsored benefits
Assumes only use of HRA funds is to pay for Net (after subsidy if applicable) retiree premium contributions
Assumes 30 years to normal retirement
Assumes demographic composition of pre-Medicare retiree group does not ch. nge from current

All estimates, based upon the information available at a point in time, are subject to unforeseen and random 
events. Therefore any projection must be interpreted as having a likely range of variability from the estimate

2.0%
8.25%
$5,962

5%
60%

$65,733
$80,650
$1,131

Gross Retiree 
Premium Cost

$145,022

End of
Year HRA

Duration Aye Salary Contribution Balance

Pre MC Pre MC Retiree
Composite Composite Med/Rx
Premium Trend Premium

Total State
Subsidy

$64,373

Subsidy Retiree
Base Subsidy

Total HRA 
Spend

$79,518

Retiree
Contribution

Beg of
Year H' A HRA
Balance Spend

1 40 $53,925 $1,079 $1,112 $7,318 1.23 $0 $7,318 $0 $0 $0 $0
2 41 $55,543 $1,111 $2,370 $8,107 1.11 $0 $7,684 $0 $0 $0 $0
3 42 $57,209 $1,144 $3,756 $8,937 1.10 $0 $8,068 $0 $0 $0 $0
4 43 $58,925 $1,179 $5,293 $9,802 1.10 $0 $8,471 $0 $0 $0 $0
5 44 $60,693 $1,214 $6,992 $10,695 1.09 $0 $8,895 $0 $0 $0 $0
6 45 $62,514 $1,250 $8,870 $11,608 1.09 $0 $9,340 $0 $0 $0 $0
7 46 $64,389 $1,288 $10,941 $12,532 1.08 $0 $9,807 $0 $0 $0 $0
8 47 $66,321 $1,326 $13,224 $13,456 1.07 $0 $10,297 $0 $0 $0 $0
9 48 $68,311 $1,366 $15,737 $14,369 1.07 $0 $10,812 $0 $0 $0 $0

10 49 $70,360 $1,407 $18,499 $15,258 1.06 $0 $11,352 $0 $0 $0 $0
11 50 $72,471 $1,449 $21,533 $16,112 1.06 $0 $11,920 $0 $0 $0 $0
12 51 $74,645 $1,493 $24,863 $16,918 1.05 $0 $12,516 $0 $0 so $0
13 52 $76,884 $1,538 $28,514 $17,764 1.05 $0 $13,142 $0 $0 $0 $0
14 53 $79,191 $1,584 $32,514 $18,652 1.05 $0 $13,799 $0 $0 $0 $0
15 54 $81,566 $1,631 $36,894 $19,585 1.05 $0 $14,489 $0 $0 $0 $0
16 55 $84,013 $1,680 $41,686 $20,564 1.05 $0 $15,213 $0 SO $0 $0
17 56 $86,534 $1,731 $46,925 $21,592 1.05 $0 $15,974 $0 $0 $0 $0
18 57 $89,130 $1,783 $52,651 $22,672 1.05 $0 $16,773 $0 $t' $0 $0
19 58 $91,804 $1,836 $58,906 $23,805 1.05 $0 $17,611 $0 $c SO $0
20 59 $94,558 $1,891 $65,733 $24,996 1.05 $0 $18.4°2 $0 $n SO $0
21 60 $0 $0 $55,970 $26,245 1.05 $26,245 $19,416 $11,650 $14,596 $65,733 $14,596
22 61 $0 $0 $44,643 $27 558 1.05 $27,558 $20,387 $12,232 $15,325 $55,970 $15,325
23 62 $0 $0 $31,583 $28,936 1.05 $28,936 $21,407 $12,844 $16,092 $44,643 $16,092
24 63 $0 $0 $16,610 $30,382 1.05 $30,382 $22,477 $13,486 $16,896 $31,583 $16,896
25 64 $0 $0 $0 $31,901 1.05 $31,901 $23,601 $14,160 $17,741 $16,610 $16,610

Mercer Human Resource Consulting -rzs L-aJ-c - •2-7- h#-a Run Date: 4/12/2005
State of A laska ( 3 )



Hire Date
Age at hire
Age at retirement
Subsidy Eligibility Age
Service

Salary
Wage inflation

HRA contribution rate 
HRA accumulation rate

Subsidy Base 
Subsidy Index 
Subsidy percent

' RA Fund at retirement 
Total retiree contribution 
Net retiree cost (w/HRA int)

60%

$65,733
$161,299
$89,198

End of
Year HRA

Duration Age Salary Contribution Balance

1
2
3
4
5
6 
7

40
41
42
43
44
45
46

8 47
9 48

10 49
11 50
12 51
13 52
14 53
15 54
16 55
17 56
18 5/
19 58

_20__59_
21 60 
22 61
23 62
24 63
25 64

$53,925 
$55,543 
$57,209 
$58,925 
$60,693 
$62,514 
$64,389 
$66,321 
$38,311 
$70,360 
$72,471 
$74,645 
$76,884 
$79,191 
$81,566 
$84,013 
$86,534 
$89,130 
$91,804 
$94,558 

$0 
$0 
$0 
$0 
$0

$ 1,111 
$1,144 
$1,179 
$1,214 
$1,250 
$1,288 
$1,326 
$1,366 
$1,407 
$1,449 
$1,493 
$1,538 
$1,584 
$1,631 
$1,680 
$1,731 
$1,783 
$1,836 
$1.891 

$0 
$0 
$0 
$0 
$0

$2,370
$3,756
$5,293
$6,992
58,070

$10,941
$13,224
$15,737
$18,499
$21,533
$24,863
$28,514
$32,514
$36,894
$41,686
$46,925
$52,651
$53,906
$65,733
$40,784
$12,259

$0
$0
$0

Assumes participant retires from system and is receiving system sponsorea benefits
Assumes only use of HRA funds is to pay for Net (after subsidy if applicable) retiree premium contributions
Assumes 30 years to normal retirement
Assumes demographic composition of pre-Medicare retiree group does not change from current 
Assumes spouse of equal age to retiree

All estimates based upon the information available at a point in time, are subject to unforeseen and random 
events. Therefore any projection must be interpreted as having a likely range of variability from the estimate.

Gross Retiree 
Premium Cost

$290,044

Pre MC 
Composite 
Premium

Pre MC 
Composite 

Trend

Retiree
Med/Rx
Premium

$14,636 1.23 $0
$16,215 1.11 $0
$17,874 1.10 $0
$19,604 1.10 $0
$21,390 1.09 $0
$23,216 1.09 $0
$25,064 1.08 $0
$26,912 1.07 $0
$28,738 1.07 $0
$30,517 1.06 $0
$32,225 1.06 $0
$33,836 1.05 $0
$35,528 1.05 $0
$37,304 1.05 $0
$39,169 1.05 $0
$41,128 1.05 $0
$43,184 1 '"5 $0
$45,343 1.J5 $0
$47,611 1.05 $0
$49,991 1.05 ________ $0
$52,491 1.05 $52,491
$55,115 1.05 $55,115
$57,871 1.05 $57,871
$60,765 1.05 $60,765
$63,803 1.05 $63,803

Total State 
Subsidy

$128,745

Subsidy
Base

Retiree
Subsidy

$14,636 $0
$15,367 $0
$16,136 $0
$16,943 $0
$17,790 $0
$18,679 $0
$19,613 $0
$20,594 $0
$21,624 $0
$22,705 $0
$23,840 $0
$25,032 $0
$26,284 $0
$27,598 $0
$28,978 $0
$30,426 $0
$31,948 $0
$33,545 $0
$35,222 $0
$36,984 _____ $0
$38,833 $23,300
$40,774 $24,465
$42,813 $25,688
$44,954 $26,972
$47,201 $28,321

Retiree
Contribution

$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 

$29,191 
$30,651 
$32,183 
$33,792 
$35,482

Total HRA 
Spend

$72,101

Beg of 
Year HRA 
Balance

HRA
Spend

$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0
$0 $0

$65,733 $29,191
$40,784 $30,651
$12,259 $12,259

$0 $0
$0 $0

Mercer Human Resource Consulting TfcS w ( S p o o s t
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DEPT. OF HEALTH AND SOCIAL SERVICES

OFFICE OF THE COMMISSIONER

P.O. BOX 110601  
JUNEAU. A LASK A 99811-0601  
PHONE: (9 07)465 -3030  
FAX: (907) 465-3068

F R A N K  H . M U R K O W S K I ,  G O V E R N O R

M aich 17, 2005

R epresentative Paul Seaton 
A laska S tate Legislature 
State C apito l, Room  102 
Juneau, AK 99802

D ear R epresentative Seaton:

This is in response to your list o f  questions concerning  the inform ation on pharm aceutical costs 
in the PERS and TRS system s. W hile we in DHSS have som e experience m anaging a Preferred 
D rug List for M edicaid, w e are unable to predict any estim ate o f  additional cost savings for two 
main reasons: 1) w e do not have access to detailed inform ation from  A etna on the individual 
pharm aceutical claim s; and 2) we lack the actuarial expertise to estim ate cost savings. In 
additional there are o ther com plicating factors, such as the M edicaid  program  serves a 
com pletely  d ifferen t population  than Retirees and thus would have a very  d ifferent use o f  
pharm aceuticals. T ry ing  to extrapolate any experience from our M edicaid  program  PD L would 
be d ifficult and we lack the expertise to do it.

W hile it is reasonable to explore how to achieve savings and incentives w ith our retirees and 
their use o f  pharm aceuticals, the PDL and use o f  generic drugs can be only  one solution to a 
com plicated issue. The follow ing is a list o f  issues that should be developed and discussed for a 
com prehensive view  o f  the pharm acy program  and retirees:

1) The use o f  M anufactu rer’s rebates;
2) C o-pay levels;
3) C onsideration o f  a m ulti-tiered co-paym ent structure;
4) M andating the use o f  generic drugs;
5) D evelop a restric tive formulary;
6) D iscussion o f  w hat type o f  drug classes is in a form ulary;
7) D ispensing fees;
8) M andating o r providing incentives for mail order pharm aceuticals;
9) U sing a reduction in the A verage W holesale price;
10) Providing C ase M anagem ent services for certain users o f  pharm aceuticals;
11) C apping the num ber o f  prescriptions filled per m onth;
12) Restricting the num ber o f  refills that users can have at any one time.

06-F38LH par ted on »cc>cled paper



March 17, 2005
R eprecentative Paul Seaton p age 2
A laska State L egislature

We w ould certa in ly  be interested in d iscussions o f  any and all o f  the factors o p i n e d  above w ith 
the D epartm ent o f  A dm inistration , A etna and the L egislature to achteve a be tte r result for State

retirees.

JSG :lb

jel G ilbertson 
jm m issioner

Cc: Janet C larke, A ssistant C om m issioner
Sherry H ill, Special A ssistant



j  Senate Bill 141 DC Plan
Senate Bill 14 • DC Plan Planned 

Changes House Bill 191,177,170 (Kelly)
I

House State Affairs (Seaton)

Benefit Formula 11.5% per year tc DC account + 
investment earnings.

16°. after five years of service- 
before 5 years a percentage of the 
employer contribution (see 
employer contribution rate below) 
is scaled at: 1st year 0%, 2nd yr 
25%, 3rd yr 50%. 4th yr 75%, 5th 
yr 100%

15.5% PERS 
16.75% TRS

Rollover Rollover accepted from qualified 
programs and you can roll over 
into a qualified program

Does not accept rollover from 
qualified programs but you can 
rollover into a qualified program

Rollover accepted from qualified 
programs and you can roll over 
Into a qualified program

. . .
Employee Contribu tion 
Rates

DC Plan 8% all members (PERS 
& TRS) DB 
Plan: TRS 8.65% or 1/2 of the 
normal cost rate. PERS: 6.75% 
and 7.5% (Police/Fire) or 1/2 of the 
normal cost rate. Maximum 
increase of 5% per year.

Change maximum increase to 50 
basis points per year.

DC Plan PERS 8.5% Police/Fire, 
8% all o'hers TRS 10% all 
members
DB Plan. % of employee 
compensation needed to fund the 
system

DC Plan: PERS 10% a'l members 
TRS 11% all members.
DB Plan: 1/2 of the amount 
needed to fund the system 
actuarially computed rate, capped 
at 13% for PERS and 14% for 
TRS. Maximum increase of 5% 
per year.

Employer Contribu tion 
Rates

DB Plan: 50% of normal cost plus 
past service cost. May not be less 
than total normal cost after 
subtracting employee contribution. 
DC Plan: 8.25% to*al (3.5% to DC 
account, 3.75% to Medical, 1% to 
Health Reimoursement 
Arrangement)

DB Plan: employer contributions 
will eventually reach 8% for TRS 
and 8.75% for PERS over the 
course of a 5 year period.
Year 1-0%, Year 2-25%, Year 3- 
50%, Year 4-75%, Year 5-100% 
DC Plan: Equal contributions from 
employers and employees in the 
amount required to fund bcnc'its. 
Maximum increase of 5% per /ear 
Note: medical not included in 
contribution total

DB Plan: Equal contributions 
rom employee and employer: 

employer contributes 1/2 of the 
actuarially computed rate v'ith a 
loor of 10% for PERS and 11% 
or TRS.
DC Plan: PERS 10% total (5.5% 
to DC account, 3.5% for medical, 
1% for HRA) TRS 11% total 
5.75% to DC account, 3.75% for 
medical, 1.5% for HRA).

Base Salary Employee option base salary or 
otal salary.

Confident1?! Bill Comparison
1



Senate Bill 141 DC Plen
Senate Bill 141 DC Plan Planned 

Changes House Bill 191,177,170 (Kelly) House State Affairs (Seaton)

1
Vesting Immediate for employee 

contributions. Fully vested in 
employer contributions after 5 
years (1st year 0% 2nd yr 25%, 
3rd yr 50%. 4th yr 75%, 5th yr 
100%)

Employee is immediately vested in 
both employae and employer 
contribution

Employee is immediately vested 
in both employee and employer 
contribution

MEDICAL BBHBPtffi
Medical Benefits Must retire directly from system 

with minimum of 10 years of 
service for medical coverage and 
access to HRA.

Same as SB 141 Must retire directly from system 
w.ih either: 60 years adjusted to 
the change in mort&iity rate when 
adopted w/10 years of service OR 
30 years of service.

Access to medical coverage at age 
65 with 10 years of service, or at 
any age after (1) 25 yeâ s for 
peace officer/firefighter, or (2) 30 
years for all others.

Same as SB 141 Early retirees: access to system, 
no subsidy until age 60 adjusted.

Retiree and survivors pay full 
premium until Medicare eligible.

Same as SB 141 Retirees over 60 adjusted: access 
to defined dollar medical with 
subsidy depending on length of 
service.

After Medicare age eligible, retiree 
shares cost based on years of 
service.

Same as SB 141 Retirees over Medicare eligible 
age: Access to medical with a 
reduced premium and percent 
subsidy based on years of 
service.

Reimbursed for qualified medical 
expenses from HRA.

Same as SB 141 Same as SB 141

ESSsSSf
State Financial Aid to 
System

i

$69.5M from State to cover the 5% 
ncrease in employer costs for 
FY06 (an aoditional $38M for 
school district PERS/TRS coses is 
ncorporated in the BSA)

None Establishes a new Past Service 
Offset Accouni: 2.681 billion 
dollar deposit required.

Confidential Bill Comparison
2



--------------------

Senate Bl!l 141 DC Plan
Senate Bill 141 DC Plan Planned 

Changes House Bill 191,177,170 (Kelly) House State Affairs (Seaton)

Board S tructure Consolidates 3 existing boards 
(PERS, TRS, ASPIB) into 1 beard 
(Alaska Retirement Management 
Board).

None None

Boerd M embers All trustees must have recognized 
competenco in one or more fields 
of investment management, 
finance, banking, economics, 
accounting, pension 
administration, or actuarial 
analysis. Includes non­
beneficiaries and representatives 
from school districts and 
municipalities.

Changes the qualification 
requirements for existing board 
members to include non­
beneficiaries

None

c n rH E « «M -
COMPDNENTS
Transfer of Employee to 
DC Plan

None (as yet) Allow the transfer of current non­
vested (TRS Tier II and PERS Tier 
III) employees to a DC account. 
Unlimited enrollment period. 
Employer must make new 
contribution (cannot take f.om DB 
trust) and has first option to allow a 
transfer.

None Allows the transfer of current, non­
vested employees to a DC 
account within 90 days of *he 
enactment of legislation

Prescription Drug 
Changes

None None Requires retirees to purchase 
presciption drugs from a preferred 
drug list unless otherwise 
recommended

Ad hoc PRPAs None (as yet) Define “financial cono:,'on of the 
retirement f"nd" for ad hoc PRPAs

None Places limiting conditions on ad 
hoc PRPAs

COLA Repeals None None

Refunded Prior M embers Closes window for reinstating past 
service indebtedness.

None None

confidentia l Bill Comparison
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fSEf 141 Bill Version Comparison

Senate Bill 141 DC Plan
Changes contained in CS for 

Senate Bill 141(FIN)
Page, Line (or

Sec.)
DC RETIREMENT 
ACCOUNT
Benefit Formula 11.5% per year to DC account + 

investment earnings.
Increased employer contribution by 
1% for a total (employee + 
employer) contribution of 12.5%

P 16.L 8 and P 
82. L 6

Rollover Rollover accepted from qualified 
programs and you can roll over 
into a qualified program

CONTRIBUTION DETAILS

Employee Contribution 
Rates

DC Plan: 8% all members (PERS 
& TRS)
DB Plan: TRS 8.65% or 1/2 of the 
normal cost rate. PERS: 6.75% 
and 7.5% (Police/Fire) or 1/2 of the 
normal cost rate. Maximum 
increase of 5% per year.

DB Plan: Changed maximum 
increase to 50 basis points per
year (.5%).

P 7. L 30 and P 
69, L 13

Employer Contribution 
Rates

DB Plan: 50% of normal cost plus 
past service cost. May not be less 
than total normal cost after 
subtracting employee contribution. 
DC Plan: 8.25% total (3.5% to DC 
account, 3.75% to Medical, 1% to 
Health Reimbursement 
Arrangement)

DC Plan: Redistributed 8.25% 
employer contribution:

+ 4.25% to DC account 
+ 1.75% to Medical 
+ 2.00% to HRA 

8.25% Total

P 16. Ls 88.10 
and P 82,Ls 

68.8; P 58. L 10

VESTING DETAILS
Vesting mmediate for employee 

contributions. Fully vested in 
employer contributions after 5 
/ears (1st year 0%, 2nd yr 25%, 
3rd yr 50%, 4th yr 75%. 5th yr 
100%)

Senate Finance Committee April 8, 2005 1 of 4



s
SB 141 Bill Version Comparison

Senate Bill 141 DC Plan
Changes contained in CS for 

Senate Bill 141(FIN)
Page, Line (or

Sec.)
MEDICAL PROGRAM
Medical Benefits Must retire directly from system 

with minimum of 10 years of 
service for medical coverage and 
access to HRA.

Removed requirement to "retire 
from system" and added option to 
defer participate: to a date 
specified.

P 16, L 3 and P 
92, L 1

Access to medical coverage at age 
65 with 10 years of service, or at 
any age after (1) 25 years for 
peace officer/firefighter, or (2) 30 
years for all others.
Retiree and survivors pay full 
premium until Medicare eligible.
After Medicare age eligible, retiree 
shares cost based on years of 
service.

Health Reimbursement 
Arrangement (HRA)

Retiree reimbursed for qualified 
medical expenses from HRA.

Clarified HRA can be used even if 
not participating in State's medical 
insurance plan.

P 26, Ls 13-14

Employer contributes 1% of 
employer's average annual group 
compensation

Employer contributes 2% of annual 
average employer's group 
compensation

P58, L 10

Changed five-year return 
requirement from "same" employer 
to "a participating" employer.

P 58,L 19

RETIREMENT BOARDS
Board Structure Consolidates 3 existing boards 

(PERS. TRS, ASPIB) into 1 board 
Alaska Ratirement Management 
Board [ARMB]).

Added transition: ASPIB continues 
until 9/30/05; ARMB effective 
10/1/2005

P 106, Sec. 
134 and Sec. 

135

Board Members All trustees must have recognized 
competence in one or more fields 
Df investment management, 
finance, banking, economics, 
accounting, pension 
administration, or actuarial 
analysis. Includes non- 
aeneficiaries and representatives 
rom scho.. districts and

Added definition of "recognized 
competence" as a person with at 
east 10 years working or teaching 
n the specified fields.

P51, Ls 6-9
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SB 141 Bill Version Comparison

Senate Bill 141 DC Plan
Changes contained in CS for 

Senate Bill 141 (FIN)
Page, Line (or 

Sec.)
Board Duties ARMB assumes prior duties of 

ASPIB plus coordinates with 
retirement system administrator on 
annual actuarial valuations, sets 
employer contribution rates, and 
determines interest rates to be 
credited to members' individual 
accounts (DB plan and HRA).

Added a requirement for the Board 
to require a second actuarial 
opinion on the assumptions used 
in the valuation by the State's 
primary actuary.

P 107, Sec. 
138

Added direction to the new Board 
to prepare a report for the 2nd 
session of the 24th Alaska 
Legislature.

P 49, Ls 4-6

Office of Adminstrative 
Hearinqs (OAH)

Appeals of benefits decisions 
made by the retirement system 
administrator transferred to the 
OAH, an independent quasi­
judicial agency.

CHANGES TO EXISTING 
RETIREMENT PLANS
AK R esident COLA Repeals R einstated
Ad hoc PRPAs Defined "financial condition of the 

retirement fund" for ad hoc PRPAs 
as 110% ratio of assets to liabilities 
(see Editor's notes under AS 
4.25 143 & AS 39.35.475)

P 11 Sec. 17, 
P 11 Sec. 18. 
and P 77 Sec. 

113

Refunded Prior Members Closes window for reinstating past 
service indebtedness.

llriversity  of Alaska 
Optional Retirement 
Program

Changed AS 14.40.661-14 40.799 
giving the Board of Regents 
exibility to design both optional 

and mandatory retirement 
programs for future University 
employees. Specifies the 
University's retirement programs 
are not subject to collective 
bargaining. Also provides a one­
time option for current employees 
who chose to participate in PERS 
or TRS to transfer into the existing 
aptional retirement program.

P 38, Sec. 35 
thru P 42, Sec. 

51
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SB 141 Bill Version Comparison

Senate Bill 141 DC Plan
Changes contained in CS for 

Senate Bill 141 (FIN)
Page, L in* (or

Sk .)
OTHFRBMX
COMPONENTS
Transfer of Employee to 
DC Plan

Added option for the transfer of 
current non-vested (TRS Tier II 
and PERS Tier III) employees to 
the DC plan. Unlimited enrollment 
period. Employer must make new 
contribution (cannot take from DB 
trust) and has first option to allow a 
transfer.

P 30. L 2 and P 
36, L1

Participating Employers Added an option for political 
subdivisions and public 
organizations who do not 
currently participate in PERS and 
TRS to join the DC plan in the 
future.

P 98, Ls 9-22

Added specific employers alrea' y 
participating in PERS and TRS to 
allow their future employees h 
participate in the DC plan (d- nr ed 
benefit plans closed on Jul, i , 
2005).

P 32, L 20 thru 
P 33, L 28 and 
P 93, Ls 2-17

Membership Service Added language identical to 
current statutes that prevent 
members that participate in oth 
PERS and TRS from claimm j 
more than one year of service (ex., 
a full-time teacher in TRS that 
works part-time in a PERS position 
during summer).

P 32, L 10 and 
P 98. L 23
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♦ R equired C ontributions
• Employee: 8.0% of com peasation, deducted pre-tax by employer.

14.25.340(a) (pg 15), 39.35.730(a) (pg81).
• Employer: 4.5% of employee compensation.

14.25.350(a) (pg 16), 39.35.750(a) (pg 82)
• Total individual account contributions: 12.5%.

♦ O ptional C ontribu tions
• A member may elect to contribute additional earnings not to exceed the limits 

established by the Internal Revenue Code.
14.25.340(b) (pg 15), 39.35.730(b) (pg 81) 

♦ Rollovers 14.25.360 (pg 16), 39.35.760 (pg 82)
• Employees can take their individual account with them when they leave 

employment.
• Employees ca i "roll" in other qualified funds when they are hired.

♦ V esting 14.25.390 (pg 18), 39.35.790 (pg 8-1)
• All m embers of the EXT plan are immediately vested in their own contributions 

and related earnings.
• Members arc gradually vested in the em ployer contributions and related 

earnings on the following schedule:
=>25% after two years;
=> 50% after three vears;
-=>75% after four years;
=> 100% after five years.

♦ Investm ent of Accounts 14.25.400 (pg 18), 19.35.800 (pg 84)
The Alaska Retirement M anagement Board will provide a range of investment 
options.

• Participants direct the investm ent of their funds.

♦ D istribution  of Accounts
14.25. U0(pg 19) -  14.25.440 (pg 22), 39 35.810 (pg 85) -  39.35.840 (pg 87)

• Employee may elect a distribution of funds upon term ination of employment, 
after 60 days.

• Subject to IRC regulations.
• May receive funds prior to 60 days for financial hardship.

Pef-'ned C ontribution (P C ) Plan Elem ents

Senate Finance Committee
Updated: April 12,2005 1
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♦ Required Contribution by Employer 14 350(b) (pg  lb ), 39.35 .750(b) (p g  82)
•  1.75% o f e m p lo y e e  co m p en sa tio n .
•  C ontribution  is m a d e to g ro u p  health  an d  life in su ran ce trust fund  to be u sed  for  

em p lo y e r  sh are o f retiree's m on th ly  m edical p rem iu m s.

♦ Eligibility 14.25.470 (pg 26), 39.35.870 (pg 92)
•  A m em b er is e lig ib le  to  e lect m ed ica l b en efits if the m em ber:

=> is 65 years o f  a g e  and  has at least 10 years o f  service; or
has 25 y ea rs o f serv ice  a s  a p eace o fficer /fire fig h ter ; or 

=> has 30  years o f  serv ice  for all others.
•  A m em b er's su r v iv in g  sp o u se  is e lig ib le  for m edica l b en efits  if the m em b er w a s  

elig ib le  to  elect m edica l b en efits  at the tim e o f the m em b er's death .

♦ Benefits 14.25.480 (pg 26), 39.35.880 (pg 92)
•  M edical b en efits  in c lu d e access to  m ajor m edical in su ran ce and  the health  

reim bursem ent arrangem ent (H R A ).
•  Access m ea n s that an e lig ib le  person  m ay not be d en ied  insurance co v era g e  

ex cep t for fa ilure to  pay the required  prem ium .
• A n e lig ib le  p erson  m ay participate in the m ed ica l in surance, the H R A , or both.
•  An irrevocab le d ec is io n  to e lect m ajor m edical in surance m u st be m ad e by a g e  70 

*/2.

♦ Major Medical Insurance Sec. 14.25.480 (pg 2o), S t  39.35.880 (pg 92)
•  Insurance co v era g e  for an e lig ib le  m em b er in c lu d es the m em b er's sp o u se  and  the  

m em b er's d ep e n d en t ch ildren .
•  Insurance co v era g e  for a su r v iv in g  sp o u se  in c lu d es the m em b er's d ep en d en t  

ch ild ren  if they  are d ep en d en t on  the su r v iv in g  sp o u se .
•  R etirees w h o  m eet the required years of serv ice , but w h o  are less  than M edicare  

a g e  e lig ib le  (p resen tly  a g e  65), m u st pay the full p rem iu m  to rece ive coverage.
•  R etirees w h o  are M edicare a g e  e lig ib le  w ill pay o n ly  a portion  o f m on th ly  

m ed ica l p rem iu m s d e p e n d in g  on  y ea rs o f service:
+ 10-14 y ea rs =  30%
+ 15-19 years =  25%
+ 20-24 years = 20%
+ 25-29 years = 15%
+ 30+ years = 10 %

•  O n ly  o n e  p rem ium  per retiree and fam ily .
•  D ifferent p rem iu m s d e v e lo p e d  for s in g le  retirees and  retirees w ith  sp o u se  

a n d /o r  ch ildren .

M edical Program Elem ents

Senate finance Committee
Updated: April 12,2005 2
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♦ Health Reimbursement Arrangement (HRA) J9.3C.300 (pg 57)
• Employer Fund

=> The HRA Trust is an em ployer ow ned fund. 39.30.350 (pg 58)
=> Employee contributions are not permitted.
=> Employers may use surplus funds held in the trust to credit individual 

em ployee records with the annual contributions owed by the employer.

• Required Contributions 39.30.370 (pg 58)
=> Employer contributes an annual (and equal) dollar am ount per employee to 

the health insurance trust fund.
=> Amount is 2% of em ployer's annual average group compensation.
=> Contribution is recorded in both an individual em ployee account and an 

em ployer record.
=> Interest is posted to individual accounts annually, the rate determ ined by the 

ARMB.
=> Contributions and interest accumulate over w orking lifetime of employees.

• Termination of Employment 39.30.380 (pg 58)
Individual accounts of record are m aintained for five years if an employee 
term inates w ithout retiring.

=> Term inated em ployee accounts revert to the em ployer unless the individual 
returns to work within the five-year period.

=> A person who returns to work within the five-year period is attributed the 
account balance recorded in their name on the date of termination.

• Reimbursements
=> Who is eligible? 39 30.390 (pg 58)

+ Persons who meet the eligibility requirem ents for medical benefits.
+ Dependent children are eligible if tx>th retiree and spouse die.

=> Reimbursements made for qualified medical expenses under IRC 213(d), 
including medical prem ium  payments. 39.30.400 (pg 38)

=> Total reim bursem ents are limited to an individual's recorded account.
=> No set limits other than exhaustion of account balance.

Senate Finance Committee
Updated: April 12,2005 3
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O ther Plan Elements

♦ O ption  to Convert from DB to DC Pian 14.25.540 (pg 30), 39.35.940 (pg %)
• Unvested, active members of PERS and TRS are eligible to convert to DC plan.
• Employer m ust first make choice to offer this option to all their employees.
• Participation in DC plan Ls in lieu of the DB plan; all rights to DB plan are forfeit.
• A m em ber's individual account balance will be rolled into a new account under 

the DC plan.
« A m em ber's em ployer shall m ake a 100% m atching contribution with new funds 

(i.e., cannot transfer em ployer portion from the DB trust fund).
• A m em ber's years of service under the DB plan will be counted tow ard the years 

of service required for medical benefits eligibility.

♦ Participating Employers
• Mechanism is included for political subdivisions and public organizations that 

do not currently participate in PERS to join the DC plan in the future.
39.35.950-39.35.955 (pg 98)

• Includes specific em ployers already participating in PERS and TRS to allow their 
future employees to participate in the DC Plan (DB plan closes on July 1, 2005).

14.25.560*14.25.580 (pg 32-33), 39.35.965-39.35.970 (pg 99)
=> Legislators who have been teachers
=> National Education Association employees
=> Special Education Service Agency employees
=> Army and Air National G uard employees
=> North Pacific Fishery M anagem ent Council em ployees

C hanges to Existing Retirem ent System

♦ Employee and Employer C ontributions to the D efined Benefit Plans
Sec. 8 (pg 7), Sec. 88 (pg 68-69)

• The em ployee contribution rate is changed to the greater of:
=> the am ount set in statute prior to enactm ent of this bill; or
=> one-half of the normal cost rate as determ ined by the ARM Board.

• The em ployer contribution rate is changed so that it may not be less than the 
difference between the em ployee contribution and the normal cost rate that is set 
by the ARM Board. Set 10 (pg 8), Sec. 96 (pg 72)

♦ A2-hoc Post Retirem ent Pension A djustm ents Sec. 17-18 (pg 11), Sec. 113 (pg 77)
• Defines "financial condition of the retirem ent fund" for the ad-hoc post 

retirem ent pension adjustm ent as a 110% ratio of assets to liabilities (applicable 
only to Tier I retirees). (See editor's notes under AS 14.25.143 and AS 39.35.483)

Senate Finance Committee
Updated: April 12,2005 4
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♦ University Optional Retirement Program (ORP)
Sec. 35 (pg 38) through Sec. 51 (pg 42)

• Changed AS 14.40.661-14.40.799 giving the Board of Regents flexibility to design 
both optional and m andatory retirement program s for future University' 
employees.

• Specifies the University's retirement program s are not subject to collective 
bargaining.

• Provides one-time option for current employees who chose to participate in 
PERS and I RS to transfer into the existing ORP.

♦ Consolidation of Boards
• Eliminates:

==> Public Employees' Retirement System Board 
=> Teachers' Retirement System Board.
=s Alaska State Pension Investment Board.

• Creates new Alaska Retirement M anagement Board (ARM Board) Sec 59(pg46) 
=> 9 trustees appointed by the Governor

+ Commissioner of Administration 
+ Commissioner of Revenue
+ 3 Alaska residents who do not participate in the retirem ent systems 
+ 1 finance officer of a political subdivision 
+ 1 finance officer of a school district 
+ 1 PERS member (active or retired)
+ 1 TRS member (active or retired)

=> All trustees m ust have recognized competence (working or teaching) in one 
or more of the fields of investment management, finance, banking, economics, 
accounting, pension adm inistration, or actuarial analysis.

=> Terms
+ Staggered three years
+ Limited to three consecutive terms with a required one-year break.

♦ Powers and Duties of ARM Board Sec. ol (pg 47-50)
• Manage the assets and set the investment objectives of the defined benefit trust 

fund to meet pension liabilities.
• Annual actuarial valuation of system plans, coordinating with the retirement 

system adm inistrator.
• Analysis of actuarial assum ptions experience, including a second opinion:

=> 1 Iealtn costs assum ptions annually.
=> All other assum ptions not less than every four years

• Audit of actuary not less than every four years.

Senate Finance Committee
Updated: April 12,2005 5
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• Rate setting:
=> Employer contribution rates, including “normal cost" and "past service cost". 
=> Employee contribution rates if one-half of the "norm al cost" is higher than 

the current rates set in statute.
=s> Interest rates credited to individual employee accounts.
=> Interest rates credited to em ployee HRA account records.

• Provide a range of investm ent options for all employee-directed accounts.

♦ O ther D uties o f the form er PERS and TRS Boards Transferred
• To the Com m issioner of Administration:

=> A doption of regulations governing the retirement systems.
14.25.00! (pg 2), 14.25.005 (pg 4), 39.55.1K)! (pg f-.l), 59.35.005 (pg 65) 

Requests for a w aiver of any adjustm ent m ade to the retirem ent system 
accounts due to a change or error in contributions or benefit com putations. 

Sec. 21-23 (pg 12)
• To the Office of A dm inistrative Hearings:

=> Adjudication of appeals related to decisions of the retirem ent system 
adm inistrator. I4.25.(K)0 (pg 5), 59.35.006 (pg <>4), S x  129 (pg 105)

= >  A djudication o f  appeals related to the denial o f  a w aiver for repaym ent o f  
overpaym ents. Sec. 24-25 (pg 13)

♦ C onditional Service R etirem ent Benefits Sec l! l(p g 7 h )
*■ Changes the credited service requirem ent to 120 days for legislative employees 

under AS 39.35.385(f).

♦ Repeal
• Refunded prior members Set 131 (pg 105) < As 14.25 0b2 and AS 19.33 350 •

Repealed effective June 30, 2010.
=> The intent of the repeal is to relieve the "off books" liability of hundreds of 

millions of dollars represented by more than 77,0U) people w ho have 
refunded out of the State's retirem ent system but who could return to work 
and be restored to the tier status they held prior to term ination by repaying 
the am ount refunded plus interest.

=> In medical prem ium s alone, this am ount stands at greater than $107 million 
for one year in today 's dollars.

♦ Fiscal Note
• A ppropriates $69.5 million directly to the retirement trust funds on behalf of all 

PERS participating em ployers (includes small am ount of TRS). This am ount 
represents the 5% increase in PERS em ployer costs from FY2005 to FY2006.

• PERS and TRS for school districts ($38.1 million) is rolled into the BSA at $4,919.

Senate Finance Committee
Updated: April 12, 2005 6



Comparison o f  Other States Experience with Widespread Defined Contribution Plans

N eb rask a W est V irg in ia M ich igan
H ow  long w ith  a D C p la n ? 1961-2002 1991-2005 1997-current
W h a t em ployees have a D C p la n ? State and County 

(TRS is in DB plan)
Teachers and o ther school 
district em ployees hired 
between 1991 and 2005 (aprox. 
22,000 m em bers)

All public em ployees

E m ployee c o n tr ib u tio n  ra te 4.3% 4.5% IRS M axim um , 0%  m inim um

E m p lo y er c o n tr ib u tio n  ra te 6.75%  for I s' 20,000, then 
7_5%

7.5% 4%  required, up to 3% 
em ployer m atch

E m ployee in v estm en t o p tio n s 11 options M any different conservative 
options

14 very broad options

A u to m atica lly  vested in em ployee 
an d  em p lo y er c o n tr ib u tio n s?

Vested after 2 years Fully vested after 12 years 
(graduated scale)

Fully vested after 4 years, 25%  
increase per yeai

M edical NONE- under COBRA 
retirees receive an 
extension o f their active 
m edica' but have to pay the 
full pre Timm am ount till 
age 65 (M edicare eligible)

All public em ployees/retirees 
are covered by a separate 
health insurance (not a part of 
retirem ent system ). Retirees 
have access to the same 
coverage as active em ployees 
but receive a subsidy based on 
years o f service on a scale 
where after 25+ years of 
service retirees receive the full 
subsidy that is approxim ately 
2/3 o f  their prem ium .

Retirees at age 60 pay a 
percentage o f prem ium  based 
on years o f  service. They must 
work 10 years to be m edical 
eligible and their % subsidy 
increases by 3% for each 
additional year o f service until 
30 years or 90%  subsidy. They 
do not have to retire directly  
from the system .

Social S ecu rity  E m p lo y e r? Yes Yes Yes



Stale’s experience with I)B plans:

N e b ra sk a  allow ed em nloyces to  transfer from the DC plan to a cash balance benefit. A cash balance plan is sim ilar to a defined 
contribution account how ever it is considered a defined benefit plan. Each individual em ployee has an account com posed of a 
percent o f  salary over the years, how ever the state guarantees a m inim um  rate o f  return on investm ents. T heir pension is paid as an 
annuity, although in most cases retirees may chose to withdraw it as a lump sum . In the case o f Nebraska, they set the rate o f return 
floor at 5%. W hen given the option, only 30%  o f em ployees sw itched from a DC plan to a Cash Benefit plan.

W hy th e  sw itch ?  Nebraska found that because em ployees could not m anage their investm ents as efficiently as a large professionally  
m anaged fund, they did not draw  large enough returns to adequately  provide for retirem ent.

W est V irg in ia  will give em ployees the election this year to revert back to the DB plan teachers hired before 1991 currently  participate 
in.

W hy th e  sw itch?  When I asked their C hief Legal Council she responded because the legislature wanted to and that she had no idea 
why they do the things they do. A union position paper concludes that the legislature offered the transfer because the individual lacks 
investm ent know ledge and w asn’t getting  sufficient returns. Also, it states that the state did not sufficiently educate and assist retirees 
with their investm ents. Notew orthy: DB teachers contribute 1.5% more o f their salary to their retirement.

M ich igan . M ichigan has had a relatively  positive experience so far with their plan, although they note that they have not had anyone 
retire from the system  yet as it has only been in place for 8 years.

O th e r  s ta te ’ w ith  DC co m p o n en ts . Florida, M ontana, New Jersey, North Dakota, O hio, Louisiana and South C arolina give som e of 
their public em ployees/ teachers the freedom  to choose between DC and DB plans

In th e  p r iv a te  sec to r m ore than tw ice as many em ployees have DC plans than DB plans.
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Defined Contribution (DC) Plan Elements

♦ R equired C ontributions
• Employee: 8.0% of compensation, deducted pre-tax by employer.

14.25.340(a) (pg 15), 39.35.730(a) (pg 81).
• Employer: 4.5% of employee compensation.

14.25.350(a) (pg 16), 39.35.750(a) (pg 82)
• Total individual account contributions: 12.5%.

♦ O ptional C ontributions
• A member may elect to contribute additional earnings not to exceed the limits 

established by the Internal Revenue Code.
14.25.340(b) (pg 15), 39.35.730(b) (pg 81)

♦ Rollovers 14.25.360 (pg 16), 39.35.760 (pg 82)
• Employees can take their individual account with them when they leave 

em ployment.
• Employees can "roll" in other qualified funds when they are hired.

♦ V esting 14.25.390 (pg 18), 39.35.790 (pg 84)
• All m embers of the DC plan are im m ediately vested in their ow n contributions 

and related earnings.
• Members are gradually vested in the em ployer contributions and related 

earnings on the following schedule:
25% after two years;. •

=x> 50% after three years;- 
=> 75% after four years;1 
=> 100% after five years.J *

♦ Investm ent of Accounts 14.25.400 (pg 18), 39.35.800 (pg 84)
• The Alaska Retirement M anagement Board will provide a range of investment 

options.
• Participants direct the investm ent of their funds.

♦ D istribution  of Accounts
14.25.410(pg 19) -  14.25.440 (pg 22), 39.35.810 (pg 85) -  39.35.840 (pg 87)

• Employee may elect a distribution of funds upon term ination of employment, 
after 60 days.

• Subject to IRC regulations.
• May receive funds prior to 60 days for financial hardship

Senate Finance Committee
Updated: April 12.2005



♦ R e q u ire d  C o n tr ib u t io n  b y  E m p lo y e r  14.25.350(b) (p g  16), 39.35.750(b) (p g  82)
•  1.75%  o f e m p lo y e e  c o m p e n s a tio n .
•  C o n tr ib u tio n  is m a d e  to  g ro u p  h e a lth  a n d  life in s u ra n c e  t r u s f fu n d  to  be  u se d  fo r 

e m p lo y e r  s h a re  o f re t ire e 's  m o n th ly  m e d ic a l p re m iu m s .

♦ E l i g i b i l i t y  14.25.470 (p g  26), 39.35.870 (p g  92)
•  A m e m b e r  is e lig ib le  to  e le c t m ed ic a l b e n e f its  if th e  m em b er:

=> is 65 y e a rs  o f a g e  a n d  h a s  a t  le a s t  10 y e a rs  o f se rv ic e ; o r  
=> h as  25 y e a rs  o f  se rv ic e  as  a p e a c e  o f f ic e r /f i re f ig h te r ;  o r  
=> h a s  30 v e a rs  o f se rv ic e  fo r all o th e rs .

•  A m e m b e r 's  s u rv iv in g  s p o u s e  is e lig ib le  fo r m ed ic a l b e n e fits  if th e  m e m b e r  w a s  
e lig ib le  to  e le c t m e d ic a l b e n e fits  a t  th e  tim e  o f th e  m e m b e r 's  d e a th .

♦ B e n e f i ts  14.25.480 (p g  2b), 39.35.880 (p g  92)
•  M ed ica l b e n e f its  in c lu d e  a c c e s s  to  m a jo r  m ed ica l in s u ra n c e  a n d  th e  h e a lth  

re im b u rs e m e n t  a r r a n g e m e n t  (H R A ).
*> A c c e s s  m e a n s  th a t  a n  e lig ib le  p e rs o n  m a y  ni >t b e  d e n ie d  in s u ra n c e  c o v e ra g e  

e x c e p t fo r fa ilu re  to  p a y  th e  re q u ire d  p re m iu m .
•  A n  e lig ib le  p e rso n  m ay  p a r t ic ip a te  in  th e  m ed ic a l in su ra n c e , th e  H R A , ir  b o th .
• A n ir re v o c a b le  d e c is io n  to  e le c t  m a jo r  m e d ic a l in s u ra n c e  m u s t  b e  m a d e  bv  ag e  70

Vi.

♦ M a jo r  M e d ic a l In s u ra n c e  Sec. 14.25.480 (p g  26), Sec. 39.35.880 (p g  92)
•  In su ra n c e  c o \ e ra g e  fo r a n  e lig ib le  m e m b e r  in c lu d e s  th e  m e m b e r 's  s p o u s e  a n d  th e  

m e m b e r 's  d e j -en d en t c h ild re n .
•  In su ra n c e  c o  e ra g e  fo r a s u rv iv in g  s p o u s e  in c lu d e s  th e  m e m b e r 's  d e p e n d e n t  

c h ild re n  if th e y  a re  d e p e n d e n t  o n  th e  s u rv iv in g  sp o u se .
•  R e tire e s  w h o  m e e t th e  re q u ire d  y e a rs  o f  se rv ic e , b u t w h o  a r e  less  th a n  M e d ic a re  

a g e  e lig ib le  (p re se n tly  a g e  65), m u s t  p a y  th e  full p re m iu m  to  re c e iv e  co v e ra g e .
•  R e tire e s  w h o  a re  M e d ic a re  a g e  e lig ib le  w ill p ay  o n ly  a p o r t io n  o f t to n th ly  

m e d ic a l p re m iu m s  d e p e n d in g  o n  y e  ’ rs  o f  se rv ice :
+ 10-14 y e a rs  = 30%
+ 15-19 y e a rs  =  25 %
+ 20-24 y e a rs  = 20%
•t 25-29 y e a rs  = 15%
+ 3 0 + y e a rs  = 1 0 %

• O n ly  o n e  p re m iu m  p e r  re tire e  a n d  fam ily .
» D iffe re n t p re m iu m s  d e v e lo p e d  fo r  s in g le  re tire e s  a n d  re tire e s  w ith  s p o u s e  

a n d / o r  c h ild re n .

M edical Program Elem ents

Senate Finance Committee
Updated: April 12, 2005 2
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♦ H e a lth  R e im b u r s e m e n t  A r ra n g e m e n t  (H R A ) 39.30.300 (p g  57)
•  E m p lo y e r  F u n d

=c> T h e  H R A  T ru s t  is a n  e m p lo y e r  o w n e d  fu n d . 39.30.350 (p g  58)
E m p lo y e e  c o n tr ib u tio n s  a re  n o t  p e rm itte d .

=> E m p lo y e rs  m a y  u se  s u r p lu s  : n ds h e ld  in  th e  t r u s t  to  c re d it  in d iv id u a l 
e m p lo y e e  re c o rd s  w ith  th e  a n n u a l  c o n tr ib u tio n s  o w e d  by  th e  e m p lo y e r .

•  R e q u ire d  C o n tr ib u t io n s  39.30.370 (p g  58)
=> E m p lo y e r  c o n tr ib u te s  a n  a n n u a l  (a n d  e q u a l)  d o l la r  a m o u n t  p e r  e m p lo y e e  to  

th e  h e a lth  in su ra n c e  t r u s t  fu n d .
=> A m o u n t is 2% o f  e m p lo y e r 's  a n n u a l  a v e ra g e  g ro u p  c o m p e n s a tio n .
=> C o n tr ib u tio n  is re c o rd e d  in b o th  a n  in d iv id u a l  e m p lo y e e  a c c o u n t a i d  a n  

e m p lo y e r  rec o rd .
=> In te re s t is p o s te d  to  in d iv id u a l  a c c o u n ts  a n n u a lly , th e  ra te  d e te rm in e d  by  th e  

A RM B.
=> C o n tr ib u tio n s  a n d  in te re s t  a c c u m u la te  o v e r  w o rk in g  life tim e  o f e m p lo y e e s .

•  T e rm in a t io n  o f  E m p lo y m e n t 39.30.380 (p g  58)
=> In d iv id u a l a c c o u n ts  o f re c o rd  a re  m a in ta in e d  fo r  fiv e  y e a rs  if an  e m p lo y e e  

te rm in a te s  w ith o u t  re tir in g .
=> T e rm in a te d  e m p lo y e e  a c c o u n ts  r e v e r t  to  th e  e m p lo y e r  u n le s s  th e  in d iv id u a l  

r e tu rn s  to  w o rk  w ith in  th e  f iv e -y e a r  p e r io d .
=> A p e rso n  w h o  re tu rn s  to  w o rk  w ith in  th e  f iv e -y e a r  p e r io d  is a t t r ib u te d  th e  

a c c o u n t b a la n c e  re c o rd e d  in  th e ir  n a m e  o n  th e  d a te  o f te rm in a tio n .

•  R e im b u rs e m e n ts
W h o  is e lig ib le?  39.30.390 (p g  58)
+ P e rso n s  w h o  m e e t th e  e lig ib ility  r e q u ire m e n ts  fo r m e d ic a l b en efits .
+ D e p e n d e n t c h ild re n  a re  e lig ib le  if b o th  re tire e  a n d  s p o u s e  d ie.

=> R e im b u rs e m e n ts  m a d e  fo r  q u a lif ie d  m ed ic a l e x p e n s e s  u n d e r  IRC 213(d), 
in c lu d in g  m ed ica l p re m iu m  p a y m e n ts . 39.30.400 (p g  58)
T ota l re im b u rs e m e n ts  a r e  lim ite d  to  a n  in d iv id u a l 's  r e c o rd e d  ac co u n t.

=> N o  se t lim its  o th e r  th a n  e x h a u s t io n  o f a c c o u n t b a lan ce .

Senate Finance Committee
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Other Plan Elements

♦ O p t  ion to  ^ o n v e r t  f ro m  DB to  D C  P la n  14.25.540 (p g  30), 39.35.940 (p g  96)
•  U n v e s te d , a c tiv e  m e m b e rs  o* PERS a n d  TRS a rc  e lig ib le  to  c o n v e r t  to  D C  p la n .
•  E m p lo y e r  m u s t  f irs t m a k e  c h o ic e  to  o ffe r th is  o p tio n  to  all th e ir  e m p lo y e e s .
• P a r t ic ip a tio n  in D C  p la n  is in lieu  o f th e  DB p la n ; a ll r ig h ts  to  DB p la n  a re  fo rfe it.
• A m e m b e r 's  in d iv id u a l  a c c o u n t b a la n c e  w ill be  ro lle d  in to  a  n e w  a c c o u n t u n d e r  

th e  D C  p la n .
• A m e m b e r 's  e m p lo y e r  sh a ll m a k e  a 100% m a tc h in g  c o n tr ib u t io n  w ith  n e w  fu n d s  

(i.e., c a n n o t  t r a n s fe r  e m p lo y e r  p o r t io n  fro m  th e  DB tru s t  fu n d ) .
•  A m e m b e r 's  y e a rs  o f  s e rv ic e  u n d e r  th e  D 3  p la n  w ill be  c o u n te d  to w a rd  th e  y e a rs  

o f  s e rv ic e  re q u ire d  fo r  m e d ic a l b e n e fits  e ’ig ib ility .

♦ P a r t ic ip a t in g  E m p lo y e rs
•  M e c h a n ism  is  in c lu d e d  fo r p o litica l s u b d iv is io n s  a n d  p u b lic  o rg a n iz a tio n s  th a t  

d o  n o t c u r r e n t ly  p a r t ic ip a te  in PERS to  jo in  th e  D C  p la n  in th e  fu tu re .
39.35.950-39.35.955 (p g  98)

• in c lu d e s  sp ec ific  e m p lo y e r s  a lre a d y  p a r t ic ip a tin g  in PER S a n d  TR S to  a llo w  th e ir  
fu tu re  e m p lo y e e s  to  p a r t ic ip a te  in th e  D C  P lan  (DB p la n  c lo se s  o n  Ju ly  1, 2005).

14.25.560-14.25.580 (p g  32-33), 39.35.965-39.35.970 (p g  99)
=> L e g is la to rs  w h o  h a v e  b e e n  te a c h e rs

N a tio n a l E d u c a tio n  A sso c ia tio n  e m p lo y e e s
S p ec ia l E d u c a tio n  S e rv ic e  A g en cy  e m p lo y e e s  

=> A rm y  a n d  A ir N a tio n a l G u a rd  e m p lo y e e s  
=> N o r th  Pacific  F ish e ry  M a n a g e m e n t C o u n c il e m p lo y e e s

C h a n g e s  to  E x is t in g  R e ti r e m e n t  S y s te m

♦ E m p lo y e e  a n d  E m p lo y e r  C o n tr ib u t io n s  to  th e  D e f in e d  B e n e f it  P la n s
Sec. 8 (p g  7), Sec. 88 (p g  68-69)

•  I h e  e m p lo y e e  c o n tr ib u t io n  ra te  is c h a n g e d  to  th e  g r e a te r  of;
th e  a m o u n t  s e t  in  s ta tu te  p r io r  to  e n a c tm e n t of th is  b ill; o r  

=> o n e -h a lf  o f  th e  r  irm a l c o s t ra te  a* d e te rm in e d  b y  th e  A R M  B oard .
• T h e  e m p lo y e r  c o n tr ib u t io n  r a te  is c h a n g e d  so  th a t  it m a y  n o t  b e  less th a n  th e  

d if fe re n c e  b e tw e e n  th e  e m p lo y e e  c o n tr ib u tio n  a n d  th e  n o rm a l co st ra te  th a t  is set 
b \ th e  A R M  B oard . Sec. 10 (p g  o), Sec. 96 (p g  72)

♦ A d -h o c  P o s t R e ti r e m e n t  P e n s io n  A d ju s tm e n ts  Sec. 17-18 (p g  11), Sec. 113 (p g  77)
•  D e fin es  " f in a n c ia l  c o n d i t io n  o f th e  r e t ire m e n t fu n d "  fo r th e  ad -h ex ' p o s t 

re t i r e m e n t  p e n s io n  a d ju s tm e n t  a s  a 110% ra t io  o f  a s s e ts  to  lia b ilitie s  (a p p lic a b le  
o n ly  to  T ie r  1 re tire e s ) . (See e d i to r 's  n o te s  u n d e r  AS 14.25.143 a n d  AS 39.35 483)

Senate Finance Committee
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♦ University Optional Retirement Program (ORP)
Sec. 35 (p g  38) th ro u g h  Sec. 51 (p g  42)

•  C h a n g e d  AS 14.40.661-14.40.799 g w in g  th e  B o ard  o f R e g e n ts  flex ib ility  to  d e s ig n  
b o th  o p tio n a l a n d  m a n d a to ry  re t ire m e n t p ro g ra m s  fo r fu tu re  U n iv e rs ity  
e m p lo y e e s .

• S p ec ifie s  th e  U n iv e rs ity 's  re tire m e n t p ro g ra m s  a re  n o t  su b je c t to  co llec tiv e  
b a rg a in in g .

•  P ro v id e s  o n e - tim e  o p tio n  fo r  c u r re n t  e m p lo y e e s  w h o  c h o se  to  p a r t ic ip a te  in 
PERS a n d  TRS to  tra n s fe r  in to  th e  e x is tin g  O R P.

<

♦ C o n s o lid a t io n  o f  B o a rd s
•  E lim in a tes :

=> P u b lic  E m p lo y e e s ' R e tire m e n t S y s te m  B o a id  
==► T e a c h e rs ' R e tire m e n t S y s tem  B oard .
=> A la sk a  S ta te  P e n s io n  In v e s tm e n t B oard .

• C re a te s  n e w  A laska R e tire m e n t M a n a g e m e n t B o ard  ( \R M  B o ard ) Sec. 59 (p g  46)
9 tru s te e s  a p p o in te d  by  th e  G o v e rn o r  
+ C o m m is s io n e r  o f A d m in is tra tio n  
+ C o m m is s io n e r  o f R e v e n u e  —
+ 3 A lask a  re s id e n ts  w h o  d o  n o t p a r t ic ip a te  in  th e  re t i r e m e n t  sy s te m s  

>  1 f in a n c e  o ffice r o f  a p o litica l su b d iv is io n  ^ — *
A  1 f in an ce  o ffice r o f a sch o o l d is tr ic t  *

1 PERS m e m b e r  (ac tiv e  o r  re tire d )  ' ^
+ 1 I RS m e m b e r  (ac tiv e  o r  re tire d )  __

d l tru s te e s  m u s t  h a v e  re c o g n iz e d  c o m p e te n c e  (w o rk in g  o r tea c h in g )  in o n e  
o r  m o re  of th e  fie ld s  o f  in v e s tm e n t m a n a g e m e n t, f in an ce , b a n k in g , ec o n o m ic s , 
a c c o u n tin g , p e n s io n  a d m in is tra tio n , o r  a c tu a r ia l  a n a ly s is .

=> T e rm s
+ S ta g g e re d  th re e  y e a rs
+ L im ite d  to  th re e  c o n se c u tiv e  te rm s  w ith  a re q u ire d  o n e -y e a r  b reak .

♦ P o w e rs  a n d  D u tie s  o f ARM B o ard  Sec. 61 (p g  47-50)
• M a n a g e  th e  a s se ts  a n d  se t th e  in v e s tm e n t o b je c tiv e s  o f th e  d e f in e d  b en efit tru s t  

fu n d  to  m e e t  p e n s io n  liab ilities .
•  A n n u a l a c tu a r ia l  v a lu a tio n  o f sy s te m  p la n s , c o o rd in a t in g  w ith  th e  re tire m e n t 

sy s te m  a d m in is tra to r .
•  A n a ly s is  o f a c tu a r ia l a s su m p tii  »ns e x p e rie n c e , in c lu d in g  a se c o n d  o p in io n :

=> H e a lth  co s ts  a s s u m p tio n s  a n n u a lly .
ix> All o th e r  a s s u m p tio n s  n o t  less  Mian e v e ry  fo u r  y e a rs .

•  A u d it o f  a c tu a ry  n o t less th a n  e v e ry  fo u r  y ears .

Senate Finance Committee
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•  R a te  s e t t in g :
=> E m p lo y e r  c o n t r ib u t io n  ra tes , in c lu d in g  " n o r m a l  co s t"  a n d  " p a s t  s e rv ic e  cost" .  
=> E m p lo y e e  c o n t r ib u t io n  ra te s  if o n e -h a l f  o f  th e  " n o r m a l  co s t"  is h ig h e r  th a n  

th e  c u r r e n t  ra te s  s e t  n s ta tu te  
=> In te re s t  r a te s  c re d i t  ad to  in d iv id u a l  e m p lo y e e  a c c o u n t ..

In te re s t  r a te s  e re  li e d  to e m p lo y e e  H R A  a c c o u n t  r e c o r d 0
• P ro v id e  a r a n g e  o f  in ' e s tm e n t  o p t io n s  fo r  a ll e m p lo y e e -d i r e c te d  a c c o u n ts .

♦ Other Duties of the former PERS and TRS Boards Transferred
•  T o  th e  C o m m is s io n e r  o f  A d m in is t ra t io n :

=> A d o p t io n  o f  r e g u la t io n s  g o v e rn in g  th e  r e t i r e m e n t  s y s te m s .
14.25.003 [  g  2), 14.25.005 (p g  4), 3 >.35.003 (p g  61), 39.35.005 (p g  63) 

R e q u e s ts  fo r a w a iv e r  o f  a n y  a d ju s tn  m a d e  to  th e  r e t i r e m e n t  s y s te m  
a c c o u n ts  d u e  to  a c h a n g e  o r  e r ro r  in c o n t r ib u t io n s  o r  b en e f i t  c o m p u ta t io n s .  

Sec. 21-2.' (p g  12)
• T o  th e  O ff ice  o f A o m in i s t r a t iv e  H e a r in g s :

=> A d ju d ic a t io n  oi a p p e a l s  re la te d  to  d e c is io n s  of the  r e t i r e m e n t  s y s te m
a d m in i s t r a to r .  14.25.006 (p g  5), 39.35.006 (p g  64), Sec. 129 (p g  105)

= >  Adjudication o f  appeals relatec lo the denial o f  a  w aiver for repayment o f  
overpayments, x c .  24-25 (p g  13)

♦ C onditional Service R e t i r e m e n t  Benefits Sec. 111 (p g  76)
• C h a n g e s  th e  c r e d i t e d  s e rv ic e  r e q u i r e m e n t  to  120 d a y s  fo r  le g is la t iv e  e m p lo y e e s  

u n d e r  AS 39.35.385(1).

» Repeal
<' R e fu n d e d  p r i o r  m e m b e r s  Sec. 131 (p g  105) < A S  14.25.062 a n d  AS 39.35.350>

=> R e p e a le d  e ffec t iv e  J u n e  30, 2010.
=> T h e  in te n t  o f  th e  r e p e a l  is to  re l ie v e  the  " o f f  b o o k s "  l iab ili ty  o f  h u n d r e d s  o f 

m il l io n s  o f  d o l la r s  r e p r e s e n te d  by  m o r e  th a n  77,000 p e o p le  w h o  h a v e  
r e f u n d e d  o u t  o f  th e  S ta te 's  r e t i r e m e n t  s y s te m  bu* w h o  c o u ld  r e tu r n  to  w o rk  
a n d  b e  r e s to r e d  to  th e  tier s t a tu s  th ey  h e ld  p r io r  to  te rm in a t io n  bv  re p a y in g  
th e  a m o u n t  r e f u n d e d  p lu s  in te res t.
In m e d ic a l  p r e m iu m s  a lo n e ,  th is  a m o u n t  s t a n d s  a t  g r e a t e r  th a n  $107 m il l io n  
fo r  o n e  y e a r  in t o d a y ' s  do lla rs .

♦ Fiscal Note
•  A p p r o p r i a t e s  $69.5 m il l io n  d irec t ly  t c  the  r e t i r e m e n t  t r u s t  f u n d s  o n  b eh a lf  o f  ull 

PERS p a r t i c ip a t in g  e m p lo y e r s  ( in c lu d e s  s m a l l  a m o u n t  o f  TRS). I n is  a m o u n t  
r e p re s e n t s  th e  5% in c re a s e  in PERS e m p lo y e r  c o s ts  f ro m  FY2005 to  FY2006.

•  PERS a n d  T R S  fo r s c h o o l  d is t r ic ts  ($38.1 m il l io n )  is  ro l le d  in to  th e  3SA  at $4,919.

Senate Finance Committee
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Comparison of the States Normal Retirement by Age/Service
A = Any  Rule: Age+Service = Number

State Teachers Other*
Georgia 60/10 A/30 65/10 A/30
Indiana 65/10 60/15 55/30 65/10 60/15 Rule 85
M assachusetts 65/10 A/20 65/10 A/20
Colorado 65/5 50/30 Rule 80
Idaho 65/5 60/5
Missouri 60/5 A/30 Rule 80 65/5 60/15 Rule 80
Nebraska 65/5 A/35 Rule 85 65/5
Nevada 65/5 60/10 A/30
New Mexico 65/5 60/15 A/25 65/5 60/20 A/25
North Carolina 65/5 60/25 A/30
South Carolina 65/5 A/28
Virginia 65/5 50/30
Washington 65/A 65/5
Utah 65/4 A/30
North Dakota 65/A Rule 85 65/3 Rule 85
South Dakota 65/3 Rule 85
Maiylar.d 65/2 62/5 A/30 65.2 62/5 A/30
Minnesota 65/3 62/30 65/1
Arizona 65/A 62/10 Rule 80
Iowa 65/A 62/20 Rule 88
Kansas 65/A 62/10 Rule 85
Kentuc/.y 55/5 60/2/ 65/A A/27
Montana 60/5 A/25 65/A 60/5 A/30
Vermont 62/A A/30 65/A A/30
Wisconsin 6 ./A
Hawaii 62/10 55/30
Maine 62/10 62/5 60/5
Oklahoma 62/5 Rule 90 62/8 Rule 90
Florida 62/6 A/30
Delaware 62/5 60/15 A/30
New York 62/5 55/30 62/5 55/30
Alabama 60/10 A/25 60/10 A/25
Louisiana 65/20 55/25 A/30 60/10 55/25 A/30
Michigan 60/10 55/30
New Jersey 60/10 A/25 60/10
Rhode Island 60/10 A/28
Illinois 62/5 60/10 55/35 60/8 Rule 85
Alaska 60/8 A/20 60/5 A/30
California 55/5 50/30 60/5 50/5 55/5
Ohio 60/5 55/25 A/30 60/5 55/25 A/30
Oiegon 60/5
Tennessee 60/5 A/30
T exas 65/5 Rule 80 60/5 Rule 80
W est Virginia 60/5 55/30 A/35 60/5 Rule 80
Mississippi 60/4 A/25
Wyoming 60/4 Rule 85
Pennsylvania 62/1 60/30 A/35 60/3 A/35
New Hampshire 60/A
Connecticut 60.20 A/35 55/10 A/25
Arkansas 60/5 | A/28

* Other may include teachers and public safety personnel in some states

NASRA Puolic Fund Survey Data 
Compiled by Senate Finance Committee March 31, 2005



Comparison of the States Normal Retirement by Age/Service
A = Any________________________ Rulo: Age+Service = Number

State Teachers Other*
Georgia I 60/10 A/30 65/10 A/30
Indiana I 65/10 60/15 55/30 65/10 60/15 Rule 85
M assachusetts [ 65/10 A/20 65/10 A/20
Colorado 65/5 50/30 Rule 80
Idaho 65/5 60/5
Missoun j 60/5 A/30 Rule 80 65/5 30/15 Rule 80
Ncbrashr- ■ 65/5 A/35 Rule 85 65/5
Nevada 65/5 60/10 A/30
New Mexico i 65/5 60/15 A/25 65/5 60/20 A/25
North Carolina 65/5 60/25 A/30
South Carolina 65/5 A/28
Virginia 65/5 50/30
Washington ! 65/A 65/5
Utah 65/4 A/30
North Dakota ; 65/A Rule 85 65/3 Rule 85
South Dakota 65/3 Rule 85
Maryland I 65/2 62/5 A/30 65/2 62/5 A/30
Minnesota , 65/3 62/30 65/1
Arizona 65/A 62/10 Rule 80
Iowa 65/A 62/20 Rule 88
Kansas 65/A 62/10 Rule 85
Kentucky 55/5 601?7 65/A A/27
Montana 60/5 A/25 65/A 60/5 A/30
Vermont 62/A A/30 65/A A/30
Wisconsin 65/A
Hawaii 62/10 55/30
Maine 62/10 62/5 60/5
Oklahoma 62/5 Rule 90 62/8 Rule 90
Florida 62/6 A/30
Delaware 62/5 60/15 A/30
New York 62/5 55/30 62/5 55/30
Alabama I 30/10 A/25 60/10 A/25
Louisiana J 65/20 55/25 A/30 60/10 5525 A/30

*/Michigan ! 60/10 55/30
New Jersey | 60/10 A/25 60/10
Rhode Island I 60/10 A/28
Illinois j 62/5 60/10 55/35 60/8 Rule 85
Alaska ( 60/8 A/20 60/5 A/30
California j 55/5 50/30 60/5 50/5 55/5
Ohio j 60/5 5C-',5 A/30 60/5 55/25 A/30
Oregon | 60/5
Tennessee I 60/5 A/30
Texas 65/5 Rule 80 60/5 Rule 80

t W est Virginia ! 60/5 55/30 A/35 60/5 Rule 80
Mississippi J 60/4 '725
Wyoming [ 60/4 Rule 85
Pennsylvania I 62/1 60/30 A/35 60/3 A/35
New Hampshire J 60/A
Connecticut 60/20 A/35 55/10 A/25
Arkansas i 60/5 A/28

* Other may include teachers and public safety personnel in some states

NASRA Public Fund Survey Data 
Compiled by Senate Finance Committee March 31, 2005



A

-Insurance coverage for ”n eligible m em ber includes the m em ber’s spouse and 
dependents, how ever a. dependents had to be dependents while the m em ber was an 
active em ployee. Each m em ber will have to pay a separate prem ium  with subsidy based 
on m em ber’s years o f  service.
-Retirees who have 30 years of service and leave the system before normal retirement age 
(60 months pre-Medicare eligible) have access to the system but are required to pay 
100% of the premium.
-Retirees becom e eligible for a subsidy based on years o f  service when they reach 60 
m onths pre-Medicare (currently 60)

Reuree is eligible for subsidy with 1( years of service. Subsidy is based on years 
oi service, 3% for each year up to 30 years (90% subsidy).

Employee p e rce n ag e  o f  premium:

• 10 years = 70% -17 years = 49% -24 years = 28%
• 11 years = 67% -18 years = 46% -25 years = 25%
-12 years = 64% -19 years = 43% -26 years = 22%
-13 years = 61% -20 years = 40% -27 years =19%
-14 years = 58% -21 years = 37% -28 years = 16%
-15 years = 55% -22 years = 34% -29 years = 13%
-16 years = 52% -23 years = 31% -30 years =10%

-M em ber must retire directly from the system to be eligible for major medical (10 years 
o f  service at 60 months pre-Medicare or 30 years of service, any age)
-Once m em ber becomes Medicare eligible, the structure and eligibility for a subsidy will 
remain the same, how ever the premium amount will decrease significantly.

-HRA 2 %  contribution from employer
-M ajor medical 3.75% TRS, 3.5% PERS contribution from em ployer

Major Medical in HB 238

F a v o r s  l o n g - t e r m  e m p l o y e e s

E n c o u r a g e s  e m p l o y m e n t  t o  6 0  m o n t h s  p r e - M e d i c a r e  o r  l o n g e r



B
Major Medical in SB 141 (After Medicare eligible age only)

Insurance coverage for an eligible m em ber includes ihc m em ber 's  spouse and the 
m em ber’s dependent children.
-Insurance coverage for a surviving spouse includes the m em ber’s dependent children if 
they are dependent on the surviving spouse.
-Retirees who meet the required years o f  service, but who are younger than M edicare age 
eligible (presently age 65). must pay the mil premium to receive coverage.
-Do not have to retire directly from the system, may opt to defer participation to a 
specified date.
-Retirees who are Medicare age eligible will pay only a portion o f  monthly medical 
premiums depending on years of service.

Employee percentage o f premium:

-10-14 years = 30%
-15-19 years = 25%
-20-24 years = 20%
-25-29 years = 15%
-30+ years = 10%

-Only one premium per retiree and family
-Different prem ium s developed for single retirees and retirees with spouse and/ or 
children.

-HRA 2% contribution from em ployer
-Major medical 1.75% contribution from employee
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CS SB 141 (FIN)

T h e  S e n a te  p a s s e d  SB  141, the R e tirem en t Secu ri ty  A ct. on  A pril  11, 2 0 0 5  Pen d ing  
referra l o f  th is  bill to the  H o u se  S ta te  A ffa irs  C o m m ittee .  I re sp e c tfu l ly  req u es t  a hearin g  
at y ou r  ea r lies t  co n v e n ie n c e .

I k n o w  the m e m b e rs  o f  y ou r  co m m it te e  a re  q u ite  fam ilia r  w ith  the p ro b le m s  e m b e d d e d  in 
o u r  cu rren t  p u b lic  em p lo y e e  re t irem en t system  and  that y o u ’ve  been  w o rk in g  to w ard s  
c ra f t in g  a c o m p re h e n s iv e  so lu tion . T h e  Sena te  F in an ce  C o m m it te e  has a lso  sper.t a 
co n s id e rab le  a m o u n t  o f  t im e s tu d y in g  th is issue and  hav e  p re p a re d  w h a t  w e  feel is the 
first s tep  to w a rd s  a lo ng -te rm  so lu tion .

SB  141 is a c o m p re h e n s iv e  re fo rm  o f  A la s k a ’s pub lic  re t irem en t sy s tem . It e s tab lish e s  a 
d e f in e d  co n tr ib u t io n  re t irem en t p lan, re tiree  m ed ica l benefit  an d  hea lth  re im b u rse m e n t  
a r ra n g e m e n t  fo r  n ew  e m p lo y ee s .  In add ition , it im p lem en ts  a n u m b e r  o f  s ig n if ican t  
m a n a g e m e n t  c h a n g e s  to the  ex is t in g  P E R S  & T R S  system . T h e se  c h a n g e s  are d es ig n e d  to 
s t ren g th en  m a n a g e m e n t  an d  f iduc ia ry  o v e rs ig h t  o f  the p lan , im p ro v e  o u r  ab il i ty  to p red ic t  
an d  c o n tro l  costs , p ro v id e  n e a r  te rm  f inancial re l ie f  lo em p lo y e rs  an d  p av e  the w a y  for 
d e v e lo p in g  a lo n g - te rm  financia l  so lu tio n  to o u r  $5.7  b illion fu n d in g  sho rtfa ll .

i u rn  p ro v id in g  a s ig n if ican t  a m o u n t  o f  b ack -u p  m ateri;d  w ith  this req u es t .  S h o u ld  you 
req u ire  any  ad d itio n a l  in fo rm atio n , p lease  d o n ' t  h c s i 'a te  to let m e k n o w .

T h a n k  you for y o u r  p ro m p t  c o n s id e ra t io n  o f  this request.



Alaska State Legislature
Senate Majority Web: w w w .akrepublicans.org

Sponsor: FINANCE
C u rren t V onion: CSSB 141 (FIN)
Contact: Miles Baker. 465-3871

Fact Sheet for: Senate Bill 141
Short Title: PUBLIC EMPLOYFE/TEACHER RETIREMENT
Summary:

• Establishes a Defined Contribution (PC ) Plan, Retiree Medical Benefit and Health 
Reimbursement Arrangement for new employees.

• Increases payroll contributions for existing employees by 0.5 percent annually until 
employers and employees share normal costs 50/50.

• Streamlines retirement system management by replacing the PERS. TRS and 
ASPIB boards with a newly created 9-member Alaska Retirement Management 
Board (ARMB) consisting of the commissioners o f  administration and revenue, 7 
governor-appointed trustees with credentials or recognized competence in finance 
or accounting (3 non-beneficiary public members, a finance officer o f  PERS and 
one o f  TRS. one PERS member, one TRS member.)

• Strengthens the A R M B 's fiduciary role to balance system assets and liabilities: 
provides more employer representation; and makes the ARMB responsible for 
setting employer contribution rates and adopting actuarial assumptions.

■ Transfers the quasi-judicial responsibility for hearing appeals and waivers to the 
Office o f  Administrative Hearings.

Benefits:
■ Strengthens management and fiduciary oversight o f  me state's retirement systems.
■ Constrains growth o f  the unfunded liability.
• Establishes a portable defined contribution plan for new employees that, over lime, 

reduces the state 's dependence on riskier and less predictable defined benefit plans.
Background:

■ Alaska’s public retirement system assets have not kept up with obligations because 
o f  factors including rising health care costs, shifting demographic trends, market 
performance, and underestimation of system liabilities. The result is $5.7 billion in 
underfunding. East year, the Administration formed a work group to come up with 
solutions. This fall, after much research and analysis, the work group presented two 
alternatives to the PERS and I RS boards. The boards declined to forward a 
solution to the Legislature. Based on the recommendations o f 'h a t  work group, the 
Senate finance Committee conducted its own analysis and is introducing the 
Retirement Security Act, Unlike a defined benefit plan in which employees are 
guaranteed a pension benefit regardless o f  cost, a DC plan provides employees with 
a retirement amount based on actual account contributions and investment earnings.

Fact Sheet Revision Date Wednesday. April 06. 2005 04 04 PM

http://www.akrepublicans.org


Alaska State Senate
Senate Finance Committee

M ail S top  3100 
S ta te  C apitol 

J u n e a u , A laska  99801-1182

SENATE BILL 141 
SPONSOR STATEMENT

For almost two years, the legislature has heard of the looming crisis in the State's retirement 
systems. The systems are underfunded oy $5 billion. Employer contribution rates have been 
raised by five percent per year for the past two years, and greater increases are required unless 
something is done soon. In the first sixty days of this legislative session, members of the Senate 
have worked diligently to understand and evaluate the problems in the retirement system in 
order to propose a solution to those problems. Senate Bill 141 offers a two-prong approach: (1) 
create a defined contribution retirement plan for the long-term solution to employer cost 
management; and (2) implement management changes to the existing system so we can begin to 
address the $5 billion deficit situation there.

In 2003, the Governor appointed a subcommittee of (he PERS and TRS Boards, that was charged 
with researching and evaluating the concept of a new retirement tier. This subcommittee 
worked throughout 2004, performing research and analyses of information gathered from 
employers statewide and studying nationwide trends in both the public and private sectors. In 
November ot 2004, the subcommittee presented two tier alternatives to the PERS and TRS 
Boards suggesting that a recommendation be forwarded to the Governor and the Legislature.

Unfortunately, the Boards opted not to forward a recommendation. Howevei, the work done 
by the subcommittee did not go in vain The Senate leadership used the subcommittee's work, 
as well as its own research and analysis, to draft this legislation. SB 141 offers a holistic solution 
to our problem and allows Alaska to join other states in retirement system reform.

The true long-term solution, 30 to 50 years from now, will be accomplished by the change in the 
retirement plan for future government employees from the traditional pension plan to a defined 
contribution (DC) plan, commonly known in the private sector as a 401 (k). ^uch a plan has 
three clear advantages: (1) cost predictability; (2) portability betw'een employers; and (3) clarity. 
H undreds of thousands of private sector employers and other state retirement systems offer 
their employees this type of plan. SB 141 combines the DC plan features with the tradition of 
offering insurability for all retirees and an IRS allowable vehicle for tax free savings accounts 
used to pay for out-of-pocket medical expenses during retirement years. As Alaska's older tier 
employees retire out of the defined benefits system, and the new DC plan employees are 
brought in to replace them, the existing structure will become more stable.

Official B usiness



Senate Bill 141 
Sponsor Statement 
Page Two

In the short-term, SB 141 implements the management changes needed to effectively address 
the $5 billion deficit. It creates a single board to replace the separate public employees' and 
teachers' retirement system boards and the pension investment board. The new board is the 
Alaska Retirement M anagement (ARM) Board. The Arm Board will be more experienced with 
financial and pension matters than the current boards leauire  and will be charged with greater 
em phasis on its fiduciary role to balance the retirement system assets to system liabilities.

SB 141 seems voluminous. The concepts, however, are simple and few. Please take the time to 
read the "Senate Finance Committee White Paper: SB 141". This document is a succinct 
compilati m of much ot *he research undertaken to date. It describes more fully the features 
contained in SB 141 and provides the understanding of the framework for the discussions to 
come.

The Senate Finance Committee is committed to addressing this problem this legislative session.



SB 141 -  Retirement Security Acl

PERS Payroll Contribution Trend & Forecast

Discussion: Contribution 
Rate OiExisting Employees

I Errployer Past Service Cost 
I Errployer Normal Cost 
l Employee Contrtoution 
• Total PERS Payroll Contribution

1985 1987>J 1989 1991 1993 1995 1997 1 -'2003 2005 2007 2009 2011 2013 2015 2017 2019 2021 2023 2025 2027 2029 2031

By: rbc  Senate Finance Committee
Date: M arch 29lh. 2005

Updated as o f  M arch 30. 2005
Page: 17



30 0%

25 0%

20 0%

15 0%

10 0%

5 0%

I t  SB 141 -  Retirement Security Act Discussion: Contribution
Rate of Existing Employees

PERS Forecast with SB 141 Language
Employer Rast Service Cost 
F notoyer Normal Cost 
Employee Contribution

FERS Payroll Contribution

0 0% 'U
1903 1985 1987 1989 1991 1993 1995 1997 1 ^ 9  2M)lW 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021 2023 2025 2027 2029 2031

-5 0%

By: The Senate Finance Committee 
Date: March 29th. 2005

Updated as o f  M arch 30. 2005
Page: 18





CONFIDENTIAL

Presentation Outline
• Introduction
■ Side-by-side comparison of proposed retirement 

bills
■ Board Restructuring
■ Funding Mechanism
■ Employee Contributions

Page: 2
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CONFU)KNTI,\L Side -By-Side
SENATE HOUSE

SB 14? (Finance Committee) Houee Bill 191,1 /7 . 17C(,(elly) Houoo State Affair#(Seaton)
PET1HSJIHNT BOARDS1]
Board Structure Consdioates ? existing boards (PERS, TRS, 

ASPIB) into 1 board (Alaska Retirement 
Management Board)

None None

Board Members All trustees must have reccgnized 
competence in cno or more fields of 
investment management, finance, barking, 
economics, accounting, pension 
administration, or actuarial analysis. Includes 
non-beneficiaries and represertauves from 
school districts and municipalities.

Changes the qualification 
requirements for existing board 
members to include non­
beneficiaries

None

FINANCIAL ELEMENT
State Financial Aid to 
System

69.5M from state to cover the 5% increase in 
employer cos»s for FYC6 (an additional $38M 
for school district PERS/TRS costs is 
incorporated in the BS^)

None Establishes a new Past Service 
Offset Account: ? 681 billion dollar 
deposit reuuirec.

I
For Fxistir.g Tiers 
FERS- Tier 1/2/3 
TRS-Tier 1/2

Both Pert & TRS: 1/2 of the total normal 
cost rate; can only increase 0.50% increase 
a year; no total cap. <current SB 141 
language se ts  annual increase limit at 5%, 
planned CS wll change it to 0.50%>

Soth PERS & TRS: employee 
contributes the % of compensation 
necessary to fund 1/2 of the total 
system costs (normal ana past 
servce costs); annual increase may 
not exoeeo 5.0%

PERS: 1/2 the amount needed to 
fund the actuari'ly computed total 
sys>em costs (normal and past 
service); maximum increase of 5% 
per year; total cap of 13%.TRS: 
same as PERS but total cap of 14%.

For New Tier-DC Plan 

. . . ......1
PERS & TRS* 8% all members PERS: 8.5% Policc/Fire, 8% al! 

others
TRS: 10% all members

PERS: 10% all members 
TRS: 11% all n,embers

Page: 4



CONFIDENTIAL Board Changes

Boord

M'&sion

State
Department

Board
Members

Ai&ska S tate Pension 
Investm ent Board 
(ASPIB)

• "I

Provide piudent arid 
productive managemeni 
and investment of state 
pension funds

Teachers ’ P -tiam n n t Public Erw?ioy«*e*'

Prescribe policies and 
regulations necessary to 
administer the TRS 
systGrn

Prescribe policies and 
regulations necessary 
to administer the PERS 
system

Alaska Retirement 
M anagem ent Board

Trustee of retirement 
system assets: manage 
and invest these assets in a 
manner that is sufficient to 
meet the liabilities and 
obligations of the system

Revenue Administration Administration Revenue

8 Trustees 9 Trustees

Commissioner of 
Revenue 
3 -  Appointed by 
Governor from public at 
large
2 -  Elected from PERS 
members
2 -  Elected from TRS 
members

5 -  Governor appointed 
from public at large

3 -  Appointed by 
Governor from public a ; 
large
2 -  Elected from PERS 
membership

All AK Residents, appointed by 
the Governor
Commissioners of Revenue & 
Admin.
3 AK residents who do not 
participate in (he retirement 
systems
1 finance officer of a political 
subdivis on
1 finance officer c f a school 
district
1 PERS member (active or 
retired)
1 TRS member (active or 
retired)

Page: 5



CONFIDENTIAL Board Changes

Board

Powers & 
DutJos

One appointee must 
represent a system 
employer other than the 
State of Alaska 
Appointees must have 
business and 
investment experience

One appointee must be 
a resident receiving 
benefits from the 
system

One appointee must have 
been employed by other 
than the State of Alaska at 
some time

All trustees must have 
recogn.zed competence in 
one or more fields of 
investment management, 
finance, banking, 
economics, accounting, 
pension administration, or 
actuarial analysis.

Establish investment 
policies
Submit quarterly & long- 
range investment 
reports to LB&A 
May assum e fiduciary 
and management 
responsibilities tor other 
state funds

•Adopt system policies 
and regulations 
•Act as an appeals 
board
•Set employer 
contribution rate 
•Determine employee’s 
past service liquidation 
amounts 
•Waive benefit 
adjustment 
requirements when 
appropriate 
•Adopt regulations for 
the election and 
removal of ASPIB 
trustees

•Hold board elections 
•Adopt system policies and 
regulations
•Aci as an appeals board 
•Set employe, contribution 
rate
•Determine employee's 
past service liquidation 
amounts
•Prescribe interest mtes 
•Prescribe policies tor the 
supplemental employee 
benefit ^ogram  
•Waive benefit adjustment 
requirements when 
appropriate
•Adopt regulations for the 
election and removal of 
ASPIB trustees 
•Adopt a contribution 
surcharge

•Manage the assets of the 
DB trust fund to meet 
pension liabilities.
•Adopt investment policies 
•Annual actuarial valuation 
•Analysis of actuarial 
assumptions experience. 
•Rate setting 
•Provide a range of 
investment options for 
employee-directed 
accounts.
•Obtain an external 
performance review 
•Submit regular reports on 
the financial condition of the 
systems



.

Senate Bill .41 DC Plan
Senate Bill 141 DC Plan Planned 

Changes House Bill 191,177,170 (Kelly) House Stats Affairs (Seaton)
.................

Benefit Formula 11.5% per year to DC account + 
investment earnings.

16% after five years of service- 
before 5 years a percentage of the 
employer contribution (see 
employer contribution rate below) 
is scaled at: 1st year 0%, 2nd yr 
25%. 3rd yr 50%. 4th yr 75%. 5th 
yr 100%

15.5% PERS 
16.75% TRS

Rollovor Rollover accepted from qualified 
programs and you can roll over 
into a qualified program

Does not accept rollover from 
qualified programs but you can 
rollover into a qualified program

Rollover accepted from qualified 
programs and you can roll over 
into a qualified program

IWl.TRlBDTr^M O fef^ l.S

Employee Contribution 
Rates

DC Plan: 8% all members (PERS 
& TRS) DB 
Plan: TRS 8.65% or 1/2 of the 
normal cost rate. PP G.75% 
a  id 7.5% (Police/F i • 1 /2 of the 
normal cost rato. Maximum 
increase of 5% per year.

Change maximum increase to 50 
basis points per year.

DC Plan: PERS 8.5% Police/Fire, 
8% all others TRS 10% all 
members
DB Plan: % of emp.oyee 
compensation needed to fund the 
system

DC Plan: PERS 10% all members 
TRS 11% all members.
DB Plan: 1/2 of the amount 
needed to fund the system 
actuarially computed rate, capped 
at 13% for PERS and 14% for 
TRS. Maximum increase of 5% 
per year.

Employer Contribution 
Rates

DB Plan: 50% of normal cost plus 
past service cost. May not be less 
than total normal cost after 
subtracting employee contribution. 
DC Plan: 8.25% total (3.5% to DC 
account. 3.75% to Medical. 1% to 
Health Reimbursement 
Arrangement)

DB Plan: employer contributions 
will eventually reach 8% for TRS 
and 8.75% for PERS over the 
course of a 5 year period:
Year 1 -0%. Year 2-25%, Year 3- 
50%. Year 4-75%, Year 5-100% 
DC Plan: Equal contributions from 
employers and employees in the 
amount required to fund benefits. 
Maximum increase of 5% per year. 
Note: medical not included in 
contribution total

DB Plan: Equal contributions 
from employee and employer: 
employer contributes 1/2 of the 
actuarially computed rate with a 
floor of 10% for PERS and 11% 
for TRS.
DC Plan: PERS 10% total (5.5% 
to DC account. 3.5% for medical, 
1% for HRA) TRS 11% total 
(5.75% to DC account, 3.75% for 
medical, 1.5% for HRA).

Base Salary Employee option base salary or 
total salary.

I

Con fiden tia l Bill C om parison
1
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Senate LHI 141 DC Plan
Senate Bill 141 DC Plan Planned 

Changes House Bill 191,177,170 (Kelly) House State Affairs (Seaton)

m i
Vesting Immediate for employee 

contributions. Fully vested in 
employer contributions after 5 
years (1st year 0%, 2nd yr 25%. 
3rd yr 50%, 4th yr 75%. 5th yr 
100%)

Employee is immediately vested in 
both employee and employer 
contribution

Employee is immediately vested 
in both employee and employer 
contribution

6fflfeM.'*¥»SKrs
Medical Benefits f * ..st retire directly from system 

v/it i minimum of 10 years of 
S'.rvice for medical coverage and 
access to HRA

Sam e as SB 141 Must retire directly ;rom system 
with either: 60 years adjusted to 
the change in mortality rate when 
adopted w/10 years of service OR 
30 years of service.

Access to medical coverage at age 
65 with 10 years of service, or at 
any age after (1) 25 years for 
peace officer/firefighter, or (2) 30 
years for all others.

Same as SB 141 Early retirees: access to system, 
no subsidy until age 60 adjusted.

Retiree and survivors pay full 
premium until Medicare eligible.

Sam e as SB 141 Retirees over 60 adjusted: iccess 
to defined dollar medical wuh 
subsidy depending on length of 
service.

After Medicare age eligible, retiree 
shares cost based on years of 
service.

Sam e as SB 141 Retirees over Medicare eligible 
age: Access to medical with a 
reduced premium and percent 
subsidy based on years of 
service.

Reimbursed for qualified medical 
expenses from HRA.

Same as SB 141 Sam e as SB 141

State Financial Aid to 
System

$69.5M from State to cover the 5% 
ncrease in employer costs for 
FY06 (an additional $38M for 
school district PERS/TRS costs is 
ncorporated in the BSA)

None Establishes a new Past Service 
Offset Account: 2.681 billion 
dollar deposit required.

Con fiden tia l Bill C om parison
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Senate Bill 141 DC Plan
Senate Bill 141 DC Plan Planned 

Changes House Bill 191,177,170 (Kelly) House State Affairs (Seaton)

Board Structure Consolidates 3 existing boards 
(PERS. TRS. ASPIB) into 1 board 
(Alaska Retirement Management 
Board).

None None

Board Members All trustees must have recognized 
competence in one or more fields 
of investment management, 
finance, banking, economics, 
accounting, pension 
administration, or actuarial 
analysis, includes nor.- 
beneficiaries and representatives 
from school districts and 
municipalities.

Changes the qualification 
requirements for existing board 
members to include non­
beneficiaries

None

s s s s *
Transfer of Employee to 
DC Plan

None (as yet) Allow the transfer of current non­
vested (TRS Tier II and PERS Tier 
III) employees to a DC account. 
Unlimited enrollment period. 
Employer must make new 
contribution (cannot take from DB 
trust) and has first option to allow a 
transfer.

None Allows the transfer of current, non­
vested employees to a DC 
account within 90 days of the 
enactment of legislation.

Prescription Drug 
Changes

None None Requires retirees to purchase 
presciption drugs from a preferred 
drug list unless otherwise 
recommended

Ad hoc PRPAs None (as yet) Define “financial condition of the 
retirement fund" for ad hoc PRPAs

None Places limiting conditions on ad 
hoc PRPAs

COLA Repeals None None
Refunded Prior Members Closes window for reinstating past 

service indebtedness
None None

Confiden tia l Bill C om parison
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SB 141 LEADERSHIP PRESENTATION NARRATIVE
I. INTRODUCTION (See 3 page Side-By-Side Hand-Out)

The retirement bills are substantially similar but some matters must be resolved.

The bill sponsors (Senate Finance, House State Affairs, and Representative 
Kelly) all agree that we need to:

r  Move to a defined contnbution retirement plan,
V Address the growing unfunded liability and
r- Ask current employees to contribute more towards the cost of their 

retirement benefits

There are differences in vesting schedules, contribution levels, age for eligibility 
to medical benefits, etc., but these are minor differences and I am certain we can 
come to a consensus on those details through the normal committee process.

The (see Power Point page 4) are what we need to
focus on this afternoon. I hope today we can come to agreement on three things:

(1) Board Restructuring— any significant restructuring of the retirement 
system must include an overhaul of the current boards

(2) Fundi.lg Mechanism— we cannot simply keep pouring money into a 
broken system We must first fix the problems that got us here and then, 
with the help o f the new board, look at a full variety o f long term fiscal 
solutions to the unfunded liability.

(3) Employee Contributions— going forward, should current employees be 
paying more for their benefits, and if so, what amount is appropriate and 
fair? Note: All proposed bills result in current employees paying more for 
their benefits.

II. BOARD RESTRUCTURING (See Power Point pages 5-6)
SB 141 makes significant changes to the structure, composition and 
responsibilities o f the 3 current retirement system boards. The House State 
Affairs bill makes no changes and Representative Kelly’s bill makes small 
changes to the qualification requirements of the PERSfTRS board members.

•  SB 141 improves the administration of the retirement systems by
establishing the Alaska Retirement Management Board (ARMB) to replace 
the Alaska State Pension Investment Board (ASPIB), the Teacher’s 
Retirement System (TRS) Board, and the Public Employees’ Retirement 
System (PERS) Board.

CONFIDENTIAL LEADERSHIP PRESENTATION MA TERIALS 1



•  SB 141 puts greater emphasis in the fiduciary rote of the board and in its 
responsibility foe managing not just the assets of the system, but its 
liabilities Board members will be better qualified and more experienced in 
financial and pension matters than current board members in order to 
identify and address potential system problems in a timely fashion

• Under the current structure, system assets are managed by ASPIB and 
one could question if anyone is managing the systems' liabilities. ASPIB is 
housed within the Dept o f Revenue and the PERS and TRS beards are 
housed within the Department of Admin:stration.

•  We need to match assets and liabilities in order to ensure proper funding 
of the system. Matching assets and liabilities cannot be accomplished 
under the current system structure.

The ARMB will have the capacity and the responsibility of jointly managing both 
system assets and system liabilities.

Tighter statutory language in this bill will prevent the Board from setting employer 
contribution rates below the actuarially computed normal cost rate and ensure 
that if the normal cost rate begins to climb, employees and employers will share 
in absorbing those costs. In addition, the ARMB will have responsibility for setting 
the annual employer contribution rates and the annual interest rates credited to 
employee accounts for the existing PERS/TRS defined benefit plans.

SB 141 moves the responsibility for hearing benefit appeals to the Office of 
Administrative Hearings. By transferring this function to an administrative law 
judge, the bill offers assurance that appeal matters will be handled consistently, 
professionally and by unbiased adjudicators specially trained to handle the 
questions presented. Additionally, it will allow the Board to focus its attention and 
expertise in carrying out its fiscal responsibilities.

III. FUNDING MECHANISM

SB 141 lealizes that we need to fix the retirement system before we appropriate 
large sums o f GF into the retirement fund. The system ic fixes contained in SB 
141 help ensure that the liability does not grow unchecked in order to buy time to 
work on the best long-term solution to the $5 billion hole. SB 141 includes a 
$108 m illion1 GF infusion into the retirement trust (split among all participating 
employers). The $108 million covers the 5% employer rate increase in 
PERS/TRS for FY 2006 and temporarily relieves the financial burden on political 
subdivisions and school districts. This funding provides the new ARM Board with 
some time to analyze system assets and liabilities and to present us with

1 S69.5M fiscal note for SB 141 plus $ 38 .1M contained in HB I .
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recommendations on the best long-term funding solutions. The board will have 
the financial expertise and experience to analyze the problem along with the new 
perspective o f viewing assets and liabilities together.

The House State Affairs Work Draft’s funding mechanism is the establishment of 
a “Past Service Offset Account" to assist employers in paying a portion of their 
contribution. The account would consist of legislative appropriations and 
investment gains and losses. $2,681 B is supposed to go into the account; it is 
unclear what the source o f that funding will be. We do not believe it is 
responsible to pour 2.681 billion into the system at this time.

IV. EMPLOYEE CONTRIBUTIONS
We all recognize that going forward, current employees should be asked to pay 
more for their benefits. Although the cost o f providing these benefits continues to 
rise, employee contribution rates haven't increased since 1987 in PERS and 
1991 in TRS. The issue is how much is appropriate. We feel it is appropriate to 
ask employees to split the cost o f benefits being accrued in the current year. That 
means, they should be asked to pay half of the Normal Cost Rate. Currently 
they are paying about 1/3. The change would mean a 2-3% increase over what 
the typical employee is paying now. Note. As indicated in yesterday’s Senate 
Finance Committee presentation: TRS members would show an increase of 
2.8% over 5 years; PERS members would should an increase o f 3.32% over 6 
years.

Tne Past Service Rate that is applied on top of the employer’s half of the Normal 
Cost is the additiona1 percent o f payroll required to begin paying off the unfunded 
liability. Representative Kelly's bills require the employees to pick up a share of 
the Past Service Rate. Under our constitution, employee contributions c nnot be 
changed retroactively to pay for past benefits (Past Service Costs or any 
unfunded liability), but they can be changed prospectively to pay for future 
benefits. That’s why we feel the employee rate increase proposed in Rep Kelly's 
bill wouldn’t pass constitutional muster. Our solution may also be challenged, but 
I think it has a better chance of being successfully defended. Even if it were 
constitutional, it would be very difficult to sell a plan that asks current employees 
to contribute more from their paycheck to pay for the benefits of someone who 
has already retired from the system. Simply put, most employees couldn't 
withstand a 5-10% deduction in their take home pay.
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%3B 141 Bill Version Comparison

Senate Bill 141 DC Plan
Changes contained in CS for 

Senate Bill 141(FIN)
Page, Line (or 

Sec.)

Benefit Formula 11.5% per year to DC account + 
investment earnings.

Increased employer contribution by 
1% for a total (employee + 
employer) contribution of 12.5%

P 1 6 ,1. 8 and P 
82, L 6

Rollover Rollover accepted from qualified 
programs and you can roll over 
into a qualified program

_________ . ' '_____,____
Employee Contribution 
Rates

DC Plan. 8% all members (PERS 
& TRS)
DB Plan TRS 8.65% or 1/2 of the 
normal cost rate PERS: 6.75% 
and 7.5% (Police/Fire) or 1/2 of the 
normal cost rate. Maximum 
increase of 5% per year.

DB Plan: Changed maximum 
increase to 50 basis points per
year (.5%).

P 7. L 30 and P 
69. L 13

Employer Contribution 
Rates

DB Plan: 50% of normal cost plus 
jast service cost. May not be less 
than total normal cost after 
subtracting employee contribution. 
DC Plan 8.25% total (3.5% to DC 
account. 3.75% to Medical. 1% io 
Health Reimbursement 
Arrangement)

DC Plan: Redistributed 8.25% 
employer contribution:

♦ 4.25% to DC account 
+ 1.75% to Medical 
+ 2.00% to HRA 

8.25% Total

P 16, Ls 8&10 
and P 82, Ls 

6&8; P 58, L 10

VESTING DETAILS
Vesting mmediate for employee 

contributions. Fully vested in 
employer contributions after 5 
years (1st year 0%, 2nd yr 25%. 
3rd yr 50%, 4th yr 75%, 5th yr 
100%)

Senate Finance Committee April 8, 2005 1 of 4



SB 141 Bill Version Comparison 0

Senate Bill 141 DC Plan
Changes contained in CS for 

Senate Bill 141 (FIN)
Page, Line (or

Sec.)
MEDICAL PROGRMV
Medical Benefits Must retire directly from system 

with minimum of 10 years of 
service for medical coverage and 
access to HRA.

Removed requirement to "retire 
from system" and added option to 
defer participation to a date 
specified.

P 16. L 3 and P 
92. L1

Access to medical coverage at age 
65 with 10 years of service, or at 
any age after (1) 25 years for 
peace officer/firefighter, or (2) 30 
years for all others.
Retiree and survivors pay full 
premium until Medicare eligible.
After Medicare age eligible, retiree 
shares cost based on years of 
service.

Health Reimbursement 
Arrangement (HRA)

Retiree reimbursed for qualified 
medical expenses from HRA

Clarified HRA can be used even if 
not participating in State's medical 
insurance plan.

P 26, Ls 13-14

Employer contributes 1 % of 
employer's average annual group 
compensation

Employer contributes 2% of annual 
average employer's group 
compensation

P 58, L 10

Changed five-year return 
requirement from "same" employer 
to "a participating" employer.

P 58, L 19

RETIREMENT BOARDS
Board Structure Consolidates 3 existing boards 

(PERS, TRS, ASPIB) in*o 1 board 
(Alaska Retirement Management 
Board [ARMB]).

Added transition: ASPIB continues 
until 9/30/05; ARMB effective 
10/1/2005

P 106, Sec.
134 and Sec. 

135

Board Members

I

All trustees must have recognized 
competence in one or more fields 
cf investment management, 
inanre, banking, economics, 
accounting, pension 
administration, or actuarial 
analysis. Includes non- 
aeneficiaries and representatives 
rom school districts and

Added definition of "recognized 
competence" as a person with at 
east 1C years working or teaching 
n the specified fields.

P 51, Ls 6-9
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i n

*SB 141 Bill Version Comparison

Senate Bill 141 DC Plan
Changes contained in CS for 

Senate Bill 141(FIN)
Page, Line (or

Sec.)
Board Duties

I

ARMB assum es prior duties of 
ASPIB plus coordinates with 
retirement system administrator on 
annual actuarial va'uations, sets 
employer contribution rates, and 
determines interest rates to be 
credited to members' individual 
accounts (DB plan and HRA).

Added a requ.rement for the Board 
to require a second actuarial 
opinion on the assumptions used 
in the valuation by the State’s 
primary actuary.

P 107. Sec. 
138

Added direction to the new Board 
to prepare a report for the 2nd 
session of the 24th Alaska 
Legislature.

P 49, Ls 4-6

j
Office of Adminstrative 
Hearings (OAH)

Appeals of benefits decisions 
made uy the retirement system 
administrator transferred to the 
OAH, an independent quasi­
judicial agency.

1

AK Resident COLA Repeals Reinstated
Ad hoc PRPAs Defined "financial condition of the . 

retirement fund" for ad hoc PRPAs 
as 110% ratio of assets to liabilities 
(see Editor’s notes under AS 
14.25.143 & AS 39.35.475)

P 11 Sec. 17,
P 11 Sec. 18, 
and P 77 Sec. 

113
J

Refunded Prior Members Closes window for reinstating past 
service indebtedness

University of Alaska 
Optional Retirement 
Program

Changed AS ‘ 4.40.661-14.40.799 
giving the Board of Regents 
flexibility to design both optional 
and mandatory retirement 
programs for future Universjty 
employees. Specifies the 
University's retirement programs 
are not subject to collective 
bargaining. Also provides a one­
time option for current employees 
who chose to participate in PERS 
or TRS to transfer into the existing 
optional retirement program.

P 38. Sec. 35 
thru P 42, Sec. 

51

Senate Finance Committee April 8, 2005 3 of 4



SB 141 Bill Version Comparison

Senate Bill 141 DC Plan
Changes contained in CS for 

Senate Bill 141 (FIN)
Page, Line (or

Sec.)

Transfer of Employee to 
DC Plan

Added option for the transfer of 
current non-vested (TRS Tier II 
and PERS Tier III) employees to 
the DC plan. Unlimited enrollment 
Kariod. Employer must make new 
contribution (cannot take from DB 
trust) and has first option to allow a 
transfer.

P 30, L 2 and P 
96. L 1

Participating Errpioyeis Added an option for political 
subdivisions and public 
organizations who do not 
currently participate in PERS and 
TRS to join the DC plan in the 
future.

P 98, Ls 9-22

Added specific employers already 
participating in PERS and TRS to 
allow ‘heir future employees to 
participate in the DC plan (defined 
benefit plans closed on July 1, 
2005).

P 32. L 20 thru 
P 33, L 28 and 
P 93, Ls 2-17

Membership Service

_

Added language identical to 
current statuies that prevents 
members that participate in both 
PERS and TRS from claiming 
more than one year of service (ex., 
a full-time teacher in TRS that 
works part-time in a PERS position 
during summer).

P 32, L 10 and 
P 98, L 23
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Boa id Alaska S tats  Pension Investm ent 
Board (A8PIB)

Alasna T eachers’ Retirem ent Board Public Employ*ea’ Botrr) msmssai s w

Powers/Duties AS 37.10.220
• Hold regular meetings
• abl'sh investment policies
• Su. viit quarterly & long-range 

investment reports to LB&A
• Select and retain external investment 

m anagers and custodians
• Develop annual operating budget 

and present to OMB
• May assum e fiduciary and 

management responsibilities for 
other state funds

• Hold public hearings
• Adopt system policies and 

regu.ations
• Set regulations and procedures for 

conduct of the Board
« Act as an appeals board
•  Acquire biennial actuarial valuation
• Set employer contribution rate
• Determine employee’s past service 

liquidation amounts
• Waive benefit adjustment 

requirements when appropriate
• Adopt regulations for the election 

and removal of ASPIB trustees

I

AS 39.30.155 
I • Hold public hearings 
j • Hold board elections

• Adopt system policies and 
regulations

• Set regulations and procedures for 
conduct of the Board

• Act as an aopea's board
• Acquire biennial actuarial valuation
• Set employer contribution rate
• Determine employee's past service 

liquidation amounts
• Prescribe interest rates
• Prescribe policies for the 

supplemental employee benefit 
program

• Waive benefit adjustment 
requirements when appropriate

• Adopt regulations for the election 
and removal of ASPIB trustees

• Adopt a contribution surcharge (AS 
39.35.160)

SB 141 (AS 3V.10.220) j
• Manage the assets of the defined 

benefits trust fund to meet pension 
liabilities.

• Adopt investment policies for each of the 
funds entrusted to the board

• Annual actuarial valuation of system 
plans

• Analysis of actuarial assumptions 
experience:
o Health costs assumptions annual'v 
o All other assumptions not less than 

every four years.
• Audit of actuary not less than every four 

' years.
• Rate setting:

o Employer contribution rates,
including “norma1 cost" and “past , 
service cost", 

o Employee contribution rates to the 
extent that the normal cost rate 
increases so that 50 percent would 
be higher than the current rates set 
in statute.

o Interest rates credited to individual 
employee accounts, 

o Interest rates credited to employee 
HRA account records

• Provide a range of investment options for 
all employee-directed accounts

 ̂ Select and retain investment managers 
and custodians for the funds

• Obtain an external performance review to 
evaluate the investment policias and 
performance of each fund '

■» Submit regular reports on the financial 
condition of the systems

SB 141 -  Prepared by Senate Finance Com m ittee M arch 17,h, 2005



P3WTterll 
Emend on or teter 7/1*6

------------------------------------------------

PERS Tier m
Entered on or eftot 7HIM

86141
■ I n i  n  n «  -  J  H i  — —rr0p0M4C Uw n i l

Entered on or after 7M/200C

Employe* Pre-tax Contribiiticn:
6 75% beginning 1/1/87—all others
7 5% beginning 1/1/87—police and fire 
9.6% beginning 7/1/99—school district

Employee Pre-tax Contribution:
6.75%  beginning 1/1/87—all others 
7.5% beginning 1/1/87—police and fire 
9.6% beginning 7/1/99—school district

Employee Pre-tax Contribution:
6 75% beginning 1/1/87—all others 
V.5% beginning 1/1/87—police and fire 
9.6% beginning 7/1/99—school district

1 Employee Pre-tax Contribution: 
) 8.0 % beginning 7/1/2005

Members vest with 5 years of service M embers vest with 5 years of service M embers ves* with 5 years of service •  Employee is immediately vested in their own contributions

•  Employee's gradually vest in employer contributions

•  25% after two years
•  50% after three years
•  75% after four years
•  100% after five years

• Normal retirement age is 55
• Early retirement aye is 50
• Police/fire m em bers can retire at any age  after 20 

years of police/fire service
• All other m em bers can retire at any age after 30 years 

of mem bership s t  ’'ice.

• Normal retirement age is 60
•  Early retirement at age 55
« Police/fire m em bers can retire at any age after 20 

years of pollce/fire service
•  "All other’ m em bers can retire at any age after 30 

years of mem bership service

• Normal retirement age is 60
• Early retirement at age 55
• Police/fire m em bers can retire at any age after 20 years 

of police/* a service
• "All other" m em bers can retire at any age after 30 years 

of m em bership service

•  Retirement Savings Employee ran terminate at any age and take 
vested account balance with them, leave it in the plan or rollover to 
another qualified plan.

•  Medical Benefits Member is eligible for benefits if:
•  65 years of age and at least i 0 years of service: or
•  25 years of service police^refighters
•  30 years of service all others

• 2% defined benefit formula for first 10 years and all 
years of service prior to July 1. 1986

• 2.26% for the next 10 years: 2.5% per year thereafter 
, (average of the high three consecutive years' salary)

•  Police/Fire - 2% benefits formula for first 10 years and 
2.5% for all years after 10

•  2% defined benefit formuia for first 10 years

• 2.25% for the next 10 years, and 2.5% per year 
thereafter Benefit calculation is determined on the 
average of the high three consecutive years’ salary.

•  Poiice/Fire - 2% benefit formula for first 10 years and 
2.5% for all years after 10

• 2% defined benefit formula for first 10 years
• 2.25% for the next 10 years, and 2.5% per year thereafter 

(benefit calculation is average of the high five 
consecutive years' salary)

•  Police/Fire - 2% benefit formula for first 10 years and 
2.5% for all years after 10 (benefit calculation is three 
consecutive years regardless of tier (effective 2002).

•  8.25% employer contnoution broken out as:

•  4.25% to employee retirement savings account
• 1.75% to retiree medical plan
•  2.00% to Health Reimbursement Account

■ Medical coverage Is provided to all benefit recipients 
and their eligible dependents The retiree medical plan 
nremium is paid by the retirement system

Medical coverage is provided to disabilitants. regardless of 
age  and benefit recipients ovei age 60 or

• police/fire m em bers with 25 years of police/fire service
•  al! other m em bers with 30 years of membership 

service
and their eligible dependents. The retirement system  pays 
the retiree m ed:cal plan premium Retirees and survivors 
under age 60 must pay the full premium cost if they want 
coverage !

Medical sam e as Tier II.
• Except, em ployees must accrue a minimum of 10 years 

of credited service*, to have system-paid coverage al 
age 60

•  Employees with less than 10 years must pay the 1 ill 
premiums a s  long as  they wish to continue medical 
coverage

•  Employees must retire directly from the system with a minimum of 10 
years of service to be eligible for medical plan and access to HRA

•  Early retirees get "access" to retiree medical plan but must pay full 
premium until they reach age of Medicare eligibility

•  Once reaching Medicare age eligibility, retiree pays only a portion of 
monthly premium based on yoars of service

• 1014 years = Retiree pays 30% of premium
•  15-19 years = Retiree pays 25% cl premium
•  20-24 years = Retiree pays 20% of premium
•  25-29 years = Retiree pays 15% of premium
•  30+ years - Retiree pays 10% of p r  jm

• The automatic PRPA legislated in 1986 applied to all 
m em bers regardless of hire date.

• COLA of 10% of base benefit is payabie to benefit 
recipients who remain domiciled in Al ika  after 
retirement.

« Automatic PRPA adjustm ents to disabled m em bers, 
retirees 60 and over, and those who have received 
oenefits for 5 years.

• COLA of 10% of base benefit is payable to benefit 
recipients 65 or older or disability benefit recipients 
regardless of age who remain domiciled in Alaska after 
retirement.

•  Automatic PRPA adjustments to disabled m em bers 
retirees 60 ar.d over, and those who have received 
benefits for 5 years

• COLA i3 payable to benefit recipients 65 or older or 
disability benefit recipients regardless of ago who remain 
domiciled in Alaska after retirement The allowance is 
$50 or 10% of the base  benefit, whichever is greater

None



TRS Tier 1 
7/1/55 - 6/30/90

TRS Tier II 
Entered on or after 7/1/90

86141 
PmpoMd DC Plan 

Entered on or after 7/1/2006

Employee Pre-tax Contribution: 
8.65% beginning 1/1/91

Employee Pre-tax Contribution: 
8.65% beginning 1/1/91

Employee Pre-tax Contribution: 
8.0 % beginning 7/1/2005

Members vest with 8 years of service Members vest with 8 years of service. •  Employee is immediately vested in their own contributions

•  Employee's gradually vest in employer contributions

• 25% after two years
•  50% after three years ,
• 75% after four years
•  100% after five je a rs

•  Normal retirement age is 55

•  Early retirement at age 50

•  Teache'S can retire at any age after 20 years of membership 
service

•  Normal retirement age is 60

•  Early retirement at age 55

•  Teachers can retire at any age after 20 years

•  P • ,rem*nt Saving*: Employed can terminate at any age and take vested 
bwount balance with them, leave it in the plan or rollover to another qualified 
plan.

•  Medical Benefit* Member is eligible for benefits if:
• 65 years of age and at least 10 years of service: or
•  30 years of service

• 2% defined benef ts formula for the first 20 years and all year* of 
service prior to July 1,1990

• 2 5% thereafiei Benefit calculation is determined on the average of 
the high three contract salaries.

• 2% defined benefit formula for the first 20 years

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

• 8.25% employer contribution broken out as

• 4.25% to employee retirement savings account
• 1.75% to retiree medical plan
• 2.00% to Health Reimbursement Account

* Medical coverage is provided to all benefit recipients and their 
eligible dependents

• Medical premiums are paid for all disabilitants regardless of age and

• Retirees and survivors over age 60 and for retirees with at least 25 years 
of service including eligible dependents

• Retirees and survivors under age 60, with less than 25 years of 
membership service must pay the full premium cost if they want 
coverage

• Employees must retire directly from the system with a minimum of 10 years 
of service to be eligib!a for medical plan and access to HRA

• Early retirees get 'access’ to retiree medical plan but must pay full premium 
until they reach age of Medicare eligibility

• Once reaching Medicare age eligibility, retiree pays only a portion of monthly 
premium based on years of service

• 10-14 years = Retiree pays 30% of premium
• 15-19 years = Retiree pays 25% of premium
• 20-24 years = Retiree pays 20% of premium
• 25-29 years = Retiree pays 15% of premium
• 30+ years = Retiree pays 10% of premium

•  Auiomatic PRPA legislated in 1990 applied to all members 
legardless of hire date.

•  COLA is payable to recipients who remain domiciled in Alaska after 
retirement COLA is 10% of the base benefit

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

• COLA is payable to recipients 65 or older or disability benefit recipients 
regardless of age who remain domiciled in Alaska after retirement 
COLA is 10% of base benefit

None



Alaska Retiremeni System Boards

Board Alaska State Pension Investment 
Board (ASPIB)

Alaaka Teachers’ Retirement Board Public Employee*’ Retirement Board Alaska R*dm m *nt Management Board

Mission Provide prudent and productive 
management and investment of state 
pension funds

Prescribe policies and regulations 
necessary to adi mster the TPS 
system

Prescribe policies and regulations 
necessary to administer the PERS system

Trustee of retirement system assets; manage 
and invest these assets in a manner that is 
sufficient to meet the liabilities and obligations 
of the system

Statutory
Authority

AS 37.10.210 AS 14.25 035 AS 39.35.030 SB 141 (37 10 210)

State
Department

Revenue Administration Administration Revenue

Board Members 8 Trust-es 5 5 9 Trustees
Composition • Commissioner of Revenue

• 3 -  Appointed by Governor from 
publio at large

• 2 -  Elected from PERS members
• 2 -  Elected from TRS members

• 5 -  Governor appointed from 
public at large

• 3 -  Appointed by Governor from 
public at large

• 2 -  Elected from PERS membership

/HI Appointed bv the Gover
• Commissioner of Rev<_.,ue
• Commissioner of Administration
• 3 Alaska residents who do not participate 

in the retirement systems
1 finance officer of a political subdivision

• 1 finance officer of a school district
• 1 PERS member (active or retired)
• 1 TRS member (active or retired)

Special
Requirements

• One appointee must represent a 
system employer other than the 
State of A.aska

• Appointees must have business and 
investment experience

• One appointee must be a resident 
receiving benefits from the system

• One appointee must have been 
employed by other than the State of 
Alaska at some time

• All trustees must have recognized 
competence in one or more fields of 
investment management, finance, 
banking, economics, accounting, pension 
administration, or actuarial analysis.

Terms • 4 yr staggered terms
• No term limits

• Appointed -  3 yr overlapping
• No term lim.ts

• Appointed members -  6 yr scattered
• Elected members -  6 yr
• No term limits

• Staggered three years
• Limited to three consecutive terms
• A year break before serving again

Special
Members

3 to 5 member Investment Advisory 
Council

4 4 Optional Investment Advisory Council

Composition • Appointed by ASPIB for 3 yr 
staggered terms

• Dr William Jennings (6/30/05)
• Dr Jerrold Mitchell (6/30/07)
• Tim O'Brien (6/30/06)

• 2 -  Physicians
• 2 -  Physician alternates
• All appointed by the Governor
• PERS & TRS Boards may make 

recommendations to the Governor

• 2 -  Physicians
• 2 -  Physician alternates
• All appointed by the Governor
• PERS & TRS Boards may make 

recommendations to the Governor

3 to 5 member Investment Advisory Council

Special
Requirements

• Shall possess experience & 
expertise in financial investments, 
portfolio management, etc

• Licensed in Alaska
• Hear medical disability eligibility 

appeals only

• Licensed in Alaska
• Hear medical disability eligibility 

appeals only

• Shall possess experience & expertise in 
financial investments portfolio 
management, etc.

Terms Pleasure of ASPIB Pleasure of the Governor Pleasure of the Governor Pleasure of the ARMB

SB 141 -  Prepared uy Senate Finance C om m ittee March 17lh. 2005
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CSSB 141(HN)- Retirement Security Act

How a retirement system works
What is the current status o f Alaska’s system?
What went wrong?
SB 141 Solution

Board Restructuring
Appeals Process Change
Contribution Rates for 
Existing Employees
Defined Contribution Plan
Medical Benefit

Appendices

Health Reimbursement 
Arrangement
Conversion Option
Refunded Account Sunset
AdHoc PRPA

By: The Senate Finance Committee
Date: April 19th, 2005
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CSSB 141 (FIN) — Retirement Security Act

X

How a retirement system works

By: The Senate Finance Committee



CSSB 141 (I IN) -  Retirement Security Act HOW C retirement S V S t e / 7 1  works

Investment 
Policies

Funding
Policies Secure and 

Sustainable 
Retirement 
. System /

Benefits
Policies

Determine how 
new monies 
come into the 
system

By: The Senate Finance Committee
Date: April 19th, 2005

Determine how 
the money in 
the system  is 
invested

Determine the retirement, 
medical and death 
benefits offered to 
members

A ll Three System Components Must be Working in Balance

Page: 4



CSSB 14? KIN) -  Reti rement  Security Act How a retirement system works

Employer Contributions

Driven By 
Funding Policies

Member Contributions

Net^ystem 
, Assets

Investment Gains \

Driven By 
Investment Policies

Investment Losses

Admin & Investment Expenses

Driven By Benefits 
Policies

Benefits & Refunds Paid

Net System Assets Must Be Sufficient to Pay Future Benefits

By: The Senate Finance Committee 
Date: April I9lh, 2005

Page: 5
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CSSB 141(FIN) — Retirement Security Act What is the status of
n * n  Assets Neeaec

$ 1 7 . 6  B i l l  ■*----------------------------X c c r u e d I

Alaska’s system?
Assets Needed to Meet 

Accrued Liabilities

+ $1,607.0 Mill
Investment Results

- $35.7 Mill
Admin & Investment Expenses

- $826.7 Mill
Benefits & Refunds Paid

Actuarial Valuation as o f  June 2004
annotated with 2004 system cash flows

•Combined PERS & TRS Actuaria l Asset Values

PERS & TRS Have A Combined $5.7 Billion Unfunded Liability

By: The Senate Finance Committee 
Date: April I 9 ' \  2(' o
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^  Fully Funded 

^  Under Funded

19 75  S v s te m  Popula tion

Active: 19,998

Retire: 1,734

2 0 0 4  S y s te m  P o pula tion  

Active: 43,300

Retire: 28,279

Terminated (Vested) 6,689

Terminated (Non-Vested) 14,606

CSSB 141 (FIN) — Retirement Security Act \A/hat is the status of
Alaska’s system?

Historical PERS & TRS Funding Ratios
By: The Senate Finance Committee
Date: April 19,h, 2005

Page: 8
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CSSB 141 (FIN) — Retirement Security Act

What went wrong?

By: The Senate Finance Committee



!4I(HN) -  Retirement Security Act Wnat went

O u r  a n c i l v s i s  l o o k e d  a t  b o t h  

c o m p o n e n t s  o f  t h e  p r o b l e m

Structural Component
T o  I d e n t i f y  t h e  s y s t e m i c  

p r o b l e m s  i n  P E R S / T R S

Financial Component
T o  I d e n t i f y  t h e  c a u s e s  o f  

o u r  l i a b i l i t y  g r o w t h

▼
W i t h  t h e  g o a l  o f  

d e v e l o p i n g  s o l u t i o n s

/. How do we prevent this from 1. How can we stabilize future
happening again? employer contribution rates?

2. How can we fix  the system and 7
AJ • How can we provide near term

bring it back into balance? financial relief to employers?

3. How can we better predict and 3. How do we develop a long term
control costs going forward? solution to funding the $5.7

billion gap?

By: The Senate Finance Committee
Date: April I9'h, 2005
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C SSB 141(F IN )-R etirem ent Security Act What went wrong?
518,000.000

$16,000,000

$14,000,000

$12,000,000

$10,000,000

$8,000,000

$6,000,000

S4.000.000

Combined PERS & TRS 
Actuarial Valuations (2004)

►— Accrued Liabilities 

1~ Actuarial Value Assets 

r— M arket Value Assets

Sec Appendix B for Data

Accrued  L ia b ilit ie s  $ I 7,567,516 

16,397,262

$5.7 Billion 
Shortfall

Actuaria l  \  a luc Assets* S 1 1 . 8 7 5 . 7 8 4

♦Actuarial Value o f  Assets: Asset Market Value is adjusted by the 
actuary in an effort to bring more order and predictability to the 
employer contribution raie and to smooth out year to year market 
fluctuations. Prior to 2002, Mercer used a "corridor method’’. Beginning 
in 2002 they switched to a 5-year “smoothing method".

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

By: The Senate Finance Committee
Date: April 19lb, 2005

Page: 11
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HcSSB 141 (FIN) — Retirement Security Act What went wronq?
1 ^ ^

518,000,000

$16,000,000

$14,000,000

$ 12 ,000,000

SI 0,000,000

$8,000,000

$6,000,000

$4,000,000

•Accrued Liabilities 

• Actuarial Value Assets 

•Market Value Assets

See Appendix B for Data

What happened 
in the last 

several years?

Accrued l iabilities S17,567,516 

16,397,262

Market Value Assets SI 2 .0 8 8 ,8 2 1

Actuarial Value Assets* 5 1 | ,87 5 ,78 4

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

By: The Senate Finance Committee 
Date: April I 9 '\  2005
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1 CSSB 141 (FIN) -  Retirement Security Act What went wrona?
m ~  „  $ 1 8 . 0 0  t -

— --------------------— -------------------------------------------------------------------------------------------------------------------------------------------------------------------------

MCo

$17.00

$16.00

■g $15.00

*  $14.00
•o<95
oEa
</> 
a : 
tV)a  w 
CL

$13.00

$ 12.00

$11.00

p. Forcasting Error ($ Ml) $4.20

■ 2004 FYoj Liability ($ Ml) $13.37

Error Ftercentage

Why Have Liabilities Grown at 9.1 % vs A Projected Growth o f 6.1% ?
See Appendix C for Data

By: The Senate Finance Committee 
Date: April 19,h. 2005 Page: 13



CSSB 141 (FIN) — Retirement Security Act What went wrong?

• Inaccurate assumptions
• Historical understatement of system liabilities
• Rising health costs
• 3-yr bear market
• Declining interest rates
• Unfavorable demographic changes
• Timing of the recognition of market losses
• Artificially low contribution rates in good times
• Legislation that has increased benefits
• Awarding of Post Pension Retirement Adjustments

A Combination o f Factors Created Our Present Situation

By: The Senate Finance Com m ittee 
Date: April I9lh, 2005

Page: 14



CSSB 141(FIN) — Retirement Security Act What went wrong?

20% T

10%

(10%)

( 2 0 %) 4

Factors ContribL'.og to 10.83% PERS Employer Rate Increase*
(% o f Cumulative 1998 to 2004 Rate Increase Attributed to Each Factor)

( 1 0 8 8 % )

( 1.80% )

(5 .6 8 % )

14.45%

5.80%

( 1.46% ) (0.60% )

( jJ  Actuarial Loss (Increased Employer Rate)

: ;:1 Actuarial Gain (Decreased Employer Rate)

(30%)

(3 4 .7 9 % )

(40°,.) 4-

Scc Appendix D for PERS Data and data 

See Appendix E for TRS Chart and data 

See Appendix F for factor definitions

Assum ption Investm ent Health Demographic A sse t Valuation Contri Shortfall 102% Funding Ad hoc PRPA System B enefit Salary f ^ s t  S erv ice 
C hanges Experience Experience Experience Method Due to 2  Y ear Ratio C hanges F 'p e r ie n c e  Amortization

Calculated Rate A djustm ents Change

* P E R S  Em ployer Rate increased from 7.36% in 1998 to 28 19% in 2004

By: The Senate Finance Committee 
Date: April I 9 '\  2005

Page: 15



I  CSSB 141 (FIN ) — Retirement Security Act What went wrong?

Funding Drivers

Difficult to Control System Drivers

Constraints
Statutory Provisions 
Alaska Constitution 
System Cash Requirements 
Federal Regulations 
Bargaining Agreements 
Size o f Asset Pool

New Legislatbn 
Salary Increases 
Recruitment & Retention 
Goals
Age of Workforce 
COLAs

Ben .fit Drivers

Investment Drivers

Financial & Economic Drivers are Hard To Predict and D ifficu lt to Control

By: The Senate Finance Committee 
Date: April I9 'h, 2()05

Page: 16



CSSB 141 (TIN) -  Retirement Security Act What went wrong?

Manageable System Drivers I

Funding Drivers

Manageable Controls
Retirement Boards 
Statutory Provisions 
Plan Provisions 
Existing Tiers 
Department Regulations 
Management Structur

New Legislation 
Waivers & Appeals 
Normal System Costs

Investment Drivers

Benefit Drivers

Parts o f The System Can... and Should.... be Better Managed

By: The Senate Finance Committee
Date: April 19th, 2005

Page: 17



Investments
Policies

Funding
Policies Unfunded Liability

Benefits
Policies

141 (FIN) -  Retirement Security Ac! What went wrong?

H i g h e r  E m p l o y e r  

a n d  E m p l o y e e  

C o n t r i b u t i o n s  

A l o n e  C a n ’t  

S o l v e  O u r  

P r o b l e m

I n v e s t m e n t  

R e t u r n s  

A l o n e  C a n ’t  

S o l v e  O u r  

P r o b l e m

*See Appendix G for Projected PERS/TRS 
Contribution Rates

Current Funding & Investment Policies Can’t Support Our 3enefits Policy

By: The Senate Finance Committee
Date: April 19th, 2005
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141(1 iN) Retirement Seenrily Act___________________What W en t WrOilQ?

Important Conclusionŝ___________
• System assets and liabilities must be jointly managed
• System volatility needs to be reduced
• Cost predictability and controls must be improved
• Employer contribution rates must be stabilized
• Sources of new liability must be eliminated
• Existing liability must be reduced
• Liability growth must be contained

By: The Senate Finance Committee
Date: April I 9 '\  2005

Page: 19
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CSSB 141(KLN)- Retirement Security Act

By: The Senate Finance Committee
Date: April 19th, 2005
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CSSIi 141(FIN)~ Retirement Security Act CSSB 141 Overview

The Retirement Security Act will
Strengthen Management & Fiduciary Oversight 

• Improve Our Ability to Predict and Control Costs 
Constrain the Growth of the Unfunded Liability 
Provide Near Term Financial Relief to Employers 
Pave the Way For Developing a Long-term Financial Fix

While still maintaining our principle objectives of

By: The Senate Finance Committee



141(FIN)- Retirement Security Act______________CSSB 141 Overview

CSSB 141 -  Key Elements:
• Replaces the existing boards (PERS, TRS, ASPIB) with a new 

9-member Alaska Retirement Management Board (ARMB)
Provides more employer representation on the board; 
strengthens the board’s fiduciary responsibilities; gives the 
board responsibility for setting employer contribution rates and 
for adopting actuarial assumptions
Transfers the responsibility for hearing waivers and appeals to 
the Office of Administrative Hearings
Increases payroll contributions for existing employees by 0.5% 
annually until employers and employees share normal costs 
50/50
Establishes a Defined Contribution (DC) Plan, Retiree Medical 
Benefit and Health Reimbursement arrangement for new 
employees

By: The Senate Finance Committee 
Date: April I9'h, 2005

Page: 22



C SSB *41 (FIN) -  Retirement Security Act

Board Restructuring

By: The Senate Finance Committee



CSSB 141 (FIN) -  Retirement Security Act Board Restructuring

Investment G a in s

Tier Structure, 
Legislature & Statutes

By: The Senate Finance Committee
Date: April I9'h, 2005
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CSSB 141(HN)- Retirement Security Act Board Restructuring
Current Retirement System Organization
Dep> of Administration Dept of Revenue

Public Teachers’Employees' RetirementRetirement BoardBoard

Treasury Division

Alaska
Pension

Investment
Board

Investment Advisory Council

Callan Associates

Div of Retirement 
& Benefits

Mercer

Dfiloitte Primary Board Responsibilities
V

Adopt PERS policies and Adopt TRS policies and
regulations regulations
Act as an Appeals Board Act as an Appeals Board
Set Annual PERS Set Annual TRS Employer
Employer Contribution Rate Contribution Rate
Adopt actuarial Adopt actuarial
assumptions assumptions

Establish Investment 
Policies
Manage and Invest 
Retirement Trust Funds

By: The Senate Finance Committee 
Date: April I 9 '\  2005

Page: 25



| < ‘-m ’ i -i i ; • , Retir ^  n-.  B oard  R estructuring

Retirement System Oversight Should Be Designed To:

• Guide and evaluate system performance
• Provide long-term strategic and financial planning
• Ensure the assets and liabilities of the systems are 

balanced
• Implement formal system of checks and balances
• Work in the best interests of the state and it’s public 

employees

By: The Senate Finance Committee 
Date: April 19lh, 2005

Page: 26



CSSB 141 (FUN) — Retirement Security Act Board Restructuring

ment Board Must Be

Representative of all system stakeholders
Experienced and knowledgeable in relevant financial, 
accounting and investing issues

Empowered to address systemic problems

Impartial

Independent

By: The Senaic Finance Committee 
Date: April I9 lh, 2005

Page: 27



Board Restructuring

141 Board Restructuring is Designed to:
Strengthen the fiduciary oversight of the entire retirement system

Place system assets and liabilities within the purview of one authority

Increase the frequency of reviewing, adopting and reporting actuarial 
assumptions

Increase employer representation on the board

Establish minimum professional qualifications for board membership

Move the quasi-judicial appeals process to the Office of Administrative 
Hearings

Empower the Commissioner of Administration to set policies and 
regulations for day to day system operations

By: The Senate Finance Committee 
Date: April I9 '\ 2005

Page: 28



I CSSB 141 (FIN) — Retirement Security Act Board Restructuring
SB 141 Retirement System Organization

Dept of Administration

Office of 
Administrative 

Hearings
Div of Retirement 

& Benefits

Hear Appeals Adopt policies and 
regulations

By: The Senate Finai.ee Committee 
Date: April 19th. 2005

Dept of Revenue

Alaska Retirement 
Management Board 

(ARMB)
“ I—

Consolidated Board 
Responsibilities

I
Manage and invest Trust 
Assets in a manner that is 
sufficient to meet the liabilities 
and obligations of the system 
Establish Investment Policies 
and Options 
Set Annual PERS/TRS 
Employer Contnbution Rates 
Review and Adopt Actuarial 
Assumptions

Treasury Division

Investment Advisory Council (Optional)

Investment Consultant
Actuary

Nine Tnjstees
Commissioner of Revenue
Commissioner of Administration
3 Public members; Alaska residents who 
am not beneficiaries of the system
1 finance officer of a political subdivision
1 finance officer of a school district
1 PERS member (active or retired)
1 TRS member (active or retired)

Trustees must be professionally credentialed 
or have recognized competence in one or 
more fields of investment management, 
Tmance, banking, economics accounting, 
pension administration, or actuarial analysis.

Page: 29



CSSB 141(FI!N)- Retirement Security Act Board Restructuring

Board Adopted Emplovgc-Qontribution Rates -  ’90 thru FY ‘07
r  ~  PERS \ '... II TRS

Mercer Board Rate PERS i Past Actuarial Board ran TRS Employer Past Actuarial Board Off
Data Adopt for Funding Normal ji* SerUce = Computed - Adopted Computed Funding Normal + Service = Computed - Adopted = Computed
Year Year FY Ratio I Rate J Rate Rate Rate Rate Ratio Rate Rate Rate Ra>.i .Rate

1987 1988 1990 100.0% 9.23% 0.07% 9.30% 9 30% 0.00% 101.0% 9.14% -0.95% 8.19% 11.64% 3.45%
1988 1989 1991 93 0% 10 37% 1.63% 12.00% 12.00% 0.00% 98.0% ' 0.41% 12.27% 10.54% -1.73%
1989 1990 1992 91 6% 12.00% 2.20% 14.20% 14.20% 0.00% 95.0% 13.26% 1.90% 15.16% 11.87% -3.29%
1990 1991 1993 97 2% 12.83% 0.75% 13.58% 13.58% 0 00% 87.7% 14.07% 5.58% 19.65% 12.00% -7.65%
1991 1992 1994 88.1% 10 18% 3.54% 13.72% 13.72% 0.00% 85.7% 9.05% 6.54% 15.59% 12.00% -3.59%
1992 1993 1995 91.2% 10.90% 2.80% 13.70% 13.70% 0.00% 89.7% 8 57% 4.79% 13.36% 12.00% -1.36%
1993 1994 1996 95.4% 11.29% 1.53% 12.82% 12.82% 0.00% 93.1% 9 06% 3.42% 12.48% 12.00% -0.48%
1994 1995 1997 94.8% 10.36% 1.78% 12.14% 12.14% 0.00% 89.6% 9.70% 5 26°/ 14.96% " 12.00% -2.96%
1995 1996 1998 96.5% 10.61% a 1.29% 11.90% A 8.00% -3.90% 90.9% 10.10% 4.84% 14.94% 12.00% -2.94%
1996 1997 1999 105.8% 9.85% ^2 .1 1 % 7.74% r  7.74% 0.00% 97.2% 8.97% 1.55% 10.52% 12.00% 1.48%
1997 1998 2000 106.3% 9.89% •2.53% 7 36% 7.74% 0.38% 94 0% 9 21% 3.79% 13 00% 12.00% -1.00%
1998 1999 2001 100.9% 8.67% -1.64% 7.03% 7.40% 0.37% 97.7% 8.99% 1.56% ■0.55% 12.00% 1.45%
1999 200C 2002 105.5% 8.07% -1.51% 6.56% 6.75% 0 19% 102 5% 8.83% -1.79% 7.09% 11 00% 3 91%
2000 2001 200? 101.1% 5.43% 0.69% 6.12% 6.75% 0.63% 99.6% 9.40% -111% 8.29% 11.00% 2.71%
2001 2002 2004 100.9% 5.42% y f 1.35% 6.77% 6.77% 0.00% 95.0% 10.33% 4.11% 14.44% 12.00% -2.44%
2002 2003 2005 75.2% 13.31% "  11.60% 24.91% ▼ 11.77% -13.14% 68 2% 14.76% 20.31% 35.57% 16.00% -19 97%
2003 2004 2006 72.8% 13.24% 12.39% 25.63% 16.77% -8.86% 64.3% 14.28% 24.57% 38.85% 21.00% -17.85%
2004 2005 2007 70.2% 13.32% 14.87% 26.19% TBD TBD 62.8% 13.76% 28.02% 41.78% TBD TBD

Currently, the PERS/TRS boards set the annual Employer Contribution Rate 
When the boards adopt a rate below the Employer Normal Cost Rate, the unfunded liability 
may increase 
SB 141 requires the Board to adopt an Employer Contribution Rate no-!ess-than the 
Employer Normal Cost Rate

By: The Senate Finance Committee
Date: April 19lh, 2005
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Appeals Process to Office 
ofAdministrative 
Hearings

By: The Senate Finance Committee 
Date: April I9'h, 2005
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( SSi: 141(1 >\) Retirement Security Act Moving Appeals to OAH

Office of Administrative Hearings (CAH)
• Office was established by SB 203 (ch. 163, SLA

2004) with the goals of

- Providing better public service through a higher 
level of due process

- Improving hearing efficiencies for both government 
and public

- Cutting hearing costs to both government and 
public

- Improving impartial decision-making

By: The Senate Finance Committee 
Date: April 19,h, 2005 Page: 32



( SSH 141 (i 1N ; - Retireme nt Senn it) Vet_______ MoviDQf AppedlS to C AH

Office of Administrative Hearings (OAH)
• Conduct administrative appeals, evidentiary hearings, 

dispute resolution and adjudication for
- Child support services
- Occupational licensing ( tobacco

enforcement and real estate surety claims)

- Permanent Fund Dividend eligibility
- Other (taxation, contracts/procurement, permitting, crime 

victim compensation, benefits programs)

• All these types of appeals of decisions made by 
government impact people’s families, their 
businesses, their income

By: The Senate Finance Committee

Page 33



Benefits of Transfer of Appeals Hearing Function

• Operates under the supervision of a chief 
administrative law judge

• Impartial and highly trained adjudicator to hear cases
• Timely resolution for appellants
• Cost savings: 1 administrative law judge replaces 10 

board members
• Decisions of the OAH may still be appealed to 

Superior Court

14 1 (FIN) — Retirement Security Act_______ Moving Appedls to OAH

By: The Scriste Finance Committee 
Dale: April 19th, 2005
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Increasing Contribution 
Rates for Existing Public 
Employees

By: The Senate Finance Committee
Cate: April I9 'h, 2005



( ss» ;41(t in ) Kninmont security .vet________
of Existing Employees

Contribution Rate Setting Process
Each year, the actuary computes the Normal Cost Rate for the next 
contribution year

The Normal Cost Rate is simply the percent of payroll required to pay for 
the benefits expected to be earned by all members during the coming 
contribution y e a r

The process runs two fiscal years in advance -  for example, the FY 07 
Normal Cost Rate was estimated this month by the state’s actuary

FY 07 Normal Ccsts

PERS TRS

Medical ccst component 8.86% 8.75%
Pension component___________ 11.27%  13.69%
Normal Cost Rate 20.13% 22.44%

By: The Senate Finance Committee 
Date. April I9,h. 2005
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Contribution Rate Setting Process

C SSB 141(PIN) -  Retiremenl Securit) Act
of Existing Employees
Increasing Contribution Rates

If our economic, demographic, and financial projections were always 
correct -  the annually reviewed Normal Cost Rate would fully fund the 
retirement system

Unfortunately, those projections can never be 100% accurate

If too much was contributed, the system is overfunded; if too little, it is 
underfunded

The actuary amortizes the unfunded amount over 25 years and computes 
a Past Service Rate

The Past Service Rate is the additional percent of payroll required to 
begin paying off the unfunded liability

By: The Senate Finance Committee 
Dale: April 19th, 2005

Page: 37
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Contribution Rate Setting Process

CSSB 141<F1N) — Retirement Security Act Increasing Contribution
of Existing Employees

Once the Normal Cost Rate and the Past Service Rate are known, the 
employer’s total contribution rate is calculated as follows:

FY 07 Contribution Rates
PERS TRS

Normal Cost Rate 20.13% 22.44%

Less Employee Contribution* (6.81)% (8.68)%

Equals Employer Normal Cost 13.32% 13.76%

Plus Past Service Rate 14.87% 28.02%

Total Employer Contribution 28.19% 41.78%

• Employee C'oninbution Rate shown is the average rale for all members o f the systems Actual rates vary by employee class and are ft 75%, 7.5‘\  or 
4.6% for PHRS and 8.‘.>5% or 9 65% for TRS

By: The Senate Finance Committee 
Date: Apnl I9‘\  2005

Page: 38
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Weaknesses of the Process
The Employee Contribution rate is set in statute, so any increase in the 
Normal Cost Rate is borne entirely by the employer

c s s b  u i ( H M  - Retirement security Aci_________ Increasing Contribution Rates
of Existing Employees

FY 07 Contribution Rates

Normal Cost Rate

PERS  

X .  20.13%

TRS

22.44%

Less Employee Contribution* <X 6 .81 )% (8 .6 8 )% ^

Equals Employer Normal Cost 13.32% 13.76%

Plus Past Service Rate 14.87% 28.02%

Total
i

Employer Contribution J ^ 2 S A 9 % 41.78%^)

These are the actuary's recommended rates....currently, the PERS and 
TRS boards may adopt different rates
When the boards adopt lower rates, our unfunded liability increases

* Employee Contribution Rate shown ij the average rate for all members o f the systems. Actual rates vary by employee class and are 6.75%, 7.5% or 
9.6% for PERS and 8.65% or 9.65% for TRS

By: The Senate Finance C inimittee



SB 141 Addresses these Weaknesses

1. Sets the employee’s contribution to the greater of:

• Current statutory rate or 

1/2 of the Normal Cost Rate

With the additional provision that the increase may not 
exceed 0.50% annually

2. Requires the new Alaska Retirement Management Board (ARMB) 
to adopt a contribution rate that is no less than the actuarially 
computed Employer Normal Cost Rate

ni(i-iN) -  Retirement Security Act_________ Increasing Contribution Rates
of Existing Employees

By: Hie Senate Finance Committce
Date: April :9lh, 2005
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CSSB 141(FIN> — Retirement Security Act Increasing Contribution Rates
of Existing Employees

Historical & Projected Total Normal Cost Rate
25.0% ■ TRS Total Norma, Jo&[

■ PERS Total Normal Cost
FY 2007 24.92%

Experience <

20.0%

15.0%

FY '83 -  FY '07
PERS IRS
Mean 17 82% Mean 19.22%
StdDev 1 17% StdDev 1 98%
Range: 16 05%-Low Range 16.35% - Low

20.14%-High 23 47% - High

10.0%

FY '08 -  FY ‘32
PERS
Mean 19.52%

TRS
Mean 23.13%

Range 19.21% - Low Range 21.71%-Low
19.92% - High 24.92% - High

1983 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021 2023 2025 2027 2029 2031

By. The Senate Finance Committee 
Date: April I9'h, 2()05
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C SSB 141 (FIN) - Retirement Sccurit> Act Increasing Contribution Rates
of Existing Employ ees

Employers are Paying the Majority of the Normal Cost

FY 07 Normal Cost Rates
PERS Share TRS Share

Total Normal Cost 20.13% 100% 22.44% 100%

Employee Cost 

■mployer

6.81% 33.8% 8.68% 38.7%

Currently, increases in the Normal Cost are borne entirely by 
the employer

* Employee Contribution Rate shown is the average rate for all members o f  the systems. Actual rates vary by employee class and are 
6.75%, 7.5% or 9.6% for PERS and 8.65% or 9.65% for TRS

By: The Senate Finance Committee
Date: April 19th, 2005
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< ssb  i-H (i i n > U fiiif iiH M i s m ih i)  \c i ______
of Existing Employees

y w

Employee Contribution Rates Haven’t Increased 
Since 1987 in PERS and 1991 in TRS

Statutory Changes in Employee Contribution Rates
p e r s  S i n c e

Before
1/1/87

Since
1/1/87 7/1/99

FY 07 
Average

Police/Fire 5.00%
All Others
School Districts*

4.25%

7.50% 7.50%

6.75%
6.75%
9.60%

6.81%

TRS Before
1/1/91

Since
1/1/91

Most Members 

Supplemental Plan
7.00% 8 .00%
8.65% 9.65%

FY 07 
Average

8 .68%

* Beginning in 7/1/99, school district PERS m em bers can elect the h igher 9.6%  contribution rate and receive a full year o f  
service credit for 9 m onths vs. contributing 6.75%  for 12 m onths

* * TRS M em bers who jo ined  the system  before 7/1/82 and elected to participate in the supplem ental contributions provision 
are required to contribute an additional 1% o f  their salaries

By: The Scnaic Finance Committee



CSSB I41(HN)- Retirement Security Act Increasing Contribution Rates
of Existing Employees

Constitu tion o f the State o f Alaska
Article XII -  Section 7
Retirement Systems. Membership in employee retirement systems o f the State 
or its political subdivisions shall constitute a contractual relationship. Accrued 
benefits o f  these systems shall not be diminished or impaired.

Normal Cost Rate is tha cost of benefits expected to be earned during die 
coming contribution year

We contend that employee contributions applied towards the Normal Cost Rate are 
not part of the accrued benefit to which members are entitled

An accrued benefit is one that has already been earned -  not one that has yet to be 
earned
Benefit rights accrue as they are earned -  year to year
Employee contributions cannot be changed retroactively fo pay for past benefits 
(Past Service Costs or any unfunded liability), but they can be changed 
prospectively to pay for future benefits

By: The Senate Finance Committee



CSSB 141(H1N)- Retirement Security Act

V v

Increasing Contribu Rates
of Existing Employees

W

PERS Payroll Contribution Trend & Forecs .t
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CSSB 141 (FIN) -  Retirement Security Act Increasing Contribution
^  PERS Employee Normal Rate Projections of Existing Employees

Rate
for
FY

Total
Normal
Cost

Projections at Current Rate Projections at SB 141 Rate

Increase
Over

Previous
FY

Employee 
Normal 

Cost Rate

Employee 
Share of 

Total 
Normal 
Cost

Employer 
Share of 

Total 
Normal 
Cost

50% of 
Total 

Normal 
Cost

SB 141 
Employee 

Rate

Resulting
Employee

Share

2006 20.05% 6.81% 34.0% 66.0% 10.03% 7.33% 36.6% 0 50%
2007 19.80% 6.81% 34.4% 65.6% 9.90% 7.83% 39.5% 0.50%
2008 19.73% 6.81% 34.5% 65.5% 9 87% 8.33% 42.2% 0.50%
2009 19.66% 6.81% 34.6% 65.4% 9.83% 883% 44.9% 0.50%
2010 19.58% 6 81% 34.8% 65.2% 9.79% 9.33% 47 7% 0 50%
2011 19.52% 6.81% 34.9% 65.1 % 9.76% 9.76% 50.0% 0 43%
2012 19.44% 6.81% 35.0% 65.0% 9.72% 9.72% 50.0% -0.04%
2013 19.38% 6.81% 35.1% 64.9% 9.69% 9.69% 50.0% -0.03%
2014 19.31% 6.81% 35.3% 64.7% 9.66% 9.66% 50.0% -0.04%
2015 19.25% 6.81% 35.4% 64.6% 9.63% 9.63% 50.0% -0.03%
2016 19.26% 6.81% 35.4% 64.6% 9.63% 9.63% 50.0% 0.00%
2017 19.23% 6.81% 35.4% 64.6% 9.62% 9.62% 50.0% -0.01%
2018 19.21% 681% 35.5% 64.5% 9.61% 9.61% 50.0% -001%
2019 19.24% 6.81% 35.4% 64.6% 9.62% 9.62% 50.0% 0.01%
2020 19.27% 6.81% 35.3% 64.7% 9.64% 9.64% 50.0% 0.02%
2021 19.31% 6.81% 35.3% 64.7% 9.66% 9.66% 50.0% 0.02%
2022 19.36% 6.81% 35.2% 64.8% 9.68% 9.68% 50.0% 0.03%
2023 19.42% 6.81% 35.1% 64.9% 9.71% 9.71% 50.0% 0.03%
2024 19.52% 6.81% 34.9% 65.1% 9.76% 9.76% 50.0% 0.05%
2025 19.63% 6.81% 34.7% 65.3% 9.82% 9.82% 50.0% 0.05%
2026 19.76% 6.81% 34.5% 65.5% 9.88% 9.88% 50.0% 0.06%
2027 19.92% 6.81% 34.2% 65.8% 9.96% 9.96% 50.0% 0.08%
2028 19.86% 6.81% 34.3% 65.7% 9.93% 9.93% 50.0% -0.03%
2029 19.79% 6.81% 34.4% 65.6% 9.90% 9.90% 50.0% -0 04%
2030 19.73% 6.31% 34.5% 65.5% 9.87% 9.87% 50.0% -0.03%
2031 19.63% 6.81% 34.6% 65.4% 9.84% 9.84% 50.0% -0.03%
2032 19.03% 6.81% 34.7% 65.3% 9.82% 9.82% 50.0% -0.03%

By: The Senate Finance Committee
Date: April 19th, 2005

\

SB 141 Proposes 
to split the Total 
Normal Cost 50/50 
between Employer 
and Employee

However, the Employee 
Rate could never increase 
by more than 0.50% a year
Based on current Mercer 
projections, it would take 
6 years to reach the 
50/50 shared rate

If Normal Costs drop in 
the future, employer 
and employee rates 
would drop accordingly

Page: 46



CSSB 141 (FIN)-  Retirement Security Vet

40.0%

35.0%

30.0%

25.0%

20.0%

15.0%

10.0%

5.0%

0 .0%

-5.0%

PERS Forecast with SB 141 Language

Employer Ffest Service Cost 
Employer Normal Cost 
Employee Contribution 
Total P03S Payroll Contribution

983 1985 1987*-! 1989 1991 1993 1995 1997 1$9

By: The Senate Finance Committee 
Date: April I9'\ 2005
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kviin'irt'Mi vcm ii; u~;_________ Increasing Contribution Rates
of Existing Employees

Effect of Employee Contribution Rate Increases on Average PERS Employee

Norma) Coat 50% Nomat 
Cost

Current Rate 
@

SB 141 Proposed Pre-T® Paymtl Oenuct-sns (every 2 weeks;

FYOb FY 07 FY 08 FY 09 FY 10 FY 11 FY 12 Cumulative
Increase

2 0 .13 * 10.07% 6.7S% 7.25% 7.75% 825% 8.75% 925% 9.75% 10.07% 3.32%

PERS 2004 Annual c a v w * Monthly
Earnings 2-Week Pay

ASEA GG 1 -A Range 5-A $ 20,<36 00 $ 1,703.00 s 351.50 S 57.40 S 6I.73 S 65.99 $ 73.25 S 74.51 $ 78.76 S 83.02 S 85.70
Yr to Yr Increase $ 4 26 $ 4 26 S 4.26 J 4 26 S 4 26 $ 4.26 s 2 68 S 28.23

ASEa  GG 1-A Range 10-A $ 27,106.00 5 2,264.00 s 1.132.00 5 76.41 S 32.07 s 87 73 $ 93.3? S 99.05 $ 104.71 $ 110.37 $ 113.94
Yr to Yr Increase $ 5.63 $ 5.66 $ 5 6 6 s 5.66 i 566 $ 5.66 s 3 57 $ 37.53

ASEA GG 1-A Range 15-A S 37 260.00 S 3,105 00 s '1,552.50 $ 104.79 $ 112.56 $ 120.32 128.08 s 135.84 $ 14361 $ 151.37 s 156.26
Yr to Yr Increase J 7.76 s 7.76 s 7.76 * 7.76 $ 7.76 S 7.76 $ 4.89 r. 51.47

ASEA GG 1-A Range 17-A S 42,352 00 i 3,571 00 5 1.785 50 $ 12C 52 S 129.45 s 138.38 s 147.30 S 15*23 $ 135.1b s 174.09 f. 179.71
Yr to Yr increase S 6 9 3 s 8.33 s 0.93 s 8.93 i 8.93 s 8.93 $ 562 s 53.16

Average PERS Members $ 43,823.00 s 3,651 92 $ 1,825 06 S 123.25 S 132 58 $ 141.51 s 150 64 & 159.77 * 168.90 s 178.03 $ 183.78
Yr to Yr Inc-ease 5 9.13 s 9.13 $ 9.13 $ 9.13 $ 9.13 s 9.13 $ 5.75 $ 60.53

ASEA GG 1-A Range 27--. t 79.320.00 J 6,61000 s 3,305.00 $ 223 0C $ 239.61 s 256 14 $ 272 66 $ 289.19 $ 305.71 $ 32224 s 332 65
Yr to Yr Increase S 16.53 s 16.53 s 16.53 s 16.53 s 16.53 s ie.5: | $ 10.41 $ 109.56

Estim ate is based on FY 07 Total Normal Cost foi PERS “O ther” and assum ed to be fixed for FY 07 to FY 12

By: The Senate f inante Committee 
Date: April 19'*, 2005
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CSSB 141<I• IN> — Retirement Security Act Increasing Contribution Rates
o f  Existing Employees

TRS Payroll Contribution Trond & Forecast

Errployer Ffest Service Cost 
i Employer Normol Cost 
l Errooyee Convibutcn 
Octal TRS F̂ y roll Contribution
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By: The Senate Finance Committee 
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CSSB 141 (KIN) -  RctircnuMit Security Act Increasing Contribution Rates
of Existing Employees

TR S- Avers a *  Fote

Rate 
for FY

Total
Normal
Cost

Projections at Current Rate Projections at SB 141 Rate

Increase
Over

Previous
FY

Employee Employer 
Share of Share of 

F.nployee Total Total 
Normal Normal Normal 

Cost Rate Cost Cost

50% of
Total SB 141 Resuiting 

Normal Employee Employee 
Cost Rate Share

2006 22.97% 8.69% 37.3% 14.28% 11.49% 9.21% 40.1% 0.50%

2007 21.71% 8.89% 40.0% 13.02% 10 86% 9.71\ 44.7% 0.50%
2008 21.72% 8.69% 40.0% 13.03% 10 86% 10 21% 47.0% 0.50%
2009 21.81% 8.69% 39.8% 13.12% 10.91% 10.71% 49 1% 0 50%

2010 21.87% 8.69% 39.7% 13.18% 10.94% 10.94% rT0% 0.22%

2011 21.90% 8.69% 39.7% 13.21% 10.95% 10.95% J.0% 0.01%
2012 21.93% 8.69% 39.6% 13.24% 10 97% 10.97% 50 0% 0.01 %

2013 21.81% 8.69% 39.8% 13.12% 10.91% 10.91% 50.0% -0.06%
2014 21.94% 8.69% 39.6% 13.25% 10.r7% 10.97% 50.0% 0.07%

2015 22.06% 8.69% 39.4% 13.37% 11.03% 11.03% 50.0% 0.06%>
2016 22.24% 3.69% 39.1% 13.55% 11.12% 11.12% 50.0% 0.09%
2017 22.44% 8.69% 33.7% 13.75% 11.22% 11.22% 50.0% 0.10%
20-. 8 22.66% 8.69% 38.3% 13.97% 11.33% 11.33% 50.0% 0.11%
2019 22.88% 8.69% 38.0% 14.19% 11.44% 11.44% 50 0% 0.11%
2020 23.05% 0.69% 37.7% 14.36% 11.53% 11.53% 50.0% 0.09%
202"' 23.16% 8.69% 37.5% 14.47% 11.58% 11.58% 50.0% 0.05%
2022 23.30% 8.69% 37.3% 14.61% 11.65% 11.65% 50.0% 0.07%

2023 23.60% 8.69% 36.8% 14.91% 11.80% 11.80% 50.0% 0.15%
2024 23.92% 8.69% 36.3% 15 23% 11.96% 11.96% 50.0% 0.16%
2025 24.11% 8.69% 36.0% 15.42% 12.06% 12.08% 50.0% 0.10%.
2026 ‘’4.27% 8.69% 35.8% 15.58% 12.14% 12.14% 50.0% 0.06%
2027 24.31% 8.69% 35.0% 16.12% 12.41% 12.41% 50.0% 0.27%
2023 24.81% 8.69% 35.0% 16.12% 12.41% 12.41% 50.0% 0.00%
2029 24.82% 8.69% 35.0% 16.13% 12.41% 12.41% 50.0% 0.01%
2030 24.85% 8.69% 35.0% 16.16% 12.43% 12.43% 50.0% 0.01%
2031 24.88% 8.69% 34 9% 16.19% 12.44% 12.44% 50.0% 0.01 %
2032 24 92% 8.69% 31.9% 16.23% 12.46% 12.46% 50.0% 0.02%

Based on current Mercer 
projections, it would take 
5 years to reach the 
50/50 snared rate in TRS

By: The Semite Finance Committee
Dare: April 19th, 2005 Page: 50
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of Existing Employees
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By: The Senate Finance Commi'tec 
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CSSB 141 (FIN; -  Retirement Security Act Increasing Contribution Rates
of Existing Employees

Effect of Employee Contribution Rate Increases on Average TRS Employee

Normal Coat 50% Normal 
Cost

Current Rate 
@

SB 141 Proposed Pre-Tax Payroll Deductions (every 2  weeks)

FY 06 FY 07 FY 08 FY 09 FY 10 FY 11 Cumulative
Increase

22.97% 11.49% 8.69% 9.19% 9.69% 10.19% 10.69% 11.19% 11.49% 2.80%

TRS 2004 Annual Earnings Monthly
Earnings 2-W eek Pay

ASD Teacher BA S'-p 1 S 35.284.00 S 2,940 33 S 1,470.17 $ 127.76 S 135.11 $ 142.46 $ 149.81 $ 157.16 S 164.51 S 168.85
Yr to Yr Increase S 7.35 S 7.35 S 7.35 $ 7.35 $ 7.35 S 4.34 $ 41.09

ASD Teacher BA+18 Step 4 s 40,251.00 $ 3,354.25 $ 1.677.13 $ 14.'.74 s 154.13 $ 162.51 s I70 90 S 179.28 $ 187.67 s 192.62
Yr to Yr Increase s 8.39 $ 8.39 s 839 s 8.39 $ 8.39 $ 4.95 $ 46.88

ASD Teacher BA+36 Step 9 $ 47.274.00 $ 3,939.50 s 1,969.75 S 171.17 $ 181.or s 190.87 s 200.72 s 210.57 s 220.42 s 226.23
Yr to Yr Increase $ 9.85 s 9.85 $ 9.85 s 9.85 $ 9.85 $ 5.81 $ 55.05

Average TRS Member $ 53.948.00 $ 4.495.67 $ 2,247.83 $ 195.34 $ 206.58 s 217.82 s 229.05 s 240.29 s 251.53 s 258.16
Yr to Yr Increase s 11.24 s 11.24 s 11.24 s 11.24 s 11.24 $ 6.63 $ 62.83

ASD Teacher BA +72 Step19 s 61.319.00 $ 5,109.92 s 2,554.96 $ 222 03 $ 234.80 s 247.58 $ 260.35 s 273.13 $ 285.90 s 293.44
Yr to Yr Increase $ 12.77 s 12.77 $ 12.77 s 12.77 s 12.77 7.54 S 71.41

Rg 4 - Mid Level Principal $ 80,893.00 s t.741 08 $ 3,370.54 $ 292.90 s 309 75 s 326.61 s 343.46 s 36031 $ 377.16 $ 387.11
216 Days - Step D) Yr to Yr Increase $ 16.65 s 16.85 s 16.85 s 16.85 | $ 16.85 s 9.94 s 94.21

Estim ate is based on FY 07 Total Norm al Cost for TRS and assum ed to be fixed for FY 07 to FY 11. Salaries are based on 
the 2004-05 A nchorage School District salary schedule

] By: The Senate Finance Committee
Date: April 19,h, 2005
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X

Defined Contribution Plan

By: The Senate Finance Committee
Date: April 19lh, 2005
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C SSB I4!(MN)~ Retirement Security Act Defined Contribution Plan

We considered the Administration’s 2004 Tier Committee 
work during our analysis and in our solutions

Tier Committee Data Reviewed:

• Tier Alternative Recommendations

• Employer survey

• Member focus group results

• Benchmarking

• Benefit levels

• Demographic projections

• Implications o f  Medicare changes

• Trends, issues and alternatives

• Cost analysis and projections

Finance Committee

Page: 54
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( ssb i4i(Fii\) - Retirement Security Act_________ Defined Contribution Plan

X
Defined Benefit Plan Defined Contribution Plan

Benefit level is fixed Contribution level is fixed

Benefit is based on a formula 
involving salary, years of 
service, age, etc.

Benefit is based on the amount 
of money invested and earned 
in employee’s account

Benefit is paid for life and to 
qualified survivors

Benefit is paid until account runs 
out

Future benefit payments are 
NOT driven by investment 
performance

Future benefit payments are 
driven by investment 
performance

Examples: PERS & TRS Examples: SBS & Deferred Compensation

Defined Benefit (DB) vs Defined Contribution (DC)

By: The Senate Finance Committee
Date: April 19th, 2005
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CSSB I4I(FIN)- Retirement Securit>

Defined Benefit 
System

formula.

Cumulative benefit 
payout over members 
retired life time is not 
necessarily 
representative of 
what they deposited 
during their active 
career

$$
Retired Member

By: The Senate Finance Committee

Defined Contribution Plan

Defined Contribution 
System

u  $$
Retired Member

amount put into the 
employee's account 
during his working 
years and the 
cumulative investment 
earnings.

When the account is 
depleted, there is no 
further benefit.

Page: 56



CSSB i41 (TIN) -  Retirement Security Act Defined Contribution Plan

Defined Benefit Plan
Advantages:

• Pooling of longe vity risk
• Guaranteed income stream• System favors longer-service employees

Challenges:
Employer bears investment risk Estimation of Liabilities Rising health costs Unpredictable or controllable costs

Defined Contribution Pla;
Advantages:

PortabilitySelf-directed investing Contribution equity among employees
• Predictability Stable costs• No long-term administrative costs

Challenges:
Workforce management Employee bears investment risk Employee education Accurate retirement planning

Defined Benefit (DB) vs Defined Contribution (DC)

By: The Senate Finance Committee
Date: April I9lh, 2005
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CSSB 141(M.N)- Retirement Security Act___________ Dsfined Contribution Pldtl

T R S  H e r I  
7 /1 /5 5  - t i f lO W

T R S  T ie r  I  
E n te r e d  o n  o r  a f te r  7 /1 /9 0

S B  141 
P r o p o s e d  D C  P la n  

E n te r e d  o n  o r  a f t e r 7 /1 /2 0 0 6

fnployce Pre-tax Contribution: 
8.65%begrmng 1/1/91

Enployec Pre-Tax ( ontrftxitxm 
8.65%bcgjnrmg 1/WI

Impfiiyvc Pre-tax (onrtutxm  
8.0 %begnnxig 7/1/2005

Mmijers vest wth 8 years o f service Vbmbets vest with 8 years ofservice •  Enpbyecb (mediately vested in ther own contrftrubons

•  Employees gradually vest in enplnyer contributions

•  25% after two years
•  50% after three years
•  75% after fiiur years
• 100% a tier five years

• Normal retxvmcni age is 55

• Earty refrement at age 50

• Teachers can retire at any age a Her 20 years of mrnfticishp 
service.

« Nitmal retiement age b 60

•  Harly retirement at age 55

•  Teachers can retire at any age a Her 20 years

• Retirement Savings: Employee can terminate at any age and lake vested 
account babnce with them leave it rr the pbn or rolfiner to another 
qualified pbn

• Mdical Benrfits Member 6 chgHc fir benefits if
•  65 years ofage and at least 10 years of service; or
•  30 years ofservi-e

• 2% tie fried t  nefifc firntib kV rhe frst 20 years and ail years of 
r ervlce prior to July 1,1990

•  2.3% thereafter. Benefit calcukitxxi t> determned on the average of 
the high three contract satancs

•  2%defined benefit ftxrmh Ibr the frst 20 years

•  2.5% thcrea fier. Benefit cabubtion is determined on the average o f the 
high three contract sabries.

•  8.25% enpfiiyer contribution broken out as:

•  4.25%t> employee retirement savings account
•  1.75% »i retiree medical pbn
• 2.00% lo Ibakh Reni>uivnx.-nt Account

• Mrdical coverage bprovioco to ad benefit rccpienfc and their 
eligible dependents

• Vfcdcal prenairrB are pax) firalldBubifrants regardless ofage and

• Re trees and survivors over age V) and tor retirees with at least 25 
years ofscrvice nckrditg efigMc dependents

• Retirees and survivors under age 60, with less than 25 years of 
nrntrershf) service mist pay tb_ tiill prcnmun cost if they want 
coverage.

•  Employees mrsi retie directly fiom the system with a minimim oflO years 
o f service to be ekgMe fir medical pbn and access to IRA

• Early rctices get ‘fiocess"to retiec nedcal pbn but tmsl pay Kill prenwini 
untft they reach age offvfcdicare vhgiixhv

• Once reaching Medicare age c Irg Way. retiec pays only a portion o f monthly 
1 rum based on years ofsctvicc

•  10-14 yeais = Retiec pays 30%ofprerr»im
• 15-19 years “ Retiree pays 25%ofpremium
• 20-24years “ Relive pays 20%ofpremoim
• 25-29 years = Retiree pays 15%ofpremami
• 30+ yeais =* Retiree pays IWioljirettmm^

• AuPmatic PRPA Icgrsbtcd in 1990 applied to all menircr. 
regardless ofhtte date

•  OCXAis payable to rvcpienE who remain domiciled ii Alaska after 
retirement. (OLAis I0%ofthe base benefit

• Aitonutic PRPAadjus(merits to dsn bled mrnhers, reaves 60 and 
over, and those who have received benefit; lor 8 years

• COLA ts payable to recipten:. 65 or older or dtabday benefit recprncs 
regardless o f ace who reman domiciled in Abska after retiremcni 
COLAb I0%ofbase benefit.

Nmc

By: The Senate Finance Committee
Date: Apr,! 19'", 2005
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I B B - f c r l
i /m u - m b m

m B - a m U  
A i O T t f u « a r a a v T ' «

. . ........................ ..................

m s i t r i
a * M d M * r « a v V L 9 (

S B  M l 
P ro p o u d D C IV  J 

M t m J  o n  o r d te r 7 'l / J 0 0 6

Employee Pre-tax Contribution:
6.75% begrint g 1/1/87—e l  others 
7.5% begnnng l/ |/* 7 —p o k e  and fire 
9.6% begnnng  '1 ^ 9 — ecbooldistrict

Employee Pre-tax Contrfoubon:
6.75% begnnng  1/1/87 - a l  others 
7.5% beginning 1/1/87—p o k e  end frr 
9.6% beginning 7/1/99- -schooldisip

Employee Pre-tax Contribution:
6.75% b eg n n n g  | / | / 8 ? - a l  other: 
7.5% b egnnng  1/1/87—p o k e  and fre 
9.6% b egnnng  7/1/9V—school dbtrict

Enpbyec Plt-oxCcnribuian: 
8.0%bcgjnrwig 7/1/2005

Vfcmben vest with 5 years ofseivice. Members vest with 5 years ofaervice. Members vest wih 5 years o f service. •  Srirtoyee is im rrd n le ly \esled h  their own caitrixjtinns

•  Enpfcyee^ p a ^ a ly  vest in enptoyer contrtxim c

•  25% afcr two years
•  50% aler thee  year.
•  75% afcr feu-years
•  ICW .afcr fv- years

• Normal retvement age s 55
• Early retvement age is 50
• PoKce'frr memberi can retire at any age after 20 

year* o fp o k e /f rr  service
• Ail other members can retie at any age after 30 years 

o f membership service.

• Normal retirement age is 60
• Early retvement at age 55
•  P o k e  fre members can retie at any age after 20 

years ofpoke'fire serv re
• "All other"members can retie  at any age after 30 

years o f membership service

• Normal retirement age b 60
• Early retirement al age 55
• P o k e  fire members can reive at any age a fter 20 years of 

p o k e  'fre service
• "Al othcr” mcmbers can retire at any age after 30 years of 

meinbershgi service

•  tk tk e n r n lS n in p :  fcrrpbycecanerrrw iaieatanyajEarxitalr 
\ e s r d  a c c u n  hahrxx* win them fcate it ri the p h r  or io Io u t to 
another qm S frdphn

•  5 M c a i Ben-fltt V trrtcr b  ekgjNe fcr benefits if
•  65 /rare o fa jp  and at lca.it 10 jean; ofsenior:
•  25 years ofser.tce pofet'Sre%hlcis
•  30 years o f s e n s e  a l  others

• 2 % d e ftrd  benefit formula for frst 10 years and ad 
years o f service prior to July 1,1986

•  2.25%for the next 10 years; 2.5% pcr year thereafter 
(average ofthe high three consecutive years’salary).

• Poke/Fire - 2 % bene (is formula for frst 10 yean  and 
2.5%for afl years after 10.

• 2% dc fried benefit formub for frst 10 yean
• 2.25% for the next 10 yean , and 2.5% per year 

thereafter Benefit cakruhtfon is determined on the 
average ofthe high three consecutive y e a n ’sabry.

•  Police Fire • 2% brncfr formub for frst 10 yean  and 
2.5%for aliyears after 10.

• 2% defried benefit formub for frst 10 y rirs
• 2 .25% for the next 10 years, and 2.5% pcr year thereafter 

(benefit caleubtion is average ofthe high five onsecume 
years'salary).

• PoKce/Fie * 2% bcncfr formub for first 10 years and 2.5% 
for a l  yean after 10 (benefit cafcubtion t, three consecutive 
years regardless of tier (effective 2002).

•  8 25% errpioyer c o r r tu n n  hrotrn ucl a s .

•  4 25%lo ertploycc retuvtrcni saisigs a c ro m
•  1;75%to retiec .m icalpfan
•  2.00% to 1 fcakh Renfrcrsenrnt .Account

• Mrdical coverage b provided to aB benefit rccqirnts 
and their ckgfcle dependeuts. The retvee medical pbn 
preniBjtn i* paid by the retvement system.

Medical coverage is provided to daab ik in ts. regsrdless o f 
age and benefit recipients over age 60 or

• poke fire members with 25 yean o fp o k e 'f re  service
•  a Bother m cm bcn with 30 years o f mcmbenhip service 

and thcic% fole dependents. The reticm ent system pays 
the retiree medical pbn premium. Retvees and survivors 
unde i age 60 must pay the fullpremum cost if they want 
coverage

Medical same as T r r  0.
• Except, employees must accrue a minimum o f 10 yean  o f 

credited serv ice9, to have system-paid coverage at age 60.
•  Employees wih less than 10 years must pay the &D 

premiums as long as they wish to continue medical 
coverage

•  Brployecs trust irtieilrccily turn the system with a triuT unionO  
years ofsentce to he ekgfclc for medical plan arx] access to IRA

• tarty relives get 'hcecss"tD ictive nrdical pfan but r i u t  pay hjfl 
pirnium und they teach age ofVfcdicarc cigtxky

•  Ohce nachaig Ntdcarc age cSgtdiy. tehee pays only a portion of 
nimthh prenium based on years ufiservice

•  10-14 je a n  Reliee pays fO’/.o fp te n ia n
•  I5-I9ycais 3 Redrcep&ys 25% ofprcti»iii
•  20-24 years Renee pays 2 0 % ofprcnun
•  25-29 years -  Renee pays 15% ofptrnrnm
•  30- years *  Retiec pays I0%ofpnrnium

• The automate PRPA legbbtcd in 1986 uppbed to all 
members regardless o fb v t date.

• COLA o f  10% of base benefit is payable to benefit 
rocgrrnts who rem an domirOed n  Abska after 
retvement

• Automatic PRPA adjustments to disabled members, 
retvees 60 and over, and those who have received 
benefits for 5 yean

• COLA o f 10% ofbase benefit b payable to benefit 
recpients 65 or older or dbahday benefit recipients 
regardless of age who remain domiciled in Alaska after 
retirement

• Automatic PRPA adjustments to disabled members, retirees 
60 and over, and t’uise who have received benefits for 5 
years.

• COLA is payable tc benefit rec jprnts 65 or older or 
dBabilirvDenefil ^.cipients regardfcss ofage who remain 
domicied n  Abska after retvement The ib w ia c e  is $50 or 
10% ofthe base benefit whichever is greater.

Nfane

By: Tlie Senate Finance Committee 
Date: April I9'h, 2005
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CSSB 141 (FIN) — Retirement Security Act Defined Contribution Plan

FY 06 Normal Cost Comparisons -  TRS Tier II & PERS 
Tier II! vs. Proposed DC Plan*

FY 06 Normal Cos^ Rates
TRS II PERS III DC Plan

Medical normal cost rate JL23%_ 7.23% 1.75%
-^Defined contribution rate 12.43% 10.32%

HRA contribution rate 0.0 7cT’ 0.0% 2.00%
Gross normal cost rate 20.36% 17.55% 16.25%
Member contribution rate (8.65)% (6.81)% (8.00)%
Employer normal cost rate 12.71% 10.74% 8.25%

See A ppendix H for FY06 Norm al Cost Com parisons for All Tiers and Appendix 1 for FY07 Norm al Cost Com parisons for All T iers

By: The Senate Finance Committee 
Date: April I9"\ 2005
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Factors that drive the contribution rate discussion
• Investment Return Assumptions

Cost/Benefit Balance for the Employer 

Total Acceptable Norma! Cost 

Keeping Competitive in Northwest Region

c s s b  h i  (FIN) -  Retirement Security Act___________ Defined Contribution Plan

Sv: The Senate Finance Committee



CSSB 141 (Fii\) -  Retirement Secnrih Act

Medical Benefits for New 
Employees



cssb i4 i(HN>- Retirement Socmih Act__________ Medical Benefits for New
Employees\

What are the medical benefits?
• Access to the retiree major medical plan and the health 

reimbursement arrangement (HRA)
• “Access”to the major medical plan means a person

may not be denied coverage except for failure to pay 
the required premium

• Participation in the retiree major medical insurance plan 
is not required to participate in HRA

• Member must make irrevocable decision of coverage by 
age 70 !4 or termination of employment, whichever is 
later

By: The Senate Finance Committee 
Date: April 19th, 20015
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CSSB I41(FIN)- Retirement Security Act Medical Benefits for New
Employees

10 is eligible for retiree medical benefits?
A member is eligible for medical benefits after they 
meet the requisite age and/or service requirements:

Age 65 with 10 years of service: or
25 years of service for peace officers/firefighters;
30 years of service for all others

Coverage includes the member, member’s spouse, and 
member’s dependent children
Coverage includes the surviving spouse and children of 
the eligible member who are dependent on the surviving 
spouse

By: The Senate Finance Committee 
Date. April 19th, 2005
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CSSB 141(HN)- Retirement Securit) Act

V
Medical Benefits for New

Employees

What are the medical contributions?
Health Trust Fund 
• Employer pays 1.75% of employee compensation

Tier Committee initiative projected employer medical 
normal costs at 3.75% for TRS and 3.50% for PERS

• Eliminating employee subsidy between ages 60 and 65 
reduces these rates to 1.50% for TRS and 1.40% for PERS

Health Reimbursement Arrangement 
® Employer pays 2.00% of average employer group 
compensation into an employee’s HRA

By: The Senate Finance Committee 
Date: April 19th, 2005
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14 1 ( f  i n  > — Retirement Sccurih Aci_______________ for
Employees

Major medical plan premiums
• “Early retirees” are members and surviving spouses who 
meet the service requirements for eligibility but are not 
eligible for Medicare

> Pays one of the full monthly group premiums for coverage 
(retiree only, retiree+spouse, retiree*family, retiree+children)

Medicare eligible (currently age 65) members and 
surviving spouses pay a portion based on the member’s 
years of service ►30% for 10-14 years

>25% for 15-1S years
>20% for 20-24 years
>15% for 25-29 years
>10% for 30+ years

By: The Senate Finance Tommittee
Date: April 19th, 2005
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CSSB 141(FI\)-  Retirement Security Act Medical Benefits for New
Employees

Rationale for cost sharing only after Medicare
• 75% of the costs associated with the current 
AlaskaCare plan occur between the time a 
member retirees and the date they become 
Medicare eligible

• Alaska has an early retirement age compared 
to most states

• 25 states have a normal retirement age of 65, 
including

> Arizona, Idaho, Nevada, and Washington

By: The Senate Finance Committee



CSSB 141 (FIN) Retirement Sceurit\ Acl_______________MediCSl Benefits for New
Employees

Medical Cost Comparisons
• Every 1% of base payroll = $21.6 million

Medical Normal Cost Rates

Employer
Group

Total FY 06 
Estimated Base 

Payroll Current DB Plans
Tier Redesign 

Initiative
SB 141

PERS $1,587,594,875 8.68% 3.50% 1.40%
TRS $573,410,095 9.07% 3.75% 1.50%
PERS Medical Cost in $137,803,235 $55,565,821 $22,226,328
TRS Dollars $52,008,296 $21,502,879 $8,601,i51

Total Annual Medical $189,311,531 $77,068,699 $30,827,480

Total Payroll $2,161,004,970 Savings $112,742,832 $158,984,051

By: The Senate Finance Committee



fits for New 
Employees

Example: Medical premium costs
• FY 2004 Medicare projected claim cost: $2,667
• Employer contribution % based on length of service of the 
member

Member's 
Years of 
Service

Annual Employee 
Contribution

Annual Employer 
Contribution

10-14 30% $800 $1,867 70%
15-19 25% $667 $2,000 75%
20-24 20% $533 $2,134 80%
25-29 15% $400 $2,267 85%
30+ 10% $267 $2,400 90%

By: The Senate Finance Committee
Date: April 19 '\ 2005
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CSSB 141(FIN)“  Retirement Security Act

By: The Senate Finance Committee
Date: April 19 '\ 2005



C SSB 141(MN)- Retirement Security Act HRA Oven/idW

What is a Health Reimbursement Arrangement?
■ Reimburses employees for qualified medical expenses 

during retirement years
• Intended as a supplement for medical expenses or a 

bridge between “early” retirement and Medicare
• Employer paid group (or pooled) fund
• Funds accumulate over working lifetime of employee 

Tax-free earnings and tax-free withdrawals
■ Employer-determined flexible plan design (contributions, 

covered expenses, termination provisions)

By: The Senate Finance Committee 
Date: April 19th, 2005
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CSSB I41(MN)~ Rctiremer* Security Act HRA Overview

SB 141 HRA Plan Design
• Employer contributes 2% of the average employer group 
compensation

• Annual payment on behalf of each active emoloyee into 
group fund

• Contributions recorded to individual account balances 
(also tracked by employer)
Fund managed by Alaska Retirement Management 
Board (ARMB)
Interest credited annually to individual accounts, rate 
determined by ARMB

By: The Scnalc Finance Committee 
Hate: April 19,h, 2005
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CSSB 141(1 IN) -  Retirement SecuritvAct  HRA Oven/ieW

SB 141 HRA Plan Design
• Total Reimbursements limited to member’s individual 
account balance until exhausted
Terminated employees forfeit rights to HRA unless
• The person returns to work for an employer in the system within 5 

years
• Account balance restored as of date of termination (accrues no 

additional interest)

Employer may use forfeited funds as credits towards 
future HRA contributions

By: The Senate Finance Committee
Pate: April I9lh, 2()05
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Retirement Security Act_________________________HRA Overview

Who is eligible to draw HRA reimbursements?
• A member is eligible after they meet the requisite age 

and/or service requirements:
Age 65 with 10 years of service; or
25 years of service for peace officers/firefighters;
30 years of service for all others

• Surviving spouse of an eligible member
• Dependent children of an eligible member if both the 

member and surviving spouse have died



CSSB 141(FIN)- Retirement Security Act HRA Overview

What costs are eligible for reimbursement?
• Premiums for a major medical plan (participation in State’s 
retiree medical plan is not required)

• Qualified medical expenses under 26 U.S.C 213(d)
• An eligible member
• Member’s spouse and
• Dependent children

By: The Senate Finance Committee 
Date: April 19th, 2005
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CSSB 141 (FIN) -  Retirement Security Act HRA Overview

Projected HRA account balance
• HRA is a retention tool as it clearly favors longevity

Interest: 8.25% Projected HRA Account Balances

Flccal
Year

Years of 
Service 1% no cap 1.5% no cap

SB 141
2.0% no cap 2.5% no cap 3.5% no cap

2018 10 $6,611 $9,917 $13,223 $16,528 $23,140
2021 15 $13,535 $20,303 $27,071 $33,838 $47,374
2026 20 $24,631 $36,946 $40,261 f $61,577 $06,207
2031 25 $42,100 $63,150 $84,200 $105,250 $147,350
2036 30 $69,256 $138,513 $173,141 3242 397

Interest: 6.00% Projected HRA Account Balances
Fiscal
Year

Years of 
Service 1% no cap 1.5% no cap

SB 141
2.0% no cap 2.5% no cap 3.5% no cap

2016 10 $5,928 $8,893 $11,857 $14,821 $20,749
2021 15 $11,446 $17,169 $22,893 $28,616 $40,062
2026 20 j | $19,592 $29,387 $39,183 $43,979 $68,571
2031 25 $31,418 $47,127 $62,835 $78,544 $109,962
2036 30 $48,370 $72,555 $96,741 $120,926 $169,296

Other assumptions: FY 2006, beginning salary *35,000
Salary inflation 5.5% first 5 years; 4% thereafter 
Projected Anchorage CPI (1.8017% to 4.8859%)

By: The Senate Finance Committee
Date: April I9'h, 2005
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C SSB 141 (FIN) — Retirement Security Act HP4 Overview

Spend down scenarios
• Example: Age 65, 20 yrs service, 2% contribution

balance front 11 
table oa Slide 7

Age
Years

Retired

Beginning
Annual
Balance

Annual
Health

Premium
Annual

Deductibles

Annual
Interest

Credited
oar End 

Balance
65 0 •  .a  •ye.* $ 4,029 $ 500 $ 1,789 $ 46,522
66 1 $ 46,522 $ 4,230 $ 500 $ 1,672 $ 43,463
67 2 $ 43,463 $ 4,442 $ 500 $ 1,541 $ 40,062
68 3 $ 40,062 $ 4,664 $ 500 $ 1,396 $ 36,294
69 4 $ 36,294 $ 4,897 $ 500 $ i ,236 $ 32,132
70 5 $ 32,132 $ 5,142 $ 500 $ 1,060 $ 27,550
71 6 $ 27,550 $ 5,399 $ 500 $ 866 $ 22,517
72 7 $ 22,517 $ 5,669 $ 500 $ 654 $ 17,001
73 8 $ 17,001 $ 5,953 $ 500 $ 422 $ 10,971
74 9 $ 10,971 $ 6,250 $ 500 $ 169 $ 4,389
75 10 $ 4,389 $ 6,563 $ 500 $ MO $ (2,780)

/
* Life expectancy:

M ales=16.3 yrs

Fem ales = 17.9 yrs

/ \

By: The Senate Finance Committee
Date: April 19'h, 2005

*Source: National Vital Statistices Reports, Vol.51, No. 3, December 19,2002, p. 29. The tables used are for all 
races based on year 2000 data.
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CSSB 141 (FIN) — Retirement Security Act

Option for Existing 
Employees to Convert to 
New DC Plan

By: The Senate Finance Committee 
Date: April I9'\ 2005
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CSSB 141 (FIN) — Retirement Security Act Conversion Option for
Existing Employees

bility for members to convert from the 
)lan to the DC plan
An employer must first choose to allow their DB plan 
employees to transfer into the DC plan.
Only unvested members of the DB plan will be eligible 
to transfer into the DC Plan

> PERS members with less than 10 years of service

> TRS members with less than 8 years of service

Participation in the defined contribution retirement plan 
is in l<eu of participation in the defined benefits plan.
There is no option to return to the DB plan if you opt 
into the DC plan.

j ^ S f j  By: The Senate Finance Committee
e -M r Date: April 19 '\ 2005
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CSSB 14. (H N )-  Retirement Security Act Conversion Option for
Existing Employees

Mechanics of Conversion
• Present value of the member contribution account 

balance held in DB trust will be transferred to a new 
account.

• A 100% matching employer contribution will be made 
on behalf of the employee to the new account; however, 
this must be new money.

• Service credit earned under the DB plan will be credited 
for purposes of vesting in medical benefits.

By: The Senate Finance Committee 
Date: April 19th, 2005 Page: 80



CSSB 141 (FIN) — Retirement Security Act Conyersign Option for 
Existing Employees

Potential Cost to Employers
Service
Years

PERS Tier 1 Tier 2 Tier 3 Total System

< 5 $ 9,910,842 18,931,859 101,423,157 130,265,858
5 to < 10 55,804,740 128,224,601 96,023,581 280,052,923
10 to < 15 79,577,922 216,672,102 99,905 296,349,928
15 to <20 166,029,809 119.618,440 0 285,648,249
20 to < 25 246,455,352 1,033,437 0 247,488,789
25 and > 141,721,266 123,906 0 141,845,172
Totals $ 699,499,932 484,604,344 197,546,643 1,381,650,918

TRS Tier 1 Tier 2

< 8 $ 9,622,483 92,841,386 102,463,869
8 to < 10 11,597,202 41,796,620 53,393,822
10 to < 15 35,530,bb0 106,276,667 141,807,626
15 to <20 138,923,592 6,547,816 143,471.408
20 and > 221,422,095 0 221,422,095
Totals $ 415,096,333 247,462,488 662,558,821

Grand Total By Tier $ 1,114,596,264 732,066,832 197,546,643 2,044,209,739

0
Limit Conversion Option to: 290,288,124

By: The Senate Finance Committee
Date: April I9 '\  2005



Example of retirement lifetime benefits under DB plan

CSSB 141 (FIN) - Retirjmeit Security Act_______________ Conversion Option for
Existing Employees

• PERS “Other” member, Tier III
• Beginning salary $35,000
• Member Contribution iate = 6.75%
• Semi-annual interest = 4.25%

• Works 30 years
• Normal Retirement at age 60
• Male Life Expectancy = 19.9 years

30 Years of Member Contributions and Interest

Benefit Formula = (2% x 1J yrs) + (2.25% x 10 yrs) + (2.5% x 10 yrs)
Annual Benefit $

Total Employer Benefits Payments

$ 2 09 ,2 6 9

s 68,750
67.5%

$ 46,406.25
$ 923,484
$ 315,949
$ 1 ,5 63 ,8 5 9

13.38%

86.62%

By: The Senate Finance Committee 
Date: April I9'h, 2005

Corrected April 8, 2005
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CSSB 141 (FIN) — Retirement Security Act

X

The Senate Finance Committee



| c S S B  I 4 K F I N ) -  Retirement Securih Act Containina Liability in Our
t --------------------------------------------------------------------------------------------------------------------------------------------------------------------- Current System

Refunded Accounts By Syster.t

By: The Senate Finance Committee 
Date: April 19th, 2005
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Current SystemAge Distribution of PERS & TRS Refunded Accounts

141(Fi!\) — Retirement Security Act Containing Liability in Our

Age

Refunded Accounts Represent a Looming Liability for the System

By: The Senate Finance Committee 
Date: April 19th, 2005
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CSSB 14J(FfN)- Retirement Secuiitv Act Containing Liability in Our
Current System

CSSB 141 (FIN) Solution
• AS 14.25.062 and AS 39.35.350

• Repeals the provision for letting people repcy there 
indebtedness to the state -  effective June 30, 2010

• This provides for a 5 year window for members to 
reinstate their accounts and begin paying the 
indebtedness

By: The Senate Finance Committee 
Date: April 19th, 2005
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CSSB 141 (FIN) — Retirement Security Act Containing Liability in Our
Current System

Post Pension Retirement 
Adjustments (PRPA)

By: The Senate Finance Committee 
Date: April 19th, 2005
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|cSSB 141(F'\)- Retirement Security Act ContaininG Liability in Our
Current System

Current Retirement Pension Adjustments
*

1. COLA -  The greater of 10% or $50 increase in base benefit amount 
paid to retirees 65 years of age or older living in Alaska

2. Post Pension Retirement Adjustment (PRPA) AS14.25.143 & 
AS39.45.475

> Automatic -  annual increase given to eligible retirees based 
a percentage of the year to year change in Anchorage CPI - 
50% pre-65, 75% post-65

> Discretionary (“Ad Hoc”) - All Tier 1 retirees are eligible.
Awarded "when the administrator determines that the cost 
of living has increased and that the financial condition of the 
retirement fund permits’’

Established in 1966 -  repealed on 7/1/86 PERS and 7/1/90 
TRS -  but still applicable to Tier 1 members

By: The Senate Finance Committee 
Date- April 19,h. 2005
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C SSB 141 (KIN) — Retirement Security Act Containing Liability in Our
Current System

PRPA ELIGIBILITY AND CALCULATION
B O B  A I________i 1 B l l f l l h l lM u  " --------»— — -----PRPA ls»u«d | EHgtDUJty Requirements Calculation

Ad Hoc July 1st of every year. 
Members must meet eligibility 
requirements as of July 1st.

Must be a Tier I PERS or TRS 
member. (Appx 24,500)
Must be a change in the 
Consumer Price Index (CPI) 
from date of retirement to date 
of PRPA issuance.

3 Step calculation:
1) Determine the % difference in the current CPI% 
less the CPI% at retirement. Multiply the base 
benefit by this percentage.
2) Determine the 4% compounded rate for each 
month the member has been on retirement. 
Multiply the base benefit times this percentage. 
Subtract any prior PRPAs received.
3) The Ad Hoc amount granted is the lesser of the 
results of steps 1 and 2.

Automatic July 1st of every year. 
Members must meet eligibility 
requirements as of July 1st.

1) Must be age 60, or
2) have been receiving 
retirement benefits for 5 yrs 
(PERS), 8 yrs (TRS), or
3) be receiving disability 
benefits.

If member meets minimum age or service 
eligibility, receives 50% of the % change in CPI 
applied to the base benefit plus any prior PRPAs 
granted. Disability recipients and members who 
are age 65 receive 75% of the % of change in 
CPI.

AdHoc PRPA’s Have a Huge Effect on Future Liabilities

By: The Senate Finance Committee
Date: April I9'h, 2005
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|CSSB !41 <FIN) — Retirement Security Act Containina Liability in OurL Current System

Ad hoc and Automatic PRPA Example
Tier I Retiree 
Retired 1/1/97 
Age 50

Ad Hoc
Base PRPA Auto PRPA PRPA Type 

Age Benefit Amt Amount Paid
Change in 

CPI

Ad Hoc
PRPA % 
Granted*

Auto 
PRPA % 
Granted PRPA Date

3.163% 3.000% 1.581% 7/1/1997 50 $ 2,248.86 NE NE Ad hoc
1.045% 4.000% 0.522% 7/1/1998 51 $ 2,248.86 $ 15.60 NE Ad hoc
1 103% 4.000% 0.551% 7/1/1999 52 $ 2,248 86 $ 25.00 NE Ad hoc
0.954% 4.000% 0.477% 7/1/2000 53 $ 2,248.86 $ 21.86 NE Ad hoc
2.837% 4.000% 1.418% 7/1/2001 54 $ 2,248.86 $ 65.58 NE Ad hoc
3.022% 3.000% 1.511% 7/1/2002 55 $ 2,248.86 $ 7182 S 37.00 Ad hoc
1 849% None 0.924% 7/1/2003 56 $ 2,248 86 $ S 22.63 Auto
3.193% None 1.596% 7/1/2004 57 $ 2,248.86 $ $ 39.08 Auto

Total PR PA Granted: $261.57

Tier II Retiree 
Retired 1/1/97 
Age 55

Age B ase Benefit
Auto 

PRPA Amt
PRPA % 
Granted

55 $ 2,248.86 NE NE
56 $ 2,248.86 NE NE
57 $ 2.248.86 NE NE
58 $ 2,248.86 NE NE
59 $ 2,248.86 NE NE
60 $ 2,248 86 $ 37.00 1.645%
61 $ 2,248.86 $ 22.63 1.006%
62 $ 2,248.86 $ 39.08 1.738%

Total PRPA Granted $ 98.71 $98.71

'Note: The 4% is the maximum any member can receive. No ad hoc PRPA granted can cause the total accrued PRPAs to exceed the total change in 
CPI from the member's retirement date to the date the PRPA was granted

NE = Non Eligiable

By: The Senate Finance Committee 
Date: April 19th, 2005
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CSSB 141 (KIN) — Retirement Security Act Containing Liability in Our 
Current System

PRPA Awarding History

PRPA
Date

Monthly Benefit Increase 

PERS TRS Total
Total 12 Month 
Cash Increase

Resulting 
Actuarial Loss

1995 Paid in '97 Paid in '97 NA
1996 Paid in '97 Paid in '97 NA
1997 $ 2,289,639 $ 2,877,374 $ 5,167,013
1998 $ 171,502 $ 149,500 $ 321,002 $ 3,852,024 $ 57,158,000
1999 $ 163,715 $ 147,366 $ 311,081 $ 3,732,972 $ 11,765,000
2000 $ 158,034 $ 133,226 $ 291,260 $ 3,495,120 $ 17,905,000
2001 $ 508,787 $ 445,192 $ 953,979 $ 11,447,748 $ 17,123,000
2002 $ 585,443 $ 502,968 $ 1,088,411 $ 13,060,932 $ 39,561,000

AdHoc PRPA’s Have a Huge Effect on Future Liabilities

By: The Senate Finance Committee 
Date: April 19*h, 2005
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CSSB 1 4 1 ( H N ) -  Retirement Sccurit) Art Containing Liability in Our
Current System

CSSB 141 (FIN) Solution

• Define what is meant in statues by “the 
financial condition of the retirement fund” 
permitting (a s  14.25.143 and a s  39.35.475)

•SB 141 defines the healthy financial condition 
ofthe fund to be a minimum funding ratio of
1 1 0 %

j By: The Senate Finance Committee
' Date: April 19th, 2005

Page:



By: The Senate Finance Committee
Date: April 19*. 2005
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FIN) -  Retirement Security Aii______________________________ Appendix A

Funding Ratios
(Actuarial Asset Value/Total Accrued Benefits)

Year

TRS
Funding
Ratio

PERS
Funding
Ratio Year

TRS
Funding
Ratio

PERS
Funding
Ratio

1975 61.0% 61.0% '90 87.7% 97.2%
'76 55.0% 64.0% '91 85.7% 8 8 . 1%
7 7 63.0% 6 6 .0 % '92 89.7% 91.2%
'78 67.0% 69.0% '93 93.1% 95.4%
7 9 72.0% 6 8 .0 % '94 89.6% 94.8%
'80 67.0% 71.0% '95 90.9% 96.5%
'81 79.0% 82.0% '96 97.2% 105.8%
'82 77.0% 79.0% '97 94.0% 106.3%
'83 80.0% 85.0% '98 97.7% 105.9%
'84 84.0% 8 8 .0 % •99 102.5% 105.5%
'85 82.0% 94.0% 2 0 0 0 99.6% 1 0 1 . 1%
'86 93.0% 1 0 2 .0 % '01 95.0?/o 100.9%
'87 1 0 1 .0% 1 0 0 .0 % '02 6 8 .2% 75.2%
'88 98.8% 93.0% '03 64.3% 72.8%
'89 95.0% 91.6% •04 62.5% 71.1%

•ty: The Senate Finance Committee 
Date: April I 9 '\  2005
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CSSB 141 (FIN) -  Retirement Security Act Appendjx B
Summary of Accrued Assets and Liabilities - PfcRS

Funding Ratio
Accrued Valuation Surplus Market Value Surplus Actuarial Market
Liability Assets Actuarial Asstes Market Value o f Value o f

Valuation Date (000's) (00^'s) (000's) (000's) (000's) Assets Assets
June 30, 2004 11,443,916 8,030,414 (3,413,502) 8,177,306 (3,266,610) 70.2% 71.5%
June 30, 2003 10,561,653 7,687,281 (2,874,372) 7,391,455 (3,170,198) 72.8% 70.0%
June 30, 2002 9,859,591 7,412,833 (2,446,758) 7,412,833 (2,446,758) 75.2% 75.2%
June 30, 2001 7.868,574 7,941,756 73,182 8,088,382 219,808 100.9% 102.8%
June 30, 2000 7,376,912 7,454,758 77,846 8,756,580 1,379.668 101.1% 118.7%
June 30, 1999 6,648,673 7,016,340 367,667 8,105,358 1,456,685 105.5% 121.9%
June 30, 1998 6,203,991 6,571,562 367,571 7,438,398 1,234,407 105.9% 119.9%
June 30, 1997 5,534,116 5,885,488 351,372 6,566,155 1,032,039 106.3% 118.6%
June 30, 1996 4,979,958 5,271,253 291,295 5,567,721 587,763 105.8% 111.8%
June 30, 1995 4,971,172 4,794,754 (176,418) 4,876,808 (94,364) 96.5% 98.1%
June 30, 1994 4,620,182 4,379,305 (240,877) 4,177,013 (443,169) 94.8% 90.4%

Summary of Accrued Assets and Liabilities - TRS
Funding Ratio

Accrued Valuation Surplus Market Value Surplus Actuarial Market
liability Assets Actuarial Asstes Market Value o f Value o f

Valuation Date (000's) (000’s) (000's) (000's) (000's) Assets Assets

June 30, 2004 6,123,600 3,845,370 (2.278.230) 3,911,515 (2,212,085) 62.8% 63.9%
June 30, 2003 5,835,609 3,752,285 (2,083,324) 3,602,619 (2,232,990) 64.3% 61.7%
June 30, 2002 5.411,642 3,689,036 (1,722,606) 3,689,036 (1,722,606) 68.2% 68.2%
June 30, 2001 4,603,147 4,372,229 (230,918) 4,086,848 (516,299) 95.0% 88.8%
June 30, 2000 4,198,868 4,184,015 (14,853) 4,484,902 286,034 99.6% 106.8%
June 30,1999 3,720,954 3,815,6-0 94,679 4,204.019 483,065 102.5% 113.0%
June 30,1998 3,528,757 3.446,070 (82,687) 3,915,235 386,478 97.7% 111.0%
June 30,1997 3,320,069 3,120,044 (200.025) 3,492,071 172,002 94.0% 105.2%
June 30,1996 2,940,437 2,858,756 (81,681) 3,030,644 90,207 97.2% 103.1%
June 30,1995 2,913,467 2,647,392 (266,075) 2,688,451 (225,016) 90.9% 92.3%
June 30, 1994 2,761,409 2.472,957 (288,452) 2,351,719 (409,690) 89.6% 85.2%

Dy: The Senate Finance Committee 
Dale: April I 9 '\  2005
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State o f Alaska PERS & TRS Combined

M e r c e r  F i n a n c i a l  P r o j e c t i o n s  1 9 9 4  - 2 0 0 4

(OOO's)

Growth RatecAsset Projections
Year of Valuation Projection 

Year to 200
1994lo 

Valuation Yr
7,403.413 7,962,757 8.540,481 9.126.369
7,442,146 7.991,239 8,552,339 9,121,335

" 8.130.060 8,746,883 9,390,40h
9.005.532 I 9.553,907

Year of lvvs 
Projection 1999

2000

2001
2002

2003
2004

Liabilities W ere P ro jected  
to Grow 6 12%

Liability Projections Growth Rates
Projection 

Year to 200
1994 to 

Valuation Yr
Year of Valuation

Year of 
Projection

Liabilities Have 
A ctually G row n 9.06%

Annual Valutions

By: The Senate Finance Committee 
Date: Apnl 19th. 2005



Tv
PERS Analysis of Valuation

Cumulative Change in Average Employer Contribution Rate
1998 through 2004

PERS Employer Rate increased cumulatively by 20.83% over 6 years - from 7.36% in 1998 to 28.19% in 2004
What factors contributed to that increase?

< s s l l  H I 1 1-IN) - Retirement Security Aci______________________________ Appendix D

% of Cumulative 1998 to 2004 Rate Increase Attributed to Each Factor PERS
Weighted Absolute Payroll

Type of Gain or Loss Impact Years Absolute Change Impact
Change 1998-2004 (000's)

Assumption Changes ’98, 2000, ’02, '04 (34.79%) 12.18% $ (82,643)
Investment Experience Ail (10.88%) 3.81% $ (25,851)
Health Experience 2002 (10.51%) 3.68% $ (24,969)
Demographic Experience All (9.83%) 3.44% $ (23,341)
Asset Valuation Method 2000, 2002 (4.11%) 1.44% S (9.771)
Contri Shortfall Due to 2 Year Calculated Rate 2003, 2004 (5.68%) 1.99% $ (13,502)
102% Funding Ratio Adjustments 1998, 2001,2003 (1.89%) 0.66% $ (4,478)
Ad hoc PRPA 1998 thru 2002 (1.46%) 0.51% $ (3,460)
System Benefit Changes 2001,2002 (0.60%) 0.21% $ (1,425)
Salary Experience All but 2000 5.80% 2.03% $ 13,774
Past Service Amortization Change 2002 14.45% 5.06% $ 34,333

100.00% 35.01% $ 237,548

By: The Senate Finance Commitlce
Date: April I9lh, 2005
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PERS Analysis of Valuation
Cumulative Change in Average Employer Contribution Rate1998 to 2004

Type o f Gain or Loss (as o f June 30)

W eig h ts
Absolute
Change

Absolute
Change Total 2004 2003 2002 2001 2000 1999 1998

Health Experience 10.51% a.68% 3.68% 0.00% 0.00% 3.68% 0.00% 0.00% 0.00% 0.00%
Salary Experience 5.80% 2.03% (2.03%) 0.08% (0.19%) (0.20%) f! 03%) 0.00% (0.23%) (0.46%)
Investment Experience 10.68% 3.81% 3.81% 0.02% 0.31% /.?4% 0.11% tO 12%) (0.49%) (3.26%)
Demographic Experience 9.83% 3.44% 3.44% 0.54% 0.40% 1.21% 0.77% (0.81%) 0.21% 1.12%

Net Gains & Loss Due to Experience 8.90% 0.64% 0.52% 11.93% (0.15%) (0.93%) (0.51%) (2.60%)

Asset Valuation Method 4.11% 1.44% 1.44% 0.00% 0.00% 4.11% 0.00% (2.67%) 0.00% 0.00%
102% Funding Ratio Adjustments 1.89% 0.66% 0.66% 0.00% (0.90%) 0.00% 0.57% 0.00% 0,00% 0.99%
Past Service Amortization Change 14.45% 5.06% (5.06%) 0.00% n.00% (5.06%) 0.00% 0.00% 0.00% 0.00%
Contribution Shortfall compared to average
Employer Calculated rate 5.68% 1.99% 1.99% 0.89% 1.10%
Assumption Changes 34.79% 12.18% 12.18% 1.03% 0.00% 6.98% 0.00% 3.09% 0.00% 1.08%
System BencT* Changes 0.60% 0.21% 0.21% 0.00% 0.00% 0.04% 0.17% 0.00% 0.00% 0.00%
Ad hoc PRPA 1,46% 0.51% 0.51% 0.00% 0.00% 0.14% 0.06% 0.07% 0.04% 0.20%

Total Non-Recurring Changes 100.00% 35.01% 1 i .93% 1.92% 0.20% 6.21% 0.80% 0.49% 0.04% 2.27%

Composite (Gain) or Loss During Year 2.56% 0.72% 18.14% 0.65% (0.44%.) (0,47%) (0.33%)

Beginning Average Employer Contribution Rate 25.63% 24.91% 6.77% 6.12% 6.56% 7.03% 7.36%

Ending Average Emp<oye. Contribution Rate 28.19% 25.63% 24.91% 6.77% 6.12% 6.56% 7.03%

3nnual Payroll (OCO's) 1472987 1460783 1402686 1360401 1321480 1283549 1235439
Annual Contribution 377527 363881 94962 83257 86689 90233 90928
Y rto  Yr Change 13646 268919 11705 -3433 -3544 695

By: The Senate Finance Committee 
Date: April I 9 '\  2005
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20%

15%

10%

Factors Contributing to 28.78% TRS Employer Rate Increase*
(% o f Cumulative 1996 to 2004 Rate Increase Attributed to Each Factor)

Net Asset Side 
Impact of 10.45%

1 E

■ (12,91%)

I  I  I
(7 01%)

(2.44%)

.55%)

(1)

.6.54%

4.79%
2.46%

(0 51"..)

Actuarial Loss (Increased Employer Rate) 

K  Actuarial Gain (Decreased Employer Rate)

Assumption Demographic Investment
Changes Experience Experience

* TRS Employer Rate increased from 13.0% in 1998 to 41.78% in 2004

Health CRS System Contri Shortfall Ad hoc PRPA System Benef't Asset Valuation Salary 
Experience Implementation Due to 2 Year Changes Methoo Experience

Calculated Rate

Ffes? Service 
Amortization 

Change

By: The Senate Finance Coni.nittcc 
Date: April I9lh, 2005
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TRS Analysis of Valuation
Cumulative Change in Average Employer Contrit ution Rate

1998 through 2004
TRS Employer Rate increased cumulatively by 28.78% over 6 years - from 13.0% in 1938 to 41.78% in 2004

What factors contributed to that increase?

% of Cumulative 1S98 to 2004 Rate Increase Attributed to Each Factor TRS
Weighted Absolute Payroll

Type of Gain or loss Impact Years Absolute Change Impact
Change 1998-2004 (000's)

Assumption Changes 2000, 2002, 2004 (28.16%) 15.46% S (14,922)
Demographic Experience All (14.21%) 7.80% s (7.528)
Investment Experience All (12.91%) 7.09% $ (6,843)
Health Experience 20C2 (7.01%) 3.85% $ (3,716)
CRS System Implementation 2001 (6.36%) 3.49% $ (3.368)
Contn Shortfall Due to 2 Year Calculated Rate 2003 "004 (4.81%) 2.64% (p4* (2,548)
Ad hoc PRPA 1998 thru 2002 (2.44%) 1.34% $ (1,293)
System Benefit Changes 2001 (0.31%) 0.17% $ (164)
Asset Valuation Method 2000, 2002 246% 1.35% $ 1,303
Salary Experience Ail but 2002 4.79% 2.63% $ 2,538
Past Service Amortization Change 2002 16.54% 9.08% $ 8,764

100.00% 54.90% $ 52,988

By: The Senate Finance Committee 
Date: April 19th. 7005

Page: 100



CSSB 14K F IN )-R etirem ent Security Act Appendix E
(3)

TRS Analysis of Valuation
Cumulative Charvje in Average Employer Contribution Rate1998 to 2004

Type of Gain or Loss (as o f June 30)

Weighted
Absolute
Change

■

At >olute 
Change Total 2004 2003 2002 2001 2000 1999 1998

Health Experience 7.01% 3.85% 3.85% 0.00% 0.00% 3.85% 0.00% 0.00% 0.00% 0.00%
Salary Experience 4.79% 2.63% (2.63%) 0.54% 0.10% (0.11%) (1.68%) 0.00% (0.64%) (0.84%)
Investment Experience 12.91% 7.09% 7.09% 9.06% 0.43% 15.03% 1.35% (3.35%) (3.73%) (2.70%)
Demographic Experience 14.21% 7.80% 7.80% (0.85%) 1 35% 4.21% 2.66% (0.91%) 0.80% 0.54%

Net Gains ( i  Loss Due to Experience 16.11% ( . 25%) 1.88% 22.98% 2.33% (4.26%) (3.57%) (3.00%)

Asset Valuation Method 2.46% 1.35% (1.35%) 0.00/a 0.00% 0.03% 0.00% (1 38“:,) 0.00% 0.00%
CRS System implementation fc.36% 3.49% 3.49% 0 90% 0.00% 0.00% 3.49% 0,00°/, 0.00% 0.00%
Past Service Amortization Change 16.54% 9.08% (9.08%) 0.00% 0.00% (9.08%) 0.00% 0.00% 0.00% 0.00%
Contribution Shortfall comp.:red to average
Employer Calculated rate 4.81% 2.o4% 2.64% 1.24% 1.40%
Assumption Ciiar.ges 28.16% 15.46% 15.46% 1 94% 0.00% 6.84% 0.00% 6.68% 0.00% 0.00%
System Benefit Changes 0.31% 0.17% 0.17% 0.00% 0.00% 0.00% 0.17% 0.00% 0.00% 0.00%
Ad hoc PRPA 2.44% 1.34% 1.34% 0.00% 0.00% 0.36% 0.16% 0.16% 0.11% 0.55%

Total Non-Recurring Changes 100.00% 54.90% 12.67% 3.18% 1.40% t ! R5%) 3.82% 5.46% 0.11% 0.55%

Composite (Gam) or Loss During Year 2.93% 3.28% 21.13% 6.15% 1.20% (3.46%) (2.45%)

Beginning Average Employer Contribution Rate 38.85% 35.57% 14.44% 8.29% 7.09% 10.55% 13.00%

Ending Average Employer Contnbution Rate 41.78% 38.85% 35.57% 14.44% 8.29% 7.09% 10.55%

Annual Payroll (000’s) 522421 532630 509437 496188 482571 466414 469433
Annual Contribution 202961 189456 73563 41134 34214 49207 61026
Yr to Yr Change 13504 115894 32429 6920 -14992 -11820

By: The Senate Finance Committee 
Date' April I9 lh, 2005
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Demographic Assumptions Relate to the plan’s populations and how they are expected to change over time
Total Turnover Rate Disability Rate
Retirement Ratec Assumed Retirement Date if Before Age *S0
Mortality Rates
Economic Assumptions Relate to the expected long-term financial experience ofthe plan
Total Inflation Annual investment return
Annual Salary Increases Post Retirement Health Premium Trend
Actuarial Assumptions In addition to Demographic and Economic Assumptions, the following additional 
assumptions are Inputs in the actuarial analysis
Target Funding Ratio COLA -  % of retirees receiving
Spouse's Age Dependent Children
Contribution Refund Rates New entrants
Post-Pension Retirement Adjustments Expenses
Marital Status

Assumption Changes:
As a result of a 2000 experience study in which system experience was compared to actuarial assumptions, a new set of 
assumptions was adopted in December of 2000. The net effect of the change resulted in an actuarial loss of 3.09% in PERS 
and 6.68% in TRS.
As a result of the 2002 Actuarial Audit performed by Milliman USA, a new set of actuarial assumptions were adopted effective 
June 30, 2002. Assumption changes included Health Cost Trends, Mortality, % of Retirees receiving COLA, Turnover Rates, 
Assumed Retirement Ages. For 2002, changes in the health cost trend assumption only, resulted in an actuarial loss in TRS 
of 6.84% and in PERS by 6.98%.

By: The Senate Finance Committee 
Date: April I 9 '\  2005
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Investment Experience:
Adjustments as a result of differences between assumed investment results and actual investment experience (results).
In 2002, the board changed the asset valuation method and immediafiy recognized all deferred losses. This resulted in an 
actuarial loss in PERS of 7 24% and in TRS of 15.03%.
Health Experience:
Adjustments as a result of differences between assumed health expenses and actual health experience (costs).
On June 30, 2002, the assumed total blended Health premium was reset to the actual total blended premium for FV03. The 
resetting increased the total employer contribution rate by 3.85% in TRS and 3.68% in PERS. Going forward, the difference 
between the assumed rate and the actual rate will be tracked annually and reduced if the gap becomes to wide.
Demographic Experience:
Adjustments as a result of comparing assumptions about the demographic statistics (i.e. population; of the system, with the 
actual statistics. Factors include - number of active participants, average age of participants, average credited service, number 
of beneficiaries, number of vested/terminated, etc.
CRS System Implementation:
The Div of Retirement & Benefits implemented a new administrative system (CRS) in 2000 for TRS . The new system 
provides more accurate data to be used in the annual actuarial valuations. Due to the differences in the data between the old 
and new systems, there were o^e-time data adjustments which affected the liabilities calculated for the System. The net effect 
of these changes was to increase the 2001 employer contribution rate in TRS by 3.49%.
Contribution Shortfall:
2003: An average employer calculated rate are determined 2 years prior to the fiscal year. So the 2003 valuation is setting the 
FY05 and FY06 rates. When the next year's valuation is finished, the difference between the new calculated rate and the one 
from the year prior determines the shortfall.

By: The Senate Finance Committee 
Date: Apnl I 9 '\  2005
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Asset Valuation Method: 
hERS:
Prior to 2002, in developing asset valuations, PERS used wnat's called the corridor method. Investment returns are expected 
to be equal to the investment assumption of 8.25%. The valuation assets, plus (minus) the outstanding balance of previously 
amortized amounts, are then compared to a 5% corridor around the market value of assets. Any amount outside the corridor is 
amortized and applied to the jmployer contribution rates as a level percentage of the present value of pay over 20 years 
under the 1% population scenario. For 2000, recognition of additional investment gains outside the corridor resulted in an 
actuarial gain of 2.67%.
Effective June 30, 2002 - As a result of the Actuarial Audit performed by Milliman USA in 2002, the Board adopted a new 
asset valuation method. This new smoothing method - recognizes 20% of the investment gain or loss in each of the current 
and preceding four years. This method is being phased in over the next five years. Due to this change, the accumulated 
adjustment from the corridor method is now included in the amortization of the unfunded liability. Elimination of the corridor 
adjustment created a 2002 actuarial loss of 4.11% in PERS.
TRS:
Prior to 2000, in developing asset valuations, TRS used a smoothing technique to smooth over five years the difference 
between actual and expected return. One purpose was to adopt a method which better accomplished the goal of smoothing 
volatility in investment returns.
Beginning in 2000, TRS began using the corridor method instead of the smoothing method. The corridor adjustment for 2000 
resulted in an actuarial gain of 1.38%.
Effective June 30, 2002 - As a result of the Actuarial Audit performed by Miliman USA in 2002, the Board adopted a new asset 
valuation method. This new smoothing method - recognizes 20% of the investment gain or loss in each of :he current and 
preceding four years. This method is being phased in over the next five years. Due to this change, the accumulated 
adjustment from the corridor method is now included in the amortization of the unfunded liability. Elimination of the corridor 
adjustment created a 2002 actuarial loss of .03% in TRS.

By: The Senate Finance Committee 
Date. April 19th. 2005
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102% Funding Ratio Adjustments:
1998: PERS Board adopted an actuarial method that would target an ultimate funding ratio ot 102%. An adjustment :3 made to 
the current and projected unfunded accrued liability so that the projected employer contributions to the System will result in an 
ultimate funding ratio of 102%. The 1998 adjustment created an actuarial loss of 0.99%.
2001: The adjustment for the 102% Target Funding Ratio created an actuarial loss of 0.57%
2003: Effective June 30, 2003, the PERS Board eliminated the requirement that the average employer contribution rate be 
calculated based on 102% of the system's accrued liability and instead adopted a target ratio of 100%. The change created an 
actuarial gain of 0.90%.
Ad hoc PRPA
1998: An ad hoc Post Retirement Pension Adjustment (PRPA) was granted which increased benefit payments to many Tier I 
(hired before July 1, 1990) retirees and producing an actuarial loss to TRS of approx. $28,954,000 and PERS of $28,204,000.
1999: An ad hoc PRPA was granted producing an actuarial loss to TRS of $5,681,000/PERS of $6,084,000
2000: An ad hoc PRPA was granted producing an actuarial loss to TRS of $8,410,000 & PERS of $9,495,000
2001: An ad hoc PRPA was granted producing an actuarial loss to TRS of $8,226,000 & PERS of $8,897,000
2002: An ad hoc PRPA was granted producing an actuarial loss to TRS of $19,456,000 & PERS of $20,105,000

f l

By: The Senate Finance Committee
Date: April 19,h. 2005
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System Benefit Changes:
2001 - TRS/PERS - Effective June 30, 2001, all retired member over age 60 an all members who retire with at least twenty- 
five years of membership service become eligible for full System-paid post employment healthcare benefits, regardless of hire 
date.
2002 - PERS - Effective June 30, 2002: For all Police/Fire member, the number of years for calculation of average monthly 
compensation is now 3 years; the occupational death benefit for survivors of Police/Fire members is not the greater of 50% of 
the member's final salary or 75% of the normal retirement benefit the member would have e a rn ^  had the member survived to 
normal retirement age; upon reaching normal retirement age, a disabled Police/Fire member now receives the greater of 
his/her disability benefit or his/her normal retirement benefit.
Salary Experience:
Adjustments as a result of differences between assumed salary increases and actual salary experience. For both PERS and 
TRS, salary increases over the past several years have been less than anticipated which has resulted in net actuarial gains to 
both systems.
Past Service Amortization Change:
As a result of the 2002 Actuarial Audit performed by Milliman USA in 2002, effective June 30, 2002, the Board adopted a 25- 
year fixed period level percentage of pay amortization of the Unfunded Accrued Liability. This change is consistent with the 5- 
year recognition of gains or losses used in the new asset valuation metiiod. The change in the Past Service Amortization 
methodology caused an actuarial gain in TRS of 9.08% and PERS of 5.06%.

Appendix F
(5)

By: Hit- Senate Finance Committee
Date- Apri’ l<>'\ 2005
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B ase C a se  - - G row th Prolonged R ecession
A ssu m in g  a n  Annual  Popu la t ion  I n c re a s e  1%

To Catch Up, We’re Now Facing Untenable Contribution Rates

By: The Senate Finance Committee 
Date: April 19th, 2005
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To Catch Up, We’re Now Facing Untenable Contribution Rates

By: The Senate Finance Com m ittee 
Date April I 9 '\  2005
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FY 06 Normal Cost Comparisons -  Proposed DC Plan vs. 
Existing TRS/PERS (all Tiers)

FY 06 Normal Cost Rates
TRS PERS DC Plan

Medical normal cost rate 9.07% 8.68% 1.75%
Defined contribution rate 13.90% 11.37% 12.50%
HRA contribution rate 0.0% 0.0% 2.00%
Gross normal cost rate 22.97% 20.05% 16.25%
Member contribution rate (8.69)% (6.81)% (8 .0 0 )%
Employer normal cost rateI......  ■ ......... . 14.28% 13.24% 8.25%

By: The Senate Finance Committee
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FY 07 Normal Cost Comparisons -  Proposed DC Plan vs. 
Existing TRS/PERS (all Tiers)

FY 07 Normal Cost Rates
TRS PERS DC Plan

Medical normal cost rate 8.75% 8.86% 1.75%
Defined contribution rate 13.69% 11.27% 12.50%
HRA contribution rate 0.0% 0.0% 2.00%
Gross normal cost rate 22.44% 20.13% 16.25%
Member contribution rate (8.68)% (6.81)% (8.00)%
Employer normal cost rate 13.76% 13.32% 8.25%

By: The Senate Finance Committee



Hire Date
Age al hire
Age al retirement
Normal retirement age
Service

7/1/2004
25
55
50
30

Salary
Wage Inflation

$35,000
4.0%

HRA contribution rale 
HRA accumulation rate

1.0% 
8.25%

Subsidy Base 
Subsidy index 
Subsidy percent

$5,962
5%

90%

HRA Kund at retirement 
Total retiree contribution 
Ne! retiree cost (w/HRA int)

564,622
$153,721
$72,348

Duration Age Salary Contribution
1 25 535,000 $350
2 26 $36/00 $364
3 27 837,856 $379
4 28 $39,370 $394
5 29 $40,945 $409
6 30 $42,583 $426
7 31 $44,286 $443
8 32 $46,058 $461
9 33 $47,900 S479

10 34 $49,816 $498
11 35 S51,809 $518
12 36 $53,881 $539
13 37 $56,036 $560
14 38 $58,278 $583
15 39 $60,609 $606
16 40 $63,033 $630
17 41 $65,554 $656
18 42 S68.177 $682
19 43 S7C.904 S709
20 44 $73,740 $737
21 45 $76,689 $767
22 46 $79,757 S798
23 47 $82,947 $829
24 48 $86,265 S863
25 49 S89.716 $897
26 50 $93,304 $933
27 51 $97,036 $970
28 52 $100,918 $1,009
29 53 $104,955 $1,050
30 54 $109,153 $1,092
31 55 $0 SO
32 56 $0 SO
33 57 $0 $0
34 58 $0 $0
35 59 $0 SO
36 60 $0 SO
37 61 $0 SO
38 62 $0 $0
39 63 $0 $0
40 64 $0 $0

Assumes participant retires from system and is receiving system sponsored benefits
Assumes only use of HRA funds is to pay for Net (after subsidy if applicable) retiree premium contnbutions
Assumes 25 years to normal retirement
Assumes demographic composition of pre-Medicare retiree group does not change from current

End of

r

J

Pre MC Pre MC
Year HRA Composite Composite
Balance Premium Trend

$364 $6,260 1.11
$773 $6,935 1.11

$1,231 $7,645 1.10
$1,742 $8,385 1.10
$2,311 $9,149 1.09
$2,945 $9,930 1.09
S3.649 $10,721 1.08
$4,429 $11,511 1.07
$5,293 $12,292 1.07
$6,248 $13,053 1.06
S7.302 $13,783 1.06
$8,465 $14,473 1.05
S9.747 $15,196 1.05

$11,15/ $15,956 1.05
$12,708 $16,754 1.05
$14,412 S17,592 1.05
S16.284 $18,471 1.05
$18,336 S19,395 1.05
$20,5P? S20.364 1.05
$23,'",2 $21,383 1.05
$25,-52 $22,452 1.05
$28,706 $23,574 1.05
$31,938 $24,753 1.05
$35,470 $25,991 1.05
$39,330 $27,290 1.05
$43,545 $28,655 1.05
$48,147 $30,088 1.05
S53.170 $31,592 1.05
$58,648 $33,172 1.05
$64,622 §34,830 1.05
$57,238 (436,572-^ 1.05
$43,608 $38,400 1.05
$38,600 $40,320 1.05
$27,064 $42,336 1.05
$13,841 $44,453 1.05

$0 $46,676 1.05
$0 $49,010 1.05
SO $51,460 1.05
SO $54,033 1.05
$0 $56,733 1.05

Retiree
Med/Rx
Premium

SO
$0
$0
SO
SO
$0
$0
SO
$0
$0
SO
SO
$0
so
so
so
$0
so
so
so
$0
$0
$0
so
so
so
so
$0
$0
$0

$36,572
$38,400
$40,320
$42,336
$44,453
$46,676
$49,010
$51,460
$54,033
$56,735

i
**} /

Subsidy 
Base 
$6,260 
$6,573 
$6,902 
$7,247 
$7,609 
$7,990 
$8,389 
58,809 
$9,249 
$9,71 I 

SI 0,197 
510,707 
S11.242 
S '1.804 
S12.395 
SI 3,014 
S 13,665 
$14,348 
$15,066 
515,819 
S16.610 
$17,440 
$18,312 
519,228 
S20,189 
S21.199 
S22.259 
$23,372 
$24,540 
$25,767 
$27,056 
$28,409 
$29,829 
531,320 
$32,886 
$34,531 
$36,257 
538,070 
$39,974 
$41,972

■<'

f

Retiree Reliiee
Subsidy Subsidy

$5,634 $0
$5,916 $0
$6,212 $0
S6.522 SO
$6,848 $0
$7,191 $0
$7,550 SO
S7.928 SO
S8.324 SO
$8,740 SO
$9,177 $0
$9,636 $0

$10,118 SO
$10,624 $0
$11,155 $0
$11,713 $0
$12,299 $0
$12,913 $0
$13,559 $0
$14,237 $0
$14,949 SO
$15,696 $0
$16,481 $0
$17,305 SO
$18,171 SO
SI 9.079 so
$20,033 SO
$21,035 so
$22,086 SO
$23,431. ------ 83.
$24,350 <$24J150-'
$25,568 $25,568
S26.846 $26,846
$28,188 $28,188
$29,598 $29,598
$31,078 $31,078
$32,632 $32,632
$34,263 $34,263
$35,976 $35,976
$37,775 $37,775

Beg of
;tiree Year HRA HRA
irlbution Balance Spend

$0 $0 $0
$0 $0 $0
$'J $0 $0
$0 $0 $0
$0 SO $0
SO $0 SO
SO SO SO
so SO SO
$0 $0 $0
$c SO SO
$0 $0 $0
$0 SO SO
$0 so $0
$r so so
$0 so $0
aO $0 so
SO $0 so
$0 SO $0
SC $0 so
SO $0 $0
$0 SO $0
$0 $0 $0
$0 so $0
$0 1 50 $0
so M  $ 0

$0
$0 w  s o so
SO ; SO $0
SO sc so
$0 SO so
$0 I SO $0

$12,221 \ $64,622 - $12,221
$12,833 V $57,238 ^ 512,833
$13,474 $48,608 $13,474
$14,148 $38,600 $14,148
$14,855 $27,064 $14,855
$15,598 $13,841 $13,841
$16,378 $0 $0
$17,197 $0 SO
$18,057 $0 $0
$18,900 $0 $0



Hire Dale 
Age al hire 
Age al retirement 
Normal retirement age 50
Service 30

Sa'ary
Wage inflation

HRA contribution rate 
HRA accumulation rate

Subsidy Base 
Subsidy index 
Subsidy percent

HRA Fund at retirement $96,933
Tctal retiree contribution $153,721
Net retiree cost (w/HRA inti $12,714

Duration

'  I
Age | Salary Cor 'iDution

End ot 
Veai HRA 
Balance

1 25 $35,000 $525 $546
2 26 $36,400 $546 $1,159
3 27 $37,056 $568 $1,846
4 28 535,370 $591 $2,613
5 29 $40,945 $614 S3,467
6 30 542,583 $639 $4 418
7 31 544,286 $664 $5,472
8 32 $46,053 $691 $6,6*4
9 33 $47,900 $718 $7,939

10 34 549,816 $747 $9,372
11 35 S51,809 $777 $10,953
12 36 $53,881 $808 $12,698
13 37 $56,036 $841 $14,620
14 38 558,273 $874 $16,736
15 39 $60,609 $909 SI 9,062
1b 40 563,033 S945 $21,619
17 41 $6.5,554 S983 $94,425
18 42 $68,177 51.023 $27,504
19 43 $70,904 $1,064 S30.8C0
20 44 $73,740 $1,106 534,579
21 45 $76,689 51,150 $38 628
22 46 $,9,757 $1,196 $43,060
23 47 532,947 SI.244 $47,907
24 48 $86,265 $1,294 $53,205
25 49 $89,716 $1,346 $58,995
26 50 $93,30-1 $1,400 $65,318
27 51 $97,036 S1.456 $72,221
28 52 $100,918 $1,514 579.754
25 53 $104,955 $1,574 $87,972
30 54 S109.153 $1,637 $96,933
31 55 SO $0 $92,214
32 56 so so $86,471
33 57 SO $0 $79,586
34 58 SO $0 $71,432
35 f-9 SO so $61,869
36 60 $0 $0 $50,744
37 G1 $n $0 $37,890
38 62 so $0 $23,124
39 63 $0 SO $6,245
4G 64 so $0 $0

$35,000
4,0%

1.5%
8,25%

$5,962
5%

90%

7/1/2014
25

Assumes participant retires from system and is receiving system sponsored benefits
Assumes only use of HRA funds is to pay tor Net (alter subsioy if npplicab'e) rotiree p.emium contributors
•issumes 25 years to normal reliremeni
Assumes demographic composition ol pre-Medicare retiree grour. doec not change fn».. current

Pre MC 
Composite 
Premium

Pre MC 
Composite 

Trend

Retiree
Med/Rx
Premium

SG.CG0 1.11 $0
$6,935 1.11 SO
$7,645 1.10 $0
$8,385 1.10 SO
$9,149 1.09 SO
$9,930 09 $0

$10,721 t 08 $0
$11,511 1.07 $0
$12,292 1.07 SO
$13,053 1.06 SO
$13,783 1.06 $0
$14,473 1 05 $0
$15,106 1.05 SO
$15,956 1.05 $0
$16,754 1.05 SO
Si 7.592 1 05 SO
$18,471 1.05 so
$19,395 1 05 so
$20,364 1 05 so
C21,383 1.05 $0
$22,452 1 05 sr.
$23,574 1.05 so
$24,753 1.05 so
$25,991 1.05 so
$27,290 1.05 $0
$28,655 1.05 so
$30,088 1.05 so
531,592 1.05 SO
S33.17C 1.05 SO
$54,830 1.05 $0
$36,572 1.05 $36,572
S38.400 1.05 $38,400
$40,320 1.05 $40,320
$42,336 1.05 $42,336
$44,453 1 05 $44,453
$46,676 1.05 $46,676
$49,010 1.05 $49,010
$51,460 1.05 $51,460
$54,033 1.05 $54,033
$56,735 1.05 $56,735

Subsidy
Base

Retiree
Subsidy

Retiree
Subsidy

$6,260 S5.634 $0
$6,573 $5,916 so
$6,90? $0,212 $0
$7,247 $6,522 $0
$7,609 $6,848 $0
37,990 $7,191 so
$8,389 57,550 $0
$8,803 ?7,928 SO
59,249 $5,324 SO
$5,711 $8,740 so

$10,197 * r,177 so
$10,707 $9,636 so
$11,242 $10,118 $0
$11,804 $10,624 so
S 12,395 $11,155 so
$13,014 S11,7.3 so
$13,665 S 12,299 so
$14,348 S12.913 so
$15,066 $13,559 $0
Si 5.819 $14,237 $0
$16,610 $14,949 so
$17,440 S15,696 so
$18,312 $16,481 $0
$19,228 $17,305 so
$20,189 $18,171 $0
$21,199 $19,079 so
$22,259 $20,033 so
$23,372 $21,035 so
S24.540 S22.086 $0
$25,767 $23,191 so
$27,056 $24,350 $24,350
$28,409 $25,568 S25.568
$29,82° $26,846 $26,846
$31,320 $28,188 $28,188
$32,886 $29,598 $29,598
$34,531 $31,078 $31,078
$36,257 S32.632 $32,632
$38 07C $34,263 $34,263
$39,974 $35,976 $35,976
$41,972 $37,775 $37,775

Beg of
Retime Year HRA HRA

Contribution 3alance Sperd
SO SO SO
$0 $0 $0
$0 $0 $0
SO $0 $0
SO $0 so
SO SO SO
SO $0 SO
$0 SO $0
$0 SO SO
S3 $0 SO
$0 SO SO
$0 $0 $0
SO SO so
$0 SO SO
SO SO $0
$0 so SO
so SO SO
v -J $0 $0
so SO so
$0 SO so
SO $0 so
so 50 SO
$0 SO so
SO $0 so
SO so SO
SO SO $0
so so $n
so SO so
SO $0 $0
so $0 $0

$12,2.21 $96,933 $12,221
$ i 2,833 $92,214 $12,833
$13,474 $86,47! $13,474
$14,148 $79,586 $14,148
S I4 855 $71,432 $14,855
$15,598 $61,869 $15,590
$16,378 $50,744 $16,378
$17,197 $37,850 $17,197
$18,057 $23,124 $18,057
$18,960 $6,245 $6,245

€ < z * \ < a  W \ 1 C  )  - ^ > 7 .



Hire Dale 
Age al hire 
Age al retirement 
Norma' retirement age 
Service

7/1/ir 004
40

60
20

Assumes participant retires from system ana is receiving system sponsored benefits
Assumes only use o( HRA tunris is to pay for Net (alter ujbsidy it applicable) retiree premium contnbutions
Assumes 25 years to normal retirement
Assumes demographic composition of pre-Medicare retiree group does not ci.ange from current

Salary
Wage Inflation

$35,.XX) 
 *-0%

HRA contribution rate 
HR/-, accumulation rate

1.0%
fl.25%

Subsidy Bass 
Subsidy index 
Subsidy percent

S5.962
5%

60%

HRA Fund a! retirement 
Total retiree contribution 
Net retiree cost (w/HRA int)

$23,052 
566,993 
$44 543

End ol
Year HRA

j Duration Age Salary- Contribution Balance

Pro MC Pre MC Re'iree
Composite Composite Med/Rx
Premium Trend Premium

Subsidy Retiree Retiree
Base Subsidy Subsidy

Retiree
Contribution

Beg ol
Year HRA HRA
Balance Spend

1 40 $35,000 $350 $36*1 $6,260 1.11 $0 $6,260 S3,756 SO $0 SO SO
2 41 $36,400 $364 $773 56,935 1,11 $0 $6,573 $3,944 $0 $0 $0 SO
3 42 $37,856 $379 $1,231 $7,645 • 10 so $6,902 $4,141 $0 SO SO $0
4 43 $39,370 $334 $1.74? $8,385 1.10 SO $7,247 $4,348 $0 SC SO SO
5 44 $40,945 $409 $2,311 $9,149 1.09 so $7,609 $4,566 SC SO SO SO
6 45 $42,563 S426 S2.945 $9,930 1 09 so $7,990 $4,794 SO $0 SO SO
7 46 $44,286 $443 $3,649 $10,721 1.08 so $8,389 55,033 SO SO SO SO
8 47 $46,058 $461 S4.429 $11,511 1.07 so $3,809 $5,285 SO SO $0 SO
9 48 $47,900 $479 $5,293 $12,292 1.07 so $9,249 95,549 SO SO $0 $0

10 49 $49,816 S498 $6,248 $13,053 1.06 $0 $9,711 $5,827 $0 SO SO so
11 50 $51,809 $518 $7,302 $13,783 1.06 $0 $10,197 $6,118 SO SO SO so
12 51 $53,881 S539 $8,465 $14,473 1.05 so $10,707 $6,424 SO SO $0 so
13 52 $56,036 $560 S9.747 $15,196 1.05 sc $11,242 $6,745 so SO $0 so
14 53 $58,278 $583 $11,157 $15,956 '.05 so S11.804 $7,083 so SO so so
15 54 $60,609 $606 $12,708 $16,754 1.05 so S12 395 $7,437 so $0 $0 so
16 55 $63,033 $630 S14.412 $17,592 1.05 so $13,014 S7,e09 so $0 $0 so
17 56 565,554 S656 S16,284 S18.471 1.05 so SI 3,665 $8.199 $0 SO $0 $0
18 57 $68,177 S682 $18,336 $19,395 1.05 so 814,348 $8,609 $0 so $0 $0
19 58 $70,904 S709 $20,587 $20,364 1.05 so ? 15,066 $9,039 so so so so
20 59 $73,740 $737 S23.05*. $21,383 I.C5 so $15,819 $9,491 so $0 $0 so
21 6T SO $0 $11,963 $22,452 1.05 $22,452 $16,610 $9,966 $9,966 $12,436 $23,052 312,486
22 61 SO $0 $0 $23,574 1.05 $23,574 $17,440 S!0,4G4 $10,464 $13,110 S11.963 511,953
23 62 SO $0 SO $24,753 1.05 $24,753 $18,312 $10,987 51C.987 $13,766 SO SO
24 63 $0 $0 SO $25,991 1.05 $25,991 $19,226 $11,537 $11,537 $14,454 $0 SO
25 64 SO $0 $0 $27,290 1.05 $27,290 $20,189 $12,114 $12,114 $15,17? SO so



Mira Dale
Ago at hire
Age al retirement
Normal retirement age
Service

7/1/2004
40
60
60
20

Assumes partic'oent retires Irom system and is receiving system sponsored benefits
Assumes only use of HRA funds is to pay for Net (alter subsidy if applicable) retiree premium contributions
Assumes 25 years to normal retirement
Assumes demographic composition of pre-Medicare reiirco yioup does not change from current

Salary
Wage inflation

HRA contribution rate 
HRA accumulation rate

Subsidy Base 
Subsidy index 
S u bsid y  p e ic e n t

HRA Fund at retirement 
Totai retiree contribution 
Net retiree cost (w/HRA int)

60%

$34,579
$68,393
$30,580

Duration Age Salary Contribution

End of 
Year HRA 
Balance

1 40 $35,000 S525 S546
2 41 S36.400 $546 S1.150
3 42 $37,856 S568 SI ,846
4 43 539,370 S591 $2,613
5 .14 $40,945 $614 S3,467
6 45 $42,583 $639 $4,413
7 46 S44.286 S664 $5,473
8 47 $46,058 S691 56,644
9 48 $47,900 S718 57,939

10 49 $49,816 $747 59,372
11 50 S51,809 S777 $10,953
12 51 $53,831 S808 $12,698
13 52 $56,036 S841 $14,620
14 53 $58,273 S874 $16,736
15 54 $60,609 S909 $19,062
16 55 S63.033 S945 $21,619
W 56 565,554 S983 S24.425
18 57 $68,177 S 1,023 $27,504

to 58 $70,904 S 1,064 S30.880
20 59 $73,740 $1,100 $34,579
21 60 SO SO S24.440
22 61 S3 SO $12,817
23 62 SO SO SO
24 63 SO SO SO
25 64 SO SO SO

Pre MC 
Composite 
Premium

Pre MC 
Composite 

T rend

Retiree
Med/Rx
Premium

S6.260 1.11 $0
S6.935 1.11 SO
57.645 1.10 SO
58,385 1.10 SO
S3.149 1.09 SO
$9,930 1 09 SO

S10.721 1.08 SO
S11,511 1.07 SO
512,292 1.07 $0
$13,053 1.06 $0
$13,783 1.06 SO
S14.473 1.05 so
515,196 1.05 so
$1 5,956 1.05 so
516.754 1.05 so
$17.592 1.05 $0
518,471 1 05 »•» r\vw
$19,395 1 05 so
$20,364 1.05 so
$21,383 1.05 so
$22,^5? 1.05 $22,452
$23,574 1.05 $23,574
$24,753 1.05 524,753
$25,991 1.05 $25,991
$27,290 1.05 $27,290

Subsidy
Base

Retiree
Subsidy

Retiree
Subsidy

S6.260 S3,756 SO
S6.573 $3,944 SO
$6,902 $4,14) SO
$7,247 $4,348 $0
$7,609 S4.566 so
S7.990 $4,794 SO
$8,389 S5.033 SO
$8,809 S5.285 SO
59,249 $5,549 SO
$9,711 $5,827 SO

510,197 S6.118 SO
$10,707 56,424 SO
S 11.242 $6,745 SO
S11.804 $7,083 SO
$12,395 57,437 SO
513,011 S7.809 so
S13.66C S3 199 so
$14,348 $8,609 so
$15,066 59,039 so
$15,819 S9.491 so
$16,610 $9,966 $9,966
$17,440 $10,464 510,464
$18,312 $10,987 510 987
$19,228 S11,537 $11,537
S20.189 S12.114 S12.114

Retiree
Contribution

SO
$0
$3
$0
$0
$0
$0
$0
SO
SO
SO
SO
SO
SO
SO
SO
SO
SO
so
so

$12,486 
$13,110 
$13.766 
$14,454 
515,177

Beg of 
Year HRA 
Balance

HRA
Spend

so SO
SO so
so SO
$0 SO
so SO
$0 SO
so SO
so $0
so SO
so $0
so so
so SO
so SO
so so
so SO
so so
so so
$0 so
so so
so so

534,579 S12.48U
$24 440 513,110
$12,81'/ S12.817

so SO
SO so
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M E M O R A N D U M January  29, 2005

S U B JE C T : A ccrued benefits o f  public em ploym ent retiren  :n ts system s and 
legislative changes to the em ployee contribution  rate 
(W ork O rder No. 24-LS0429)

T O : Representative M ike Kelly 
Attn: Heath Hilyard

F R O M : Barbara R. C r ;r 
Legislative ise

You have asked questions regard the scope o f  A rticle XII, sec. 7 o f  the Alaska 
constitu tion1 and how it affects the legislature’s ability  to am end the em ployee 
contribution rates o f  the teacher's retirem ent system  (TR S) and the public em plovcc's 
retirem ent system  (PFK S).: In our conversations about this request you asked about 
changing fhe contribution rates o f  vested em ployees.3

1 A laska C onstitu tion  Article XII, Sec. 7:
SEC TIO N  7. Retirem ent Systems. M em bership in em ployee retirem ent 
system s o f  the State or its political subdivisions shall constitu te  a 
con trr *ual relationship. Accrued benefits o f  these system s shall not be 
dim inished or im paired.

This provision protects the ' accrued benefits" o f  the system s. The question considered 
here is w hether the em ployee contribution rate is part o f th e  "accrued benefits."

: AS 14.25.050 and AS 39.35.160 respectively.

3 PERS has three tiers at th is tim e, the contribution rates are the sam e for em ployees in all 
tiers, but the benefits are decreased in T ier II and Tier III:

police and fire em ployees - 7.5% Hast increased in 1987)
"other" em ployees - 6.75%  (last increased in 1987) 
school district em ployees - 9.6%  (last increased in 1999)

Tier I is for em ployees first em ployed between January 1, 1961 and June 30, 1986,
Tier II is for em ployees entering service between July 1, 1986 through June 30, 1996, 
and Tier III applies to em ployees entering service July 1, 1996 and later.

TRS has tw o tiers, the em ployee contribution is 8.65% , last increased in 1991.
Tier I is for teachers first em ployed between July  1, 1955 and June 30, 1990,



Em ployee contribution  rates have been raised on several occasions in the past without 
creating a new  tier o f  em ployees. In 1986 the PERS em ployee contribution  rates were 
ch jnged  from 5% to 7.5%  for firefighters and police officers, and the contribution  rates 
for all o thers w ere raised ftom  4.25%  percent to the current 6 .7 5% .' Ie 1990 the TRS 
em ployee contribution  rates were raised from 7% to 8 .65% .' Both o f  these changes in 
com pensation rates w ere m ade after the Ham m ond v. H offbeck decision  in 1981. 
H am m ond v. H offbeck . 627 P.2d 1052 (A laska 19 8 1).6 These increases in contribution 
rates apparently  did not result in legal challenges. This m em orandum , thus, considers 
w hether a new law w hich raises the em ployee contribution  rates in TRS and PERS while 
m aintaining the accrued benefits in each T ier w ould be subject to constitutional 
challenge.

W hile such a challenge m ay certainly be brought, it is not a foregone conclusion that the 
argum ent w ould prevail. A strong counter argum ent can be m ade that the em ployee 
contribution rates are not part o f  the "accrued benefit" to which m em bers arc entitled. 
The accrued benefits are the rights to receive the retirem ent and m edical plan offered 
upon em ploym ent; the rights accrue as they are earned. A person 's contribution  rate 
cannot be changed retroactively  for benefits that have already accrued, how ever, it can be 
argued that the em ployee contribution rate can change prospcctively to pay for vested 
benefits.

An em ployee facing an increased contribution rate for vested benefits can reject the 
increase by term inating  em ploym ent w hile still preserving the em ployee's vested right to 
"accrued benefits."7 An accrued benefit is one that has already been earned, it is not one

R epresentative M ike Kelly
January 29, 2005
Page 2

Tier II is for teachers first em ployed on July 1, 1996 ai d later.

4 sec. 15, ch. 82 SLA 1986.

5 sec. 1, ch. 97 SLA 1990. There w as at least one o ther change in PERS for 
noncertificated em ployees o f  school districts to 9.6%  in 1999.

6 The reductions in benefits in the Ham m ond v. H offbeck case involved a reduction in 
occupational d isability  benefits for public safety em ployees, a requirem ent that an 
em ployee be to tally  unem ployable in order to be eligible for an occupational disability 
pension rather than "incapacitated for service in the position held" and reducing 
occupational death benefits from one hundred p r  cent to forty per cent o f  m onthly salary 
at the time o f  death.

1 A New Y ork case (N ew  York has constitutio lal protection o f  pension benefits like 
Alaska) involving  dim inution o f  disability  benefits to em ployees in the pub! , service 
m akes this point, that em ployees do not have a constitutional right to stay  in public 
em ploym ent:



R epresentative M ike K elly
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that has not yet been earned. The constitutional prom ise is that earned benefits cannot be 
dim inished, and the future right to a specified benefit is vested, how ever Hoffbeck 
recognized that "rigid adherence to labels like "gratuity," "com pensation," "contract," and 
"vested rights" has not allowed courts the flexibility necessary  to deal properly  w ith, 
legitim ate legislative response to changing econom ic and social conditions."8 The 
H offbeck court found the following language in a C aliforn ia case to be "instructive."

An em ployee's vested contractual pension rights m ay be m odified prior to 
retirem ent for the purpose o f  keeping a pension system  flexible to perm it 
adjustm ents in accord w ith changing conditions and at the sam e tim e 
m aintain the integrity o f  the system . Such m odifications m ust be 
reasonable, and <‘t is ro r the coui:S to detem iine upon the facts o f  each case 
w hat constitutes a perm issible change. To be sustained as reasonable, 
alterations o f  em ployees' pension rights m ust bear som e m aterial relation 
to the theory o f  a pension system  and its successful operation, and changes 
in a pension plan w hich result in disadvantage to em ployees should be 
accom panied by com parable new ad v an tag es.9

Follow ing that d iscussion the decision found:

W e agree w ith this analysis and hold that the fact that rights in PERS vest 
on em ploym ent does not preclude m odifications o f  the system ; that fact 
does, how ever, require that any changes in the system  that operate to a 
given em ployee’s disadvantage m ust be o ffset by com parable new 
advantages to that em ployee.

An im portant qualification is found in note 11 o f  H offbeck . It m ay apply to the situation 
at hand w here the system  finds that failing to increase em ployee contributions, and thus 
increasing the projected unsupporlable burden on em ployers, will threaten the fiscal 
future o f  the system  as a whole:

It is long settled, how ever, that the fact that there can be no 
constitutional im pairm ent o f  pension system  benefits does not 
create a constitutional right to stay in public em ploym ent. To do 
this would place the regulation o f  public em ploym ent beyond the 
control o f  any authority, which certainly was not intended ' r y  our 
Constitution (G orm an v. City o f  New Y ork. 2S0 App Div 39, 45, 
affd 304 NY 865).

Cook v. B ingham ton. 48 N. Y.2d 323, 332 (N.Y., 1979)

8 H am m ond v. H offbeck. 627 P.2d at 1057

9 Id.



We are not called upon to consider the problem , which has frequently 
arisen in o ther ju risd ic tions, presented by a pension fund that is 
insufficient to satisfy  all em ployee claim s brought under its provisions.
W e intim ate no view  as to the appropriate legal analysis o f  any  legislative 
alteration in em ployee benefits system s m ade in response to such 
circum stances.

In this case, it m ay not be that the system  is currently  insufficient to handle current 
claim s and no alteration in the benefits to be received is contem plated. H ow ever, the 
confi-iued fiscal health  o f  the plan for future claim s by current beneficiaries m ay 
reasonably require a prospective increased contribution rate. Such an argum ent is not 
precluded by  H am m ond v. H offbeck.

Four o ther states have constitutional protection for public em ployee retirem ent benefits 
very sim ilar to A laska: H aw aii,10 M ichigan,15 New  Y oik and Illino is12. T here is a case 
from M ichigan w hich is squarely on point. The M ichigan Suprem e Court w as asked to 
di ermine w hether a statute increasing the em ployee co rT ibu tion  rate for certain 
em ployees was constitutional. A dvisory Opm ion re C onstitu tionality  o f  1972 PA 258 , 
389 Mich. 659, (M ich. 1973). The court found that "the Legislature cannot dim inish or 
im pair accrued financial benefits, but we think it m ay properly  attach new conditions for 
earning financial benefits which have not vet accrued .1" 3 The M ichigan court found that 
raising the em ployee contribution rate was a "new condition" which was not "a 
d im inishm ent o r im pairm ent o f  such accrued benefits unless the new  conditions were 
unreasonable and hence subversive o f  the constitutional protection."

Representative M ike Kelly
January 29, 2005
Page 4

10 Art. XVI, Section 2 o f  the Hawaii Constitution, provides:
M em bership in any em ployees' retirem ent system  o f  the State o r any 
political subdivision thereof shall be a contractual relationship, the accrued 
benefits o f  w hich shall not be dim inished or impaired.

11 M ichigan's constitution, art 9, sec. 24 reads:
Hie accrued financial benefits o f  each pension plan and retirem ent system  

o f  the state and its political subdivisions shall be a contractual obligation 
th ereo f w hich shall not be dim inished o r im paired thereby. Financial 
benefits arising on account o f  service rendered in each fiscal year shall be 
funded during that year and such funding shall not be used for financing 
unfunded accrued liabilities.

W hile the constitutional provisions are sim ilar in Illinois and New York the cases have 
focused on the tim e o f  vesting, not relevant to this discussion.

15 A dvisory O pinion re 1972 PA 258. 389 M ich. 659, em phasis added.



R epresentative M ike K elly
January  29, 2005
Page 5

A case in H aw aii involved determ ining the date a firefighter w as considered to have 
begun his retirem ent. Chun v. Em ployee's Retirem ent Sys.. 607 P.2d 415, 421 (Hawaii 
1980). The court discussed its constitutional protection o f  public em ployee retirement 
system s and found that although benefits attributable to past services could not be 
reduced, the legislature could m ake general changes in the retirem ent system . W hile not 
discussed in that case, it could be argued that the em ployee com pensation rate for 
continued benefits m ay be a condition that can be changed w ithout violating the 
constitutional protection o f  accrued benefits.14

A fter H offbeck the next discussion o f  A rticle XII, sec. 7 by the A laska Suprem e Court 
occurred in 2003 w here the court considered how to evaluate changes to public em ployee 
oenefits, specifically  health plans. Duncan v. Retired Public E m ployees o f  Alaska. Inc. 
(D uncan) 71 P.3d 882, (A laska 2003) The state argued that health insurance benefits 
w ere not covered by A rticle XII, sec. 7, and if  they were, the dollar am ount o f  the

14 ]d. at 421, citations om itted.

This court has never been called upon to exam ine or construe this 
particular provision o f  the Hawaii Constitution. It was proposed from the 
floor o f  the 1950 C onstitutional Convention and adopted by the 
C om m ittee o f  the W hole. The C om m ittee o f  the W hole Report states:

It should be noted that the above provision w ould not lim it the 
legislature in effecting a reduction in the benefits o f  a 
retirem ent system  provided the reduction did not apply to 
benefits already accrued, in other words, the legislature could 
reduce benefits as to M) new entrants into a retirem ent 
system , or (2) as to persons already in the system  in so far as 
their future services were concerned. It couid not, how ever, 
reduce the benefits attributable to past services. Further, the 
section w ould not limit the legislature in m aking general 
changes in a system , applicable to past m em bers, so long as 
the changes did not necessarily reduce the benefits 
attributable to past services.

The C om m ittee o f  the W hole's in te rpo lation  o f  the provision, which we 
accept, indicates that a m em ber o f  the retirem ent system  is entitled to the 
benefits available under the system that have been accrued by the m ember. 
From the C om m ittee o f  the W hole Report, we conclude that the provision 
was m eant to protect an em ployee from a reduction in accrued benefits. 
However, the extent o f  such benefits as well as the conditions under which 
an em ployee should receive benefits, are governed by applicable statu tory 
p ro v is io n s .. . . .



piem ium  w as all that w as protected, not the type o f  coverage, and third i f  the first two 
argum ents failed, that changes could be m ade to vested health benefits so long as any 
disadvantages from changes w ere outw eighed by advantages, as considered  from a group 
perspective. The court agreed with the third argum ent only, and found that health 
benefits could be changed w ithout violating the constitution. D uncan states that ”[l]he 
natural and ordinary  m eaning o f  "benefits" in a health insurance context refers to the 
coverage provided rather than the cost o f  the in surance.'"’

The language in Duncan docs not preclude an argum ent that the em ployee contribution 
rate, applied prospectively, does not dim inish accrued benefits The M ichigan case 
illustrates the argum ent that em ployee contribution rates are a condition  o f  current and 
prospective em ploym ent and do not dim inish accrued rights. Because the Alaska court 
has not spoken in regard to the rate o f  em ployee contributions in public retirem ent 
systems, there can be no certainty. However, there have been changes in em ployee 
contribution rates since H offbeck. none o f  them  generating a constitutional challenge. 
Increasing the contribution rates o f  em ployees prospectively is not explicitly  barred by 
H offbeck. o r D uncan. Othei states w ith sim ilar constitutional protections have either 
allowed increases in contribution rates or have acknow ledged the need for som e 
flexibility in adm inistering the retirem ent program s w hile protecting  accrued benefits o f  
public em ployees.

If 1 m ay be o f  further assistance, p lease advise.

BRCintcd 
05-066.mcd

R epresentative M ike K elly
January 2 9 ,2 0 0 5
Page 6

15 D uncan. 71 P .3d 882 at 888 - 889. One o f  the issues in Duncan w as w hether health 
benefits consisted  o f  a certain level o f  coverage, or only a certain dollar am ount applied 
towards health insurance prem ium s.
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COMPARATIVE SUMMARY
“ Kelly Plan” v. Retirem ent Security Act

1  vKey C o m p o n en t “ K ell) P lan ”
<///( 170 . l i l t  1 7 7 . 4  I I H  191.)

R etirem en t S ec u rity  A ct i S t i  n i l
• •'  » 4 - O4 f I W. *

P u r e  D e f i n e d Y e su y  2: Pp. 13-14)' Yes (Pg 13, Pg 69)
C o n t r i b u t i o n  

P l a n  ?

E m p l o y e e TRS (Pg :>! TRS (Pg 13)
C o n t r i b u t i o n 10% 8%
R a t e s

PERS d>g 13) i  cR S  (I'g 69)
Public Safety 8.5%' 
Others 8%

All 8%

E m p l o y e r Em ployer contributions will Em ployer contributions are split
C o n t r i b u t i o n eventually reach 8% for TRS and between the m em ber’s individual
R a t i  s S.75%  for PERS over the course of account and the retiree medical
( R e t i r e m e n t / N o n ­ a five year period in the following insurance.
m e d i c a l ) increm ents :

Individual A ccount -  3.5%'
Year 1 - 0 % Retiree M edical -  3.75%
Year 2 - 2 5 %  
Year 3 -  50% 
Y ear 4 -  75% 
Year 5 -  100%'
(Pg. 3. Pp 14-15)

(Pg 14; Pg. 70)

' HB 191 
: HB 191 
3 HB 191

"Kelly Plan" v. Retirement Security Act



Rttirrmrnl
Comparison

2

1 Key C o m p o n e n t ” K efl\ R ian"
j i l t  i ' n  n i t  i "  a im  M )

R e tire m e n t S ecu rity  Vet t S H i i l i  
•

V e s t i n g 100% at the tim e o f enrollm ent
(Pg 4; Pg. IS)

G raduated  vesting in the follow ing 
increm ents:
Y ear 1 -  0%
Y ear 2 -  25%
Y ear 3 -  50%
Y ear 4 -  75%
Year 5 -  100%
(Pg 16. Pg 72)

M e d i c a l  B e n e f i t s

(Health
Reimbursement 
Arrangement A 
Retiree Major Medical 
Insurance)

♦NOTE: T his version o f HB 191 
docs not contain  this provision. W e 
are com pleting  a com m ittee 
substitu te that will incorporate this 
language. The new language in HB 
191 will m irror SB 141.

Yes. T here arc two com ponents o f the 
m edical benefits provided in this bill 
depending upon the m em bers' status 
(active or retired).

Health Reim bursem ent Arrangem ent
Established under AS 39.30.300, 
w hich creates a m anaged “ trust" 
account, which is com prised o f an 
em ployer contribution in the am ount 
o f 1% em ployees average annual 
com pensation  not to exceed $500. <Pp
47 48)

Retiree M ajor M edical Insurance

I
1

As noted above, as part o f the 
em ployer contribution to the 
individual retirem ent accounts, the 
em ployer will pay 3.75%  to provide 
lo r an insurance benefit at the time o f 
retirem ent. In order to access this 
benefit a m em ber must meet one o f 
several criteria. In sum m ary, these 
are:

<* The m em ber must retire 
directly  from the system ;

•  In order to retire, the m em ber 
must have 30 years o f service 
to the system  or be 65 and 
have at least 10 years o f 
service with the system

• The m em ber has been an 
active m em ber for the whole 
school year during the 12 
m onths prior ( T R S  o n l y )

(Pp 24-27. Pp. 80-83)

"Kelly Plan” v. Retirement Security Act
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C o m p a n io n

3

I f  Kc\ Component
t  ' ' '  '

“ Killy I’liin"
iltn j 'II. lilt 1 7 7 ...A  till )'>h M

R e tire m e n t Security Act )SRJ4lf
y

Investment
Flexibility

♦NOTE: This version of HB 191 
docs not contain this provision. Wc 
are completing a committee 
substitute that will incorporate this 
language. The new language in HB 
191 will mirror SB 141.

Yes. A member’s ability to select 
fiom a number of investment options 
is expressly provided for.
(Pp 16-17; Pp 72-73)

Increased Active 
Employee
Contribution
H

Yes4. Using language similar to that 
that sets annual employer 
contribution rates. HB 177 provides 
for an increase in employee 
contribution rates not to exceed 5% 
annually. The administrator would 
establish the contribution rate on the 
basis of what is necessary to “fund 
the system." In addition, this bill 
stipulates that the employee and 
employer contribution rates will be 
coordinated in an effort to maintain 
parity between the two groups 
regardless of the actuarial valuation.
(Pp 2-4)

Likely yes. The language in this bill 
provides that the employee will pay a 
contribution rate whichever is the 
greater of their current contribution 
rate or one half of the “normal cost 
rate as actuarially calculated. ’ This 
will have the effect of creating a 
contribution “floor".
(Pg 7. pp 58-59)

EXAMPLE
Current PERS Contribution Rates: 
Police/Fire -  7.5%
Other -  6.75%
Avg. Normal Cost Rate5 - 20.05% 
New rate -  10.025%

PE RS/TRS/A S PI B 
Hoard
Restructuring

HB 170 proposes a modest 
restructuring ol the PERS and TRS 
boards but leaves the Alaska Stale 
Pension Investment Board (ASPIB) 
board untouched. (Pp i-.u 
HB 170 provides that:

• A majority of the members 
of the boards will not be or 
ever have been employed by 
an employer participating in 
any of the State’s retirement 
systems

• Two of the public members 
of each board will have 
"private sector experience in 
administration, financing, 
accounting, or economic 
development.”

The Retirement Security Act 
completely restructures all three 
existing boards, by eliminating them 
in their current incarnations and 
replacing them w ith a single board 
renamed the “Alaska Retirement 
Management Board” under the 
Department of Revenue. The board 
will consist of nine trustees in 
additior .o the commissioners of 
Administration and Revenue. 
Further, it provides for specific 
members from political subdivisions, 
school districts, and system 
membership. (Pp. 36-4 o

4 MB 177
s I’BRS 2003 Actuarial Valuation Report. Pg. 22

"Kelly Plan” v. Retirement Security Act
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Pensions and Re tiremen t Plan Enactments in 2004 State Legis la tures

Ronald K. Snell 
25 October 2004

Introduction

This report summarizes selected pensions and retirement legislation that state legislatures enacted In 2004. have 
reviewed legislation enacted in all states that held regular legislative sessions through September, 2004. The report 
also includes a few items of legislation enacted too late in 2003 for inclusion In the 2003 report.

The sources of this report are retirement systems' Web sites and direct communication with legislative and retirement 
system staff. I am indebted to the many legislative staff who write and share summaries of their Legislatures’ acts, the 
many retirement system staff throughout trie United States who have posted legislative summaries on their web sites, 
and the staff of Legislatures and retirement systems who have taken time to identify and explain legislation and its 
context to me.

The goal of this report is to help researchers and policy makers know how other states have addressed Issues that 
could arise in any state. In keeping with that goal, I have excluded most clean-up legislation, cost-of-living 
adjustments, administrative procedures and technical amendments. This report is organized according to the topics 
that legislatures addressed in 2004. The remainder of the introduction summarizes action on the Issues that received 
the most attention in 2004, in terms of the volume of legislation. Following it is a list of the topics the report covers 
and summaries of legislation, organized by topic.

Legislative O versight and Adm in istrative M anagem ent

Legislation in 2004 reflected concerns over the financial and administrative management of public retirement 
programs. Major concerns about the management of pensions systems in Ohio were addresseo in Senate Bill 133, 
summarized at length in Appendix A of this report. Louisiana strengthened legislative oversight of the state retirement 
systems, requiring legislative approval of budgets and proposals for benefits inci eases. Oklahoma and South Dakota 
also increased requirements for systems' financial transparency and reporting.

F in a n c e s  a n d  B o n d s

Funding was a major concern across the country. Across-the-board benefit increases do not appear In any substantial 
way in the legislation summarized below.

Pension obligation bonds, an issue In a number of states in 20C?, were authorized for state government use only in 
California in 2004. Legislation established a unique funding method for the proposed bonds. New state employees will 
be members of an alternative retirement plan instead of the regular defined benefit plan for their first 24 months of 
employment, after which they will begin making contributions to the defined benefit plan. The state will not make 
contributions on their behalf during the 24 months, providing potential funding for pension bonds.

States did not otherwise authorize pension obligation bonds in 2004, although Kansas completed the authorization it 
initiated in 2003 with the issuance of bonds, and the 2003 authorization in West Virginia continued to work its way 
through the courts. Colorado and South Dakota limited some former employee benefits. A number of states statutorily 
increased employer contribution rates. Employee contribution rates generally continued unchanged, although Nebraska 
levied a one-year employee increase In response to ooor investment returns, and the Arizona State Retirement System 
announced an increase in both employee and employer contribution rates for the fiscal years following July 1, 2005.
(This report generally Includes only statutory contribution changes, and has not attempted to track those made by

htlp.V/www. ncsl.org/program s/fiscal/pcnsun04. him 4/16/2005
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administrative rules.)

South Carolina prepared for future state fiscal difficulties by providing that employees who are furloughed In the 
course of the fisc.il year will continue to accrue retirement benefits as well as receive any other employee benefits. The 
furloughing agency will pay the employee's share of the costs as well as the employer's share, in most cases.

Defined Contribution  and A lternative Retirem ent Plans and other Structura l Changes

Structural changes in p'-* design were rare in 2004. The Colorado General Assembly created a defined conti.outlon 
plan as an optional alternative to its defined benefit plan for state and local government employees hired after January 
1, 2006. Colorado also will open its defined contribution plan for elected officials to general employees on that date. 
Oklahoma and Ohio broadened opportunities for alternative plan choices for employees In higher education. Hawaii 
created a new contributory defined benefit plan for all new state and county employees and teachers after July 1,
2006, when the existing non-contributory defined benefit plan will be closed to additional members. A New Jersey bill, 
not enacted at the time of writing, Is notable for permitting higher education employees who are members of a defined 
contribution plan to transfer membership back to the state defined benefit plan or TIAA/CREF, depending cn the 
person's earlier have been a member of one or the other. The person could return only to the plan of which he or she 
was formerly a member.

Early Retirem ent Options and Serv ice Credit

The widespread use of early retirement options in recent years may have contributed to their limited creation in 2004. 
Illinois offered an unusual early termination benefit to specified groups of state employees who ended their 
employment and waived future retirement benefits in exchange for twice their employee retirement contributions plus 
interest, an incentive that fewer employees than expected were willing to accept. A follow-up program of increased 
severance payments was not completed at the time this was being written. Iowa, Louisiana and Utah provided more 
traditional early retirement incentives; Michigan's legislature turned them down out of concerns about previous 
reductions in the size of the state workforce.

A substantial number of legislatures turned their attention to provisions for the ourchase of service credit, without 
specifying that more generous provisions were intended as a retirement incentive. New Mexico doubled its allowance 
of time that may be purchased to 24 months to aid members In meeting requirements for maximum retiremen 
benefits. A number of states, Including Arizona, Georgia, Louisiana, South Dakota and Washington, specified that 
purchases of service credit must be at the actuarial value of the credit. Provisions In a number of states appear to be 
intended to assist public employees called to active military duty, explicitly so in Idaho, Iowa and Oklahoma.

Re-em ploym ent after Retirem ent

As in other recent years, states continued to ease restrictions on teachers' and other public employees' return to 
covered employment after retirement. Ten states acted on the issue in 2m4, generally on behalf of returning retired 
teachers to work.

L ist o f T o p ics

• Alternative Retirement Plans
• Benefits
• Charter Schools
• Contribution rates and funding issues
• Deferred Compensation Plans/Optional Retirement Plans
• Defined Benefit Plan Changes (including partial lump-sum options)
• Defined BenefiLPIan--New
• Defined Contribution Plans For Broad Categories of Employees
• Disability
• Early Retirement Incentives
• Furloughs

lutp.7/\vww.ncsl.org/program s/fiscal/pensun04.htin 4/16/2005
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• Gpyficnflnce
• Health Coverage
• LegisiatcrslRetkemenLElans
• M!litary_S££¥Jce
• R e - e m p I o y m e nt. a fter. E e ti r e.me o t
• Service Credit/ Purchase of Service/ Transfer of Cm a
• Studies
• TaxalLoc
• vesting

Alternative Retirement Plans

Californ ia. Chapter 214, Laws of 2004 (SB 1105) provides that new state employees who become members of the 
California Public Employee Retirement system (CalPERS) shall not make contributions to CalPERS, nor receive service 
credit for their service, and the state employer shall not make contributions on the ir behalf, during the ir first 24 
months of employment. Requires those members to make contributions to an alternative retirement program (ARP), 
administered by DPA, during that 24 months, after which the members shall begin contributing to Ca'PERS and earning 
service credit in the system. Provides that, in months 47 to 49, the member mav elect to receive the ARP contributions 
as cash or transfer the accumulated contributions in the ARP to CalPERS and thereby receive service credit lor that 24- 
month period. Provides that the 24-month period shall be treated as state service for vesting for preretirement death 
benefits, retirement eligibility, and retiree health coverage regardless of whether contributions are transferred to 
CalPERS. Provides that a memoer who does not transfer the contributions from ARP to CalPERS may, at any time prior 
to retirement, purchase the service credit at full present value cost.

New Jersey. Senate Bill 1967 (not enacted in October 2004) addresses the desire of some higher education 
employees to change their retirement pian from a defined contribution plan to the state defined benefit plan. Current 
law requires faculty and officers of institutions of public higher education to be members of the Alternative Benefit Plan 
(ABP), a defined contribution plan. This bill would require anyone who enters such a position with 10 years or more 
membership In TIAA/CREF or the New Jersey Public Employees Retirement System to continue membership in that 
plan. In addition, the bill allows any person who (1) is employed by a county college or community college as a fu ll­
time officer, full-time member of the faculty, a regularly appointed teacher or an administrative staff member; (2) is a 
member of the ABP; and (3) was previously a member of either the TPAF or the PERS and elected to transfer to the 
ABP to transfer back to the TPAF or PERS, if the person files an application within six months o f the effective date of 
the bill.

B ene fits

Kentucky. HB 290 reduced the multiplier for members of the County Employee Retirement System from 2.25 to 2% 
for employees whose participation begins on or after August 1, 2004.

Louisiana. HB 224 provides that benefits paid a member's heirs from the Teachers Retirement System must at least 
equal a member's accumulated contributions, whether through survivor benefits or a payment to the former member's 
estate.

South Dakota. HB 1032 provides that beginning July 1, 2004, for the purposes of calculating benefits from the SD 
Retirement System, compensation in a person's last quarter cannot exceed 115% of any previous quarter and the 
average compensation of the last four quarters cannot exceed 110% of any previous quarter. Termination pay will not 
be considered as compensation for SDRS purposes and no employer or member contributions will be required. 
Beginning July 1, 2004, the percentages mentioned above will oe reduced to 105%. See also South Dakota io 
"Contribution rates."

Wisconsin. SB 344 allows the percentage threshold for fixed nnuity increases to be established by rule promulgated 
by the Department of Employee Trust Funds, and provides that administrative rules promulgated by t-'ie department

hup://vvww, ncsl.org/program s/fiiical/pensun04. him 4/16/2005
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do not require the approval of the Teachers Retirement Board or the Wisconsin Retirement Board. Previous law 
required that the minimum Increase in annuitants' payments be 2 percent. The new law sets the threshold at 0.5 
percent unless the department establishes a different threshold upon advice from its actuary. [The effect of the new 
legislation is to allow increases In annuity payments when resources are not sufficient to cover a 2 percent increase, as 
In 2004.]

C h a rte r  S ch o o ls

W ashington. Chapter 22, Laws of 2004, provides for the creation of charter schools. It establishes charter schools as 
employers and charter school employees as members of the Teachers' Retirement System, the School Employees' 
Retirement System anc Uv Public Employees' Retirement System, respectivel /.

C o n tr ib u t io n  Ra tes  and  Fu n d in g  Is s u e s

Arizona. On October 1, the Arizona Retirement System announced an increase in employee and employer contribution 
rates from 5.2 percent to approximately 7.75 percent. The system cited past benefit Increases, mid-term investment 
returns and changing demographics of the ASR5 membership as factors that helped require the Increase. The increase 
is effective for the two fisca. /ears that follow July 1, 2005. A5RS Weekly Report, October 1, 2004

Californ ia. Chapter 215, Laws of 2004 (SB 1106) establishes the Pension Obligation Bond Committee, authorized to 
issue bonds and take other actions under the California Pension Obligation Financing Act. Enacts the California Pension 
Restructuring Bond Act of 2004, authorizing the issuance, during any 2 fiscal years after June 30, 2004, of bonds fo' 
the purpose of funding or refunding the state's obligations to the PERF. Authorizes the cumulative amount of the bonds 
to be the lesser of $2 billion or the anticipated reduction, as estimated by the Director of Finance, In state 
contributions to CalPERS due to enactment of SB 1105. See Alternative Retirement I Tans, above, for SB 1105

Colorado Chapter 214, Laws of 2004 (SB 13?) ends MatchMaker contributions for payrolls for which the payroll 
period ends June 1, 2004, or later; reduces interest credit on member contributions to a maximum of 5 percent per 
year; sets the due date for PFRA contributions at five business days after payroll date; reallocates 0.08% of salary ol 
employer contributions to the Public Employee Retirement Association (PERA) trust funds rather than to the PERA 
Health Care Trust Fund

Chapter 393 (SB 257) provides that the stale employer contribution rate will be 10.15% of salary, down from 10.4%. 
This amount goes to the State DC Plan if the new hire elects that plan, and It goes to PERA if the new hire elects PERA. 
(See "Defined Contribution Plans Tor Broad Categories of Employees" below.)

The legislation also provides a separate school employer contribution rate of 10.15%, formerly 10.4%, and provides 
that it will increase to 10.55% on January l, 2013. This reflects the separation of PERA's state employee and school 
plan Into two separate programs. The actuarial normal cost of PERA benefits in the School Category is about 0.4 
percent of salary higher than in the State Category. This difference would be applied to the School employer rate 
beginning January l, 2013 (after the Amortization Equalization Disbursement has been fully implemented, see below). 
At that time, the School employer rate becomes 10.55 percent (10.15 percent plus 0.4 percent), not including the 
AED.

Each PERA employer in the State Div!sion will pay to PERA an amount equal to 0.5 percent of the salaries paid to all 
employees who are PERA members or who wi re eligible to elect PERA membership on oi after January 1, 2006. This Is 
called the Amortization Equalization Disbursement (AED). The AED payment begins January 1, 2006. The AED will 
increase by 0.5 percent of salary in 2007, and then by 0.4 percent of salary per year to a maximum of 3 percent of 
salary by 2012. The School Division Is scheduled under the bill to have another increase effective in 2013.

If the unfunded liability amortization period drops to 40 years or less, the AED would be scaled back in that division. 
Any reduction in the AED would be permanent. Current projections Indicate it is unlikely that the amortization period 
will drop to 40 years for a long time.

Iuip://w w w .ncsl.org/progrum s/fiscal/pensun04.him 4/16/2005

http://www.ncsl.org/progrums/fiscal/pensun04.him


Pensions and Retirem ent Plan E ictm cnts in 2004 State Legislatures Page 5 o f 20

The legislation also require employers contributions on salaries paid to PERA retirees. Tms will help compensate PERA 
(or the cost of early retirement. Beginning July 1, 2005, PERA employers will pay employer contributions on salaries of 
PERA retirees working for them.

Note. Creation of the AED seems to reflect the provision of DC plans for state employees in the same legislation. AED 
payments will be made 10 PERA on the salaries of DC plan members, rather than deposited In Individual DC members’ 
accounts.

Florida. Florida Retirement System contribution rates for 2004-2005 were set at levels slightly below those for 2CP3-
2004. See Chapter 2003-260; 2004-293.

Kansas. SB 520 raised the statutory caps on contributions from local government employers to the Kansas Public 
Employee Retirement System (KPERS) so that contributions will reach approximately 7.81% in calendar year (CY)
2013 and ensure the long term stability cf retirement system funding, The increases wll* mean about $3.3 million 
additional expense for local governments In CY 2006, an additional $8.2 million in CY 20C7 and an additional $15 
million in CY J0Q8, with further Increases In the following years.

SB 520 also separated the KPERS state and school systems for actuarial calculations and determination of employer 
contribution rates. Actuarial calculations indicate that the combined systems would reach equilibrium al an employer 
contribution rate of 12.3% In 2018, whereas separately the state employees group will reach equilibrium in FY 2009 at 
6.64% and the school group in 2024 at approximately 16%.

Louisiana. The Public Retirement Systems' Actuarial Comnrttee has recommended that the employer contribution 
rate for the Louisiana School Employees' Retirement System be set at 18.P% of payroll for FY 2005, up from 11.2% 
for rY 2004. The committee observed that the rate for FY 20C * should have bi_nn 17.4%, from an act-anal 
perspective, and that the rate of 18,8% includes the shortfall from FY 2004.

The member contribution rate for 2004-2005 will remain at 7.5%.

Act 588 (SB 622) addressed major funding issues for the State Employees' Retirement System (LASERS), The 
Teachers' Retirement System (TRSL) and the school employees' system Previous legislation had established the 
Employee Experience Account to share actuarial gains and losses and required that the retirement boards provide 
COLAs when the experience account showed a sufficient balance. Investment losses in recent years amoved the 
resources for COLAs while the legal requirement to provide them remained. Act 588 roles the EA losses into rhe 
systems' mein funds and reamortizes them ever 30 years while the reamortization period for the previous fund bases 
remains at 25 vears. Employer contributions to LASERS and TRSL must be at least '.5.5% a year for 25 yeers. The 
legislation maker, any future COLAs subject to legislative approval.

The reamortizalion reduces employer contribution rates for the three systems from previous assumptions: LASERS, 
from 19.1% to 17.8%; TRSL, from 17,3% to 15.5%; and School from 18.8% to 14.8%.

M ississipp i. The Mississippi State Employees' Retirement System will increase the employer contribution rate from 
9.75% to 10.75 percent effective July 1, 2005.

Nebraska. LB 514 increased contribution rates foi employees and employers from 11 percent of salary to 12 percent 
of salary for one year to redress poor investment returns. LB1097 created a new optional retirement plan to benefit 
the spouses of Judqes by providing the spouse a benefit of 50 percent of a retired judge's benefit after the Judge's 
death, provided that the Judge had joined the optional plan. It requires a contribution of fc percent of salary for 20 
years and 4 percent of salary thereafter.

New York. A l 1758/S.767/ is designed to assist local governments in New York cope with rapidly rising requirements 
for employer contributions to the New York Employees' Retirement System. The bill will:

• allow municipal governments to set up reserve runds for future pension contrioutions;
• change the due date for local governments to pay retirement contributions from Dec. 15 to Feb. 1 of the year 

after the payment statement is issued -  providing a cash flow benefit in fiscal year 2004-2005 of
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approximate.* $980 million to about 1,100 local governments that have a calendar year fiscal year;
• cap the maximum local governments must pay as a percent of payroll at 9.5% in 2005-06 and 10.5% In 2006* 

07. Obligations abovs those percentages may be amortized over 10 years at a market rale of interest to be set 
by the State Comptroller; and,

• modify the annual amortization payments due for local governments’ fiscal year 2004-05 by makln.i the first 
payment due on Feb.I, 2006, Instead of Dec. 15, 2004.

• One estimate is that the legislation provides $1.7 billion In fiscal relief to local governments In FY 2004-05.

O klahom a. SB 1134 provides for Increases in employer contribution rates for the Public Employees Retirement 
System. Currently, all participating state agencies pay a contribution rate of 10% of the monthly compensation of each 
member. Beginning July 1, 290 S state agencies will contribute 11.5%. This percentage will increase by 1% annually 
beginning July 1, 2006, and e*<.h year thereafter, through the fiscal year ending June 30, 2011, when it tops out at a 
tate of 16 5%.

Non-state participating employers and their emplo/ees currently pay a total of 13.5% oi the monthly compensation of 
each member. For the fiscal year ending June 30, 2006, the total employer and employee contributions will be 15%. 
That total will increase by 1% each year, finally reaching 20% In FY 2011. In addition, the maximum employer 
comribution rate of 10% Is Increased to 11.5% for FY 200fi and increases by 1% each fiscal year thereafter to a 
maximum of 16.5%.

Pennsylvania. The School Employees' Retirement System has announced the employer contribution rate for FY 2005 
of 4.23%, up from a total contribution rate of 3.77% for FY2004. The total includes a decrease in the health care 
contribution from .77% to .23%. The SERS also has released estimates of future employer contribution requirements:

1 0 -Y ea r P ro je c te d  Em p lo ye r C o n tr ib u t io n  R a te s—S e le c ted  Y ea rs

(Presumes an 8.5% rate of return)
Total Employer Contribution Rate

05/06 4.82%

07/08 10.11%

09/10 11.15%

11/12 11.20%

13/14 26.61%

14/15 25.08%

Pennsylvania. Act 40 of 2003, signed 12/10/03, concerns the Public School Employee Retirement System (PSERS) 
and the State Employee Retirement System (SERS) Beginning July 1, 2004, ' would change the amortization period 
for the increased liabilities of Act 9 of 2001 for the outstanding balances of the net actuarial losses incurred in fiscal 
year 2000-2001 and fiscal year 2001-2C02, and for the future gains and losses experienced in all future years from 
10-year level dollar to 30-year level dollar; 2) Retain the current 10-year level dollar amortization period for all pre-Act 
9 of 2001 unfunded liabilities, the Act 38 of 2002 asset valuation method change, and for future benefit changes and 
cost-of-llving adjustments (COLAs); and 3) Beginning July 1, 2004, increase from 1% to 4.0% the minimum employer 
contribution rate exdus've of the premium assistance contribution rate. The bill would amend the SERS Cooe to: 1) 
Beginning July 1, 2004, change the amortization period for the Increased liabilities of Act 9 of 2001 for the outstanding 
balances of the net actuarial losses incurred in calendar year 2002, and for the future gains and losses experienced in 
all future years from 10-year level dollar to 30-year level dollar; 2) Retain the current 10-year level dollar amortization 
period for all pre-Act 9 of 2001 unfunded liabilities and for future benefit changes and cost-of-living adjustments 
(COLAs); 3) Increase the 1% minimum employer contribution rate In the following manner: 2% for the year beginning 
July 1, 2004; 3% for the year beginning July 1, 2005; and 4% for the year beginning July 1, 2006.
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Rhode Island. The State Retirement Board has recommended that the state increase Its employer cont, luution for 
retirement plans for state employees and teachers from $196 million for FY 2005 to $284 million for FY 2006. Workers' 
contributions rates set in law at 8.75 percent of pay for state workers, 9.5 percent for teachers. The state's 
contribution for state employees will increase from 11.51 percent of payroll this year, to 16.96 in FY 2006. That for 
teachers will increase from 84 percent this year to 20.01 ->ercent of payroll next year. The anticipated result will be an 
increase of $55,1 million, from $124.7 million this year to 179.8 million next year In state and local payments toward 
the teachers' pension, with the state responsible for paying about 60 percent of that amount, and the cities and towns 
where each of these teachers work, the rest. The board decided against scaling back its assumed 8.25-rercent rate of 
return on investment. Providence Journal September 14, 2004

South Dakota. HB 1033 provides that for all South Dakoia Retirement System members over the age of 55 who 
receive more than $2,000 in termination pay (annual leave, sick leave, contract buyouts, retirement incentives), the 
amount will be deposited in a Special Pay Plan and not considered compensation for SDRS or Social Security purposes. 
Federal taxes will be deferred. No retirement system contributions will be made from the termination pay and it will 
not count in the calculation of final average earnings. Members will receive tax advantages, and the retirement system 
will reduce Its long-term obligations.

HB 1034 provides that the contribution rate for members who choose optional spousal benefits will increase from 0.8% 
to 1.2% of compensation with the intention of making the program self-sustaining.

Utah. SB 83 provides that the actuarial funded ratio of the state retirement systems may reach and be maintained at 
110%, as determined by the board's actuary using assumptions adopted by the board, before the board is required to 
certify a decrease in contribution rates, and that the board may not increase contribution ra es to attain an actuarial 
funded ratio greater than 100%.

Defined Benefit Plan Changes

California. AB 1852 removes an age requirement for electing a part'ai lump sum payment option at retirement for 
members of the State Teachers’ Retirement System (Calstrs). Ir order to maintain no net actuarial effect on CALSTP.S, 
the act requires that a lump sum payment be adjusted by a facto- adopted bv the governing board to account for 
possible adverse selection.

Colorado. Chapter 392, Laws of 2004 (SB 257) separates the state and school employee division of the Public 
employee Retirement Association into separate divisions with different employer contribution requirements to take into 
account the creation of two new optional defined contribution plans for state employees. The separation protects the 
School Division from any actuarial losses stemming from the new DC plans. See "Contribution rates and funding 
issues," above.

Iowa. HF 2262 provides that the retirement age for sheriffs and deputy sheriffs with 22 nr more years of eligible 
service to qualify for a full retirement benefit wil1 be reduced from 55 to 50 over a period of five years. Tne increased 
cost will be met by increasing the share of contributions to the system that comes from employee salaries o5 well as 
increasing contributions overall.

Georgia. Act 2*18 and Act No. 547 allow a reduced retirement benefit together with a partial lump sum distribution for 
teachers and public employees. The amount of the lump sum may not exceed the sum of 36 months of the monthly 
retirement allowance that would have been received if the lump sum option had not been elected.

New Mexico SB 426 provides that any elected official may gain exemption from membership in the Public Employee 
Retirement A^ooclation within 24 months of taking office. The exemption cannot be retroactive.

Washington. Hd 2538 (Chapter 85, Laws of 20G4) establishes a $1,000 minimum monthly benefit for PERS Flan 1 
members and TRS Plan 1 members who have at least twenty-five years of service and who have been retired at least 
twenty years.

http://w w w .ncsl.org/program s/fiscal/i5ensun04.htm 4/16/2005

http://www.ncsl.org/programs/fiscal/i5ensun04.htm


Pensions and Retirem ent Plan Enactm ents in 2004 State L egislatures Page 8 o f 20

Deferred Compensation Plans/Optional Retirement Plans

Oklahoma. HB 2226 creates the "Alternate Retirement Plan for Eligible Employees of Participating State Institutions or 
Higher Education Act of 2004"

1. Allows new employees at the University of Oklahoma, the OU Health Sciences Center, or Oklahoma State 
University to enroll in either an alternate retirement plan established by the universities, or enrolling in the 
Oklahoma Teachers Retirement System (TRS).

2. Provides for a one-time election by current TRS members employed at OU, the OU Health Sciences Center, or 
OSU to opt out of TRS if the Internal Revenue Service approves.

3. Changes the retirement formula for TRS members employed by OU, the OU Health Sciences Center, or OSU to 
moie losely parallel benefits received by other TRS members. A special provision will Increase benefits for 
retired university employees effective Jan. 1, 2005, but will not allow payment of retroactive benefits

4. Requires the universities to fund the cost of this proposal over 30 years, and provides that the surcharge paid 
by the universities can increase If liabilities increase.

D efined  B en e fit  P lan  -- New

Hawaii. Act 179 created a contributory defined benefit plan as an optional a'ternative to and eventual replacement for 
the old (now closed) state contributory plan and the current non-contributory plan. Although the plan is referred to as 
a hybrid plan in Hawaii, it Is not the combination of DB and DC provisions to which that term usually refers.

The new plan will go into effect on July 1, 2006. All state and county general employees and teachers and certain 
other public employees hired after that date will be members. Members of thp l is t in g  contributory plan may transfer 
as may certain other employees. Legislators, judges, legislative officers, most public safety employees and employees 
not covered by Social Security are not eligible. The system is seeking an IRS letter ruling on the questl >n whether 
non-contributory plan members can transfer to the new "hybrid" plan.

Most members will contribute 6% of salary to the new plan; some public safety and technical workers who are eligible 
for earlier retirement than most employees will contribute 9.75%. For general employees the unreduced retirement 
provisions are 62/5 or 55/30, and the benefit calculation is 2% of average rinal compensation times years of service. 
Age and service requirements are similar to those for retirement In the ousting contributory plan, but its benefit 
calculation uses a factor of 1.25%. See http://www2.state.hl.us/ers/ for details.

The legislation also created a "pop-up" benefit for retirees who had selected a beneficiary benefit.

D e fined  C o n tr ib u t io n  P la n s  Fo r B rond  C a teg o r ie s  o f  Em p loyees

Colorado. Chapter 392, Laws of 2004 (SB 257) created a new defined contribution plan for eligible state employees. 
An eligible employee is one hired on or after January 1, 2006, who has not been a member or retiree of t lv  Public 
Employee retirement Association (PERA-the state DB plan) or the (existing) DC plan for public officials and 
employees, and is not a higher education emplf yee. Such new employees must elec* the new DC plan within 60 days 
or will become a PERA member. Members of t e DC plan may continue membership if they move to a state position in 
which the DC plan is not available. Members of the DC plan will be immediately vested in their contributio.is and 50% 
of employer contributions, plus earning'-, and will t>e vested gradually in the remaining employer contributions over 
five years. Employer and employee contributions will be the same as for the DB plan. Members of the DC plan aie to 
be provided investment options, will control the Investment of their accounts, and will be provided options for 
disabil.ty, survivor and rethee health care coverage. Those who elect a choice of PERA or the DC plan may make an 
Irrevocable decision to change plans during the 2nd through the 5th years of employment. A person who changes from 
the DC to the DB plan may use the DC vccu'.nt to buy service credit through a direst rollover. Any such service credit 
will not count toward vesting in the DB plan.
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The chapter further provides an additional DC option to employees newly hired on or after January 1, 2006, by 
opening to them the existing DC plan administered by the state department of personnel for elected officials and other 
specified state employee. That plan is also authorized to provide Its members options for disability, survivor and 
retiree health care coverage. A choice to participate In this plan Is Irrevocable and can be carried forward if the 
employee moves to a state position for which the plan Is not otherwise available.

Ohio. SB 133 extends eligibility to participate In an alternative retirement plan to all full-time employees, with less 
than five years of service, of a public institution of higher education. Under current law, full-time academic and 
administrative employees are eligible to participate In an alternative retirement plan, rather than PERS, STRS, or 
SERS. The state retirement systems would not pay health and disability benefits for those employees who choose an 
alternative retirement plan.

V irg in ia. HB 576 created a new defined contribution plan that employers may use to provide supplemental retirement 
benefits to designated employees. Initially the plan will be used by local school board to provide enhanced retirement 
benefits to the middle school teacher corps and "turnaround specialists" in schools not meeting minimum standards.

Disability

Arizona. HB 2077 (partial summary)

• .equires existing employees of new employers to meet the same 12-m )nth preexisting condition limitations as 
new employees of existing employers. •

• Suspends the disability payment If the member refuses to participate in a recommended work rehabilitation 
pr  iram for which the member Is reasonably qualified by education, training or experience. •

• Requires members to pursue obtaining Social Security disability benefits through all available levels
• Clarifies that LTD benefits shall be reduced by both primary and dependent social security benefits received by 

the membir.
• Allows a member on LTD program to elect to rely on treatment by prayer through spiritual means in accordance 

with the tenets and practice of a recognized church or religious denomination or Native American traditional 
medicine without suffering a reduction or suspension of LTD benefits.

• Prohibits an ASRS member convicted of a criminal offense and sentenced to more than six months in any penal 
institution from receiving LTD benefits for the period of confinement beginning the first day of the month 
following the first 30 days continuous of the member's confinement.

Early Retirement Incentives

Illino is. Public Act 93-0839 (SB 2206) proved an early termination incentive and a separate severance payment plan 
for specified job titles under the governor's purview and all other state job titles.

The early termination plan will be available to the first 3,000 employees who apply to the State Employee Retirement 
System (SERS). Depending on position, application had to be made by September 1 or September 30 and the 
employee was required to terminate service within two weeks of approval of the application, but no later than October 
31, 2004. The enhanced refund will be the employee's total contributions to SERS at 6.5 uercent annual interest, 
multiplied by two. (The regular refund is only contributions with no interest.) The recipient must waive rights to any 
type of SERS benefit, but retains group health insurance benefits. An employee who subsequently returns to covered 
employment must repay the enhanced refund (not Including the employee contributions) plus interest. To re-establish 
the service credit forfeited by taking the refund, the employee may return the full enhanced refund plus interest from 
the date of the refund to the date of repayment.

The Act also specified job titles under the governor's purview eligible for a severance payment and provides that the 
Department of Central Management Services may limit the number of eligible people. Department or agency heads not

hitp://ww\v. ncsl.org/prognim s/fiscal/pcnsun04.htm 4/16/2005



Pensions and R etirem ent Plan Enactm ents in 2004 State Legislatures Page 10 o f 20

under the governor's purview may limit the number of their eligible staff and otherwise limit the severance payments. 
For those under the governor's pur/lew, applications are due by October 31 and termination must occur between 
November 1 and December 31, 2004. The maximum severance payment Is 25 percent of final monthly salary for each 
year of state service up to a maximum equal to six months’ salary. Anyone who returns to state service must repay 
the severance payment unless returning In a tt mporary position or as an elected official. The payment may include up 
to 6 months' cost of health Insurance. Payments will be funded from agencies' salary pool. Illinois Economic and Fiscal 
Commission Monthly Revenue Briefing, July 2004.

Iowa. Chapter 1035, Acts of 2004 (HF 2497) permits eligible executive branch employees for which the sum of the 
number of years of credited service under the Iowa Public Employees' Retirement System (1PERS) and the Public 
Safety Peace Officers' Retirement, Accident, and Disability System (PORS) and the employee's age as of December 31, 
2004, equals or exceeds 75 to separate from service with the state and receive a sick leave and vacation incentive 
benefit payable in five fiscal years beginning with the fiscal year that ends on June 30, 2005. The Incentive benefit is 
equal to the emoloyee's unused vacation plus the lesser of an amount equal to 75 percent of the employee's regular 
annual salary or an amount equal to 75 percent of the value of the employee's sick leave. To receive the Incentive 
benefit, an eligit ; employee must acknowledge the empto' ee's ineligibility to return to permanent pait time or 
permanent full time employment with the state, and waive any claims to unused sick leave or vacation balances 
otherwise payable upon termination of employment. F.oployees who participate in the program are eligible to continue 
to participate In group insurance coverage from the state in the same manner as employees who retire from state 
employment. The act also establishes a goal of increasing the ratio of employees per supervisor to 12 to 1 by 
December 31, 2005, for executive branch agencies.

Louisiana. Act 194 (HB 58), the "Early Retirement and Permanent Payroll Reduction Act of 2004," provides that 
members of the State Employees' Retirement System (LASERS) are eligible for early retirement through 12/31/06. 
Eligibility requirements include attaining the age of 50 with 10 years of service credit other than military service credit. 
Existing law provides for early retirement with 20 years of service. Actuarial reduction of benefits applies. Positions 
that become vacant under the new law or existing law shall remain vacant and must be abolished. They can be 
recreated only by specific administrative action in any branch of government. The law also limits the number that mav 
be recreated. Reestablished positions may be filled only by moving a qualified person from another position in the 
agency (if such a person exists), in which case the person's previous position shall be abolished.

Utah. HB 263 provides an early retirement Incentive by offering the possibility for membrrs of the State Retirement 
System to purchase up to five years service credit on condition that the purchaser retire immediately after the 
purchase. The amount uf time purchased must be sufficient to allow the purchaser to retire Immediately with no 
actuarial reduction in benefits. The purchaser's employer may share the cost of the purchase, but the purchaser must 
pay at least 5% of the cost, which is the actuarial cost of the service. The purchaser must previously have at least five 
years of service credit before the purchase.

Fu r lough s

South Carolina. The 2004 budget bill Included provisions allowing school districts, institutions of higher education and 
state agencies to furlough employees under certain fiscal conditions. The length of the furloughs is limited, variously 
by type of employer. For state agencies, the furlough may be as long as 90 days a year, but is to be voluntary. 
Furloughed employees are to receive all benefits except salary while furloughed, and during the furlough employers 
are responsible for both employee and employer contribut* ̂ ns for the benefits, except that for benefits that require 
only an employee contribution, the employee remains responsible. Constitutional officers may take 45 days furlough, 
while retaining their authority, and mav expend the savings as they see fit. Same benefit provisions apply to them.

G ove rnance

Arizona. Chap. 217, Laws 2004, requires the state treasurer and the retirement system fund manager to report 
annually to the Legislature on the economic impact of global security risks of Investments under their management,
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including a list of companies In their portfolios known or suspected of doing business in terrorist-sponsoring countries, 
the total amount Invested in each company and an assessment of the level of global security risk based on the 
“prudent Investor rule."

Ohio. SB 133 provides various pension system governance reforms.

• Requires the Ohio Retirement Study Council (ORSC) to have an Independent auditor conduct a fiduciary 
performance audit of each of the state retirement systems at least once every ten years;

• Requires the Auditor of State to conduct an audit of any of the five state retirement systems at the request of 
the ORSC;

• Makes several changes in membership to each of the boards, including an increase In the total number of board 
members for each board except the Ohio Police and Fire c^ard;

• Imposes rules upon candidates who seek election to a retirement board Including filing certain disclosures 
the Ohio Secretary of State;

• Requires the boards of the -late retirement systems to Jointly develop an ethics policy and an orientation and 
continuing education program for board members;

• Requires each board to review its existing travel and travel reimbursement policies and to adopt rules 
establishing new or revised policies pertaining to travel and bonus awards to all employees of the system

• Requires every state retirement investment officer hired after the effective date of the bill to be licensed with 
the Division of Securities within the Department of Commerce.

More deta. s are available In Appendix A to this report.

Iowa. HF 2262 allows the Iowa Public Employee Retirement system to step up efforts to identify when wages are 
being manipulated to make members eligibl for more benefits than they should get. A change in the schedule of when 
wages aro paid or an increase In wages of 10% or more for any two consecutive years may trigger a review. IPERS 
may refer ases of wage manipulation to the state auditor and to law enforcement for prosecution.

Kansas. SB 520 Adjusts the limit on alternative investments by the Public Employee Retirement System (KPERS) but 
continues to allow only a small pei :entage of the total portfolio to be invested In this manner.

Under current law, KPERS alternative investments are limited to Five percent of the total portfolio. This bill replaces the 
five percent limitation with an annual limitation of one percent of total market value In new alternative Investments. 
Alter* itive investments are those that are not publicly traded on an exchange. Because they are typically less liquid 
and potentially more risky than more traditional Investments, there have been limits on the percentage of the poHf-iio 
that may be invested in this asset class. Over time, the proposed modification is expected to have a positive fiscal 
impact to the extent that it provides the opportunity for additional investment opportunity and income. The amount 
and timing of that impact will depend on long-term market conditions.

Louisiana. Provisions in a number of enactments increase legislative oversight of the state retirement systems.

Act 588 (SB 622) provides that State Employees" Retirement System (LASERS), the Teaches; Retirement System 
(TRSL) and the School Employees' Retirement System (School) cannot provide cost-of-living increases to members 
without legislative approval in a concurrent resoluti n.

Act 686 (SB 835) requires that consultants and fund managers for state retirement systems provide full disclosure of 
any conflicts of interest and that consultants disclose any hard or soft payments they receive for any service from 
money managers.

SCR 14 -equires the legislative auditor to perform a financial and compliance audit on the relationships of the public 
retirement systems board ar.d investment advisors, consultants and managers.

Act 868 (HB 12151 requires persons who have or who are seeking to obtain a contractual or other relationship with a 
state public retirement system to disclose certain expenditures on trustees and/or employee-
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Act 275 (HB 1200) requires LASERS to submit Its operating budget to the Joint Legislative Committee on the Budyet 
for review and approval.

Act *551 (HB 938) requires LASERS to report on utilization of Louisiana broker-dealers In regard to state systems.

Oklahoma. S.B. 1134 provides that the Public Employees Retirement System (OPERS) Board of Trustees must include 
a cost of living adjustment assumption in Its annual actuarial valuation report.

S.B. 1434 permits OPERS to disclose a member's name, age, amount of contributions paid in, benefits being paid, 
amount of credited service, and any documents verifying credited service or benefits. The prior consent of the member 
is not required to release such Information. All other Information related to a member, as kept in his or her retirement 
file, shall be kept confidential unless the member has consented to Its release. Any information In a member's 
retirement f .• is subject to subpoena or court order. [Note: the bill followed media scrutiny of state legislators' 
retirement benefits.]

South Dakota. HB 1040 Jarifies and enlarges upon statutory requirements for th“ board of the Retirement System to 
report its funding status to the governor and Legislature. The new requirement includes an annual report on the 
system's funding status, and an analysis o fthe conditions required for improvement in the funding status when ĥe 
funding ratio is less than 80% or the market valu° of assets Is less than 90% of the actuarial value of assets. If sud. 
conditions exist for three consecutive years, the ooard is required to make recommendations for action to the 
Legislature.

H ea lth  C ove rage

Kentucky. Chapter 33, Laws of 2004 (HB 290), provides that state and county employee retiree health insurance shall 
not be considered as benefits protected by the inviolable contract provisions of the Kentucky Statute; The General 
Assembly reserves the right to suspend or reduce retiree insurance benefits if In its judgment the welfare of the 
Commonwealth so demands. The law also provides that no employee hired after July 1, 200?, Is entitled to retiree 
health benefits unless the employee has earned 120 months of service credit in a state retirement system. The benefit 
will be a monthly benefit of $10 for each year of service for employees not in hazardous duty, and $15 per year for 
those in hazardous duty. The amounts will be annually adjusted for Inflation measured by the CPI up to 5% a year.

Chapter 121 (HB 434), section 12, establishes an Employei Medical Insurance Fund Stabilization Contribution. 7 ?se 
state-funded employer contributions would be utilized to provide an adequate funding formula for the teachers' 
retirement system's medical insurance fund that provides medical insurance for eligible participants. The percentage to 
be contributed by the employer would be determined by the retirement system’s actuary for each biennial budget 
period. The retirement system actuary has determined the employer contribution to be 0.85% for fiscal year 2004- 
2005 and 1.87% for fiscal year 2005-2006. This amounts to $21,250,000 In fiscal year 2004-20C , and approximately 
$46,750,000 In fiscal year 2005-2006. No budget has been enacted for those fiscal years as of August 1, 2004

Illino is. Public Act 93-0679, creates the Teachers' Retirement Insurance Program (TRIP) agreement which provides 
retired teachers a health Insurance program. This replaces expiring legislation, The new legislation does not include a 
date of expiration. It increases the mandatory contributions from teachers and employers, includes incentives to move 
to managed care health plans with a slower rate increase than for the toacher-optin plan, limits future annual 
contribution Increases to 5% a year, provides for subsidies for people In areas where managed-care options are 
unavailable, increases benefits, and creates a commission to find a long-term solution for funding Issues.

Maryland. SB 548 provides that beginning In fiscal 2006, any subsidy received by the State that is provided to 
employers as a res t of the federal Medicare Prescription Drug, Improvement, and Modernization Act of 2003 or other 
similar federal subsidy must be deposited In the Postretirement Health Benefits Trust Fund. For fiscal 2006 through 
2016, no payments may be made from the fund. For fiscal 2016 and each fiscal year thereafter, the board must 
transfer to the general fund, for the sole purpose of assisting in the payment of the State's postretirement health 
insurance subsidy, the lesser of: (1) one-quarter of the prior year's investment gains; or (2) the amount necessary to 
pay the annual health insurance premium and other costs that constitute the State's postretirement health insurance
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subsidy.

Oklahoma. SB 1226 provides for what Is commonly known as a "Medicare Gap" option or "income leveling." This 
option allows those who retire before becoming Medicare eligible to receive a higher benefit to cover the cost of health 
insurance until that person becomes Medicare eligible. The year after that person becomes Medicare eligible, his or her 
retirement benefit will be reduced. The tota l benefits pavable to the member over a lifetime will remain essentially the 
same, on average, and the calculation of the benefit must be actuarially neutral to the Public Employee Retirement 
System (OPERS). The option must be chosen prior to retirement, and If a member chooses this option, such election is 
irrevocable. OPERS has until January 2005 to make the option available. It will not be implemented until the 
appropriate formulas are determined with the assistance of an actuary.

SB 1 144 requires an Oklahoma Teachers Retirement System retiree to have at least 10 years of credited service to 
continue insurance coverage and receive the premium supplement paid by the retirement system.

Vermont. Enacted as statute a regulatory requirement that a retired teacher muct have a minimum of 10 years of 
service to receive the Teachers Retirement System's contribution to the cost of medical premiums.

Le g is la to rs ' R e t ire m e n t P la n s

Idaho. HB 831 -  Separation of Legislative Service from Other PERSI Service (not enacted). This bill would have 
segregated service as a State Legislator from all other PERSI service for benefit calculation purposes. For legislators 
whose service first begins after December 1, 2004, service and average salary for that service will be calculated 
separately from all other PERSI service.

M ilita ry  S e rv ice

Alaska. Chap. 65 SLA 03 (SB 26) p ovides that the governor may authorize state employees who are members of a 
reserve or auxiliary component of the armed forces of ihe United States, including the Alaska Guard and the Alaska 
Naval Milit.a, and who are called to active duty by the appropriate state or federal authority to continue to receive the 
equivalent of their state compensation and some or all of their state benefits. Benefits inlude credited service in a state 
retirement syste: membership in the supplemental employee benefits system and group life and health insurance.
Retroactive to September 11, 2001.

Delaware. Vol. 74, chap 189 (S.B. 143) will protect the retirement benefits of those State employees who take 
military leave in order to serve in Operation Noble Eagle, Operation Enduring Freedom and Operational Iraqi Freedom, 
it will also protect such benefits for future, like operations. T us will assure that the employee will not realize a 
reduction in pension benefits because of a reduction In their salary during a period of time that might fall in their 
highest three years of earnings. The law reads; If the Final Average Compensation of an employee has been reduced 
because of a leave of absence resulting from Presidential determinations to augment active forces, such employee 
shall have their Final Average Compensation adjusted by their amount of military compensation. This adjustment will 
be no greater then what the employee would have received had they remained in employment for the period of leave. 
The employee will contribute 3% of the amount that was adjusted. §5533, Chapter 55, Title 29

R e-em p loym en t A fte r  R e tirem en t

California. SB 1852 modifies restrictions upon return to covered employment for retired teachers who received a 
retirement incentive from their employer.

Florida. Chapter 2004-355 provides that after a retired TRS member has been retired for 1 calendar month, a district 
school board may reemploy the retiree as a substitute or hourly teacher on a noncontractual basis, or as a classroom 
teacher on an annual contractual basis, without further restriction. All retirees reemployed under this paragraph will
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become renewed members of the FRS, and district school boards must make appropriate contributions on such 
renewed members' behalf. Refunds will be provided for any TRS retiree who was reemployed by a district school board 
on or after July 1, 2003, If the retiree had to suspend or repay benefits under s. I21.091(9)(b)2., F.S., and for any 
employer held liable for such repayment. The legislation also similarly eases reemployment restrictions for Instructional 
personnel employed by developmental research school* ^nd the Florida School for the Deaf and the Blind, as well as 
for charter schools participating in the FRS.

Georgia. Act 758, H.B. 366, allows a member of the Teacheis Retirement System who has retired to return to work 
and continue to receive retirement benefits. The retiree must have retired before 12/31/03. Local school districts may 
re-employ a retiree as a fulltime teacher, principal, superintendent, counselor or librarian, except that a retired 
principal may not return to the school at which he or she was employed at retirement, nor may a superintendent 
return to his or her previous district. System must make employer contributions to TRS as If the retiree were an aaive 
member.

Kentucky. Chapter 121, Laws of 2004 (HB 434) provides that the Kentucky Teachers' Retirement system may reduce 
a member's retirement allowance on a dollar-for-dollar basis for each dollar that a retired member earns In 
employment exceeding 100 days or 12 teaching hours, and provide that the board shall adopt a methodology for a pro 
rata apportionment of d a y  and hours for retired members who return to work In both teaching and non-teaching 
positions.

Massachusetts. Chapter 149, Acts of 2004, section 88, allows a person retired under G.L. c. 32, §§ 5 or 10, to return 
to membership in the Retirement System when employed In the public sector after retirement. The retiree would 
become a member upon payment to the appropriate retirement system of an amount equal to the retirement 
allowance that the person had received while retired plus "actuarial assumed interest". The person will contribute to 
the retirement system at the rate In effect on the date that the person waived his or her allowance or the date that the 
member was reinstated to membership, which-ever date is earlier. If the person remains a reinstated member (as a 
full-time employee) for more than 5 years, he or she will be eligible to retire again, with additional creditable service 
and a likely new three year average rate of regular compensation. If the person is reinstated to membership for less 
than 5 years, upon retirement, he or she will receive a refund of all amounts that were paid into the syscem.

New Mexico. SB 426 reduces contribution requirements for Public Employee Retirement Association (PERA) members 
who return to covered employment. Previous law required contributions at the same level as others working for the 
same employer. Stari'ng January 1, 2007, employee contributions will n, . be required ori the first $25,000 earned in a 
calendar year. Employer contributions are required on all earnings. Someone who earns $25,000 in one calendar year 
must begin making contributions on the First dollar of earnings in the next year regardless of what total earnings may 
be In the subsequent year.

Effective on passage, PERA retirees who return to work *r session-only legislative employees are exempt from 
contributions os is their employer. They must apply for the exemption, and earn no service credit from the 
employment.

New York. Chapter 4, Laws of 2004, effective February 2. 2004, increased the amount of money a retired state or 
local employee or teacher may earn in public employment from $25,000 to $27,500. The law applies to salary earned 
in 2004 and after.

Pennsylvan ia. Act 2004--63 expands the period of time and conditions under which P5ERS retirees may return to 
Pennsylvania public school employment without loss of their monthly retirement benefit. This law specifically defines 
the ability of a P5ERS retiree to be employed by a Pennsylvania public school In emergency, shortage of personnel and 
extracurricular situations.

Whenever a school employer determines tnere has been an increase in workload that creates a serious impairment of 
service to the public, or there is a snortage of appropriate subject certified teachers or other personnel, a retiree may 
return to Pennsylvania public school service for a period not to extend beyond the school year during which the 
emergency or shortage occurs.
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A retiree may be employed under separate contract by a Pennsylvania public school in an extracurricular position 
performed primarily outside regu • Instructional hours and not part of the mi.ndated educational curriculum. The new 
legislation specifically Includes the position of athletic director as being eligible for the extracurricular designation and 
extends this provision to employment with community colleges and public universities.

A retiree returning under either of the exceptions noted may not earn any service credit; 10 retirement contributions 
may not be deducted and no credit for the service may be purchased at any time.

Previous law required an emergency or shortage of subject certified teachers; New law requires emergency or 
shortage of any school personnel. Previous law limited employment to 95 days per school year; new law allows 
employment to throughout the school year In whicn the emergency or shortage occurs

Rhode Island. Chapter 379, Laws of 2004, Increased the amount that a retired person who returns to service as a 
university or public school teacher or state employee may earn In a year from $12,000 to $15,000 without loss of 
retirement benefits: limited to specified kinds of re-employment.

South Dakota. HB 1037 provides new provisions for benefits for retired members who are rehired in covered 
employment to prevent the accrual of additional benefits who cost must be shifted to the system and other employees. 
Those retired and rehlred before July 1, 2004, will continue to accrue benents under the former law. Under the new 
provisions, regular retirees mav receive benefits but no COLAs during re-employment. Early retirees will receive no 
benefits during re-employment. In both cases, rehlred members will be considered as new members, and in both 
cas°s, benefits will be recalculated at final retirement.

Service Credit/ Purchase of Service/ Transfer of Credit

Arizona. H.B. 2029 provided that the formula used to calculate the cost to purchase the service credit Is changed to a 
single standard based on the actuarial present value of the additional benefit. Payment for ciedlted service may be via 
a rollover contribution of the member’s accrued vacation, sick leave or overtirr.opay as long as certain conditions are
met.

Georgia Act No. 5j J  (House Bill 480) allows a member to purchase up to three additional years of creditable service 
by raying the full actuarial cost. Application and payment must be made In conjunction with and simultaneously with 
the member's application for retirement. Creditable service shall not be used to obtain 10 years of service for vesting 
purposes or to qualify for a benefit at age 60.

Idaho. Chapter 232, Laws of 2004, (SB 1446) amended the requirements for Military Service to permit accrual of 
military service in the case of survivor benefits. Former law required a member to leave active PERSI service and 
assume active military duty within 90 days, and return to active PERSI service from military duty within 90 days.
There was no provision for crediting military service ir. case of a member on active military duty who might be killed. 
This amendment provided for military service from date of active duty to date of death.

Iowa. H.F. 2262 allows members of thr >wa Public Employees Retirement System on unpaid leave to purchase IPERS 
service credit. A member on an unpaid a>e of absence, other than under the Family Medical Leave Act (FMLA) and 
military leave qualifying under the Un> *ned Services Employment arid Reemployment Rights Act (USERRA), cannot 
earn 'PERS service credit Service tremt may be purchased for period of the unpaid leave.

A memoer whose wages are reduced due to a reduction ii, hours or lay-off may replace contributions to IPERS that 
would hove been paid on the higher wages. This change only applies to members who receive a layoff notice and stay 
in IPERS covered employment by exercising bumping rights. It does not apply to laid off members who completely 
leave IPERS covered employment, or who voluntarily take a lower paying positiun prior to receiving a layoff notice, 
without th> exercise of bumping rights. This is limited to reductions in pay for the eligible group beginning January 1, 
2002 through June 30, 2005.

Louisiana. Act 349 (HB 980) allows purchase of up to Five years of service credit for members with one yeai of
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service, requires ti.at the purchase cost offset the Increased actuarial cost to the system based upon the purchaser's 
current salary, repeal., various provisions for the purchase of specified kinds of previous service, and permits 
purchases in one-month increments until 12/31/04.

M innesota. SF 676. the 2n04 Omnibus Retirement Bill extended the sunset date on the service credit purchase 
provisions for prior military service for various retirement plans to 2006, removed a prohibition against purchase if the 
Individual Is entitled to a current or deferred military pension, and modified a prior prohibition on purchases that were 
credited by another defined benefit plan to prohibit the multiple purchase of the same military service credit period In 
more than one Minnesota defined benefit pension plan.

New Hampshire. Chapter 216 (SB 338) makes changes to eligibility requirements for Out-of-State Service and 
Modifications purchases.

Out of State: Members who had prior service with a public employer In another state or with the federal government 
may apply to purchase that time as cred'table service with NHRS at any point before they retire. (Previous law 
restricted the opportunity to make purchases to only those who had a break In service between that Job and Joining 
NHRS of no more than 18 months and to those who applied within 5 years of joining NHRS.)

Modifications: Members who worked for their employer (a municipality, scnool district or other political subdivision) 
before their employer joined NHRS can now apply to buy that service at any point before they retire, as long as they 
joined NHRS within a year of the date their employer Joined.

• These purchases will not count toward eligibility for the Medical Insurance Subsidy.
• The cost of the purchases is calculated on the employee’s share plus the employer’s share of contributions, as a 

percentage of the member's current base pay.

New Mexico. SB 426 allows members of the Public Employee Retirement Association to purchase up to 12 months of 
"air time" even if they have already purchased the limit of 12 months of service credit for time not earned (for 
example, through military service." Such time can be used to meet requirements to achieve maximum retirement 
benefit;.

Oklahoma. SB 1345 broadened the definition of military service for which the Oklahoma Public Employees Retirement 
System may grant military service credit. The bill adds language that allows military service credit if the member 
served during a period of war or combat military operation other than the conflicts Luted In the statute. The war or 
combat military operation must have lasted for a period of ninety (90) days or more. The member must have served in 
the area of responsibility of the war or combat military operation and only the service time while in that area of 
responsibility may be used as credited service for retirement. A member who served on active duty for training only 15 
excluded from claiming a military service credit unless the member was discharged from that duty for a service- 
connected disability. The burden of proof is on the member to provide adequate documentation of such set .'ice 
including exact dates served in the specified are of responsibility, and the proof must be pr >vided in the t ne ana 
manner required by the System,

South Dakota. HB 1036 provides that a memoer's cost to purchase credited service will be based on con oensatio' 
and the actuarially-determined rate for the member's age in order to cover the full cost of the increased benefit. T.ie 
previous purchase provisions did not cover the cost of the additional benefits.

Utah. HB 263 provides an early retirement Incentive by offering the possibility for members of the State Retirement 
System to purchase up to five years service credit on condition that the purchaser retire immediately after the 
purchase. The amount of time purchased must be sufficient to allow the purchaser to retire immediately with no 
actuarial reduction in benefits. The purchaser’s employer may share the cost of the purchase, but the purchaser must 
pay at least 5% of the cost, which is the actuarial cost of the service. The purchaser must previously has : at least five 
years of service credit before the purchase.

W ashington. HB 2535 (Chapter 172, Laws of 2004) provides that a member who applies for early retirement in PERS 
or SERS Plan 2 or Plan 3 may, at the time of retirement purchase up to five years of additional service credit. The cost
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of the additional service credit is the actuarial equivalent value of the resulting Increase In the member's benefit. A 
member may pay all or part of the cost of the additional service credit with an eligible transfer from a qualified 
retirement plan. Additional purchased seivlce credit could not be used to qualify a member for the three percent per 
year early retirement reduction available to members of PERS and SERS Plan 2 or Plan .7 with 30 years of service.

Studies

Colorado. Chapter 250, Laws of 2004 (HB 1171) requires the State Personnel Department to Investigate the 
feasibility of a program in which active state employees could elect to make voluntary contributions to an account that 
would be used for their future retiree heah1' care expenses.

Indiana. HB1285 requires the pension management oversight commission to study the feasibility of authorizing 
members of the retirement funds administered by the board of trustees of the Public Employees' Retirement Fund 
(PERF board) to withdraw, before retirement, a member’s contributions when the member demonstrates an Immediate 
and great financial need. Provides that Individual participant records and membership information for the retirement 
funds administered by the PERF board aia confidential.

Louisiana. SCR 15 requires the Commission on Public Retirement to study the feasibility of establishing a portable DC 
plan or a modified DB plan, as specified In the resolution, In the major state retirement plans and to report in early
2005.

Oklahoma. SB 1134 requires the Public Employees Retirement System (OPERS) to study the creation of a deferred 
retirement option plan ("DROP") for active and future members of the system. A report on thp DROP study must be 
issued and submitted to the Legislature no later than December 1, 2004.

OPERS also is required to conduct a comparative study of retirement benefit designs used by other states regarding 
retirement benefits for employees engaged in public safety positions. The study is to cover retirement benefits, 
disability benefits and survivor benefits. The study must have a recommendation for what Jobs should be included in 
such a benefit structure, as well as recommended employer and employee contribution rates. The study is to be 
submitted to the Legislature no later than December 1, 2004.

HB 2536 creates the "Task Force for the Study of Public Retirement Systems Benefit Design and Equity." Its purpose is
to conduct a review of the major state public retirement systems. The Task Force is to consist of 17 members and
must include the Executive Director of OPERS, or a person designated by the Executive Director. The review must
cover a history of berWit designs of each state system, tne funding history of each system, dedicated taxes going to 
certain systems, COlA s, and other relevant matters.

V irgin ia. HJR 34 establishes a joint subcommittee to study the benefit structure and funding of retirement plans 
administered by the Virginia Retirement System (VRS). This study will also examine line of duty benefits for public 
safety officers. VRS is to provide technical support to the joint subcommittee.

Taxation

Georgia. Act No. 928 (H.B. 1313) increases the State of Georgia retirement income exclusion of taxable net income 
from any source for income tax purposes to $14,500 for taxable year beginning on or after January 1, 2002 and prior 
to January 1, 2003 and $1!* 000 for taxable years beginning on or after January 1, 2003.

Vesting

South Dakota. HB 1039 provides that a minimum of three years of contributory service will be required for a 
members to receive a regular or disability benefit. Previous law allowed a new member to purchase credited service to
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meet the three-year vesting requirement. That will no longer be allowed. A re-hlred employee will not be eligible for a 
disability benefit without three additional years of contributory service after re-entry into SDRS, un ess the disability is 
job-related.

Vermont. Act 122 (H768) clarified that members ofthe Vermont state employees' retirement sys:e~i and the state 
teachers' retirement system of Vermont hired after July 1, 2004, mi complete five years of creditable service for the 
purpose of determining the normal retirement date. Under previous m  pcuple over 62 years of age were not required 
to have five years of service to b.> eligible for retirement and retiree health benefits.
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Appendix A.
Summary of Ohio Senate Bill 133 c f 2004.

This summary Is based on the Ohio Legislative Service Commission's fiscal note for the enrolled version of SB 133, 
enacted in May 2004.

• The bill requires that the Ohio Retirement Study Cojncll (ORSC) have an independent auditor conduct a 
fiduciary performance audit of each of the state retirement systems at least once every ten years. The tost of 
the audits would be paid by the retirement system being audited. This could range from $300,000 to $400,000 
per audit. However, there could be a potential for future savings as a result of the f  idings and 
recommendations of such audits.

• The bill requires the Auditor of State to conduct an audit of any of the five state retirement systems at the 
request of the ORSC. This could increase expenditures in the Public Audit Expense Fu ,d, depending on how 
many audits the Auditor Is required to complete. The Auditor may be able to recover part or al! of these costs 
by charging the retirement systems.

® The bill requires several changes in membership to each of the boards, including an Increase in the total 
nur ber of board members for each board except for the OP&F Dcard. This could result in additional 
administrative expenses for the boards,

• The bill requires candidates, campaign committees, and persons making expenditures in connection with a 
candidate's efforts to be elected to a retirement board to file campaign financial disclosure statements with the 
Secretary of State. If a person falls to file a complete and accurate statement, then the Ohio Elections 
Commission may impose a fine of not more than $100 per day of the violation. In addition, p'-'-sons who 
knowingly attempt to affect the nomination or outcome of a board election may be Imprisoned for up to six 
months and/or fined up to $5,000. ""here could be a potential minimal increase in costs for the Ohio Elections 
Commission to investigate any violations of this provision.

• The bill requires the boards of the state retirement systems to jointly develop an ethics policy and an 
orientation and continuing education program for board members. There could be some administrative costs 
associated with developing and conducting these training and education programs.

• The bill requires each board to review its existing travel and travel leimbursement policies and to adopt rules 
establishing new or revised policies pertaining to travel and bonus awards to all employees of tne system. This 
provision could present some savings to the retirement systems if the new rules are more restrictive.

• The bill requires every state retirer t investment officer hired after the effective date of the bill to be licensed 
with the D'. ision of Securities within the Department of Commerce. The license fee is set at $50 and would 
need to be renewed on an annual basis. Current state retirement investment officers wouM not be required to 
be licensed. There could be a potential increase in administrative costs for th Division of Securities to begin 
licensing a new class of investment officer.

• The bill allows employees of public institutions of higher education to participate in an alternative retirement 
plan. While there would be a loss in revenues to the affected state retirement systems if employees choose to 
opt out, mere would also be a decrease in expenditures for the state retirement systems. In addition, if an 
employee chooses an alternative retirement plan, the public institution of higher education would still be 
required to contribute a certain percentage (currently set at 3.5%) to the affected state retirement system.
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Detailed Fiscal Analysis

The bill makes several changes to the five state retirement systems: the Public Employees Retirement System (PERS), 
the State Teachers Retirement System (STRS), the School Employees Retirement System (SERS), the Ohio Police & 
Fire Pension Fund (OP&F), and the Highway Patrol Retirement System (HPRS).

Fiduciary Performance Audits

The bill requires that the Ohio Retirement Study Council (ORSC) have an independent auditor conduct a fiduciary 
performance audit of each of the state retirement systems at least once every ten years. The cost of the audits would 
be paid by the retirement system being audited. The cost for an audit could range from $300,000 to $400,000. There 
could be a potential for future savings as the recommendations of the audits are Implemented by the retirement 
systems.

The bill requires the Auditor o; State to conduct financial audits and any special audits of the retirement systems at the 
request of the ORSC. The bill also requires that the Auditor report on any findings to the ORSC. This provision could 
increase costs for the Auditor, depending on how many audits are requested by the ORSC.

Board Composition and Elections

Current law provides for all elections of board members to be conducted under the supervision of the retirement 
boards. The bill requires the Secretary of State to adopt rules governing the election of board members to the state 
retirement systems. This could lead to a potential increase in administrative costs for the Secretary of State's office 
because the bill also requires the Secretary to oversee the administration of board member elections.

The bill also makes several changes to the compositions of the state retirement boards, as outlined below:

• The Attorney General Is removed as a statutory member from the PERS, STRS, SERS, and OP&F boards and an 
appointee of the Treasurer of State, who has investment experience and Is not a public employee, is added as a 
statutory member to the PERS, STRS, SERS, OP&F, and HPRS boards.

• The Director of Administrative Services is added as a member to the PERS board.
• The Auditor of State is removed as a statutory member from the PERS, STRS, SERS, OP&F, and HPRS boards.
• Three members are added to the PERS board, two who are Investment experts, and one additional retired

member.
■ Two members are added to the OP&F and the HPRS boards who are to be investment experts, 

he municipal fiscal officer is removed as a member of the OP&F board.
• One additional retired member is added to the HPRS board.
• Three members are added to the SERS board, two who are investment experts, and one additional retiree

member.
• Thret members are added to the STRS board, two who are investment experts, and one additional retired 

member,

The bill requires candidates for election to the retirement boards, campaign committees, and individuals or entities 
that make expenditures in connection with a candidate's efforts to be elected to a retirement board to file two itemized 
statements with tl Secretary of State's office that detail the contributions, In-kind contributions, and expenditures 
relative to the board election. The First statement Is required to be filed 12 days before the election and the second is 
required to be filed no later than 38 days following the election. The bill also requires candidates elected to fill a 
vacancy to a retirement board to file a single itemized statement. If the Secretary of State's office determines that a 
statement is incomplete or inaccurate, then the Ohio Elections Commission can fine that person up to $!00 per day 
that they are in violation. This could result in an increase in revenues to the Ohio Elections Commission Fund. The 
potential increase is dependent on the number of people who fail to properly file their campaign disclosure statements. 
Monitoring the elections for the retirement systems could potentially increase the expenditures for the Secretary of 
State's office.

Ethics Training, Orientation and Continuing Education for Board Members
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The bill requires the boards of the state retirement systems to develop an ethics policy, In consultation with the Ohio 
Ethics Commission, and to provide periodic ethics training to members and employees of the boards.

In addition, the bill requires the boards to Jointly develop orientation and continuing education programs for board 
members. There could be some administrative costs associated with developing and conducting these training and 
education programs. The boards would Jointly pay any cost for establishing and conducting the programs.

Travel and Bonus Policies

The bill requires each board to review its existing travel and travel reimbursement policies and to adopt rules 
establishing new or revised policies pertaining to travel and bonus awards to all employees, Including board members, 
of the system. In addition, each board is required to submit proposed operating budgets (including administrative 
budgets) to the ORSC for the next Immediate fiscal year, and to submit plans to Improve the dissemination of public 
information about the board. The proposed budgets for each board are required to be sulm itted to ORSC 60 days prior 
to adoption. Provided that the new policies are more restrictive, this could offer some savings to the retirement 
systems.

Licensing of State Retirement Investment Officers

The bill requires Investment officers with the retirement boards to hold a valid state retirement system Investment 
officer license issued by the Division of Securities within the Department of Commerce. The bill sets the license fee at 
$50 and requires holders ofthe license to renew on an annual basis. Current state retirement investment officers 
would not be required to be licensed, but anyone hired by the retirement systems as an investment officer after the 
effective date of the bill would be required to be licensed. All license fees collected under this provision would be paid 
into the Division of Securities Fund. The potential increase in revenues to this fund would be dependent on the number 
of new retirement investment officers hired after the effective date of the bill. There is a potential increase in 
administrative costs for the Department of Commerce to begin licensing a new type of investment officer.

In addition, the bill requires each retirement board to designate a person who is a licensed state retirement investment 
officer to be the chief Investment officer for the retirement fund. The chief investment officer will supervise other 
investment officers and persons employed by the retirement fund with a view toward preventing 'iolations of federal 
and state securities laws and rules and regulations pertaining to those laws.

Investment Policy

The bill requires that the five state retirement boards designate qualifying securities dealers as Ohio-qualified agents. 
Ohio-qualified agents would be so designated If, among other reasons, they have practiced as a securities dealer In 
Ohio for at least three years, they are subject to Ohio taxes, and employ at least five Ohio residents. In a given year, 
the bill requires that the retirement boards have a goal to increase utilization of Ohio-qualified agents for the execution 
of domestic equity and fixed income trades on behalf of the retirement systems.

See also. Pensions and Retirement Plan Enactments 

Posted 25 October 2004.
Before you email statetax-mfo@ncsl.org for more information, please know tha t NCSL does not advise individuals ori 
tax matters.
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Education Program

Teacher Quality

Legislative Tracking Moreinformationjon the yveb

Teacher Recruitm ent

This site contains the text of a recent report written by Eric Hirsch at NCSL as part of a larger project on teacher 
mobility in collaboration with the State Higher Education Executive Officers (SHEEO), the National Governors 
Association (NGA) and the North Central Regional Education Laboratory (NCREL). A formatted copy of this report, 
"Teacher Recruitment: Staffing Classrooms with Quality Teachers,.’lw ith notes and an appendix of legislation enacted 
during the 2000 session can be downloaded. A description of the project and links to the other reports completed as
part of this joint project are also available on the 5HSEQ_$£b_Siifii

Summary

Many states are pursuing aggressive strategies to recruit hign quality elementary and secondary teachers in response 
to teacher shortages caused by high enrollment growth, teacher retirements and attrition, and recent efforts to reduce 
student-teacher ratios.

This brief focuses on two particular areas:

• Increasing the pipeline of potential teachers, and
• Providing incentives for educators to work in areas of highest need.

The paper analyzes the recent trends and offers suggestions for strengthening the recruitment of high quality
teachers. It proposes improving the collection and analysis of teacher supply and demand data, integrating 
recruitment initiatives into comprehensive strategies to address teacher quality, systemlcally evaluating recruitment 
policies, and modifying policies based on emerging knowledge of effective practices.

Background

The nation faces an impending teacher shortage, especially in specific high demand areas. The U.S. Department of 
Education estimates that schoo1 districts will need to hire more than two million new teachers over the next decade. 
According to recent reports by the American Association for Employment in Education, current shortages of licensed 
teachers are most severe in traditional high demand areas of special education, mathematics, science, bilingual 
education, and technology education - and it will worsen In the coming years.

There is a double challenge of increasing both the number and the quality of teachers. States are cieating more 
rigorous licensure standards at the same time that they seek to hire more teachers. The need to find and to keep good 
teachers is especially critical if states and local districts are to meet rigorous education goals aimed at raising student 
achievement levels. Recent studies In Tennessee, Boston, and Texas confirm that students taught by the most 
qualified and effective teachers achieve at higher levels.

The need is especially great in low performing schools because they tend to get the most poorly trained teachers. The
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deficiency of qualified teachers Is most prevalent In lovHncome urban and Isolated rural schools and places students In 
these schools at risk of not achieving full educational opportunities. Indeed, a recent study by Education Week reports 
that the poorest schools were the most iikely to employ teachers with the lowest college entrance examination scores. 
Further, a joint study by The Council of Great City Schools and Recruiting New Teachers, Inc. reported that more than 
62 percent of urban districts allow "noncredentialed" Individuals to te?ch because they cannot find qualified educators.

To ensure that all students are taught by high quality teachers, policymakers and education traders In every state will 
need to carefully examine the complex factors that both challenge ar.d support the recruitment and retention of the 
teaching worxforce.

Shortages in the states’ teacher workforces

National and state studies have forecast Impending teacher shortage., every year during the past decade. Predictions 
for the growing demand for teachers have been uased for the most part on the following factors: the number of 
prospective teachers In traditional and nci. .aditional teacher preparation programs, anticipated growth In K-12 
enrollments, expected teacher retirements, and estimates of licensed teachers who will leave the profession 
altogether. Further, some recent studies also have focused on the impact that new or proposed state education 
policies - such as initiatives to reduced class size - will have on local communities. The following snapshot shows some 
of the key areas of concern In the teacher workforce pipeline:

Student enrollments are growing, In the fall 2000, a record 53 mil' n students entered the nation's public and private 
K-12 classrooms. This enrollment level is expected to remain constant over the next decade. These high enrollments 
are creating demands for additional educators, especially in western and southern states. The U.S. Department of 
Education reports that while eight of the nine northeastern states are expecting a decline in the student population, 
western states such as California, Idaho, Nevada, and New Mexico are projected to have double-digit increases in 
enrollment. Further, class size reduction policies in approximately one-i.alf of t.ie states will necessitate serving these 
new students with more staff than ever before.

Many students preparing to teach never enter the classroom. Recent college graduates make up a significant source of 
new teacher hires. In 1990-91, one-third of new Hires in public schools and one-fifth of new hires in private schools 
entered teaching directly from college. Over the past decade, a growing number of college students have indicated 
Interest in teaching and have entered teacher preparation programs. However, upon graduation many of these 
students - especially those In high demand fields - decide not tc apply for teaching jobs or do not accept positions 
when they are offered. According to a recent U.S. Department of Education study, of the 1992-93 graduates who had 
prepared to teach, only 9 percent of mathematics, computer science, and natural science majors entered teaching 
compared with 58 percent of education majors and 16 percent of humanities majors.

The teaching population Is aging rapidly. According to data from the U.S. Census Bureau, almost one-half of all 
elementary and secondary education school teachers were 45 years old or older in 1998. While these figures illustrate 
a teaching corps with vast experience - nearly one-third of teachers have been In the profession for more than 20 
years - they also point to new staffing dilemmas for schools. Nearly one-half of current teachers will become ellnible to 
retire during the next decade. The impact of an aging teaching pool will affect some states more than others. About 30 
percent of the teachers in 20 states have more than 20 years of classroom experience; these states are predominately 
in the central and northeast regions of the country.

PooLWorMnq conditions influence many well-qualified teachers to leave the ptofession prematurely. On average, 30 to 
50 percent of teachers leave the profession altogether within the first five years. Surveys of teachers who have left 
reveal that working conditions have the greatest affect on whether or not they stay. Teachers claim that their decisions 
to leave teaching were based primarily on their dissatisfaction with administrative support and leadership, student 
behavior, school atmosphere, and a lack of autonomy.

Challenges to recruitment of quality teachers in high demand areas

In addition to the number of teachers availaDle, state leaders are concerned about the quality of their teaching 
workforce. State and district leaders want qualified teachers to teach high demand subjects, and they need stronger
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teachers to increase the achievement levels of students In the disadvantaged urban and rural schools that have 
traditionally been difficult to staff. However, several obstacles to effective recruitment and hiring act as barrers to 
finding these qualified teachers.

There is a mismatch In the supply and demand of quality teachers. Many students preparing to become teachers are 
not majoring in subject areas that match the needs of schools and districts experiencing shortages. Even In states that 
produce enough new teachers to meet overall demand, there remain acute shortages In mathematics, science, 
bilingual, and special education. Moreover, many teaching candidates prefer suburban districts. They are unwilling to 
leach in many urban and rural schools.

This mismatch in the supply and demand of teachers is exacerbated by the lack of targeted state strategies, for 
exampio, few states collect or analyze data that can project the hiring needs of local districts. Also problematic are 
gaps in comn unlcatlon between state and local K-12 agencies and higher education systems and Institutions 
concerning ilrlng needs. State strategies that encourage institutions to reduce programs that oversupply teachers and 
bui.'J (Jioorjms that will produce teachers In critical fields could help alleviate shortages and strengthen relationships 
between the K-12 and postsecondary education sectors.

Local school distr.c. ore pressured to hire minimally qualified teachers. Without an adequate supply of qualified 
teachers, schools and districts have hired teachers who have yet to meet state licensure requirements. Recent state 
studies show that these educators tend disproportionately to teach in low performing schools and schools serving low- 
income students. For example, more than 10 percent of the California teaching force (approximately 28,500 people 
during the 1998-99 school year) worked on an emergency permit. In 1999, 16 percent of California teachers in schools 
serving populations with the greatest proportion of students receiving free or reduced lunch did not have appropriate 
credentials; this compares to 4 percent of teachers In schools serving fewer low-lncome ch'ldren.

In addition to hiring teachers without appropriate credentials, districts are also filling open positions with teachers who 
are teaching In a subject where they do not have a college major or minor. In North Carolina, a 1998 study found that 
teachers in low-performing districts are much more likely to be teaching "oui. of field" or with a substandard license. 
Out-of-field and unlicensed teachers also are prominent in specific subject areas such as mathematics and science. For 
example, more than one-half of districts in Colorado report < culty finding qualified math teachers.

Low sa!jrLe5_andJ.ack.oLince.ntivjiSjna^_distDU!:age^qualifte!ljndividuals_fm.rrLeui!iring and^staying m the.professioo. 

Many college students and teachers view low teacher salaries as a prime deterrent to entering and slaying in the 
profession. State and local leaders complain that salaries that are below those offered in neighboring o.stricts or states 
make it difficult to find and keep good teachers. The average beginning salary for teachers nationwide was $26,639 in 
1998-99, ranging from ovei $31,000 in Connecticut and Alaska to under $20,000 in North Dakota. In today's job 
market, these salaries can not compete with what is being offered in other professions. According to a recent survey 
conducted by the American Federation of Teachers (AFT), "During the past five years, salary offers f )r college 
graduates in all fields have grown at twice the rate as those for new teachers." Well-qualified college students 
majoring in mathematics, science, or foreign languages see significant disparities when they compare teacher salary 
levels with beginning salaries In other professions. For example, AIT reports that average beginning teacher salaries 
are about $7,500 less than the expected starting salary in marketing and $15,000 less than that for computer 
scientists.

These challenges point to the need for a comprehensive, multifaceted approach to recruiting and retaining teachers. 
Every state’s situation is complex, and an array of strategies will be necessary to ensure that enough qualified 
teachers are available across all subject areas. In addition to the challenges raised above, strategies also will need to 
support teachers who are willing to relocate to fill high demand positions and increase diversity of the teaching 
workforce.

Tackling Recruitment: How States Are Attracting Teachers

In general, local districts currently design and support their own recruitment programs. These isolated approaches 
often create Inequities across the state as the wealthiest districts have the resources that poor districts lack to recruit 
and retain a quality workforce. To address recruitment and retention challenges, some state policymakers have
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developed new strategies to expand the supply and provide Incentives to teachers who work In areas of highest need. 
In addition to Intrastate efforts, plans are underway In some regions to establish Interstate agreements that support 
teacher recruitment across state lines. The following synthesizes approaches recently implemented In states across the 
country.

Expanding the Pipeline: Strategies to Attract Prospective Teachers to the Profession

Many states have attempted to expand the production pipeline in order to increase the number of potential teachers 
entering the profession. Their diverse strategies include stimulating early Interest in teaching through secondary school 
and community college cadet programs, making it easier for potential educators to complete their degrees by offering 
scholarships and forgivable loans, and expediting the process for earning teaching credentials through alternative 
routes to licensure

In addition, many states have Increased beginning salaries to attract high caliber Individuals to the teaching 
profession. Some states are working with districts to develop policies to provide differentiated compensation for 
teachers in high demand fields.

Increase Salaries for Teachers

States and school districts compete with each other and the public and private sectors for teaching personnel. The 
strong Job market for recent college graduates that began In the late 1990s made It more difficult to find quality school 
staff. Swaying these new entry-level professionals are data showing that in 1999 new college graduates in all fields 
received average salary offers in excess of $37,000 compared to an average beginning salary of $26,639 for teachers. 
Some states are using these current labor force data to push for salary increases for teachers.

Both to attract new entrants and to keep experienced teachers In the profession, several states recently have passed 
legislation to increase salaries. Eleven states passed legislation to increase salaries for teachers in 2000.
Complementing this trend, the American Federation of Teachers’ 1999 teacher salary survey found a 3.3 percent 
increase nationally in the average teacher salary, from $39,278 in 1998 to $40,574 in 1999.

These states hope that more competitive salaries give them an Important recruitment tool to attract the best and 
brightest teachers while at the same time increasing the quality of the statewide teaching workforce. For example, 
under the Excellent Schools Act enacted In 1997, North Carolina increased teachers' salaries by 11.3 percent over the 
previous year, but in return, teachers must meet more rigorous requirements for licensure and tenure. Alabama 
provided an 8.5 percent cost of living adjustment In 1998. Pending Increases in education trust fund revenues 
designed to place teachers' salaries at the national average, the state approved additional pay raises in 2000. The 
current average teacher salary in Alabama is about $36,000 and starting salary is more than $29,000.

These salary increases are creating Intense competition for educators among states in the same region. Supply and 
demand studies in Oklahoma, for example, show educators crossing the border to Texas where $1.7 billion has been 
allocated to provide $3,000 annual raises for full-time teachers over the next two years. In an attempt to keep more 
teachers in the state, Oklahoma raised teacher salaries $3,000 In 2000 and established a statewide minimum starting 
salary of approximately $27,000.

Strengthen Early Outreach — Teacher Cadet and Future Teachers Programs

Raising students' interest in teaching as a career is another strategy for building a teacher workforce pipeline. Today's 
students are aware of many options, and those who may have once considered a teaching career are choosing other 
professions. A recent study shows chat the appeal to become a teacher among college freshmen has declined from 10 
percent in the early 1990s to 8 percent in 1999.

To rebuild interest, many states have developed strategies to begin teacher recruitment before college through career 
fairs, education clubs, and early exposure to teacher preparation programs. Currently, 12 states have state-level 
programs that recruit at the high school level and six offer programs at community colleges.

The South Carolina Center for Teacher Recruitment is an impressive example of a comprehensive state-level approach
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to pre-colleglate teacher recruitment. In elementary school, students learn about how to become a teacher through 
career fairs. Middle school students may enroll In a year-long ProTeam Program that promotes teaching as a career 
and encourages students to make the necessary academic choices for college entry and success. Three programs 
target high school students: the Teacher Cadet Program Teaching Assistant Program, and the Teaching Fellows 
Program. Students selected for these programs are enrolled in challenging coursework arid provided extensive hands- 
on exposure to classroom teaching.

The state Investment In these efforts Is showing positive results. For example, the Teacher Cadet Program that began 
in 1985-86 now serves over 2,500 academically able high school students annually and operates in 149 high schools 
across the state. Twenty-two of the state's 30 colleges and universities with teacher education programs provide 
support to the Teacher Cadet sites, and over two-thirds of the college partners grant college credit for satisfactory 
completion of the course. More than 2,000 former cadets are currently teaching and an average of 35 percent of 
participants Indicate plans to pursue teacnlng credentials Districts In 18 states currently offer programs that replicate 
the Teacher Cadet Program.

Develop "Grow Your Own" Programs

"Grow your own" programs allow schools and districts experiencing severe shortages to create their own pipeline of 
new teachers by partnering with colleges to recruit, prepare, and retain teachers. "Grow your own" programs tend to 
target paraprofesslonals and classroom aides already working in local schools. Further, these programs enable 
administrators to tailor preparation programs to the specific needs and lesources In their communities and schools.

To date, few states have enacted policies that facilitate the creation of these programs; rather, districts and 
institutions of higher education have come together to design initiatives. These efforts could be expanded in the states 
through Incentive funding or grant programs to partnerships of higher education institutions and districts.

The U.S. Department of Education's Title II Teacher Quality Enhancement Recruitment Grant program is supporting 
several "grow your own" efforts. For example, using federal grant dollars, the Los Angeles Unified School District 
partnered with the California State University System to begin its own recruitment program - the In-House Teacher 
Recruitment Program (1TRP). The 1TRP includes a high school Internship program where participants are prepared to 
work as paraeducators and to study at one of the California S'ate University campuses upon graduation. Following 
high school graduation, participants enroll In a university program while concurrently working as paraeducators in the 
schools. The proc-am provides support services such as stipends, scholarships, and mentors. Upon completion, 
students will have earned a bachelor's degree and a preliminary teaching credential. Through California's federal grant, 
similar "grow your own" recruitment programs are being implemented in the Salinas Valley, Oakland, and San Jose.

Provide College Scholarships, Forgivable Loans, and Tuition Assistance

Twenty-seven states offer college scholarships, forgivable loans, or tuition assistance to recruit more high quality 
teachers and to motivate teachers to serve In shortage areas. In 1999, $81 million was budgeted nationwide for these 
programs. Programs in 11 states specifically target academically talented candidates who are required to commit a 
designated number of years to teaching in K-12 schools.

For most students in these programs, the primary incentive Is the financial assistance to cover the cost of their college 
education. However, the North Carolina Teaching Fellows Program established in 1986 offers even more. Along with 
scholarships of $6,500 per year for four years, fellows are involved in extensive enrichment activities (e.g., 
conferences, workshops, and visits to schools across the state). Program graduates ci -rently work In 96 of the state's 
100 counties.

These student aid programs also seek to increase the diversity of the teaching workforce and to recruit teachers who 
have the skills needed to work with a multicultural student population. Approximately 87 percent of the teachers in 
public schools are non-Hispamc Caucasian, but they are teaching a student body that is approximately one third 
minority. To increase the numbers of underrepresented teachers of color working in local schools, 1C states have 
developed scholarships or forgivable loans specifically for minority candidates. Connecticut Implemented a program in 
1998 that provides Incentive grants of up to $20,000 to encourage minority students to become teachers. Grants are
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available for up N> 50 students per year who enter teacher education programs in their Junior or senior years at four- 
year colleges oi who are enrolled in post-baccalaureate certification programs.

Support Effective Alternative Certification Programs

Alternative routes to achieving teacher licensure - often designed to encourage minorities and mid-career professionals 
to enter teaching - have grown In popularity in recent years. A combination of teacher shortages, a need to provide 
preparation for post-bacca1 lureate recruits, and criticism of traditional teacner preparation programs have made these 
alternative routes an attractive option for policymakers and potential teachers.

According to a National Center for Education Information (NCEI) report published in 2000, more than 115 alternative 
certification programs currently are operating In 40 states and the District of Columbia. To date, these programs have 
prepared more than 125,000 teachers. State leaders who support them have argued that they help address the 
recruitment and development of teachers for shortage areas and that they are preferable over emergency credentials
and misassignments.

Many studies over the past decade have evm ined the characteristics of individuals most likely to enter teaching 
through alternative routes. They provide s>ro ig evidence that alternative programs have added minorities and men to 
the teaching ranks in urban a-eas. The three largest state programs are in states with large minority and urban
student populations - New Jersey, California and Texas - where between 16 and 22 percent of new teacher hires
earned certificates through alternative routes.

Based on NCEI and other studies, alternative certification programs deemed to be the most successful have the 
following criteria In common:

• They are directed to Individuals who already have a baccalaureate degree.
• Successful candidates have passed rigorous screening.
• The programs are based In schools.
• The programs include coursework in professional education studies before or during teaching assignments.
• Candidates work closely with quality mentor teachers.
• Candidates meet high performance standards for completion of the programs.

Researchers have not achieved consensus about the impact of alternative programs on student achievement. Given 
the variety of programs currently in operation, most agree that comprehensive evaluations to assess this linkage are 
surely needed.

Streamline Hiring Processes

The comple -ity and timing of hiriny decisions can create barriers to getting qualified teachers into classrooms. 
Information in  district or school vacancies is not easily accessible to teachers searching for jobs. Teachers applying in 
several distr’cts or at different schools must submit multiple and duplicative application forms and documentation. 
Because of delays in processing applications, districts often lose the most capable teachers to other competitors.

Several states have developed one-stop services in order to increase the number of applicants for open positions, to 
streamline the process, and to reduce the obstacles for hiring the best teacher candidates. Electronic web sites provide 
information about teaching opportunities across the state, allow districts to post job openings, and promcte application 
uniformity.

In addition to state-based efforts, several national Job banks, such as the National Teacher Recruitment Clearinghouse 
hosted by Recruiting New Teachers, Inc. (RNT), provide helpful information about how individuals can become a 
teacher and find a job, and how districts can locate and retain teachers. The RNT web site also contains a 
comprehensive job bank portal to national, state, and district job banks across the country.

Lure Retired Teachers Back to the Classroom

Given the difficulties of finding new teachers, a new trend is for states to draw on retired educators to staff
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classrooms. States are allowing teachers to draw full pension benefits while teaching full- or part-time. In 1999, 
California, Maryland, Missouri, North Carolina, South Carolina, and Texas passed legislation that created new policies 
to attract retirees or altered existing regulations that capped returning retirees' salaries. Alabama, Kentucky,
Louisiana, Maryland, Massachusetts, Oklahoma, and Tennessee passed similar policies in 2000.

Some states are using these policies as incentives to lure retired teachers to hard-to-staff schools. For example, South 
Carolina's plan will help channel retired educators to "critical need areas." Similarly, in Texas, the new law targets 
retired teachers who specialize in math, science, or technology. Additional strategies to direct teachers to areas of 
highest need are described In the following section.

Redistributing the Workforce: Strategies to Recruit New and Veteran Teachers to Areas of Highest Need

Many states are exploring incentives to encourage new and veteran teachers to work in hard-to-staff school: and to 
prepare to teach In subject areas with critical shortages. These will be most successful, however, if teachers can move 
to take advantage of them without having to meet re-licensure requirements or to lose retirement benefits or credit for 
accrued work experience. Activities are underway In some regions to consider initiatives that will allow states through 
reciprocity agreements to accept the teaching credentials and accrued experience that teachers earn In other districts 
and states. In addition, some states and local districts have examined strategies to ease portability of pension benefits 
for teachers.

Provide Incentives for Accomplished Teachers in Critical Areas

In addition to the general increases in teacher salaries mentioned earlier, some states are using one-time signing 
bonuses or other rewards to 'ure qualified teachers into open positions. In 1998, Massachusetts began awarding 
$20,000 signing bonuses to newly hired teachers who meet qualification standards specified by the state and teach 
there for four years. The Massachusetts Signing Bonus Program for New Teachers is designed to attract mid-career 
, '■ofessionals, recent college graduates, and college seniors with backgrounds in mathematics, science, and foreign 
language.

Other incentives to recruit teachers in shortage fields or to less desirable locations include bonuses, support to cover 
home loans, and relocation expenses. New York provides an annual stipend of $3,400 for up to three years to any 
certified teacher agreeing to work in a critical shortage area. In Baltimore, $5,000 is provided toward the closing costs 
on a home in the city and $1,200 to cover relocation expenses. This is in addition to a recent $3,000 starting salary 
increase. Similarly, Mississippi in 1998 passed legislation that targets teachers seeking a master's degree to locate in 
critical shortage areas. In exchange for ihree years of service, recipients receive tuition scholarships toward 
completion of a degree program, professional development opportunities, a computer, participation in a mentoring 
program, home loans, and up to $1,000 for moving expenses.

To increase teacher expertise and skill in the schools, 39 states and nearly 200 school districts offer a variety of 
incentives and subsidies for veteran teachers who are certified by the National Board for Professional Teaching 
Standards. For example, California enacted legislation in 2000 that pays a $20,000 bonus for National Board certified 
teachers who agree to teach in districts designated as low performing New York created a similar program for National 
Board certified teachers by providing a $10,000 bonus as part of the Teachers of Tomorrow legislation

A new report published by the National Board found that compared to other teachers, board certified teachers were 
more effective educators and Improved student learning in the schools where they taught. Although the scope of the 
study was narrow - based on 65 teachers in three states and the District of Columbia - it provides important 
preliminary evidence demonstrating the linkage between National Board certification and student achievement.

There is limited Information about whether policies supporting salary Increases anJ bonuses work. It appears that the 
most recent efforts are based on general market principles that higher salaries will attract more teachers. Some policy 
analysts have argued that to improve teacher quality, states should fore^u blanket salary increases and target their 
efforts on teachers filling critical shortage areas or demonstrating the greatest affect on student achievement. To 
ensure that monetary incentives to teachers meet their intended goals, states will need f '  evaluate their programs, 
examining the number of teachers recruited u jer the plans, retention rates, and the academic perloimance of schools
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and students where these teachers were hired.

Enhance Teacher Mobility

Nobody really knows the extent to which teachers are moving to take advantage of recruitment opportunities. 
However, a number of recent publications and public discourses on teacher quality have stressed the importance of 
teacher mobility. In addition, state and regional studies aimed at supply and demand ar.d teacher salaries suggest that 
teachers will cross local district and state lines for Jobs and better salaries. Further, the Issue is being studied as part 
of new regional efforts sponsored by the Council for Basic Education and the North Central Regional Education 
Laboratory to ensure adequate supply of qualified teachers across states.

The stories of teachers who have encountered specific barriers restricting their ability to move from a teaching Job in 
one district or state to another are driving these studies. These barriers include the lack of reciprocity of teacher 
licenses and certification, restrictions on pension portability, and the unwillingness or inability of most districts to pay 
them for accrued experience.

Available resources on teacher mobility, as well as examples of initiatives tr provide reciprocity of state teaching 
licenses and portability of pension benefits for teachers, are identified and discussed in a reference guide and two 
other strategy briefs published in conjunction with this brief. These four documents are part of a national study on 
teacher mobility sponsored by the State Higher Education Executive Officers (SHEEO),

Improve Working Conditions through Induction Programs for Teachers

According to national reports aimed at explaining teacher attrition, job satisfaction appears to be Influenced as much 
by working conditicns and feelings of control as by salary and benefits. Thus, to ensure teachers remain in the 
profession after they are hired, state strategies also need to focus on initiatives that empower teachers and make 
classrooms more attractive work environments.

New teacher mentoring programs can help alleviate some of the factors that negatively affect Job satisfaction. More 
than one-half the states have Induction programs that support new teachers. However, there appears to be some 
disparity, even v.:thin the same state, on critical components of these mentoring programs. Research Indicates that 
more effective induction programs Include the following:

• Programs should be based in schools and classrooms.
• New models should be designed especially for novice teachers and differentiate between teachers ir their first 

job, mid-career changers, and veterans who have changed grade levels or subject areas.
• Programs need sufficient financial resources to compensate mentor teachers for their participatir n and to allow 

mentors to work with novice teachers during class time throughout the first years of teaching.
• Programs should be evaluated and new or scaled-up efforts should be based on effective pra'tice.
• Comparative data across programs should be collected to Identify program components and capacity to support 

beginning teachers.

California's Beginning Teacher Support and Assessment program (BTSA) Includes many of these components and is 
showing successful results. Begun in 1992, new California teachers are provided an extensive induction experience 
consisting of assessment, individual support, advanced study, and frequent reflection on the practice of teaching, This 
level of support works to retain teachers. A recent evaluation of the first phases of the program shows that 37 percent 
of teachers who did not participate in the program left the field over the first five years of teaching compared to 9 
percent of those who went through BTSA.

Hiring and Keeping Quality Teachers. Taking a Comprehensive Approach

Approximately 450 bills addressing teacher recruitment were introduced in 41 states during the 2000 legislative 
se:« ons. The Appendix lists state legislation adopted in the past year and illustrates that many states are relying on 
multiple strategies to support teacher recruitment.

htlp://www. ncsl.org/program s/educ/TR ecru. him 4/16/2005
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While most legislation creating recruitment policies focused on d istrict activities, a few states are taking comprehensive 
policy approaches that address both pipeline and redistribution Issues. California, for example, is attempting to link 
recruitment of high quality teachers to Its statewide goals for quality teaching and learning. California Senate Bill 1666, 
passed In 2000, created a comprehensive recruitment package aimed at addressing the state's severe teacher 
shortage. The bill's multiple trategies (described below) are designed to support a system that aligns different parts 
of the teacher pipeline using local and statewide strategies

Teacher Preparation: New programs are aimed at increasing the number and quality of students entering teacher 
preparation programs. California Teaching Fellowships provides $20,000 in competitive awards to teaching candidates 
who earn credentials and agree to teach in a low performing school for four years. The Assumption Program for Loans 
for Education (APLE) provides loan forgiveness awards to teacher education graduates. SB 1666 provides $43.6 million 
to Increase the amount of annual grants from $1,500 to $2,500 to teacher interns. I t  also expands the intern and pre­
intern programs from 7,300 to 12,700 students providing additional teacher trainees who will work tn classrooms 
under mentor supervision while earning their teaching credentials.

Teacher Recru itment: The Teacher Recruitment Incentive Program (TRIP) establishes teacher recruitment centers in 
six California regions where there Is a demonstrated need to aggressively recruit qualified teachers to the state's most 
challenging schools. Funded at more than $9 million, centers will recruit college students and others to pursue 
teaching as a career and entice qualified veteran teachers to teach in schools with the greatest need. To support low 
performing schools, the Teach1 ig as a Priority Block Grant Program (TA^) orovides $118.6 million for discretionary 
grants to schools to recruit and retain quality teachers. Incentives may be used to award signing bonuses, improve 
working conditions, increase salaries, provide housing subsides, or establish a longer school year.

Teacher Salaries and Benefits: To encourage qualified individuals to enter teaching, $55 million is available to 
California school districts to increase beginning salaries to $34,000. A Teacher's Supplemental Retirement Account 
Program is aimed at increasing teacher retirement benefits. Members of le State Teacher's Retirement System 
(STRS) will be allowed to place 25 percent of their STRS contributions, or 2 percent of earnings, In a supplemental 
retirement account that will be available as a lump sum payment or an annuity when the member retires.

TeacherjLeteritiftn: Three programs fccus on retaining good teachers and rewarding them for their service to 
education. Beginning with the 2000 tax year, teachers who serve at least four years in public or private schools will be 
entitled to tax credits ranging from $250 to $1,500 based on their years in the profession. Teachers who achieve 
advanced certification under the National Board for Professional Teaching Standards will receive $10,000 bonuses.
Finally, board certified teachers who teach in low performing schools for four years will receive a $20,000 bonus.

Next Steps for States

No simple solution can ensure that all students have access to quality teachers. State recruitment strategies need to 
be integrated into long-term, comprehensive initiatives that address both the supply and quality of the teaching 
workforce. The following suggestions can help state policymakers and education leaders to begin this process:

Gather data on teacher supply and demand

Most states do not systematically collect and analyze data to help state policymakers and local education leaders 
determine recruitment and hiring needs. Recruiting New Teachers, Inc. has Identified some basic information that 
should be included in state data collection effons.

• Estimate the number of teachers needed based on attrition, student demographics, and retirement.
• Identify diversity needs based on how well te a ch ir i staffs reflect the diversity of the student population.
• Anticipate attrition rates of new teachers.
• Assess the number of candidates coming from traditional and alternative sources of teachers, such as 

graduates from local universities, "grow your own" programs, recruitment programs aimed at underrepresented 
groups, and mid-career professionals, etc.

Along with state data collection, regional or national data collection also can help assess teacher shortages. Working

hltp.V/w w w .ncsI.org/program s/educ/TRecru.htm 4/16/2005
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together, states with an oversupply of educators In one subject area could help teachers find good jobs In states with 
severe shortages. But this sort o f interstate cooperation Is impractical w ithout addressing barriers to teacher mobility, 
such as restrictions on licensure reciprocity and pension portability.

Integrate recruitment Initiatives Into comprehensive strategies to address teacher quality

Most states have initiated reforms aimed at strengthening the quality of teachers. In some states, these efforts are 
part of broad systemic efforts to link K-12 and postsecondary education. Recruitment Initiatives should be integrated 
into this work. Formalized partnerships between higher education and K-12 schools will Increase cross-sector 
communication and ensure that institutions are preparing teachers in grade levels and subject areas of particular need. 
Moreover, effective collaboration will support a seamless system of teacher preparation, recruitment, induction, and 
professional development that wll aenefit both K-12 and higher education systems.

Evaluate recruitment policies based on data and modify practices based on what works

Despite the numerous state strategies described in this brief, little Is known about how effective they are at recruiting 
and retaining quality teachers. Constructive program evaluation will allow states to Identify and eliminate Ineffective 
efforts and scale up promising practices

Conclusion

In 1997, the National Commission on Teaching and America's Future outlined an "audacious plan" to ensure a 
competent, caring and qualified teacher for every child. While keen interest to expand the supply of good teachers is 
apparent In the recent high volume of state recruitment policies, significant challenges still exist. This brief highlights 
many bold and innovative strategies to build the pipeline of qualified teachers and the special efforts to place them in 
schools and subjects that historically have been difficult to staff.

These actions, however, may not yield the most effective results w ithout thoughtful planning. Comprehensive data 
collection and analysis on teacher supply and demand, integration of recruitment efforts into well-developed state 
teacher quality Initiatives, and evaluation and modification of strategies based on evidence of success will help to 
ensure that states' interests are met and the "audacious" goal for quality teachers Is achieved.

Additional information on the web:

RecruitingUew Teachers 

Education Week

National Commission on Teaching and America'sTuiure

North Carolina Teaching f_elluws Program

South Carolina Teacher Teaching Fellows Program

V is ito r coun ts  fo r th is  page.

C_ ’Education Home Page   _____________ _____________
©  2 004  National C onference of S ta te  Legislatures, All Rights Reserved

D e n v e r  O ffice : Tel: 3 0 3 -3 6 4 -7 7 0 0  | Fax: 3 0 3 -3 6 4 -7 8 0 0  | 7700  East First Place | D enver, CO 8 0 2 3 0  | Map
W a sh in g to n  O ffice : Tel: 2 0 2 -6 2 4 -5 4 0 0  | Fax: 2 0 2 -7 3 7 -1 0 6 9  | 444  North Capitol S treet, N.W., Su ite  515  | W ashington, D.C.

htlp://ww\v. ncsl.org/program s/educ/TR ccru. him 4/16/2005



GM, (JAW likely to discuss health care costs at annual meeting Page 1 o f 2

A  flftrou  sm Vttt* /  /  •  1 *  «

f  reep  /  n ew s /  m ic h ig a n
COLUMNISTS
■ Susan Aqer
■ DesifMJCflfiMT
■ 8cianPicK9rsaxi
■  Rochelto Rllev
SECTIONS
■ Today's _stories
■ Metre
■ Wayne
■ Oakland
■ Macomb
■ Michigan
■ Casinos
■ Read^orK
■ E ducation
■ health
■ Children First
■ Weather
■ Politics
■ Religion
■ Obituaries
■  NehonMorid
■  AP wire
HELP
■ Search
■ ArcMves
■ Death notices
■ About us
■ Subscribe
MARKETPLACE
■  Classifieds
■  Find ajob
■ F in d a J io jr ie
■  F ia ia  car
■  Yellow Pages
■ PJace.an_ad

(none)

GM, UAW likely to discuss 
health care costs at annual 
meeting
A p r i l  1 4 .  2 0 0 5 .  1 2 : 0 ?  A M

D ETRO IT (AP) -- Skyrocketing health care 
costs -- and w hether union w orkers should 
pay a larger share o f  them  -- w as expected to 
be a hot topic Thursday at an annual m eeting 
o f  General M otors Corp. and the U nited Auto 
W orkers.

Several hundred GM  and UAW  officials were 
scheduled to m eet in the D etroit suburb o f 
Dearborn, including UA W  President Ron 
G ettelfinger and top GM  executives.

The m eeting com es at a difficult tim e for 
GM , which cited rism g health care expenses 
w hen it slashed its 2005 earnings guidance by 
80 percent last m onth. The w orld 's largest 
autom aker spent $5.2 billion last year to 
cover 1.1 m illion salaried and hourly 
em ployees, retirees and fam ily m em bers. GM 
has said that could grow to $5.8 billion this 
year.

Two top GM  executives -- product 
developm ent ch ie f Bob Lutz and 
m anufacturing ch ie f Gary C ow ger -- have 
said recently the com pany should adopt a 
health care plan that provides the same 
benefits for salaried and hourly w orkers.

G M 's salaried w orkers pay 27 percent o f  their 
total health care costs, w hile the com pany's 
U A W -covered hourly w orkers pay 7 percent, 
according to GM . The average U.S. corporate 
em ployee pays 32 percent o f  the cost o f  
health care, GM  said.

M errill Lynch analyst John Casesa noted 
G M 's health care costs w hen he dow ngraded 
the com pany's rating from  neutral to sell last

http://w w w . freep.com /new s/statew ire/sw l 14365_20050414.htm
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month. In a research note, Casesa said GM 
had $73 billion in retiree health care liability 
at the end of last year and a ratio of 2.4 
retirees to every one active employee.

"Its liabilities for pensions and retiree health  
care costs have becom e an im m ense burden," 
C asesa said.

G ettelfinger has said the U A W  recognizes 
that rising health  care costs are a serious 
problem  for autom akers. But he also says the 
best solution is national health care reform , 
not further bargaining.

GM  m ay ask the U A W  to reopen its contract 
and negotiate new  health care benefits. The 
contract was last negotiated in 2003 and 
expires in 2007.

The au tom aker also m ay try to negotiate a 
deal sim ilar to one recently reached betw een 
the U A W  and D aim lerC 'hiysler AG's 
C hrysler Group. U nder that agreem ent, which 
went into effect April 1, roughly 35,000 
C hrysler hourly w orkers and retirees now  pay 
annual deductib les o f  betw een $100 and 
$ 1,000 for health care that previou dy was 
free.

G M  shares fell 67 cents to close at $28.33 
W ednesday in trading on the N ew  Y ork 
Stock Exchange. The shares have traded as 
low as $27.98 and as high as $50.04 in the 
past year.

On the Net:

G eneral M otors Corp.: http://w w w .gm .com

U nited Auto W orkers: http://w w w .uaw .org 
[an error occurred while processing th is directive]

Copyright ©  2005 Detroit Free Press lac.
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Retirees' Families Face Health Cuts — As Medical Costs Increase, Some Big 
Employers Move To Trim Dependent Coverage

By Jennifer Saranow 
739 w ords 
03/03/2005
The W all Street Journal 
D2
English
(Copyright (c) 2005, D ow  Jones & Com pany, Inc.)

M ore com panies are jo in ing  the wave o f  em ployers who are cutting health-care costs by 
reducing the benefits they offer to their w orkers' dependents.

A grow ing num ber o f  b ig  em ployers are excluding new  dependents — such as Npouses and 
children -- from their retirees' health-care plans, w hile others are cutting coverage am ounts 
for retirees' current dependents.

These m oves com e after m any em ployers already have raised prem ium s for the dependents 
o f  active em ployees and im posed surcharges to encourage spouses to seek coverage from 
their own em ployer. O thers are dropping current em ployees' future retirem ent benefits.

Em ployees o f  International Business M achines Corp. who retire on or after Jan. 1 w on't be 
able to enroll new  dependents in the com pany's health  plan beyond the dependents covered 
on their retirem ent date. Sim ilarly, Boeing Co. has told its nonunion em ployees who retire 
on or after Jan. 1 that they w on’t be able to seek m edical coverage for new dependents after 
their retirem ent date.

O ther com panies are going further and m aking retirees pay for m uch o f  their dependents' 
health coverage. As o f  Jan. 1, for exam ple, Lucent Technologies Inc. stopped paying for the 
cost o f  m edical coverage for dependents o f  m anagem ent retirees who retired Oi. or after 
M arch 1, 1990, and w hose annual salaries w ere at least $65,000. The salary limit, first 
effective in 2004, w as previously $87,000.

According to a survey on retiree health benefits released in D ecem ber by the K aiser Fam ily 
Foundation and consulting firm Hewitt A ssociates, 79%  o f  surveyed large em ployers 
reported having increased retiree contributions to prem ium s in the past year and 68%  
reported increasing contributions for dependent coverage.

Typically, m any large com panies cover em ployees w ho retire before age 65 w hen people 
qualify  for M edicare, and then later help pay for w hat M edicare doesn't cover. But w ith  
costs rising -  and retirees living longer -  a grow ing num ber o f  em ployers are considering
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the potential costs o f  covering  retirees' dependents, w hich nniil now  generally has been 
routine.

"C om panies are trying to m anage their costs, and cutting back on dependents is one o f  the 
first things they look at," says Dcm k Guyton, ? principal w ith M ercer Hum an Resource 
C onsulting  in Chicago.

T he upshot is that retirees could be left bearing the brunt o f  covering th rir  fam ilies, o r left 
ir  oic lurch i f  spouses w ith  insurance elsew here lose coverage. Som e m ay even have to 
return to work.

John D eCastro estim ates he paid about $60 a m onth for m edical coverage for him self, his 
w ife and now  20-year-old daughter w hen he retired from his jo b  as a director o f  
m anufacturing and planning at Lucei t four years ago.

N ow , the 56-year-old San Francisco resident pays about $600 a m onth. "It's a m ajor hit on 
the retiree, and that's part o f  the reason I decided to go back to w ork," says Mr. DeCastro, 
now  a salesm an for a softw are com pany.

Com panies say they w ant to focus their resources on those who w ere actually em ployees 
and discourage new dependents w ho m ight have lost or lack retiree coverage elsewhere.

"O ur goal has been to m aintain  access to health-care benefits for all our retirees, while 
balancing that w ith w hat the com pany can afford and still rem ain com petitive," says Lucent 
spokesm an Bill Price.

C utting dependent coverage also enables em ployers to cut liabilities on their balance sheets. 
A ccounting rules require em ployers offering retiree health benefits to count the future cost 
o f  paying such benefits as a liability. Lucent says the changes it m ade in 2004 resulted in an 
approxim ate $1 billion reduction in future obligations.

Lucent estim ates its m ost recent change will affect 5,400 m anagem ent retirees w ith about 
7.400 dependents. The com pany currently provides retiree health-care benefits for about
48,000 m anagem ent retirees and 71,000 formerly union retirees.

B oeing estim ates its changes w ill im pact about h a lf o f  its w ork force. A spokesw om an for 
IBM  declined to com m ent on the im pact o f  IBM 's changes.

Large companies have been making major changes to retiree health benefits, 
such as raising contributions and deductibles. Heir.'s what more than 300 
s -eyed companies have done last year:

Cutting Benefits

PERCENTAGE
INCREASED

Retiree Contributions to Premiums 
Dependent Contributions tc Premiums 
Retiree Coinsurance of Copayments 
Deductibles 
Out-of-Pccket Limits

79%
68
45
37
29
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Wall Street Journal Examines Im pact of Rising Health Costs on Autom aker GM
The Wall Street Journal on Thursday examined the difficulties that General Motors is 

facing in its efforts to reduce tie cost of providing health care benefits for workers, retirees 
and dependentr, including the potential for "heated negotiations with the United Auto 
Workers union, which has long fought to protect the gold-plated health benefits workers 
enjoy." This year, GM expects to spend $5.6 billion to provide health coverage for about 1.1 
million active and retired employees and their families (Hawkins, Wall Street Journal, 4/7). 
GM is the nation's largest private health care provider. Last month, the company announced 
that the first quarter of fiscal year 2005 would be its second consecutive quarter reporting a 
loss. In an effort to achieve fiscal solvency, GM announced last month that it will negotiate 
A/ith UAW union leaders to shift more health care costs to hourly employees. According to 
.ompany data, salaried employees are responsible for about 27% of their health care costs, 
compared with about 7% for hourly workers. Salaried workers also pay deductibles and 
monthly premiums for health care coverage, unlike hourly workers (Kaiser Daily Health 
Policy Report, 3/24). GM's U.S. CEO Rick Wagoner "blames [health care] costs for much of 
GM’s profit woes," the Journal reports. About 26% of GM's beneficiaries are obese, a figure 
that is "slightly below the national aver ige,” the Journal reports. The company estimates 
that it pays $1,000 to $3,000 more in health services to cover an obese beneficiary. In 
addition, according to the Journal, "[s]moking is one area that shows how far GM has to go 
just to catch ip with health standards in many other parts of the country." The company has 
begun "cautiojsly encouraging" workers to initiate designated smoking areas but permits 
workers to smoke while on the job and "shies away from provoking union members with a 
blanket smoking ban," the Journal reports.

Action S tep s
GM has begun expanding programs to discourage employees from engaging in habits such 
as smoking, drinking alcohol, eating unhealthy foods and leading a sedentary lifestyle. Under 
its LifeSteps program, which began in 1996, the company added gyms to some 
manufacturing plants and now offers health care seminars and classes "to get workers ready 
for the hunting season" -- a popular activity among GM workers that can :ause heart attacks 
iri out-of-shape people, the Journal reports. However, "[e]ven if employees get healthier, it's 
not clear how much the company can save" because 69% of the company's health care 
spending goes to retired employees and their families — a demographic that is more difficult 
to "reach with the live healthy message," according to the Journal (Wall Street Journal, 4/7).
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ALASKA STATE PENSION INVESTM ENT BOARD  
B i o g r a p h i c a l  L i s t i n g

Wilson L. Condon, Chair, was elected by the Public Employees' Retirement System. He is 
currently C hief o f  the Oil, Gas & M ining Section at the Department o f  Law. Previously, Mr. 
Condon was Comm issioner o f  the Alaska Department o f  Revenue from 1995-2002. Prior to 
serving as commissioner, he was a partner in a private law firm from 1983-1995 and acted as 
lead counsel for the state in a series o f oil and gas royalty and tax cases. He served is Attorney 
General from 1980 - 1982 and as Deputy Attorney General from 1975 - 1980. He holds an A.B. 
Political Science degree and a J.D. degree from Stanford University. Mr. Condon’s term expires 
December 31, 2006.

Dorothy Wells, Vice Chair, was elected by the Teachers' Retirement System. A resident o f 
Alaska for 37 years, Ms. Wells is a retired teacher who taught business education at Eielson Air 
Force Base, and business classes for the University o f Alaska night school program at Eielson. 
She obtained her B.S. degree from the University o f  M innesota/M inneapolis and did graduate 
work both there and at the University o f  Alaska/Fairbanks. Mrs. Wells served on the Teachers' 
Retirement Board for 20 years, and is active with N E / Alaska/Retired. Her term expires 
December 31, 2005.

Jam es "Pat" W ellington, Secretary, was elected by the Public Employees' Retirement System. 
Mr. Wellington was born in Ketchikan, Alaska and graduated from Dougias High School. He 
served two years in the U.S. Army and started his law enforcement career with the Seward Police 
Department in late 1955. He served as Deputy U.S. Marshal, Alaska State hroopcrs, C hief o f  
Police o f  Juneau, Deputy Comm issioner and Commissioner o f  the Department o f  Public Safety, 
and retired in 1977 as Director o f  the Alaska State Troopers. Mr. W ellington is also the 
Chairman o f the Public Employees' Retirement Board, lie  resides in Anchorage. Mr. 
W ellington's term expires December 31, 2008.

William Corbus was appointed Comm issioner o f  the Department o f  Revenue in December 
2002. lie  oversees an agency that has very 'iverse responsibilities, including tax collection, 
investing state funds, child support enforcement and distribu ing permanent fund dividend; Bill 
Corbus is the retired president o f  Alaska Electric Light and Power, the electric company that 
serves the Juneau area, where he has lived since 1970. He served as a Lt. J.G. in the U.S. Naval 
Reserve, including one year as an advisor to the Vietnamese Navy in 1962-63. Mr. Corbus then 
worked for Stone & W ebster in New York City providing public utility security analysis, 
financial planning, and accounting. The Commissioner sits nine boards, including the Board 
o f  Trustees o f th e  Alaska Permanent Fund Corporation. Mr. Corbus holds a B.S. in indastrial 
engineering from Stanford University and an MBA from the Amos Tuck Graduate Scnool o f  
Business Administration at Dartmouth College

M erritt C. Olson was elected in l°92  to serve as a trustee on the newly-created ASPIB and 
reelected for three more te rn s . Mr. Olson served previously as a trustee for the Teachers’ 
Retirement Systems Board. He also served as pre ident o f  NEA-Alaska/Retired and sat on the 
national NEA-Retircd Advisory Council for six years. He earned the doctoral degree in 
psychology from Rutgers University and was a Fulbright scholar and lecturer at the University o f 
Ibadan in Nigeria. Dr. Olson taught mathematics in Anchorage secondary schools and served as 
an adjunct professor o f  psychology at the University o f  Alaska Anchorage and at Alaska 
Methodist University. His term expires December 31, 2007.



Martin Pihl was appointed to the board in 2003 by Governor Murkowski. Mr. Pihl came to 
Alaska in 1962 to work for Ketchikan Pulp Company, becoming President and General Manager 
in 1987 until his retirement in 1994. He then served as Acting Executive Director for the Alaska 
Permanent Fund Corporation in 1994-1995. Mr. Pihl serves as a director o f  National Bank o f  
Alaska and on Wells Fargo Bank's Alaska Statewide Advisory Board, as Chairman o f the Board 
o f  Governors o f  the Alaska Timber Insurance Exchange, and as a regent for Pacific Lutheran 
U n 'v erity . He is also a m ember o f  several advisor}’ boards including Holland America- 
W estmark-Ketchikan Advisory Board, Ketchikan P e ts  and Harbors Advisory Board, and Alaska 
Airlines Southeast Alaska Community Advisory Board. Mr. Pihl holds a BA in Accounting 
from the University o f  W ashington and has been a CPA since 1958. His tei n expires December 
31,2006.

G ail R. S ch u bert was first appointed to the board by Governor llickcl, then reappointed by 
Governor Knowles and Governor Murkowski. She is currently Executive Vice President and 
General Counsel to Bering Straits Native Corporation, President o f  its two 8(a) subsidiaries, and 
o f counsel to the law firm o f  Foster, Pepper Rubini & Reeves LLC in Anchorage. From 2002 to 
2003, Mrs. Schubert was General Counsel to Southcentral Foundation, and from 1995 to 2002, 
she was a member o f  Foster Pepper. From 1992 to 1995, Mrs. Schubert practiced iaw at Birch, 
Horton, Bittner & Chcrot, and from 1982 to 1992, Mrs. Schubert practiced law in New York City 
at the firms o f  Rogers & Wells; Fried and Frank, Hairis, Shriver &  Jacobson; and at the Federal 
Reserve Bank o f  New York. Mrs Schubert attended the School o f  Law at Cornell University; the 
Johnson School o f  M anagement (MBA) at Cornell; and Stanford University. She serves as Chair 
ol the Boards o f  the Alaska Native Heritage Center and Akcela Treatment Services, Inc., and on 
the boards o f  the Bering Straits Native Corporation, the Alaska Federation o f  Natives, Khoanic 
Broadcast Corporation, the Alaska Native Justice Center, and is a m ember o f the Anchorage 
Dov/ntown Rotary. Mrs. Schubert's term expires December 3 1, 2007.

Jeffrey  E. S in / was appointed to the board in 1998 by Governor Knowles. Mr. Sinz is currently 
employed as C h ief iscal Officer for the Municipality o f  Anchorage. He has over twenty years 
experience in public sector financial management and analysis, including fourteen years with the 
Municipality n f  Anchorage. Prior to accepting his current position in Anchorage, he served as 
Director o f  Finance for the Kenai Peninsula Borough. Mr. Sinz has also held positions with the 
Alaska Railroad Corporation and prior to moving to Alaska in 1981, with a Wisconsin public 
school district. He also serves as vice president o fth e  Alaska Municipal League Investment Pool 
Board o f Directors and is on the Board o f  Directors for the Anchorage Parking Authority. He 
has an MBA in M anagement from the University o f Alaska Anchorage and a BBA in Finance 
from the University o f  W isconsin Eau Claire. His term expires December 31, 2004.
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Duluth, Minn. — Duluth's City Council has just finished its annual budget 
ritual, another painful exercise in what to cut next. But next year looks 
even worse. Duluth Mayor Herb Bergson says every city service is at risk 
unless something is done about soaring health costs.

"Unless we do, in my lifetime, we will be in the health care business, and 
out of public service business," Bergson says.

Blame a uniquely generous benefit package which promises life time 
coverage for retired city workers. And blame something we all face - which 
some call medflation. That's a rapid expansion in the cost of health 
procedures and drugs, combined with an aging population that requires 
more health care.

In  the  S p o tlig h t According to Bergson, even a small increase in medflation adds up to a 
huge bill.
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"If the inflationary percentage is 5.5 percent on health care, then It costs 
$2.6 million to Insure that employee from the day we hire him or her 
tomorrow until the day they die," Bergson says. "Fourteen million If the 
Inflationary number is 10 percent."
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Employee health coverage irrn’t just a problem for Duluth. It's a problem fc 
other cities, and for private businesses. But according to Stephanie Lake, 
with the Minnesota League of Cities, businesses have options that cities 
don't.

"Unlike, perhaps a private company, they (cities) are 
stuck between the rising costs and budget cuts," Lak 
says. "A private company might be able to go out an 
raise the cost for Its end product, but the cities, 
because they face those cuts in budgets, combined 
with that rising health care cost, really got pinched."

In  ly lifetim e, 
w e will be in 
th e  h ealth  
c a re  b u s in ess , 
and  o u t of 
public serv ice  
b u s in ess .
- Duluth Mayor 
Herb Bergson

You can't just change the benefit package. Retirees 
keep the benefits they retire under. Try to change 
that and expect a lawsuit. And officials with AFSCME 
the American Federation of State, County, and 

Municipal Employees - say they're not interested in re-opening current 
employee contracts which are good for another year. They say the city has 
the means to pay the coverage.

Complicating things is a new federal rule.

Duluth pays its health obligations year by year, depositing a year's worth c 
expenses with a plan manager. That's worked for 20 years, according to 
City Administrative Assistant Mark Winson.

But when you pay-as-you-go, there's nothing in the bank for future 
expenses. Something called The Government Accounting Standards Board, 
GASB, is about to change that. The board has issued new rules on how 
cities account for future obligations to retirees. According to Winson, until 
GASB rule 43, Duluth's health expenses were worrisome, but still 
manageable.

But that was still looking at a kind of pay-as-you-go," says Winson. "The 
implementation of GASB statement 43 brought it to a much higher level of 
importance."

American cities will soon have to have something in the bank to back up 
what they'll owe retirees in coming years. If not, the city's bond rating is a 
risk.

Duluth is facing a 30 year health cost that tops $150 million. By this time 
next year, city officials will need an $11 million down payment on that 
expense in the bank. That's on top of $10 million dollars budgeted for 
ongoing health care bills. The accounting standards are faced by cities 
everywhere, but Winson says Duluth's generosity to retirees makes the cit 
unique in Minnesota.

"With the new accounting standards that are coming into place, we will 
have probably a higher liability, unfunded liability, for retiree health care, 
compared to any other city our size," Winson says.

The solution will likely come from several directions. Already, the city's
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moved to cut costs. There are now 16 unfilled city jobs that won't be filled 
And a new contra :t with city workers includes fewer health benefits for 
newly hired employ ?es. Meanwhile, the city’s share of property taxes is 
going up more than 5 percent. That fixes the 2005 budget. But there's still 
a big hole ahead in 2006, an $11 million dollar hole, and just 12 months tc 
figure out how to fill it.

News Headlines

•b stop-gap funding bill approved by 
Senate

■■ Casino plan j-aises. questions-- 
even among gambling supporters

■= Some takeJssue with Pawlenty's 
language on health care

’= Accident closes Bong Bridge 
between Duluth, Superior

's Police look at Teen group in gun 
thefts

S AH headlines...

R ela ted  S u b jec ts

POLITICS & GOVERNMENT
^ Schools and the budget 

01/27/2005
What’s next for transportation? 
01/27/2005

Cl Fine print reveals broad reach of 
budget 01/27/2005

BUSINESS & ECONOMY
0 Chamber calls for higher gas tax 

to pay for new roads 
01/26/2005
Corporate responsibility 
01/24/2005

*1' Erdmaols annual economic 
forecast 01/24/2005

Home : News : Radio : Events : Your Voice : About Us : Support Us : 
Help
©2005 Minnesota Public Radio : Terms of Use : Privacy Policy : Search : 
Contact Us

http://ncw s.m innesota.publicradio .org/features/2004/12/31_kelleherb_duluthinsurance/ 1/27/2005

http://ncws.minnesota.publicradio.org/features/2004/12/31_kelleherb_duluthinsurance/


State Retirement System Needs Help
Published in the oice o f  the Times on February 5. 2005

Since the star1 o f  the legislative session I’ve been studying the problem s with the Public 
Employees and Teachers Retirement Systems (PERS/TRS) in an attempt to find solutions for the 
S5 billion unfunded liability. As a demonstration o f  my commitment, I declined participation in 
PERS as a new legislator.

I ’ve come t« the conclusion that solving the unfunded liability problem will require all three 
parties to c me to the payment table -  the State, local government employers, and the thousands 
o f  active, non-retired employees who receive the generous benefits which arc now costing much 
more to provide. There is a common belief that the only employees who can participate in the 
fix are the ones hired in the future under a new tier to be developed by the Legislature. Without 
question a new tier is an essential component o fth e  broader solution, but it isn’t enough It 
w on’t have a meaningful impact for a decade or more.

The PERS/TRS Boards, the Legislature and the Administration have been wringing their hands 
.vhile »he fund has slid anothci billion dollars under water. In an attem pt to cieate an equitable 
plan ti' include existing non-retircd employees in the S5 billion unfunded liability solution, I ’ve 
met with several Administration officials. Each time I’ve been told it could not be done because 
o f  a lovision in our state Constitution and a 19 8 1 court case. Following these conversations, I 
ins u jtcd  my staff to pose the question to the Legislature’s lawyers. Initially, they joined the 
au li iistratioi lying it couldn't be done.

Constitutionally providing that the Legislature is forbidden to adjust benefits or beneficiary 
coi • ibutions, even to reflect dramatic changes in costs or to prutcet the financial viability o fth e  
sys :m, would mean that if  the State hired a 25 year-old employee today, thus beginning a 60 
yea relationship (30 years active and 30 years retired), the state would be powerless to change 
anything. This seemed to me legally questionable and ntanagcrially absurd. Afier I requested 
in-depth legal research, our Legislative lawyers offered an initial legal opinion that convinces me 
the Legislature may well be permitted to make changes to the plans that protect “accrued” 
benefits, but allow us to include active PERS/TRS members as contributors to the PERS/TRS 
solution.

In an effort to involve current non-retired employees in the solution. I ’d start by recognizing that 
there has been a long-standing monthly payment-sharing scheme between our employers and 
employees. For example, until very recently, PERS involved roughly a 50/50 sharing between 
em ployer and em ployee in bearing the employees benefit cost. The legal opinion also suggests 
we may be able to require employees to come to the party on the health care side o fth e  solution. 
Some folks in the Administration and some o f my colleagues may not like this approach. Our 
public employees are a sizeable voter bloc, and the unions that represent them are a powerful 
lobbying force. There will undoubtedly be political pressure, and perhaps even a lawsuit, to 
prevent this measure. I am confident we will be able to build broader support among the general 
public and the boroughs/municipalities if our comprehensive plan to fix PERS/TRS brings all 
affected constituencies to the table. I believe if the employees and unions take a long-term view 
they may support active beneficiaries paying a fair share to get their retirement and health care 
programs back in good financial therefore the long term.



The public should demand no less than a detailed long-term plan for a solution to the PERS/TRS 
problems before the Legislature adjourns in May. I’ve been asked by House leadership to help 
formulate a PERS/TRS solution and to coordinate with efforts in the Senate. I’ll be very 
reluctant to forego involving active employees in this solution. For more information, including 
a copy o f the legislative legal opinion, please visit my website at www.akrepublicans.uru.

http://www.akrepublicans.uru


Alaska State Legislature

Juneau
Stale Capitol B ld g , Rm. 434 
Juneau. AK 99811-1182 
Phone (907) 465-4976 
Fax (907) 465-3883 
Toll Free 866-465-4976

Representative Mike Kelly
H o u s e  D i s t r i c t  7

The C o m in g PERS/TRS Fund ing Cris is

As my staff and I prepare for this Legislative Session 1 am studying the important issues that will drive 
the agenda o f the House. The more 1 study the crisis in funding o f  the Public em ployees’ and 
Teachers’ Retirement System (PERS/TRS), the more concerned I become. It is currently under funded 
by over $5 billion. To put this in perspective, $5 billion could fund the state portion o f  our University 
budget for 25 years, fund K-12 Education for the next decade, or fund the State operating budget for 
the next two years. I want to make it clear that, although 1 believe we must make changes to the 
troubled system, we also have an obligation to PERS/TRS participants who are counting on it for 
retirement. We must also be able to attract and retain qualified public employees and teachers. As a 
new legislator I am eligible for benefits under PERS. I have chosen to decline enrollment at this time. 
Admittedly, waiving PERS benefits is easier for me than it might be for legislators who are already 
participating, or have no other retirement plan.

A 20/20 hindsight view o f  PERS/TERS reveals a system destined to hit the rocks. Health care costs 
Far exceeded plan expectations; the aging beneficiary population is boosting mtirement costs, while 
fewer younger em ployees are paying into the plan because o f  cutbacks in government; the plan 
provides a “defined benefit” instead o f a "defined contribution," which places considerable risk on 
government employers; and asset investment returns have fallen lower than anyone believed possible.
I was disappointed to leam that the current investment rate recovery will only have a small positive 
impact because PERS/TERS is so far under water.

While I find reasons given for financial failure o f  PERS/TERS to be instructive, I believe tiic core 
problem may be more insidious. The benefits bargaining table is a "round table” ! Although there have 
been cost and abuse control measures implemented in the past, it appears we have not consistently 
maintained an independent and fiscally conservative management team across the table from the 
m otivated beneficiary team. A look at the roster o f  PERS/TERS participants helps one understand the 
problem. Our Governo.; his commissioners; local and State government employees and supervisors; 
school board, council and assembly members, professors, teachers and even legislators are all eligible 
to receive benefits at the round table.

I’ve been told two o f every five Alaskans are PER STER S beneficiaries, covered dependents, or are 
related to these participants. Several o f  my own extended family are public employees or teachers.
The round table structure is not unique to Alaska, or to government. But wherever it exists -  there is a 
recipe for trouble. The round table breeds patronage -  and it influences votes. I mean no criticism o f

Fairbanks 
119 N Cushman, Ste 213 

Fairbanks, AK 9970! 
Phone (907) 452-6084 

Fax (907) 452-6096

Member: House Finance Committee



participants who fully utilize PERS/TERS benefits, options and privileges. But simply stated, we 
cannot afford this near-bankrupt system!

Prior to the State paying it’s fair share o f the unfunded liability, I believe a new defmcd-contribution 
plan covering new hires and re-entrants, and establishing provisions to prevent abuse, must be in place 
W : must be prepared to change law, renegotiate agreements, anu do whatever it takes to craft a long­
term, fan and affordable solution before asking the people o f  Alaska to provide a $5 billion bailout.

I suggest we begin deliberations with three stakeholders -  each taking ownership o f  one third o f the 
problem (we must st.'rt somewhere): 1) the State acting as em ployer and representing all Alaskans 
benefiting from the labor o f  the beneficiaries; 2) local government employers; 3) PERS/TERS 
beneficiaries. Ideally we should place non-beneficiary management representatives on one side o f the 
table, and non-management employee beneficiaries on the other. That will be a real challenge given 
the “round table” configuration o f PERS/TERS. Changing the make-up o fth e  PERS/TRS boaids to 
provide for 50% non-beneficiary directors deserves some thought. Our goal should be to craft a 
fiscally sound and fair solution by the end o f  session.

Repairing the PERS/TERS meltdown and making sure it never recurs poses a significant challenge for 
lawmakers. If we are successful, we will probably only upset one out o f  every two Alaskans. As a 
freshman, I obviously have much to learn in a very short time. I can perhaps be more effective in 
helping my colleagues to craft a sound solution if  I decline PERS enrollment. So I shall.

I wish everyone abundant blessings in the New Year and look forward to serving you in Juneau.

Mike Kelly, Representative District 7



The State of Michigan - Defined Contribution Program

This does not change the retirem ent benefits (pension or health) o f  any current state em ployee or 
retiree.

This D efined C ontribu tion  program  w ill provide all N E W  state em ployees w ith a portable defined 
contribution  retirem ent plan. T he plan will be m andatory for new state em ployees hired on or after 
M arch 31, 1997. The D efined C ontribution  plan w ill also be an option for current state em ployees who 
are m em bers o f  the ex isting  retirem ent system s or for those who are form er em ployees w ho arc re-hired. 
The current retirem ent system s w ill be closed to new  state em ployees as o f  M arch 31, 1997.

R etirem ent benefits:

• M andator)' em ployer contribu tion  o f  4 percent o f  each em ployee's annual com pensation to a 
personal D efined C ontribu tion  Account.

•  Em ployer m atch o f  em ployee voluntary contributions up to an additional 3 percent o f  
com pensation. If  an em ployee contributes 3 percent, the em ployer will m atch the 3 percent 
em ployee contribution  to total iO percent o f  em ployee's com pensation. [Calculation: 4 percent 
em ployer contribution  + voluntary  contribution + m axim um  3 percent em ployer m atch.]

• Em ployees m ay contribute additional voluntary am ounts to their D efined C ontribution  Account or 
o ther tax-sheltered plans to the extent perm itted by the Internal Revenue Code w ith no em ployer 
match.

• Em ployees w ill be 100 percent vested in the em ployer contributions after four years o f  serv ice.
• A D efined C ontribution A ccount is portable. Em ployee contributions and vested em ployer 

contributions can be taken by the em ployee when they leave public service.

R e tire e  health benefits:

• New em ployees who are enrolled in the defined contribution plan w ill vest in retiree health 
benefits after 10 years o f  service. The em ployee will be entitled to a state o r school district 
contribution tow ards the insurance prem ium  for state health insurance coverage upon retirem ent 
o f  3 percent for each year o f  service, up to a m axim um  o f  90 percent (for 30 o r m ore years o f  
service). Cunrent o r form er em ployees who elect to be a m em ber o f  the defined contribution plan 
w ill receive the sam e retiree health insurance prem ium  contribution as if  they had stayed in their 
current defined benefit plan.

« Retiree health benefits are portable. A retiree may choose their own insurance provider and may 
direct the em ployer's contribution  for their health insurance prem ium  toward paym ent o f  their 
private insuiance coverage.

• Direct paym ent o f  em ployer’s contribution for retiree’s health insurance prem ium  into M edical 
Savings Account.

A dvantages o f the program :

• No current em ployee is required to leave their current retirem ent system.
• Defined Contribution A ccounts are portable. W hen an em ployee term inates em ploym ent before 

retirem ent, they do not lose their accum ulated assets. This im proves career m obility  and enhances 
the state’s ability to attract w ell-qualified em ployees.

• The em ployee controls the investm ent o f  their funds in qualified funds.
e M ichigan taxpayers no longer bear the investm ent risk for those em ployees in the defined 

contribution plans.

http:/ www.state.mt.us/migov/gov/Archives/retiremcntprop.html 4/2/2005
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Choice for current employees:

•  C urrent m em bers o f  the S tate E m ployees R etirem ent System  m ay choose to transfer to the defined  
contribution  plan. M em bers w ho transfer to either o f th e  D C plans w ill be 100 percent vested for 
em ployer con tribu tions after four years o f  service, 75 percent after th ree years, and 50 percent 
after two years. Y ears o f  service under both the DB and D C p lans w ill count tow ard retiree health  
benefits.

•  C urrent vested state em ployees w ho choose to transfer to a defined  contribu tion  p lan w ill have an 
am ount equal to the present value o f  their accum ulated benefits (includ ing  any em ployee 
contributions) deposited  into their D efined C ontribution  A ccount. T hey  w ill relinquish  their 
m em bership in their defined benefit plan and the state w ill m ake future retirem ent contributions 
into their D efined C ontribu . on A ccount.

•  Em ployees w ho transfer from  the their current retirem ent system  to their defined contribution p lan  
will pay the sam e retiree health benefit insurance prem ium  that defined benefit m em bers pay and 
m ay count years o f  service under both the defined contribu tion  and defined benefit plans for 
purposes o f  vesting  in the retiree health benefit.

http://www.state.mi.us/migov/gov/Archives/retirementprop liiml 4/2/2005
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218 Contracts SBS PERS TRS
jSoldotna. City of 123
j Southwest Region School District 102 756
■ Special Education Service Agency 218 779
|st. George, City of 256
|St. Paul, City of l 0072 172
| State of Alaska - Administration 0001 101 737
iTaqiuqmiullu Nunamiullu Housing Authority 293
iTanana City School 166 775
jTanana, City of 169
Thome Bay, City of 206
iJlingit-Haida Regional Housing Authority 279
University of Alaska 113 733
Tipper Kalskag, Ciiy of 290
[Valdez City Schools 137 730
I Valdez, City of 107
Wasllla, City of 0031 131
Whittier, City of I 202
Yukon-Koyukuk School District ... J -160 762

All teachers are exclued from Social Security in Alaska.

Note: Matanuska-Susitna Borough School District employees participate in SBS with 
some excluded employee classifications. These excluded employees are enrolled in 
Default Mandatory Social Security.

3/30/2005 sys li 2.xls PERS without 218's Page 2



PERS/TRS em ployers w ithout Social Security Emp oyer Number

218 C ontracts SBS PERS TRS
! Aleutian Houjing Authority 267
Aleutians East Borough 230
Aleutians East Borough School District I. -

244 780
Aleutians West Coastal Resource Service Area 1 245
Ailakaket, City of *59 I
,Anaktuvuk Pas-, City of | 273 1
jAtka, City of 243
tBaranof Island Housing Authority 281
Bering Straits Coastal Resource Service Area | 232
Bering Straits Regional Housing Authority 270
, Bethel, City of I 136
j Bristol Say Borough { 144
I Bristol Bay Borough School District I 184 742
'Chugach School District 121 771
(Cook Inlet Housing Authority 0705 262
ICoDoer River Basin Regional Housing Authority 0295 224
i Denali Borough 258 I
Denali Borough School District (aka Railbeit) [0018 118 | 764 (
Eek, City of 292 !
, Egegik. City of 0795 271
[Fairbanks, City of I 129 ” 1
! Haines Borough 0189 V 189 r
(Haines Borough School District 240 707
LHooper Bay, City of 285 |
(Hydaburq City Schools 168 709
JlnteriorRegional Housing Authority 263 I
' Inter-Island Ferry Authority 284 |
"Kachemak. City of 260 1
fKaltag. City of 237 I
Kashunamiut School Disrtrict 211 777
iKenai, City of 115 |
iKivalina, City of 231 f
'Kotzebue, City of 140 [
IKoyuk, City of 287,
rla ke  & Peninsula Borough 0555 247~'
(Lake & Peninsula Scnool District 164 757
Marshall, City of (aka Fortuna Ledge) 268 |
j Matanuska-Susitna Borough 0009 109 }
i  Matanuska-Susitna Borough School District 0010 110 722 1
iMekoryuk, City of 254

------- ii Worth PAC Fish Management Council 170
I North Pacific Rim Housing Authority 276 7)
! North Pole, City of 191 j
(Northwest Arctic Borough 220 I
Northwest Arctic Borough School District 154 751 I
(Northwest Inupiat Housing Authority 288 I
I Petersburg City Schools 228 724
i Petersburg General Hospital | 187
(Petersburg, City of I 143
'Quinhagak, City of 2£6
JJand Point, City of 176 "

Selawik, City of 222 J
Seward, City of 182 T
;Shaktoolik, City of 291*7
i Sitka Borough School District 0033 133 | 727 j
j Sitka Community Hospital 0065 1657
(litka, City & Borough 0020* 120 j ___________I

cLo nrv
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-Aid To Communitines From Past Service O ffset Account
Actual Dollar Value

Valuation Year PSC State Aide Until Blended Rate Total PSC Paymnets Total Employer PSC Payments After State Aide
2 0 0 5 5 9 , 8 5 4 , 4 7 2 6 1 . 0 2 4 , 0 0 0 1 . 1 6 9 . 5 2 8 , 3 2

2006 7 4 , 2 1 6 , 9 9 9 1 4 6 , 7 0 7 , 0 0 0 7 2 . 4 9 0 , 0 0 0 . 6 2

2 0 0 7 8 8 , 9 9 9 , 0 1 9 2 3 8 , 9 4 5 , 0 0 0 1 4 9 , 9 4 5 , 9 8 0 . 6 0

2 0 0 8 1 0 4 , 4 9 3 , 3 2 3 2 8 0 . 2 7 9 , 0 0 0 1 7 5 , 7 8 5 , 6 7 7 . 4 5

2009 1 2 0 , 5 6 8 , 6 7 6 2 9 5 , 0 8 8 , 0 0 0 1 7 4 , 5 1 9 , 3 2 4 . 4 7

2 0 1 0 1 3 7 , 3 5 3 , 6 8 3 3 1 0 . 3 4 4 , 0 0 0 1 7 2 , 9 9 0 , 3 1 7 . 0 9

2 0 1 1 1 5 4 , 7 8 3 , 0 0 6 3 2 6 , 4 4 8 , 0 0 0 1 7 1 , 6 6 4 , 9 9 4 . 1 4

2 0 1 2 1 7 2 . 8 4 1 . 4 2 1 3 4 3 , 2 5 0 , 0 0 0 1 7 0 , 4 0 8 , 5 7 9 . 1 3

2 0 1 3 1 9 1 . 7 8 0 . 8 4 9 3 6 0 , 8 6 9 , 0 0 0 1 6 9 , 0 8 8 , 1 5 1 . 0 5

2 0 1 4 2 1 1 , 3 1 1 , 0 2 1 3 7 9 , 3 4 8 , 0 0 0 1 6 8 , 0 3 6 , 9 7 9 . 3 2

2 0 1 5 2 3 1 , 5 1 4 , 2 5 6 3 9 8 , 7 5 3 , 0 0 0 1 6 7 , 2 3 8 , 7 4 4 . 4 0

2 0 1 6 2 5 2 , 4 8 4 , 2 8 2 4 1 8 . 7 9 9 . 0 0 0 1 6 6 , 3 1 4 , 7 1 7 . 8 8

2 0 1 7 2 7 4 , 1 9 5 , 3 6 0 4 3 9 , 7 0 9 . 0 0 0 1 6 5 , 5 1 3 , 6 4 0 . 4 3

2 0 1 8 2 9 6 , 6 7 4 , 5 1 7 4 6 1 , 7 7 6 , 0 0 0 1 6 5 , 1 0 1 . 4 8 2 . 8 4

2 0 1 9 3 1 9 , 8 2 1 , 0 6 5 4 8 4 , 8 7 9 , 0 0 0 1 6 5 , 0 5 7 , 9 3 5 . 5 0

2020 3 4 3 , 5 7 9 , 7 8 8 5 0 9 , 1 5 1 , 0 0 0 1 6 5 , 5 7 1 , 2 1 1  62

2 0 2 1 3 6 8 , 0 7 5 , 6 7 6 5 3 4 , 69 4 , 00 0 1 6 6 , 6 1 8 , 3 2 3 . 7 7

i



PERS Aide to Communities From Past 
Service Offset Account: Actual Dollar Value

Mi l l ion s  o f  dol lars

Valuation Year

Total PSC Payments

Total Employer PSC 
Payments After 
State Aide



£<5
feesPERS employer? with Social Security 218 Contracts

Akutan, City of__________________________________________
Alaska Gateway School District___________________________
Alaska Housing Finance Corporation________________________
“Alaska Municipal League__________________________________
Aiputian Region School D is tr ic t____________________________
A horage Parking Authority_______________________________
Anchorage School District_________________________________
Anchorage, Municipality of_________________________________
Anderson, City of________________________________________
Annette Island School District

Employer Number

Barrow, City of______________________
Bartlett Memorial Hospital (entity of OBJ)
' Bering Straits School District__________
I Bristol Ba^P ̂ gional Housing Authority 
Chatham School District

j Craig City Schools _
;Craig, City of_______
Delta Junction, City of

; Homer, City of 
Hoonah City Schools
Hoonah, City of

i  Juneau, City & Borough
! Kake City Schools__________________
Kenai Peninsula Borough___________
Kenai Peninsula Borough School District

Ketchikan Gateway Borough School District
i Ketchikan, City of

Dillingham, City of _
jElim. City of_______________
^Fairbanks North Star Borough

Galena, City of

Ketchikan Gateway Borough

: King Cove, City of

I Lower Yukon School District 
[Mountain Village, City ol
Nenana City School  ___
Nenana, City of _ ______

Delta-Greely School District
Dillingham City Schools

Fairbanks North Star Borough School District
i Fort Yukon, City of 
Galena City Schools

Huslia, City of
Iditarod Area School District
, llisagvik College (entity of North Slope Borough)
[Juneau Borough Schccl District

, Klawock City Schools
jKlawock, City of_____
Kodiak Island Borough
Kodiak Island Borough School District
i Kodiak, City of___________________
iKuspuk School District____________
j Lower Kuskokwim School District

Copper River School District 
Cordova City Schools
Cordova Community Hospital
Cordova, City of
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PER.s em ployers with Social Seci rity 218 Contracts SBS PERS TRS
Nome City Schools 140 720
Nome Joint Utilities 175
Nome, City of I 139
Noorvik, City of 241
North Slope Borough 145
North Slope Borough School District 161 736
Palmer, City of 134
Pelican City School J ? 57 723
Pelican, City of 200
jpribilof School District 156 759 !
Saxman Seaport (entity of Saxman City) 278 I1
Saxman, City of 198 I
Seldovia, City of 286
Skagway City Schools 225 728 |
Skagway, City of 132
Southeast Island School District 155 769:
Southeast Regional Resource Center 1 167 743*1
St. Mary's Schools 221 748
Toksook Bay, City of 1 280
Unalakleet, City of 1 249
jUnalaska City Schools 209 729 j
(Unalaska, City of 179
: Wrangell City Schools 146^ 731 I
iWrangell, City of 135 I I
Yakutat City Schools 264 732 !
Yakutat, City of 248 |
; Yukon Flats School District 159 | 763 ,
| Yupiit School District 195 ! 77fP

All teachers ure exclucd from Social Security in Alaska.
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c ( •
Projected Benefits -  R ate  of R eturn  8*25% 0 r l  S  J

F E M A L E
N um ber of 
years worked

DC account 
lump sum  at 
term ination

Beginning 
annuity in 
2004 dollars

% funded com pared to current DB 
plan

10 110,040 7.425 92.19%
20 413,641 17,596 103.74% [ [ / > }  . * A

30 1,171,954 34,567 119.52%
40 2,979,845 60,940 145.03%

M A L E
N um ber of 
years worked

DC account 
lump sum  at 
term ination

Beginning 
annuity in 
2004 dollars

% funded com pared to current DB 
plan

10 110.040 7,452 92.19%
20 413,641 19,421 114.49%
30 1,171,954 38,152 131.91%
40 2,979,845 67,291 160.07%

A ssum ptions:
Beginning S lary 37,533
D efined Contribution pension accoun'. percentage 15.5%
A nchorage CPI 3.^3%
Real rate of interest 4.52%
Salary increase 5.73%  the first 5 years then 4.23%  (Based on M ercer’s assum ptions, 
includes inflation)
Rased on 2000 m ortality t a b l e  (M ercer's projections aie based o p  a 1994 m ortality  tabie)

Prepared by the office o f Rep. Paul Seaton using model provided by Professor k ichard  Solie



5 6  ^  '  * * "

Projected Benefits - Rate of Return 6.73%

1 F E M A L E f J < U u A -

N um ber o f 
years worked

DC account 
lum p sum  at 
term ination

Beginning 
annuity  in 
2004 dollars

% funded com pared  to current DB 
plan

10 102,215 5,527 68.38%
20 354,363 13,283 78.31%
30 919,202 23,890 82.6%
40 2,125,547 38,303 91.6%

M A L E
N um ber o f 
years w orked

DC account 
lum p sum  at 
term ination

Beginning 
annuity in 
2004 dollars

% funded com parea to current DB 
plan

10 102,235 6,195 76.65%
20 354,363 14,889 87.78%
30 919,202 26,779 92.59
40 2,125,547 42,935 102.18%

A ssu m p tion s:
Beginning Salary 37,538
D efined Contribution pension account percentage 15.5%
A nchorage CPI 3.73%
Real rate o f  interest 4 5 2 $  

t Salary increase 5.73%  the first 5 years, then 4.23%  (Based on M ercer’s assum ptions, 
includes inflation)
Based on 2000 m ortality  table (M ercer’s projections are based on a 1994 m ortality table)

\ J L o J

'X.Aj-

Prepared by [he office o f Rep. Paul Seaton using model provided by Professor Richard Solie



The table below details the rales o f return for the Sponsor's investment managers 
over various time periods ended Decemb M , 2004. Negative returns are ihown in red, 
positive returns in black. Returns for one it or greater arc annualized. The first set of
returns for each asset class represents the composite returns for all the fund’s accounts for 
that asset class.

Investment M anager Returns

Returns for Periods Ended December 31, 2004

Lust
_Quarter

Total All Plans 7.58%
Employees' Total Plan 7.57%
Teachers’ Total Plan 7.60%
PERS & TERS Policy Target 7.73% 
Judicial Total Plan 7.89%
Military Total Plan 4.00%

Last Last Last
Last 3 5 7
'»ear Years^ Years  ̂ears

10.79% 7.43% 3.33% 6.24%
10.79% 7.42% 3.32% 6.23%
10.83% 7.44r ; 3.31% 6.26%
11.40% 8.02% 3.63% 6.64%
10.66% /.97% 4.63% 6.75%
7.70% 6.32% 4.27% 6.09%

* Current Quarter Target = 30.0% S&P 500, 24.0% L/B Agg. 15.0% MSCI EAFE Index. 9.0% NCREIF Total Index, 6.0% 
Russell 2000, 3.0% CPI-W +5.0%, 3.0% Libor-1 Month+4.0%. 2.0% MSCI EAFE Index, 2.0% S&P 500, 2J %  ML Hi Yld Cash 
Pay Index, 2.0% Russtll 2000 and 2.0% Non-US Govt World Govt Bd.
Slate Of Alaska Reiireiticni ?unils



A Investment M anager Returns 
The table below details the rate? o f return for the Sponsor's investment managers 

over various time periods ended December 31, 2004. Negative returns are shown in red, 
positive returns in black. Returns for one year or greater are annualized. The first set of 
returns for each asset class represents the composite returns for all the fund's accounts for 
that asset class

Returns for Periods Ended December 31, 2004

Last Last
10 13-1/4

Years ______________   Years

Total All Plans 9.38% 8.95%
Em ployees’ Total Plan 9.35% 8.94%
Teachers' Total Plan 9.44% 9.00%
PERS & TERS Policy Target 9.67% 8.96%
Judicial Total Plan 8.81% 8.49%>
Military Total Plan 7.90% 7.94%

* Current Quarter Target = 30.0% S& t 500, 24.0% L/B Agg. 15.0% MSCI EAFE Index. 9.0% NCREIF Total Index, 6.0% 
Russell 2000. 3.0% CPI-W +5.0%, 3.0% L ibor-1 Month+4.0%, 2.0% MSCI EAFE Inuex, 2.0% S&P 500, 2.0% M l. Hi Yld Cash 
Pay Index, 2.0% Russell 2000 and 2.0% Non-US Govt World Govt Bd.
State O f Alas • a Retirem ent Funds 6?


