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FISCAL NOTE

STATE OF ALASKA Fiscal Note Number:
2006 LEGISLATIVE SESSION Bill Version: CSHB 375(FIN)
(H) Publish Date 4/27/06
Revision Date/Time (Note if correction): 4-25-06/10:00 a.m. Dept. Affected Administration
Title An Act establishing the TRS and PERS past service RDU Centralized Administrative Services
liability accounts in the Department of Revenue. .. Component Retirement and Benefits
Sponsor House Special Committee on Ways and Means
Requester House Finance Committee Component No. 64
Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012
Personal Services 00 0.0 0.0 00 00 00
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0J 00 00 00 00 00
CAPITAL EXPENDITURES
CHANGE IN REVENUES ( ) |
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
100" GF
1005 GF/Program Receipts
1029 PERS Retirement 00 0.0 0.0 00 00 00
1034 Teachers Retirement 00 0.0 0.0 0.0 00 0.0
TOTAL 00 0.0 00 0.0 00 00
Estimate of any current year (FY2006) cost: 00
Mark this box (X) if funding for this bill is included in the Governor's FY 2007 budget proposal:
POSITIONS
| Tull-time
Ipart-hme
|Temporary

ANALYSIS: (Attach a separate page if necessaryl
HB 375 establishes two new accounts in the Department of Revenue, the TRS Past Service Cnst Liability

Account and the PERS Past Sen/ice Cost Liability Account. Each of these accounts provides a formula for
payments to participating TRS and PERS employers to assist with eliminating the employers' unfunded

liabilities, subject to appropriations to the accounts

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

Prepared by:  Melanie Millhorn, Direclor Phone 465-4408

Division Retirement and Benefits Date/Time 4/25/06 10:00 a.m.
Approved by: Mike Tibbies. Deputy Commissioner Date 4/25/2006

Agency Department of Administration
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FISCAL NOTE

STATE OF ALASKA Fiscal Note Number:

2006 LEGISLATIVE SESSION Bill Version: CSHB 375(FIN)
(H) Publish Dale: 4/27/2006

Revision Date/Time (Note ifcorrection): Dept.AffecIed: Revenue

Title TRS & PERS past service liability accounts 'RDU
Component Treasury & Alaska Retirement

Sponsor Hse Special Committee on Ways and Means Management Board
Requester Component No. 121

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012

Personal Services
Travel
Contractual
Supplies
Equipment

Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

ICHANGE IN REVENUES ( ) j
FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Receipts
Bond Proceeds

Bond Bank Investment Earnings
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2006) cost: 0.0
Mark this box (X) if funding for this bill is included in the Governor's FY 2007 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS:  (Attach aseparate page ifnecessary)

This bill establishes 2 accounts into which annual appropriations could be made, and amounts would be

distributed by the department each year to 2 distinct groups of employers. The department would pay each

TRS employer, other than the state and the University, the amount the employer is expected to pay that fisca

year toward its past service liability. However the amount paid to each employer is based upon a formula

looking back 3 years similarly, municipal and school district PER S employers would be paid for their annual

past service liability payment using a different formula, The department would manage the accounts, make

distributions and adopt regulations. Account earnings and money not needed for appropriation as provided

by the formulae would be deposited in the general fund annually.

Phone 465-3669

Prepared by:  Tom Boutin
Date/Time 4/25/06 12:00 PM

Division Treasury
Tom Boutin Date 4/25/2006
Agency Revenue
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Sponsor Statement for House Bill 375

Alaska needs to solve the problem of a projected long-range, multibillion-
dollar shortfall in the state-administered retirement funds. The shortfall is
estimated at $6.9 billion to pay benefits to former and current employees
already enrolled in Tier 1through Tier 3. As with any debt, there's no time
better than the present to set up a payment plan and start whittling down the

amount owed.

House Bill 375 establishes the Public Employees’ Retirement System Past
Service Retirement Liability Account and the Teachers’ Retirement System
Past Service Retirement Liability Account in the Department of Revenue.
This legislation provides for a method to calculate a specific annual amount
to be included in the Governor's budget. HB375 also provides incentives lor
employers to pay down their unfunded liability. This bill anticipates that the
ARMB would set the employer contribution rate at the acluarially required
rate, a funding plan patterned after the school debt reimbursement program.
Appropriations would begin in FY2008 and then be ongoing for PERS and

TRS employers.

House Bill 375 sets up a plan for the state, cities, boroughs and school
districts to share the cost of making the retirement funds whole and provides

some longer-term certainty as they plan their budgets.
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I. Introduction

As required by Senate Bill 141, the Alaska Retirement Management Board
submitted its Report to the Legislature on January 20, 2006. At that time, the board
provided the legislature with preliminary assessments, but noted that without updated
actuarial data, it did not have information on which to hase long-term recommendations.
The beard received a draft valuation report from the state actuary at its March meeting,
and now offers this report transmitting the board’s updated assessments and short and

long term recommendations.

Senate Bill 141 chaiged the board with responsibility to report its findings and
recommendations on the following five items:

1 the board’s preliminary assessment of the financial health of all public
employees’ retirement plans and all teachers’ retirement plans;

2. an assessment of the actuarial services purchased by the board;

3. recommendations for additional legislative or administrative policy to improve
the financial health of the retirement plans;

4. short-term and long-term recommendations for addressing the unfunded
liability of the retirement plans; and

5. recommendations for legislative procedures regarding fiscal notes for new
legislation affecting the retirement plans.

The board’s goal is to identify cost saving and funding strategies to fully fund the
retirement obligations to our public employees with a minimal impact on the services to
the residents of Alaska. This report contains the assessments and recommendations to
achieve that goal. Sections I. 11 and 111 update the information and analysis provided on
January 20th, and a new Section IV outlining the board's recommended legislative ac .on

completes this report.

AlasLi Retirement Man_at];ement Hoard
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. Report
A  SreeBl U Rot Rgueats

L Preliminary Assessment o fthefinancial health ufall public
employees ‘retirementplans and all teachers' retirement plans

The system’s actuary (Buck Consultants) presented a report to the board at its
March meeting that reviewed the previous actuary’s 2004 actuarial valuation and
provided the 2005 actuarial valuation results for the public employees’ retirement system
and the teachers’ retirement system. The funding ratios and unfunded liabilities of each

system are as follows:

(a) Public Employees Retirement System (PERS) as of June 30, 2005. The
PERS defined benefit plan funding ratio (valuation assets to liabilities) declined to 65.7%
from 70.2%. and the plan’s unfunded liability increased from $3.4 to $4.4 billion.

The average actuarially determined contribution rate for the PERS defined benefit
plan was 32.43%, up from 28.19%. Valuation data is used to set contribution rates in the
future. Therefore, June 30, 2005 valuation data is used to set contribution rates for fiscal
year 2008. The board will set the FY08 contribution rate at its September meeting. In
October, the board set the fiscal year 2007 contribution rate at 21.77%, a 5 point increase
in the rate for the prior fiscal year. This was communicated to employers prior to the
formation of the board. The five point increase followed a previously adopted regulation
to limit increases in the contribution rate from year to year to five percentage points.

(b) Teachers' Retirement System (TRS) as of June 30. 2005. The TRS defined
benefit plan funding ratio declined to 60.9% from 62.8% and the plan’s unfunded liability

increased from $2.3 billion to S2.5 billion.

The actuarially determined contribution rate for the TRS defined benefit plan was
42.14%, up from 41.78%. Valuation data is used to set contribution rates in the future.
Therefore, June 30, 2005 valuation data is used to set contribution rates for fiscal year
2008. The board will set the FYOS contribution rate at its September meeting. In
October, the board set the fiscal year 2007 contribution rate at 26.00%, a 5 point increase
in the rate for the prior fiscal year, as communicated to employers prior to the formation

of the board.

(c) Judicial Retirement System (JRS) as of June 30. 2004. The JRS defined
benefit plan funding ratio was 88.01% and the plan had an unfunded liability of $9.6
million. This system was not updated in the 2005 Valuation Report from the actuary.

The actuarially determined contribution rale for the JRS defined benefit plan was
37.37%. Valuation data is used to set contribution rates in the future. Therefore, June
30, 2004 \aluation data is used to set contribution rates for fiscal years 2007 and 2008

Alaska Retirement Man_a?ement Board
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(valuations are done every other year for this plan).  The Commissioner of
Administration set the fiscal years 2007 and 2008 contribution rates at 37.37%.

(d) National Guard and Naval Militia System (NGNMRS) as of June 30
The NGNMRS defined benefit plan funding ratio was 67.8% and the plan had an
unfunded liability of S6.4 million. This system was not updated in the 2005 Valuation

Report from the ctuary.

The actuarially determined contribution amount for the NGNMRS defined benefit
plan was S .737,406. Valuation data is used to set contribution amounts for future years.
Therefore, June 30, 2004 valuation data is used to set contribution amounts for fiscal
years 2007 and 2008 (valuations are done every other year for this plan). The board set
the fiscal years 2007 and 2008 contribution amount at S1,737.406 for each year.

2. Assessment ofthe actuarial services purchased by the board

In November 2005 the division, on behalf of the board, procureo die services of
Buck Consultants as the actuary for the State of Alaska Public Employees' Retirement
System (PERS), Teachers’ Retirement System (TRS), Judicial Retirement System (JRS)
and the National Guard and Naval Militia Retirement System (NGNMRS). Buck
replaces Mercer Human Resource Consulting, which had been the division’s actuarial

consultant for over 25 years.

Buck Consultants initially replicated the 2004 valuation prepared by Mercer in
order to validate the assumptions used in preparing the 2004 Actuarial Report. The
replication shows that Buck’s results matched the Mercer results closely for TRS, but that
Mercer understated the healthcare benefits in the PERS valuation. Other differences in
both systems were a “wash.” The employer contribution rate for TRS would have
essentially been the same, but the PERS employer contribution rate would have been

30.37% instead of 28.19%.

Buck Consultants will next conduct an experience analysis - a periodic study of
assumptions in relation to past and expected future experience - to determine whether the
assumptions continue to be valid or if changes should be made. The study will cover
fiscal years 2002 to 2005. This study will be presented to the board at its September
meeting. Assumption changes approved by the board will be incorporated into the next

valuation (June 30, 2006).

Senate Bill 141 required the board to procure a second actuary to annually review
health cost assumptions prepared by the state’s actuary and. not less than every four
years, review plan assumptions prepared by the state’s actuary. The board has contracted
with Gabriel Roeder Smith & Company (GRS) to review and certify the assumptions
used by the state actuary. GRS is currently reviewing the assumptions underpinning the
2005 Actuarial Valuation prepared by Buck Consultants, and will also review the
assumptions in the experience analysis when available in June.

Ih,ska Retirement Man_a?ement Rout'd
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Through this process, the board is confident that the statutory requirements for
actuarial sendees are met and the best practices are established in carrying out the board’s
fiduciary obligations for the stale’s retirement systems.

3 Recommendationsfur additional legislative or administrative policy to
improve thefinancial health ofthe retirement plans

The board reiterates and updates the two recommendations presented in the
previous report as follows:

(@) No enhancements to benefits to the PERS or TRS defined benefit plans for at
least two years. Previously, the board recommended a one-year moratorium on benefit
enhancements until it received updated actuarial information. Given that the funding
ratio for the systems has declined further, and the long-term recommendations in this
report, if enacted, will take some time to impact the unfunded liability, this moratorium
should be extended. An exception to this recommendation would be if there was
convincing evidence that passage of proposed legislation will result in an improvement in
the financial condition of the fund.

(b) Index the beneficiary health deductible in the new defined contribution plan
to increase commensurate to increases in the cost of living. Health care costs represent a
substantial component in the under funding of the defined benefit plans. Even though
beneficiaries will be responsible for a larger proportion of their health care cost under the
new plan, health costs will continue to be a significant cost item in the new plan. Given
that the Alaska Constitution provides that retirement benefits cannot be diminished, it is
important that the benefit that is available to a member at retirement is the same as what
was intended when the member was hired. The board recommends that the administrator
issue a health plan booklet for the new plans that indexes all relevant stipulated dollar
amounts to the Anchorage CPl. The Division of Retirement & Benefits is working
closely with the health plan consultant at Buck Consultants to accomplish this objective.

4 Short-term and long-term recommendationsfor addressing the
unfunded liability ofthe retirement plans

The board deferred long term recommendations until updated actuarial
assumptions were completed. The board heard a preliminary report from the state
actuary in March, but the additional experience analysis report and certification by the
second actuary will not be presented until the fall. The board will not receive detailed
actuarial data for each employer until June, but believes that it is in the best interest of the
retirement systems to address the under funding of the systems with a short-term
recommendation for the FY07 budget process, and a long term plan formulated to be in
place for the FYOS budget cycle. These recommendations are set forth in Section IV of
this report. The board reiterates its support for the following short-term and long-term
recommendations presented in its previous report:

mLiXu Retirement Man_a([]ement Hoard
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(@) Short-Term Recommendations:

(1) Create new health plan for now hires after June 30. 2006. It is the board’s
recommendation that the Division of Retirement & Benefits work closely with Buck
Consultants and its health specialists to create a new retiree health plan for new hires with
henefits comparable to what retirees have today, but with benefits indexed appropriately
to ensure that dollar defined coverage does not become too expensive for beneficiaries to
sustain and that the plan liabilities do not increase at an unsustainable rate. While this will
not impact the unfunded liability of the prior defined benefit plans, this is intended to
avoid a future unfunded liability in the new defined contribution plan.

(2) Implement a preferred provider promam in communities where possible.
Preferred provider programs save money for the beneficiary and for the plan. It is the
understanding of the hoard that the state active employee and . -tiree health plan have a
preferred provider program, which is compulsory for active employees and voluntary for
retirees. While the absence of multiple providers in many of our communities will limit
widespread implementation, the board believes preferred provider programs should be

implemented to the extent possible.

(3)  Continue to aggressively promote the use of izeneric drugs. It is the
understanding of the board that the administrator, prior boards, retiree groups and health
plan administrators have promoted the use of generic drugs and that the program has been
successful. Estimates are that for every one percent of generic drug use, the plan saves
SI million.  Given that medical cost represents a large component of the unfunded
liability and that the use of prescription drugs is increasing, it is the \iew of the board that
the administrator and the board explore additional ways to promote the ucc of generic

drugs.

(4) Implement other cost containment initiatives. The board has established a
number of committees to investigate how to make the retirement plans operate more
efficiently. Among the items the committees are likely to consider are: hospital and
doctor preferred provider organizations, enhanced member outreach, paying for hospice
care reimbursement, substitution of over the counter drugs for prescription drugs,
formulary programs, education of members, education of physicians, and negotiated drug
prices. Because the committees are just beginning their work, the board will endeavor to
implement other cost containment initiatives as they become known.

(5) Establish procedures for the periodic review of the clmihilitv of retiree
dependents.

The Division of Retirement and Benefits completed the first eligibility
verification project for all retirees covered under the AlaskaCarc Plan. Dependents
include spouses and children up to age 23 if they arc enrolled full-time at an accredited

(A , Retirement Man_a?ement Hoard
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educational or technical institution. Retirees provided documentation that supports
dependent eligibility. The estimated savings is approximately $ 16 million annually.

The retiree health plan is a qualified plan in accordance with Section 401 (h) of
the tax code. Medical benefits for retirees, spouses and dependents as defined by the
Internal Revenue Code, are tax-free. Eligibility audits are conducted on health plans for
two reasons: (1) ensure compliance with federal tax laws and (2) to reduce claims costs to
the health plan. The board encourages the division to maintain plan compliance with the
Internal Revenue Code through eligibility verification audits and in order to manage
health care costs by establishing a review process to be conducted at regular intervals in

the future.
(b) Long-Term Recommendations:

(1)  Consider cxtendinu the pav-off period for the liabilities. Currently the
calculations for employer contribution rates are based on a payment schedule of 75 years.
A shorter payoff of the liability is desirable, but not mandatory. Given that projections
indicate employer contribution rates as high as 50% of payroll, it may be in the best
interest of the citizens of Alaska to assure that funds are available to meet the obligations
to public employees, but also to pay for them at a sustainable level. A longer payback
period may reduce the employer rate such that impacts on sendees are minimized. The
board has requested the actuary to provide actuarial calculations of various amortization

schedules.

(2)  Request contributions to systems. Buck Consultants has reported to the
board that the combined unfunded liability of the PERS and TRS has grown to $6.9
billion. Since the stale is expected to have a large budget surplus this year, the board
recommends that the legislature make substantial contributions to the systems in order to
increase the funded status and dampen the impact increased contribution rates will have
on employers across the stale in FY2007 and into the future. The board also recommends
the legislature pass legislation that will promote annual budgeting of funds to address the

past service liability.

(3)  Adopt a funding strategy that will set a limit on the rate of employer
contributions. This strategy will be linked to the first two strategies. It is recommended
that full funding be provided annually. This recommendation is intended to be applied in
combination with the strategy to extend the payoff period similar to a home mortgage.
The board intends to explore combinations of employer contribution rates and payoff

periods.

(4)  Additional Actuarial Data. The boaid received the preliminary 2005
valuation data at its March meeting, and is expecting an additional report on the
experience analysis that the consultant is currently undertaking. Evaluation of the
assumptions and any recommendations for changes in assumptions will be reviewed by

the board at its September meeting.

mlag@ Retirement Man_a%;ement lioar]
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(5) Pension Obligation Bonds. The board received information on pension
obligation bonds as a potential tool to assist employers in reducing exposure to unfunded
accrued actuarial liabilities. The board will continue to assess the fiscal, practical and
legal issues regarding issuance of such bonds by or for the benefit of public employers.

. Recommendationsfor legislative procedures regardingfiscal notesfor
new legislation affecting the retirement plans

Alaska statutes provide guidance for preparation of fiscal notes for bills and
resolutions introduced in the legislature. AS 24.08.035 relates to all bills and resolutions
introduced in the legislature and has applicability to retirement legislation. AS 24.08.036
relates specifically to bills affecting the state retirement systems.

AS 24.08.036. Fiscal notes on bills affecting state retirement systems.
Before a bill which would have an effect on the retirement systems of the
stale is reported to the rules committee, there shall be attached to the bill
an analysis of the long-term and short-term costs to the state if the bill is
adopted, as well as the impact of the bill on the actuarial soundness of the
fund. The analvsis is in addition to the fiscal note requirements of AS

24.08.035.

In many cases, the Division of Retirement and Benefits must use the division’s
actuary in order to provide fiscal notes on bills that would affect the retirement systems.
The division’s actuary requires time and resources in order to prepare a fiscal analysis on
various bills. In order to comply with AS 24.08.036 and the time lines found in AS
24.08.035, the board recommends that bills affecting the retirement system be submitted
as early in the legislative session as possible. This will allow the actuary the necessary
time to prepare a comprehensive analysis, the Alaska Retirement Management Board the
opportunity to review and make recommendations on proposals, the municipalities time
to review the impact of proposals and the legislature more time to hold public hearings.

In addition, the board recommends that fiscal note legislation include the
following:

a) ifa bill provides for enhanced benefits, cost estimates should include a high
and low case scenario based upon the percentage of members electing to take advantage

of the enhanced benefits;

b) the dollar amount of the unfunded liability increase or decrease if the proposal
was enacted, as well as the percent change in employer and or employee contributions;

¢) identification of revenue sources to cover ongoing costs to the system;

d) information on unfunded liability, and that any excess accrued liability over
the assets of the plan constitutes annual payments for 25 years in order to amortize the

unfunded liability;

Alaska Retirement Man_a?ement Haunt
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e) certification that the costs and revenues have been developed in accordance
with generally accepted actuarial principles; and

0 any fiscal impact to individual employers.

B. Other Senate Bill 141 Requirements
l. Defined Contribution Plan

The defined contribution plan becomes mandatory to all new entrants as of July 1,
2006. It is a plan in which employer and employee contributions are accumulated in
individual accounts and invested by the members for the exclusive benefit of the
members. Contribution provisions are established by State law and may be amended only
by the State Legislature. The plan also includes some defined benefit features, such as
occupational death and disability benefits. It also includes provisions for a retiree
medical program and individual health reimbursement arrangement (HRA) accounts.

The Alaska Retirement Management Board is the fiduciary for the defined
contribution plan and is responsible for selecting investment options and investment
managers. The investment options for the defined contribution plan were selected to
provide broad exposure to the risk/return spectrum and to allow for diversification across
several asset classes. Generally, higher potential return investments have a higher degree
of risk as measured bv volatility of returns.

The investment managers went through a rigorous hiring process and are high
quality firms with significant institutional business. All firms are either investment
advisors registered with the Securities and Exchange Commission or bank/trust
companies. All investment options and managers will be monitored on an ongoing basis
by the board, investment staff, and consultants.

The following table provides information with respect to the investment options
for the defined contribution plan and is arranged from highest potential risk and return to

[owest.
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2 Health Reimbursement Arrangement Plan

Senate Bill 141 establishes the Health Reimbursement Arrangement Plan to allow
medical care reimbursement from individual savings accounts of eligible persons.
Employers shall contribute an amount equal to three percent (3%) of the employer’s
average annual employee compensation to the plan.

AS 37.10.220(a)(6) provides in pari that the board shall establish the rate to
annually credit interest to each member’s account in the health reimbursement
arrangement plan under AS 39.30.300 - 39.30,495. It also provides that the rate shall be
adopted on the basis of the probable effective rate of interest on a long-term basis, and

the rate may be changed from time to time.

The interest rate will be credited annually. It is not imperative that the board
establish the crediting rate for the health reimbursement arrangement until June of 2007.
In order to ensure that assets in the health reimbursement arrangement plan are equal to
or greater than the sum of the individual accounts, the board will have to take into
consideration the fact that plan assets will start the year at zero and grow with each
contribution over the course of a year. Accordingly, the first year crediting rate is likely
to be one-half of what the board would consider to be a reasonable crediting rate once the

fund is mature.
3 Office ofAdministrative Appeals

The Office of Administrative Appeals is charged with hearing appeals by
members of PERS and TRS. Appeals were formerly heard by either the Public
Employees’ Retirement Board or the Teachers’ Retirement Board.

#iska Retirement Mana?ement Hoard
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[11. Alaska Retirement Management Board

A. Trustee Appointment

Senate Bill 141 established the Alaska Retirement Management Board consisting
of nine trustees; the commissioner of administration and commissioner of revenue; two
trustees from the general public who are not members or beneficiaries of the retirement
system; one trustee employed as a finance officer for a political subdivision in either the
public employees’ retirement system (PERS) or the teachers' retirement system (TRS);
two trustees who are members of PERS; and two trustees who are members of TRS.

Trustees must meet eligibility requirements for an Alaska permanent fund
dividend and be professionally credentialed or have recognized competence in investment
management, finance, banking, economics, accounting, pension administration, or

actuarial analysis.

In early October, Governor Murkowski made the following trustee appointments:
Gail Schubert and Martin Pihl (public members), Lawrence Scmmens (finance officer),
Samuel Trivctle and Michael Williams (PERS members), and Gavlc Harbo and John
(Boh) Roses (TRS members). Commissioner of Administration Scott N'ordstrand and
Commissioner of Revenue William Corbus are ex officio members. John (Bob) Roses
resigned his seat in March; he is a candidate for statewide office, and statute prohibits

holding a seat while seeking statewide elective office.

B. Board Organization and Structure

Polieie.s ami Contrg-'s At the initial meeting of the Alaska Retirement
Management Board October Il. 2005. the trustees adopted Resolution 2005-01,
accepting fiduciary responsibility for the funds of the retirement systems and, on an
interim basis subject to further review, the securities lending, custody, asset allocation,
investment policies and contracts for external money managers and consultants of the

Alaska State Pension Investment Board.

Committees.  Committees arc established to monitor ongoing investment
programs, and also provide governance, compliance and problem solving. Committees of
the board, generally comprised of three to five trustees, provide an opportunity for in
depth and detailed oversight in fulfilling the responsibilities assigned to the trustees as
fiduciaries of the funds. Committees take no action on behalf of the board: the committee
role is to advise and recommend. Ad Hoc or temporary committees are sometimes
named to facilitate a manager search or to complete a time-sensitive project. Committee
meetings are open to the public and board members may attend any committee meeting in

person or by teleconference.

UisLi lictircineni Man_a?ement Buanl
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Investment Advisory Council. Senate Bill 141 provides that the hoard may
appoint an Investment Advisory Council comprised of at least three but no more than five
members. At the initial board meeting, the trustees approved by motion the staff
recommendation that the Investment Advisory Council be maintained, and that the
contracts with the three current members, Dr. Jerrold Mitchell, Timothy M. O’Brien, and
Dr. William Jennings, be continued.

Alaska Retirement Man_at];ement Board
Filial Report to the Legislature - April I-l. 22)00
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IV. Legislative Action

The board acknowledges that it is late in the legislative session for consideration
of additional appropriation legislation, and appreciates the endea\ors of legislators.
commitlees and staff to address the unfunded liability. However, it is in the best interest
of the iJtirement systems for the legislature to address the under funding of the systems
in both the fiscal year 2007 and 2008 budget process or the unfunded liability will very
likely grow larger. The board offers the following recommendations, listed by priority for
action hy the legislature. These recommendations, both short- and long-term, address
employer concerns with escalating contribution rates and the growing actuarial shortfall

of the retirement systems.
A. Priority 1. Establish Past Service Retirement Liability Accounts

This funding plan is patterned after the school debt reimbursement program
(AS14.11.100), with annual appropriations from FY2008 going forward for PERS and
TPS employers. This proposed legislation for the PERS and TRS funds is the board’s
first priority and consideration during this legislative session is requested so that funding
can be included in the '"YOS budget cycle, The particulars for each fund are set forth
below, with proposed legislation attached as appendices.

l. The Public Employees'Retirement System Post Service Retirement
Liubilit)' Account

Establishes the Public Employees’ Retirement System Past Service
Retirement Liability Account in the Department of Revenue

Provides for a method to calculate a specific annual amount to be included
in the Governor's budget.

. Is applicable to political subdivision and school district employer
members of PERS
. Provides incentives for employers to pay down their unfunded liability

. Anticipates that the ARMB would set the employer contribution rate at the
actuarially required rate

The calculated amount to distribute shall be based on the total eligible payroll
reported to the department of administration by the employer during the fiscal year three
years earlier and either the average past service cost rate of all employers in the system
during the fiscal year three years earlier, or the employer's past rvicc cost rate during
the fiscal year three years earlier, less 5%. whichever is lower.

In order to provide incentives to employers to pay down their unfunded liability
the amount shall he increased by 50% of the amount an employer paid to the system
during the fiscal year three years earlier that was in excess of what the employer was

required to pay to the system.

See Appendix | - Proposed Legislation
Public Employees 'Retirement System Past Service Retirement Liability Account

Alaska Retirement Management Board
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2 The Teachers' Retirement System Past Sen‘ice Retirement Liability

Account

. Establishes the Teachers’ Retirement System Past Service Retirement
Liability Account in the Department of Revenue

. Provides for a method to calculate a specific annual amount to be included

in the Governor’s budget.
. Is applicable to TRS employers
. Anticipates that the 'VRMB would set the employer contribution rate at the

aciuarially required rate

The calculated amount to distribute shall be based on 85% of the total eligible
payroll reported to the department by the employer during the fiscal year three years
earlier and the past sendee cost rale of the system during the fiscal "ear three years earlier

of the teachers’ retirement system.

See Appendix 2 - Proposed Legislation
Teachers' Retirement System Past Sen‘ice Retirement Liability Account

B. Priority 2. Appropriation for Increased Political Subdivision Employer Costs

In 2005 the legislature, through Senate Bill 46, provided funding for the increase
in fiscal year 2006 contribution rates that political subdivisions were required to pay.
Although it is late in tiic current legislative session for proposing additional appropriation
legislation, without state aid, most political subdivisions will absorb a 10% increase in
rales. The board recommends that the state fund one-half of the approximate $37.2
million increase, or S18.6 million. This would have the state and m inicipalities sharing
50/50 of the increasing PERS costs. This recommendation does not impact the actuarial
shortfall because total contributions are less than the actuarially required contributions.

Sec Appendix J - Proposed Legislation
Appropriationfor Increased Municipal Employer Costs

Priority 3. Legislative Appropriation to Lund Actuarially Reuuirod
Contribution

According to projections for FY07. to fully fund the retirement systems the
actuarially required contribution is $461 million for PERS, and $261 million lor IRS.
The projected actual contribution for PERS using the adjusted employer rates is $351
million, a difference of SI 10 million. The projected actinl contribution for TRS is $163

lhiskti Retirement Man_a?ement Hoard
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million, a difference of $98 million. Without funding the actuarially recommended rates,

the unfunded liability will continue to grow.

See Appendix 4 - Proposed Legislation
Legislative Appropriation to Fund Actuarially Required Contribution - PERS

See Appendix 5 - Proposed Legislation _ o
Legislative Appropriation to Fund Actuarially Required Contribution - TRS

Alaska Retirement \Iuni_igiemen, hoard
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APPENDIX 1

|[Priority 1]

The Public Employees’ Retirement System
Past Service Retirement Liability Account



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

Sec . State aid for past service retirement benefit liability costs, (a)
During each fiscal year, the state shall allocate to an employer that is a municipality or
school district member of the Public Employees’ Retirement System the following sum:

(1) Payments to the retirement system anticipated to be made by the employer during
the fiscal year for the retirement of past service liability of the employer to the
Public Employees’ Retirement System.

(b) The commissioner of revenue shall administer the program of distribution
authorized under this section and shall provide by regulation a procedure for calculating
the amount of distribution to which an employer is due, and other regulations necessary
to administer the program. The payment to the employer shall be based on the total
eligible payroll reported to the department of administration by the employer during the
fiscal year three years earlier and either the average past service cost rate of all employers
in the system during the fiscal year three years earlier, or the employer's past service cost
rate during the fiscal year three years earlier, less 5%, whichever is lower.

(c) The payment provided in (b) of this paragraph shall be increased by 50% of
the amount an employer paid to the system during the fiscal year three years earlier that
was in excess of what the employer was required to pay to the system.

(d) The Public Employees’ Retirement System Past Service Retirement Liability
Account is established. Funds to carry out the provisions of this section shall be included
within the appropriation bill submitted by the governor under AS 37.07.020(a) (2) and
may be appropriated annually by the legislature.  If amounts in the account are
insufficient for the purpose of providing the share to which an employer is entitled under
this section, those funds that are available shall be distributed pro rata among the eligible

employers.

(e) Funds in the Public Employees’ Retirement System Past Service Retirement
Liability account which exceed the amount tequired for the payments authorized in this
section revert to the general fund at the end of the fiscal year for which the money is
appropriated,

(0 Ifan employer receives more state aid than it is entitled to receive under this
chapter, the employer shall immediately remit the amount of overpayment to the
commissioner to be returned to the Public Employees’ Retirement System Past Service
Retirement Liability account.

(g) Ifan employer receives state aid under this chapter in excess of the employer’s
past service liability, the employer shall immediately remit the amount of overpayment to

Appendix 1 - ProposedLegislation ) . o
e Public Employees' Retirement Svstee Past Service Retirement Liability Account



the commissioner, to be returned to the Public Employees’ Retirement System Past
Service Retirement Liability account.

Sec. . Definitions. In this chapter, unless the context requires otherwise,

“total eligible payroll” means the payroll reported to the department on which
employer contributions are required.

(2) “average past service cost rate” means the past service cost rate of all employers
as reported by the actuary' for the fiscal year three years earlier.

(3) “commissioner” means the commissioner of the department of revenue.

Sec. . Effective Date. Effective for 2008 budget cycle.

Aﬁpendix_/ - Proposed Le?islation _ _ .
The Public Employees Refirement System Past Service Retirement Liability Account



APPENDIX 2

|[Priority 1]

The Teachers’ Retirement System

Past Service Retirement Liability Account



Set . AS isamended by adding a new section to read:

AS State aid for past service retirement benefit liability costs, (a) During
each fiscal year, the state shall allocate to an employer, other than the state, that is a
member of the Teachers’ Retirement System the following sum:

(1) Payments to the retirement system anticipated to be made by the employer during
the fiscal year for the retirement of past service liability of the employer to the

Teachers’ Retirement System.

(b) The commissioner of revenue shall administer the program of distribution authorized
under this section and shall provide by regulation a procedure for calculating the amount
of distribution to which an employer is due, and other regulations necessary to administer
the program. The payment to the employer shall be based on 85% of the total eligible
payroll reported to the department by the employer during the fiscal year three years
earlier and the past service cost rate of the system during the fiscal year three years earlier

of the teachers’ retirement system.

(c) The Teachers' Retirement System Past Service Retirement Liability Account is
established. Funds to carry out the provision of this section shall be included within the
appropriation bill submitted by the governor under AS 37.07.020(a) (2) and may be
appropriated annually by the legislature. If amounts in the account are insufficient for
the purpose of providing the share to which an employer is entitled under this section,
those funds that are available shall be distributed pro rata among the eligible employers.

(d) Funds in the Teachers’ Retirement System Past Service Retirement Liability account
which exceed the amount required for the payments authorized in this section revert to
the general fund at the end of the fiscal year for which the money is appropriated,

(e) Ifan employer receives more stale aid than it is entitled to receive under this chapter,
the employer shall immediately remit the amount of overpayment to the commissioner, to
be returned to the Teachers’ Retirement System Past Service Retirement Liability

account.

Sec.___. Definitions. In this chapter, unless the context requires otherwise.
(1) “total eligible payroll” means the payroll reported to the department of
administration on which employer contributions are required.
(2) “average past service cost rate" means the past service cost rale of all employers
that have a past serv ice liability
(3) “commissioner” means the commissioner of the department of revenue.

Sec. . Effective Date. Effective for 2008 budget.

Aﬁpendixz - ProFosed Legislation _ _ o
The Teachers 'Retirement System Past Service Retirement Liability Account



APPENDIX 3

[Priority 2]

Appropriation for Increased Municipal Employer Costs



Sec. . Retirement system funding for increased employer costs for political
subdivisions, (a) The sum of $18,581,921 is appropriated from the general fund to the
Department of Administration to reduce the liability to the public employees’ retirement
system of political subdivisions that are members of that system, in order to reduce the
increased employer costs resulting from fiscal year 2007 employer contribution rate
increases. The Department of Administration shall allocate the appropriation to the
public employees’ retirement system account of each political subdivision resulting from
fiscal year 2007 employer contribution rate increases, as set out in this section. The
appropriation made by this subsection is intended to reduce these increased employer

Costs.

For purposes of allocating the appropriation made by (a) of this section to the public
employees’ retirement system account of each member political subdivision, the

allocation is as follows:

AKUTAN, CITY OF 16,941
ALEUTIANS EAST BOROUGH 33,915
ALLAKAKET, CITY OF 3,056
ANCHORAGE, MUNICIPALITY OF 6,913,262
ANDERSON, CITY OF 2,149
ATKA, CITY OF 4.628
BARROW, CITY OF 47,355
BETHEL, CITY OF 282,716
BRISTOL BAY BOROUGH 81,472
CORDOVA, CITY OF 112,553
CRAIG, CITY OF 74,603
DELTA JUNCTION, CITY OF 13,507
DENALI BOROUGH 7,889
DILLINGHAM. CITY OF 110,426
EGEGIK, CITY OF 2,830
FAIRBANKS NORTH STAR

BOROUGH 929,023
FAIRBANKS, CITY OF 333,653
FORT YUKON, CITY OF 24,209
GALENA, CITY OF 95,984
HAINES BOROUGH 85,814
HOMER, CITY OF 248,456
HOONAH, CITY OF 35,299
HOOPER BAY, CITY OF 1,576
HUSLIA, CITY OF 5,215
JUNEAU, CITY AND BOROUGH OF 1,397,093
KACHEMAK, CITY OF 1,193
KALTAG, CITY OF 870
KENAI PENINSULA BOROUGH 702,515

Appendix 3 - Proposed Legislation:
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KENAI, CITY OF

KETCHIKAN GATEWAY BOROUGH

KETCHIKAN, CITY OF

KING COVE, CITY OF

KLAWOCK. CITY OF

KODIAK ISLAND BOROUGH

KODIAK, CITY OF

KOTZEBUE, CITY OF

KOYUK, CITY OF

LAKE AND PENINSULA BOROUGH

MATANUSKA-SUSITNA BOROUGH

MEKORYUK, CITY OF

MOUNTAIN VILLAGE, CITY OF

NENANA, CITY OF

NOME. CITY OF

NOORV'IK, CITY OF

NORTH POLE, CITY OF

NORTH SLOPE BOROUGH

NORTHWEST ARCTIC BOROUGH

PALMER, CITY OF

PELICAN, CITY OF

PETERSBURG, CITY OF

QUINHAGAK, CITY OF

SAINT PAUL, CITY OF

SAND POINT, CITY OF

3AXMAN, CITY OF

SELDOVIA, CITY OF

SEWARD, CITY OF

SITKA, CITY AND BOROUGH OF
KAGWAY, CITY OF

SOLDOTNA, CITY OF

TANANA, CITY OF

THORNE BAY, CITY OF

TOKSOOK BAY, CITY OF

UNALAKLEET, CITY OF

UNALASKA, CITY OF

VALDEZ, CITY OF

WASILLA, CITY OF

WHITTIER, CITY OF

WRANGELL, CITY OF

YAKUTAT, CITY AND BOROUGH OF

Appendix 3- Proposed Legislation
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235,223
214,696
400,460
50,001
31,917
118,047
314,368
169,920
1,664
19,656
583,491
611
1,786
12,244
123,946
12,352
80,525
2,006,956
44,779
154,333
7,657
206,671
1,920
74,829
38,396
5,637
2,405
186,026
439,010
89,301
136,756
7,302
10,435
583
11,157
520,772
250,819
228,380
49,904
132,606
36.178



APPENDIX 4

[Priority 31

Legislative Appropriation to Fund Actuarially
Required Contribution - PERS



Section . Retirement system funding to bring fiscal year 2007
contributions closer to actuarial rate, (a) The sum of $109,836,677 is appropriated
from the general fund to the Department of Administration to reduce tiie contribution
shortfall to the public employees’ retirement system resulting from an employers
anticipated fiscal year 2007 contribution being less than the fiscal year 2007 rate
calculated by the actuary. The Department of Administration shall allocate the
appropriation to the public employees’ retirement system account ol each employer as

follows:

ALASKA, STATE OF 66,452,622
ALEUTIANS WEST CRSA 978
ALLAKAKET, CITY OF 4,883
ANCHORAGE PARKING AUTHORITY 21,070
ANCHORAGE SD 3,388,980
ANCHORAGE, MUNICIPALITY OF 14,116,880
BRISTOL BAY BOROUGH 69,577
BRISTOL BAY BOROUGH SD 30,321
CHATHAM SD 42,576
CHUGACH SD 25,258
COPPER RIVER SD 49,787
CORDOVA CITY SD 104,731
CORDOVA COMMUNITY MEDICAL CENTER 37,587
CORDOVA, CITY OF 262,023
CRAIG CITY SD 16,897
CRAIG, CITY OF 28,200
DELTA/GREELY SD 36,430
DENALI BOROUGH 19,581
DENALI BOROUGH SD 67,666
DILLINGHAM CITY SD 17,944
DILLINGHAM. CITY OF 35,336
EGEGIK, CITY OF 1
FAIRBANKS NORTH STAR

BOROUGH 243,404
FAIRBANKS NORTH STAR BOROUGH SD 1,274,328
Fairbanks, city of 5,938,351
HAINES BOROUGH 67,621
HOMER, CITY OF 444,736
HOONAH CITY SD 3,007
HOONAH, CITY OF 6,636
HUSLIA, CITY OF 5,820
HYDABURG CITY SD 12,806
JUNEAU BOROUGH SD 310,143
JUNEAU, CITY AND BOROUGH OF 2,294,026

Appendix4  Proposed Legislation ) ) o
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KACHEMAK, CITY OF

KALTAG, CITY OF

KENAI PENINSULA BOROUGH
KEN\I PENINSULA BOROUGH SD
KENAI, CITY OF

KETCHIKAN GATEWAY BOROUGH
KETCHIKAN GATEWAY BOROUGH
SD

KETCHIKAN, CITY OF

KING COVE, CITY OF

KODIAK ISLAND BOROUGH
KODIAK ISLAND BOROUGH SD
KODIAK, CITY OF

KUSPUK SD

LAKE AND PENINSULA BOROUGH
LAKE AND PENINSULA BOROUGH
SD

LOWER YUKON SD
MATANUSKA-SUSITNA BOROUGH
MATANUSKA-SUSITNA BOROUGH
SD

NOME. CITY OF

NORTH PACIFIC FISHERY MGMT COUNCIL
NORTH POLE, CITY OF

NORTH SLOPE BOROUGH SD
NORTHWEST ARCTIC BOROUGH SD
PALMER, CITY OF

PELICAN, CITY OF

PETERSBURG CITY SD
PETERSBURG, CITY OF

SAINT PAUL, CITY OF

SAND POINT, CITY OF

SAXMAN, CITY OF

SEWARD, CITY OF

SITKA BOROUGH SD

SITKA COMMUNITY HOSPITAL
SITKA, CITY AND BOROUGH OF
SKAGWAY CITY SD

SOLDOTNA, CITY OF
SOUTHEAST ISLAND SD

SOUTHEAST REGIONAL RESOURCE CENTER

SOUTHWEST REGION SD
UNALAKLEET, CITY OF

Appendix 4 - Proposed Le?islation
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5,705
5,135
827,562
1,131,731
524,077
210,402

125,090
377,233
800
420,248
312,519
733,106
52,049
7,862

50,153
366,532
378,102

704,008
206,246
4,038
103,877
39,506
10,554
172,544
567
30,787
43,814
5,537
36,707
7,982
205,373
219,700
69,453
509,252
12,046
166,295
123,765
29,559
31,368
3,325



UNIVERSITY OF ALASKA 4,904,632

VALDEZ CITY SD 300,052
VALDEZ, CITY OF 563,340
WHITTIER, CITY OF 5,489
WRANGELL PUBLIC SD 54,982

263,355

WRAI.SELL, CITY OF

Appendix 4 - Proposed Le?islation _ _ o
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APPENDIX 5

[Priority 3]

Legislative Appropriation to Fund Actuarially
Required Contribution - TRS






Sec. . Retirement system funding to bring fiscal year 2007 contributions
closer to actuarial rate, (a) The sum of $ 98,670,780 is appropriated from the general
fund to the Department of Administration to reduce the contribution shortfall to the
teachers’ retirement system resulting from an employers anticipated fiscal year 2007
contribution being less than the fiscal year 2007 rate calculated by the actuary, The
Department of Administration shall allocate the appropriation to the teachers' retirement

system account of each employer as follows:

ALASKA DEPARTMENT OFEDUCATION
ALASKA GATEWAY SD

ALEUTIAN REGION SD

ALEUTIANS EAST BOROUGH SD
ANCHORAGE SD

ANNETTE ISLAND SD

BERING STRAIT SD

BRISTOL BAY BOROUGH SD
CHATHAM SD

CHUGACH SD

COPPER RIVER SD

CORDOVA CITY SD

CRAIG CITY SD

DELTA/GREELY SD

DENALI BOROUGH SD

DILLINGHAM CITY SD

FAIRBANKS NORTH STAR BOROUGH SD
GALENA CITY SD

HAINES BOROUGH SD

HOONAH CITY SD

HYDABURG CITY SD

IDITAROD AREA SD

JUNEAU BOROUGH SD

KAKE CITY SD

KASHUNAMIUT SD

KENAI PENINSULA BOROUGH SD
KETCHIKAN GATEWAY BOROUGH SD
KLAWOCK CITY SD

KODIAK ISLAND BOROUGH SD
KUSPUK SD

LAKE AND PENINSULA BOROUGH SD
LOWER KUSKOKWIM SD

LOWER YUKON SD
MATANUSKA-SUSITNA BOROUGH SD

Appendix 3> - Progosed Legislation o
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755,610
403,338
53,610
434,978
31,080,150
257,550
1.764,485
123,319
169,010
161,607
404,773
313,449
376,667
600,749
353,802
438,140
9,664,455
704,214
238,315
168,485
117,656
273,013
3,676,927
119,663
279,614
6,136,593
1.653.943
172,363
2,203,895
422,303
649,593
3,759,830
1,911,109
10,161,431



NENANA CITY SD

NOME CITY SD

NOKTH SLOPE BOROUGH SD
NORTHWEST ARCTIC BOROUGH SD
PELICAN CITY SD

PETERSBURG CITY SD

PRIBILOF SD

SAINT MARY'S SD

SITKA BOROUGH SD

SKAGWAY CITY SD

SOUTHEAST ISLAND SD
SOUTHEAST REGIONAL RESOURCE CENTER
SOUTHWEST REGION SD

SPECIAL EDUCATION SERVICE AGENCY
TANANA SD

UNALASKA CITY SD

UNIVERSITY OF ALASKA

VALDEZ CITY SD

WRANGELL PUBLIC SD

YAKUTAT SD

YUKON / KOYUKUK SD

YUKON FLATS SD

YUPIITSD

Appendix 5 - ProEosed Legislation o
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244,134
514,346
2,331,648
2,101,730
20,744
450,716
134,814
126,607
1,174,120
117,102
253,734
134,813
854,893
154,318
51,103
440,981
6,934,933
704,644
284,908
123,263
726,339
328,945
457,301
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April 24, 2006

Larry Semmens, Chair Report Committee
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Teachers' R etirem ent System

Pension and Postemployment Healthcare

Actuarial Contribution Under Projected Unit Credit Method

($ in millions)
w « ] .
Funding July 1, 2004 July 1,2005
o0 * . A-. ¢ . S m * .
1. Actuarial Accrued Liability $ 6,123 $ 6,499
2. Actuarial Value of Assets 3,845 3,959
3. Unfunded Actuarial Accrued Liability $ 2278 $§ 2,540
4. Funded Ratio 62.8% 60.9%
5. Annual Actuarial Contribution
- Normal Cost $ 117  §$ 119
- Amortization of Unfunded (25) Years 146 166
- Total Contribution $ 263 $ 285
- % of Pay 50.46% 50.83%
6. Member Contribution
- Amount $ 45 $ 49
- % of Pay 8.68% 8.69%
7. Employer Required Contribution
- Amount $ 218  §$ 236
% of Pay 41.78% 42.14%

Sure Rdos iats Mrd 2324 RpoytoARVBadH-o e VW sad\via s Comitiee
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TRS Funding Ratio History
Pension and Postemployment Healthcare

Based on Valuation Assets
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Public Employees' Retirement System

Police/Fire and Others Combined
Pension and Postemployment Healthcare

A ctuarial Contribution Under Projected Unit Credit Method

1. Actuarial Accrued Liability $ 11,444 $ 12,8"5
2. Actuarial Value of Assets 8.030 8.443
3. Unfunded Actuarial Accrued Liability $ 3,414 $ 4,402
4. Funded Ratio 70.2% 65.7%
5. Annual Actuarial Contribution

- Normal Cost $ 296 $ 338

- Amortization of Unfunded (25) Years 219 285

- Total Contribution $ 515 $ 623

- % of Pay 35.00% 39.27%
6. iVember Contribution

- Amount $ 100 $ 109

- % of Pay 6.81% 6.84%
7. Employer Required Contribution

- Amount $ 415 $ 514

- % of Pay 28.19% 32.43% |

Sure Rd@s iats Mrd 2324 RpotoARVBadHo e Vaysad\Viers Comitiee
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PERS Funding Ratio History
Pension and Postemployment Healthcare

Based on Valuation Assets Pian year Beginning July 1
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C onclusions and C om m ents

e Increased employer contribution rates required for PERS and TRS

PERS TRS
2004 28.19% 41.78%
2005 32.43% 42.14%
Change +4.24% +0.36%

e Funded ratios declined over last year

PERS TRS
2004 70.2% 62.8%
2005 65.7% 60.9%
Change (4.5%) (1.9%)

Sure Rdos lats Mrd 23-24 RpoxtoARVBadHo seeVéaysadviers Comities
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E xtend A m ortization Period

Teachers’Retirement System

Employer Supplemental Contributions, as of June 30, 2005

($ in thousands)

Amortization Employer Normal Cost Average Member Past Service Supplemental Supplemental
Period (years) Contribution Rate Rate Contribution Rate Rate Contribution Rate Contributions
25 16% 21.25% 8.69% 29.58% 26.14% $146,655
30 16% 21.25% 8.69% 26.27% 22.83% $128,085
35 16% 21.25% 8.69% 24.06% 20.62% $115,686
40 16% 21.25% 8.69% 22.51% 19.07% $106,990
25 21% 21.25% 8.69% 29.58% 21.14% $118,603
30 21% 21.25% 8.69% 26.27% 17.83% $100,033
35 21% 21.25% 8.69% 24.06% 15.62% $87,634
40 21% 21.25% 8.69% 22.51% 14.07% $78,938
25 26% 21.25% 8.69% 29.58% 16.14% $90,552
30 26% 21.25% 8.69% 26.27% 12.83% $71,981
35 26% 21.25% 8.69% 24.06% 10.62% $59,582
40 26% 21.25% 8.69% 22.51% 9.07% $50,886
Total Salaries: $561.038 Source: Buckconsultants

Alaska Retirement Management Board



E xtend A m ortization P eriod

Public Employees’Retirement System

Employer Supplemental Contributions, as of June 30, 2005
($ in thousands)

Amortization Employer Normal Cost Average Member Past Service Supplemental Supplemental

Period (years) Contribution Rate Rate Contribution Rate Rate Contribution Rate Contributions
25 16% 21.32% 6.84% 17.95% 16.43% $260,726
30 16% 21.32% 6.84% 15.98% 14.46% $229,464
35 16% 21.32% 6.84% 14.66% 13.14% $208,517
40 16% 21.32% 6.84% 13.73% 12.21% $193,759
25 21% 21.32% 6.84% 17.95% 11.43% $181,382
30 21% 21.32% 6.84% 15.98% 9.46% $150,120
35 21% 21.32% 6.84% 14.66% 8.14% $129,173
40 21% 21.32% 6.84% 13.73% 7.21% $114,415
25 26% 21.32% 6.84% 17.95% 6.43% $102,037
30 26% 21.32% 6.84% 15.98% 4.46% $70,775
35 26% 21.32% 6.84% 14.66% 3.14% $49,828
40 26% 21.32% 6.84% 13.73% 2.21% $35,070

Total Salaries: $1,586.891 Source: Buckconsultants

Alaska Retirement Management Board



Calculating the Past Service Cost R ate

(1) Accrued Liability $ 5,835,609
(2) Valuation Assets $ 3.752.285
(3) Total Unfunded Liability, (1) - (2) $ 2,083,324
(4) Expected Unfunded Liability $ 1.749,948
(5) (Gain)/Loss, (3) - (4) $ 333,376
(6) Amortization Factor (25 years) 16.246963
(7) (Gain)/Loss Amortization, (5) 5 (6) $ 20,519
(8) Pre-Existing Past Service Cost $ 110.359

Amortizations

(9) Total Amortization Payments, (7) + (8) $ 130,878
(10) Total Salaries $532.630
(11) Past Service Rate, (9) -r (10) 24.57%

Source: State of Alaska Teachers'Retirement System as ofJune 30, 2003, Mercer Human Resource Consulting

Alaska Retirement Management Board



Allocation for TRS Employers

. Creates a past service liability account.

. Requires an annual appropriation.

. Payments to TRS employers, other than the State and University of Alaska
are based on 85% of the past service cost rate 3 years prior.

. Payments are pro-rated if less money appropriated than needed.

. Unexpended funds lapse at the end of the fiscal year.

Alaska Retirement Management Board
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A llocation for PERS E mployers

* Creates a past service liability account.

. Requires an annual appropriation.

. Payments would be made to municipalities, school districts, and REAA employers, other
than the State and University of Alaska and woula be based on the lesser of:

-  The past service rate and covered payroll of the employer three years earlier less 5%.

- The average of the past service cost rates of all PERS employers three years earlier
times the employer's covered payroll three years earlier.

. Provides a 50% incentive three years later for covered employers to prepay their
unfunded liability.
- Would reward municioalities that are paying full rate in FY 06 on top of the 5%
assistance provided by the legislature.

-  Could be used to leverage the sale of pension obligation bonds.

-  Could be used by municipalities with large cash balances to transfer 50% of the
liability to the state.

. Payments are pro-rated if less money appropriated than needed.
. Unexpended funds lapse at the end of the fiscal year.

Alaska Retirement Management Board 11



H B 375

Employer
Covered Payroll

Employer Past
Services Rate

Employer 3 years Earlier 3 years Earlier
A 138,265,234 15.54%
B 6,673,054 111.34%
6,673,054 19.87%

Alaska Retirement Management Board

P ast

Employer Past
Service Rate 3 years
Earlier less 50C

10.54%

106.34%

14.87°

S ervic e

Average Past Service
Rate of All Employers
3 years Earlier

14.87%

14.87%

14.87%

C alcu

la tio n s

Lower of
Actual less 5%
or Average

10.54%

14.87%

14.87%

Computation
on Rate

10.54%

14.87%

14.87%

Cost to
State

14,573,156

992,283

992,283



S olution G oals

e Full Funding within 30 years
e Not cause severe disruption in public service
e State should participate in solution

e Accelerated contributions from employers should be rewarded

e State support should be equitable

e Should minimize supplanting Federal and other non-general fund costs

Alaska Retirement Management Board
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Teachers' R etirem ent System

Pension and Postemployment Healthcare

A ctuarial Contribution Under Projected Unit Credit Method

($ in millions)
Funding July 1. 2004\ Duly 1, 2005
N &
1. Actuarial Accrued Liability $ 6,123 $ 6,499
2. Actuarial Value of Assets 3.845 3.959
3. Unfunded Actuarial Accrued Liability % 2,278 ST 2,540
4. Funded Ratio 62.8% 60.9%
5. Annual Actuarial Contribution
- Normal Cost $ 117 $ 119
- Amortization of Unfunded (25) Years 146 166
- Total Contribution $ 263 $ 285
- % of Pay 50.46% 50.83%
6. Member Contribution
- Amount $ 45 $ 49
- % of Pay 8.68% 8.69%
7. Employer Required Contribution
- Amount $ 218 $ 236
% of Pay 41.78% 42.14%

Source: Buckconsultants, March 23-24 Reportto ARMB and House Ways and Means Committee

Alaska Retirement Management Board



TRS Funding Ratio History

Pension and Postemployment Healthcare
Based on Valuation Assets

Plan Year Beginning July 1
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Public Emoployees'R etirem ent System

Police/Fire and Others Combined
Pension and Postemployment Healthcare

A ctuarial Contribution Under Projected Unit Credit Method

($ in millions)__ .

U

Funding July 1. 2004 July 1, 2005
1. Actuarial Accrued Liability $ 11,444 $ 12,845
2. Actuarial Value of Assets 8.030 8.443
3. Unfunded Actuarial Accrued Liability $" 3,414 $ 4,402
4. Funded Ratio 70.2% 65.7%
5. Annual Actuarial Contribution
- Normal Cost $ 296 $ 338
- Amortization of Unfunded (25) Years 219 285
- Total Contribution $ 515 $ 623
- % of Pay 35.00% 39.27%
6. Member Contribution
- Amount $ 100 s 109
- % of Pay 6 81% 6.84%
7. Employer Required Contribution
- Amount $ 415 $ 514
% of Pay 28.19% 32.43%

Source: Buckconsultants. March 23-24 Reportto ARMB and House Ways and Means Committee

Alaska Retirement Management Board



PERS Funding Ratio History
Pension and Postemployment Healthcare

Based on Valuation Assets Plan year Beginning July 1
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C onclusions and C om m ents

e Increased employer contribution rates required for PERS and TRS

PERS TRS
2004 28.19% 41.73%
2005 32.43% 42.14%
Change +4.24% +0.36%

e Funded ratios declined over last year

PERS TRS
2004 70.2% 62.8%
2005 65.7% 60.9%
Change (4.5%) (1.9%)

Source: Buckconsultants, March 23-24 Reportto ARMB and House Ways and Means Committee

Alaska Retirement Management Board



E xtend A m ortization P eriod

Teachers’ Retirement System

Employer Supplemental Contributions, as of June 30, 2005

($ in thousands)

Amortization Employer Normal Cost Average Member  Past Service Supplemental Supplemental
Period (years)  Contribution Rate Rate Contribution Rate Rate Contribution Rate  Contributions
25 16% 21.25% 8.69% 29.58% 26.14% $146,655
30 16% 21.25% 8.69% 26.27% 22.83% $128,085
35 16% 21.25% 8.69% 24.06% 20.62% $115,686
40 16% 21.25% 8.69% 22.51% 19.07% $106,990
25 21% 21.25% 8.69% 29.58% 21.14% $118,603
30 21% 21.25% 8.69% 26.27% 17.83% $100,033
35 21% 21.25% 8.69% 24.06% 15.62% $87,634
40 21% 21.25% 8.69% 22.51% 14.07% $78,938
25 26% 21.25% 8.69% 29.58% 16.14% $90,552
30 26% 21.25% 8.69% 26.27% 12.83% $71,981
35 2ulo 21.25% 8.69% 24.06% 10.62% $59,582
10 26% 21.25% 8.69% 22.51% 9.07% $50,886

Source: Buckconsultants

Total Salaries: $561,038

Alaska Retirement Management Board



Amortization
| Period (years)

25
30
35
! 40
25
[ 30
35
40
25
30
35
40

Total Salaries: $1,586,891

Alaska Retirement Management Board

Employer
Contribution Rate

16%
16%
16%
16%
21%
21%
21%
21%
26%
26%
26%
26%

Normal Cost

Rate
21.32%
21.32%
21.32%
21.32%

21.32%
21.32%
21.32%
21.32%
21.32%
21.32%
21.32%
21.32%

E xtend A m ortization

($ in thousands)

Average Member
Contribution Rate

6.84%
6.84%
6.84%
6.84%
6.84%
6.84%
6.84%
6.84%
6.84%
6.84%
6.84%
6.84%

P eriod

Public Employees’Retirement System

Employer Supplemental Contributions, as of June 30,2005

Past Service

Rate
17.95%
15.98%
14.66%
13.73%
17.95%
15.98%
14.66%
13.73%
17.95%
15.98%
14.66%
13.73%

Supplemental
Contribution Rate

16.43%
14.46%
13.14%
12.21%

11.43%
9.46%
8.14%
7.21%
6.43%
4.46%
3.14%
2.21%

Supplemental
Contributions

$260,726
$229,464
$208,517
$193,759
$181,382
$150,120
$129,173
$114,415
$102,037
$70,775
$49,828
$35,070

Source: Buckconsultants
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Calculating the Past Service Cost R ate

(1) Accrued Liability $ 5,835,609
(2) Valuation Asseb $ 3.752.285
(3) Total Unfunded Liability,(1) - (2) $ 2,083,324
(4) Expected Unfunded Liability $ 1.749.948
(5) (Gain)/Loss, (3) - (4) $ 333,376
(6) Amortization Factor (25 years) J6.246963
(7) (Gain)/Loss Amortization, (5) % (6) $ 20,519
(8) Pre-Existing Past Service Cost $ 110.359
Amortizations
(9) Total Amortization Payments, (7) + (8) $ 130,878
(10)  Total Salaries $532.630
(11) Past Service Rate, (9) -r (10) 24.57%

Source: State of Alaska Teachers'Retirement System as ofJune 30, 2003, MercerHuman Resource Consulting

Alaska Retirement Management Board



Allocation for TRS Emoployers

. Creates a past service liability account.

. Requires an annual appropriation.

. Payments to TRS employers, other than the State and University of Alaska

are based on 85% ofthe past service cost rate 3 years prior.

. Payments are pro-rated if less money appropriated than needed.

. Unexpended funds lapse at the end of the fiscal year.

Alaska Retirement Management Board
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Allocation for PERS Emoployers

. Creates a past service liability account.

. Requires an annual appropriation.

. Payments would be made to municipalities, school districts, and REAA employers, other

than the State and University of Alaska.

. Payments are based on 85% ofthe employer's past service cost rate 3 years prior.

. Provides a50% incentive three years later for covered employers that prepaid their
unfunded liability.

- Would reward municipalities that are paying full rate in FY 06 on top of the 5%

assistance provided by the legislature.
- Couldbe used to leverage the sale of pension obligation bonds.

- Couldbe used by municipalities with large cash balances to transfer 50% of the

liability to the state.

. Payments are pro-rated if less money appropriated than needed.
. Unexpended funds lapse atthe end of the fiscal year.

Alaska Retirement Management Board
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S olution G oals

e Full Funding within 30 years

e Not cause severe disruption in public service

e State should participate in solution

e Accelerated contributions from employers should be rewarded

e State support should be equitable

e Should minimize supplanting Federal and other non-general fund costs

Alaska Retirement Management Beard
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