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A l a s k a  St a t e  L e g i s l a t u r e
Senate State Affairs Committee

Senator Bill Wielechowski, Chair

State Capitol Building, Room 101 
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AGENDA

S e p t e m b e r  1 5 ,  2 0 1 1

Introductory remarks -  Chair Wielechowski
Overview of the bill -  Jesse Kiehl
Q and A from committee members
Testimony from public employees
Report from actuary Flick Fornia about the costs of the
proposed system
Break
Comments from the Administration 
Additional remarks from Flick Fornia 
Q and A from committee members 
Closing remarks
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FISCAL NOTE

STATE OF A L A SK A  Fiscal Note Number
2011 LEGISLATIVE SESSION Bill Version SB 12?

() Publish Date___________ _____________

SB121-DQA-DRB-05-05-11_____________________________________________ Dept. Affected____________ Administration_______
Title  An Act relating to the PERS and TRS__Appropriation Centralized Administrative Services
____________________________________________________________________ Allocation Retirement and Benefits___________
Sponsor Sen. Egan, Menard, Paskvan, Davis, Kookesh, Wielechowski, e ta l _______________________________
Requester ___________________ Senate State Affairs___________________ OMB Component Number 64

Expenditures/Revenues______________________________________ (Thousands of Dollars)__________________________
Note: Amounts do not include inflation unless otherwise noted below.

Appropriation
Required Information

OPERATING EXPENDITURES FY 2013 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 FY 2018
Personal Services
Travel
Services
Commodities
Capital Outlay
Grants
Miscellaneous

124,412.0 0.0 19,853.0 29,165.0 40,781.0 53,920.0

0.0
TOTAL OPERATING 0.0 124,412.0 0.0 19,853.0 29,165.0 40,781.0 53,920.0

CAPITAL EXPENDITURES

CHANGE IN 
REVENUES

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1Q37 GF/Mental Health 
Other (please identify)

124,412.0 19,853.0 29,165.0 40,781.0 53,920.0

TOTAL 0.0 124,412.0 0.0 19,853.0 29,165.0 40,781.0 53,920.0
V  -

Estimate of any current year (FY2011) cost •1/

Full-time
Part-time
Temporary

Why this fiscal note differs from previous version (if initial version, please note as such) 
Update

Prepared by Jim Puckett, Director__________________________________________________  Phone 465-4471
Division Retirement and Benefits  Date/Time 10/7/11 12:00 AM
Approved by John Cramer, Deputy Commissioner_____________________________________  Date________________

Department of Administration___________________________________________

(Revised 1/27/2011 OMB) Page 1 of 2



STATE OF ALASKA
2011 LEGISLATIVE SESSION

FISCAL NOTE

BILL NO. SB 121

Analysis

SB 121 allows future and current defined contribution PERS and TRS members an opportunity to choose between a 
defined contribution (DC) and a defined benefit (DB) plan. Current DC members will have a one-time opportunity to 
convert to the DB plan. The DC member's employee and employer contributions will be transferred to the DB plan 
along with the total service the employee has accrued. If the combined contributions is insufficient to purchase the 
employee's service, the remainder will be made up from the general fund. The general fund expenditure will occur in 
FY 13 during the first 60 days after the effective date of the bill that allows for DC members to convert to the DB plan.

Costs outlined below for the choice option assumes 60% of current defined contribution members will elect to convert 
to the DB plan and that 80% of future members will choose the DB plans either by choice or by default.

The first impact on contributions rates will occur in FY 15 considering the two-year delay in budgeting contribution 
payments. Results are based on the draft 2010 actuarial valuation.

Because this bill will increase employer normal costs, under SB 125 (2008), which caps employer contribution rates at 
22% for PERS and 12.56% for TRS, employers will therefore contribute less to past service costs. The amount that 
employers are no longer paying will be paid by the general fund.

Dollars are in thousands
PERS DB Plan FY 13 FY 14 FY 15 FY16 FY 17 FY18 FY 19
Increase in Normal Cost Amount $0 N/A $17,568 $25,629 $35,788 $46,977 $57,771
Gf Transfer to Pay Unfunded 

Past Service Cost $91,724 N/A $0 $0 $0 $0 $0
Total Increase in Annual 

Employer Contribution Amount N/A N/A $17,568 $25,629 $35,788 $46,977 $57,771

TRS DB Plan FY 13 FY 14 FY 15 FY16 FY 17 FY18 FY 19
Increase in Normal Cost Amount $0 N/A $2,285 $3,536 $4,993 $6,943 $8,764
GF Transfer to Pay Unfunded 

Past Service Cost $32,688 N/A $0 $0 $0 $0 $0
Total Increase in Annual 

Employer Contribution Amount N/A N/A $2,285 $3,536 $4,993 $6,943 $8,764

Totals for both plans: $124,412 N/A $19,853 $29,165 $40,781 $53,920 $66,535



buckconsultants A Xerox Company

October 7, 2011

VIA EMAIL

Mr. Jim Puckett 
Acting Director
Division of Retirement and Benefits
Department of Administration
State of Alaska
333 Willoughby Avenue
6th Floor State Office Building
Juneau, AK 99811-0208

RE: Fiscal Note for Senate Bill No. 121 -  New Tier for PERS and TRS Healthcare - REVISED

Dear Jim:

As requested, we are providing the following information for a revised Fiscal Note on SB 121 which allows 
current Defined Contribution Retirement (DCR) members and future members to have a choice between the 
DCR Plan and the Defined Benefit (DB) Plan. Current DCR members or any future members that elect to go 
into the DB Plan will enter Tier V for PERS and Tier IV for TRS. These tiers will have the same pension 
benefits as the latest DB tier but they will have different healthcare benefits. Under the new tiers, members will 
receive system-paid healthcare benefits at Medicare eligible age (age 65) instead of at age 60. This bill affects 
the State of Alaska Public Employees’ Retirement System Defined Benefit Plan (PERS DB) and the Teachers’ 
Retirement System Defined Benefit Plan (TRS DB). We are assuming the proposed benefit changes would 
become effective as of July 1, 2012 and will first impact contribution rates during FY15 considering the two- 
year delay in budgeting contribution payments. Our results are based on the 2010 actuarial valuation results.

The table below shows the cost ofthe bill for Fiscal Years 2015 through 2019. Dollars are in thousands.

PERS DB Plan FY15 FY16 FY17 FY18 FY19

Increase in Normal Cost Amount

General Fund Transfer to Pay 
Unfunded Past Service Cost

$ 17,568 

$ 91,724

$ 25,629 

$ 0

$ 35 ,788 

$ 0

$ 46 ,977 

$ 0

$ 57,771 

$ 0

Total Increase in Annual Employer 
Contribution Amount

TRS DB Plan

$ 109,292 

FY15

$ 25 ,629 

FY16

$ 35,788 

FY17

$ 46 ,977 

FY18

$ 57,771 

FY19

Increase in Normal Cost Amount

General Fund Transfer to Pay 
Unfunded Past Service Cost

$ 2,285 

$ 32,688

$ 3,536 

$ 0

$ 4 ,993 

$ 0

$ 6,943 

$ 0

$ 8,764 

$ 0

Total Increase in Annual Employer 
Contribution Amount

Total PERS and TRS

1200 17th Street, Suite 1200 • Denver, CO 8(

$ 34,973 

$ 144,265

1202

$ 3,536 

$ 29 ,165

$ 4,993 

$ 40,781

$ 6,943 

$ 53 ,920

$ 8,764 

$ 66 ,535

720.359.7700 • 720.359.7701 (fax)



Mr. Jim Puckett
October 7, 2011
Page 2

Summary for Analysis Continuation Section of Fiscal Note

The data, assumptions, plan provisions and methods used for the costs are described in the actuarial 
valuation reports for PERS and TRS as of June 30, 2010. The assets are based on the June 30, 2010 
information provided by Christina Maiquis. We have assumed that the bill will become effective July 1, 2012. 
We have also assumed that 60% of current DCR members will elect to convert to the DB Plan, and that 80% 
of future members will choose the DB Plans either by choice or by default. A description of Tier V benefits for 
PERS and Tier IV benefits for TRS was provided by Kathy Lea.

Please let us know if you need any further information.

David H. Slishinsky, F.C.A., A.S.A., E.A.
Principal and Consulting Actuary

/mlp

c: Mr. Mike Barnhill, State of Alaska
Ms. Teresa Kesey, State of Alaska 
Ms. Kathy Lea, State of Alaska 
Mr. Chris Hulla, Buck Consultants 
Ms. Kyla Kaltenbach, Buck Consultants 
Mr. Aaron Jurgaitis, Buck Consultants 
Mr. Colin Wein, Buck Consultants

P:\admin\alaska\2011\Alaska_ltr100711_SB 121 REVISED.docx 3uekconsultants



1. This fiscal note reflects an increasing normal cost rate. The administration has been bemoaning 

the increases in the amount the state must pay to cover their part of increasing costs as a result of SB 

125. So- they are already expecting an increase-

The increase that would be germane here is the increase that may or may not be generated by SB 121 

ABOVE what is already projected.

W hat is the ' fiscal note' of the status quo going out into the future? And then what is the difference 

between the cost of the expected normal cost rate increases and the cost of our bill?

2. If you look at the transition costs $91.7 million to $32.7 million, the ratio is a little less than 3 to 1. 

The member ration is about 4 to 1 PERS over TRS and the payroll about 3.5 to 1 ($200 million versus $60 

million). So how can it be that this fiscal note shows increases in normal cost amounts of an 8 to 1 ratio 

(FY 15 is $17.6 million PERS and $2.3 million TRS)

How can the increase in normal cost amounts in FY 15-19 be so much more dramatic in PERS than in 

TRS?

In reviewing a 2008 letter from Buck, it states that when an increased number of older members

ose the DB plan, it increases the cost (pg. 1, paragraph 3). Now, with SB 121, Buck is saying an 

increased number of younger members increases it?

Is the State, Division of Retirement and Benefit, through Buck Consulting, comparing to status quo 

health care costs when we know increases are on the way, or are we looking at costs attributable to this 

bill?

4 . )  Please explain to me how pushing out retirem ent to Medicare age eligibility did not significantly 

Itfw er costs? (this is to see if they explain it the way Flick did in his 7:49 am e-mail today)



5. I hate to be suspicious but this legislation has been on the table for over 6 months. Now after 

substantial delays we get a late response that seems suspicious and over-inflated.

How Do we work with the administration to have them  present legislation that provides retirement 

choice to public employees, realizing there is no social security safety net for them? To re-phrase how 

can we design a plan that is cost-neutral that allows public employees to complete a career of public 

service in Alaska and not be the training ground for other states to take our trained public employees 

out of Alaska by simply providing a dignified retirement?



Affiliated with the National Education Association

For Immediate Release
February 2, 2012

Contact: Barb Angaiak, President
Lori Blakeslee, Communications Manager

907.263.8529 (direct) 907.301.8335 (cell)

NEA-Alaska P residen t Barb Angaiak Urges 
G overnor Parnell to R econsider his Position on Pension

Anchorage, AK -  February, 2 ,2012. NEA-Alaska President Barb Angaiak released the following 

statem ent regarding Governor Parnell's pension comments in the Juneau Empire on February 2, 2012.

"I am very disappointed in Governor Parnell's refusal to consider returning to a defined benefit 

pension plan for state employees. I strongly urge Governor Parnell to reconsider. The legislation SB 121 

is not a return to the old defined benefit system. SB 121 is a compromise that creates less of a benefit but 

provides retirem ent security at no additional cost to the state or other employers.

Just last week, hundreds of Alaskan teachers and support professionals were in Anchorage for 

NEA-Alaska’s annual Delegate Assembly. Members w ere very vocal on the need to return to a defined 

benefit pension plan.

It was one young teacher who expressed it best. He was very clear that unless there is a return to a 

defined benefit pension plan for all teachers, Alaska w ill lose its best and brightest because they w ill not 

be able to afford to continue to teach in our great state.

The defined benefit pension plan issue does not just affect educators. It has serious ramifications 

on the stab ility of our teaching staff, which ultim ately impacts all Alaskan students."

President Angaiak represents the organization's 13,000+ educators and education support 

professionals. NEA-Alaska is the state 's largest union.

###



SB 121 
Alaska Pensions
Retirement choices for the Last Frontier



New hires get a choice

• SB 121 creates a new defined benefit tier
• New hires can choose a guaranteed benefit or to control their 

money

• The new tier is:
• less costly
• more predictable

• Those who serve Alaskans can choose the retirement 
plan that fits their service
• State, city, and school district employees

• Teachers, biologists, firefighters, programmers, auditors, police, 
social workers, nurses, correctional officers, highway maintenance 
workers



A balanced approach

• Each system has its strengths

• Guaranteed benefits means knowing you'll have enough to 
retire

• But you can't strike it rich
• And it takes a long time to earn

• Controlling your investments means you could 'beat the 
street'

• And you can take it with you when you move
• But there are no guarantees



Employees differ

• Commissioner
• Highway maintenance

• Research biologist

• Management biologist
• Teacher

• City manager

• Trooper

• Eligibility Tech

• Nurse

• Investment officer



All Alaskans Benefit

• A choice of retirement plans gives the state, cities, & 
schools the tools to recruit and retain

• They can deliver the best value for public dollars

• When the national unemployment rate falls

• How does Alaska remain competitive?

• Keeping good employees and attracting better



What stays 
the same?

The Defined Contribution 
system does not change. 
The DB safeguards 
remain in place 
DB pension benefits

What’s 
different?

It takes longer for new hires 
to earn retiree health 
insurance

• Pegged to  Medicare

DB retirement eligibility 
similar to DC tiers.

Lower cost

One-time chance to convert



A responsible approach

• SB 121's new tier has costs comparable to the DC tiers

• SB 121 takes longer to earn retiree health insurance

• And eliminates the most expensive years for most 
employees

• All the 2004 safeguards remain:

• Review by a second actuary

• M inimum salaries for elected officials

• Alaska experience studies

• ARM Board

• No paying less than the cost



More for Alaskans’ Money

• Professional investment managers

• No added costs for running two systems

• $800 million/year in DB benefits (state, federal, & 
private) are a shock absorber for the Alaska economy.

• Employees who prefer portability and control have the 
choice

• Cities, school districts, and the state have a great 
recruiting tool



SB 121: A good choice for
Alaska



MEDIA ADVISORY FOR 
RESPONSE TO GOVERNOR’S CONFUSING STATEMENTS ON 

PENSION BILL

Media Advisory for February 2, 2012 Contact: Joelle Hall, APPC
907-229-3445

Advocates of a bi-partisan Senate bill to give state employees the option of 
choosing a 401k style pension or a traditional defined benefit pension call on 

governor to explain his confusing opposition
Group questions Parnell’s rhetoric as divisive and confusing

In an interview yesterday with the Juneau Empire, Governor Parnell said he opposes a bill 
designed to give state employees a choice between a 401k style retirement and a traditional 
defined benefit pension, even if it saves the state millions.

“Its disappointing and confusing that the governor would take a stance against a plan that will 
save the states millions on what appears to be a strictly ideological stance,” said Vince Beltrami, 
president ofthe Alaska AFL-CIO. “It is perplexing in that the governor will enjoy a traditional 
pension himself because of his state service, but he’s willing to block future public employees 
from receiving the same benefit. Add to this the fact that most o f these employees will receive no 
social security. Its an insult to our valued public employees.”

In 2006, under pressure from then Governor Frank Murkowski, the Alaska Legislature made a 
controversial move, passing a bill by only one vote that eliminated a traditional pension system 
for the state’s public employees. Since closing the defined benefit pension system the unfunded 
liability has ballooned.

Not only did this move not fix the problem, it has created new ones. Alaska is now a training 
ground for Police Officers, Firefighters, Teachers and other public employees who now have no 
reason to stay in the only state that offers no defined benefit pension and no social security.

In a 2011 poll paid for by the Alaska Public Pension Coaltion, 75% of Alaskans favored new 
employees being included in the defined benefit pension system again.

The Alaska AFL CIO is a member of Alaska Public Pension Coalition and we urge Governor 
Parnell to review SB 121 again. SB 121 is a common sense, fiscally responsible, compromise. It 
creates a shared risk system that gives Alaska the best of both worlds, portability for those that 
want it, and a guaranteed pension after decades of service. If the governor truly is concerned 
about doing what’s right for the people of Alaska, he will put aside his ideological differences 
and join in supporting a truly bi-partisan effort to not only restore dignity to our valued public 
servants, but create the tool that will keep them here, serving Alaska.

Alaska Public Pension Coalition 
http://akpensionreform.typepad.com/

http://akpensionreform.typepad.com/


Retired Public Employees o f Alaska, APEA/AFT
Qr 3310 Arctic Blvd., Suite 200, Anchorage, Alaska 99503 

p  \  Phone: (907) 274-1703 or (800) 478-9992, Fax: (907) 277-4588
% V?

0 R P E A  Email: rpea@alaska.net
APEA/AFT Web site: www.rpea.apea-aft.org

January 30, 2012

Senator Bill Wielechowski, Chair
Senators Paskvan, Vice Chair, Kookesh, Meyer and Giessel, Members
Senate State Affairs Committee
Alaska State Legislature
State Capitol, Room 101
Juneau, AK 99801-1182

Re: RPEA Testimony in Support of SB 121 

Dear Chair Wielechowski and Members of the Committee:

The Retired Public Employees of A laska (“RPEA”) once again thanks you and the Committee for 
the opportunity to present testimony in support of SB 121, the reinstatement of a defined benefit 
pension option, at the public hearing held on January 26, 2012. As indicated by our witness and 
Legislative Director, Ted Moninski, the RPEA remains committed to ensuring an equitable and 
reliable pension opportunity for all public employees -  past, present and future. As our testimony 
demonstrated, a return to a cost-neutral defined benefit pension option is not only in the best 
interests of employees and retirees; it is clearly in the best interest of Alaska -  its citizens, its 
businesses and its economy.

As noted in our hearing presentation, the RPEA submits the attached written copy of its testimony 
and stands ready to assist the Committee and the Legislature in a full and favorable consideration of 
this important legislation.

Sincerely,

Robert J. Doll, President 
Retired Public Employees of A laska

Protecting and Enriching Your Retirem^-" ~

mailto:rpea@alaska.net
http://www.rpea.apea-aft.org
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Retired Public Employees o f Alaska, APEA/AFT
3310 Arctic Blvd., Suite 200, Anchorage, Alaska 99503 
Phone: (907) 274-1703 or (800) 478-9992, Fax: (907) 277-4588 
Email: rpea@alaska.net 
Web site: www.rpea.apea-aft.org

January 30, 2012

Senator Bill Wielechowski, Chair
Senators Paskvan, Vice Chair, Kookesh, Meyer and Giessel, Members
Senate State Affairs Committee
Alaska State Legislature
State Capitol, Room 101
Juneau, AK 99801-1182

Re: RPEA Testimony in Support of SB121 

Dear Chair Wielechowski and Members of the Committee:

The Retired Public Employees of Alaska (“RPEA”) once again thanks you and the Committee for 
the opportunity to present testimony in support of SB 121, the reinstatement of a defined benefit 
pension option, at the public hearing held on January 26, 2012. As indicated by our witness and 
Legislative Director, Ted Moninski, the RPEA remains committed to ensuring an equitable and 
reliable pension opportunity for all public employees -  past, present and future. As our testimony 
demonstrated, a return to a cost-neutral defined benefit pension option is not only in the best 
interests of employees and retirees; it is clearly in the best interest of Alaska -  its citizens, its 
businesses and its economy.

As noted in our hearing presentation, the RPEA submits the attached written copy of its testimony 
and stands ready to assist the Committee and the Legislature in a full and favorable consideration of 
this important legislation.

Sincerely,

Robert J. Doll, President 
Retired Public Employees of Alaska

Protecting and Enriching Your Retirement Years

mailto:rpea@alaska.net
http://www.rpea.apea-aft.org


RPEA Testimony for Senate State Affairs Committee Hearing re SB121 
January 26,2012

Good morning Mr. Chairman and members of the Committee. My name is Ted Moninski and I am 
here today to present the official position of the Retired Public Employees of Alaska, an organization 
of Alaska retirees that currently includes more than 2,000 active members. RPEA members have 
worked for public employers in every comer of the state and in virtually every service capacity. The 
RPEA offers its testimony today in support of SB 121.

Both in the past, and again today, you have heard from a number of witnesses who have described 
the reasons why SB 121 is good public policy and will enhance the public workforce both now and 
into the future. That testimony is compelling and the RPEA urges you to give it careful 
consideration. But, rather than repeat what you have already heard, the RPEA hopes to convince 
you that SB121 is also good for the state of Alaska -  for all of its citizens, its businesses and its 
economy.

Historically, many Alaskans made the decision to leave the state after retirement. That trend is 
changing for public sector retirees in large part because of the availability of a monthly pension that 
is enhanced by the Alaska Cost of Living Allowance and Post Retirement Pension Adjustments -  all 
features of Alaska’s defined benefits plan. As a result, nearly two thirds of public employee retirees 
now remain in Alaska after retirement. All retirees purchase goods and services from Alaska 
businesses and now infuse an estimated $2 billion into the Alaska economy each year. This direct 
economic input sustains as many as 12 thousand private and public sector jobs on a year round basis. 
Because many retirees own their own homes, they also make a substantial contribution to the local 
tax base in the communities where they reside. These expenditures diversify and help stabilize the 
economy of Alaska. It is clearly in Alaska’s best interest to incent employees to remain in Alaska 
after retirement.

It has been noted that most public employee retirees do not have access to federal Social Security 
pension benefits or have had those benefits substantially reduced as a result of their public service. 
Going forward, in the absence of both a reliable state pension and diminished access to Social 
Security, public employees who were hired after 2006 must rely on their savings, including their 
defined contributions plan. However, national studies show that more than two thirds of defined 
contribution plan participants cash out their assets when terminating employment, rather than rolling 
them over into another retirement plan. In such cases, retirees will have substantially diminished 
reserves for their retirement years. Many will not be able to afford to continue to live in Alaska and 
the very positive contributions made by retirees to Alaska’s jobs and overall economy will be lost.

Beyond the many positive direct impacts retirees have in the Alaska economy, they also provide 
many other indirect benefits. For example retired citizens engage in both formal and informal 
volunteer work the value of which is estimated to be in the tens of millions of dollars. In addition, 
retirees often support family members, including adult children, enabling them to seek, find and 
retain meaningful employment in Alaska. One estimate of the value of retiree caregiving is close to 
$50 million annually. Again, providing an incentive for retirees to remain in Alaska is 
unquestionably in the public interest. For all of these reasons and others we do not have time to

Protecting and Enriching Your Retirement Years



address at this time, the RPEA urges your favorable consideration of SB121 to reinstate a defined 
benefit option for public employees.

The RPEA appreciates this opportunity to offer its comments and will make a written version of this 
testimony available to the Committee. I would be happy to answer any questions you might have.

Protecting and Enriching Your Retirement Years



Major Changes in SB 121

Substantive changes in Sen. L&C "R" version:

• The changes in the bill take effect 7 /1  /  2013

• Employees currently in the DC plan who convert are not automatically 
entitled to credit for all the time they've worked.

o The actuarial 'time value' of the DC account will be credited 
automatically.

o The employee may choose to create an indebtedness to make up 
any shortage, up to the actual years of service.

• Retirees in the new Defined Benefit tiers will pay a share of the premiums 
for medical insurance. These will be the same as DC retirees:

o If the retiree is eligible for Medicare, the retiree pays:
■ 30 percent with 10-15 years of service
■ 25 percent with 15-20 years of service
■ 20 percent with 20-25 years of service
■ 15 percent with 25-30 years of service
■ 10 percent with 30 or more years of service

o If a teacher, peace officer, or firefighter works 25 years or more, the 
retiree pays the percentages above, even if not eligible for Medicare.

o If a PERS employee who is not a peace officer or firefighter works 
30 years or more, the retiree pays 10 percent of the premium even if 
not eligible for Medicare.

The CS also makes some technical and mechanical changes:

• The title is more descriptive of the bill.
• When an employee converts from one plan to another, the change is 

retroactive to the date of hire. (This does not change the service credit 
provisions in the bill.)

• Language was clarified to ensure survivors of Defined Benefit members 
are eligible for survivor benefits.

• References to the Alaska Retirement Management Board transferring 
funds were changed to the administrator (Department of Administration) 
to reflect current practice.

• Language requiring individual accounts to be transferred with "interest" 
was changed to "with investment earnings and losses" to avoid confusion 
with statutory interest rates under other retirement statutes.
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CS FOR SENATE BILL NO. 121(STA)

rN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-SEVENTH LEGISLATURE - SECOND SESSION

BY TH E SENATE STA TE A FFA IR S C O M M ITTEE

Offered:
Referred:

Sponsor(s): SEN ATO RS EG A N , M enard, Paskvan, Davis, K ookesh, W ielechow ski, Ellis, Thom as, French, 
M cG uire

A BILL 

FOR AN ACT ENTITLED 

"An Act relating to new defined benefit tiers in the public employees' retirement system 

and the teachers' retirement system; providing certain employees an opportunity to 

choose between the defined benefit and defined contribution plans of the public 

employees' retirement system and the teachers' retirement system; and providing for an 

effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 14.25.009 is repealed and reenacted to read:

Sec. 14.25.009. Applicability of AS 14.25.009 - 14.25.220. (a) The provisions 

of AS 14.25.009 - 14.25.220 apply to teachers who are eligible to be members of the 

teachers' retirement system under AS 14.25.009 - 14.25.220 and are not members of 

the defined contribution retirement plan under AS 14.25.310 - 14.25.590.

(b) An employer that participates in the plan shall also participate in the 

defined contribution retirement plan under AS 14.25.310 - 14.25.590.
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* Sec. 2. AS 14.25.040(a) is amended to read:

(a) Unless a teacher or member participates in a university retirement program 

under AS 14.40.661 - 14.40.799 or has elected under AS 14.25.330 or former 

AS 14.25.540 to participate in the plan established in AS 14.25.310 - 14.25.590, a 

teacher or member contracting for service with a participating employer is subject to 

AS 14.25.009- 14.25.220.

* Sec. 3. AS 14.25.050(a) is amended to read:

(a) Except as provided in (c) and (e) of this section, beginning January 1, 

1991, each member shall contribute to the plan an amount equal to 8.65 percent of the 

member's base salary accrued from July 1 to the following June 30. [THE 

EMPLOYER SHALL DEDUCT THE CONTRIBUTION FROM THE MEMBER’S 

SALARY AT THE END OF EACH PAYROLL PERIOD, AND THE 

CONTRIBUTION SHALL BE CREDITED BY THE PLAN TO THE MEMBER 

CONTRIBUTION ACCOUNT. THE CONTRIBUTIONS SHALL BE DEDUCTED 

FROM EMPLOYEE COMPENSATION BEFORE THE COMPUTATION OF 

APPLICABLE FEDERAL TAXES AND SHALL BE TREATED AS EMPLOYER 

CONTRIBUTIONS UNDER 26 U.S.C. 414(h)(2). A MEMBER MAY NOT HAVE 

THE OPTION OF MAKING THE PAYROLL DEDUCTION DIRECTLY IN CASH 

INSTEAD OF HAVING THE CONTRIBUTION PICKED UP BY THE 

EMPLOYER.]

* Sec. 4. AS 14.25.050 is amended by adding new subsections to read:

(e) Except as provided in (a) and (c) of this section, a member who first 

participates in the plan after June 30, 2006, shall contribute to the plan an amount 

equal to eight percent of the employee's base salary accrued from July 1 to the 

following June 30.

(f) The employer shall deduct the contributions under (a) and (e) of this 

section from the member's salary at the end of each payroll period, and the 

contributions shall be credited by the plan to the member contribution account. The 

contributions shall be deducted from employee compensation before the computation 

of applicable federal taxes and shall be treated as employer contributions under 26 

U.S.C. 414(h)(2). A member may not have the option of making the payroll deduction
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directly in cash instead of having the contribution picked up by the employer.

* Sec. 5. AS 14.25.130(c) is amended to read:

(c) Once each year during the first five years following appointment to 

disability under this section, and once every three-year period thereafter, the 

administrator may require a disabled member who first became a member before 

July 1, 2006, and who has not attained eligibility for normal retirement to undergo a 

medical or mental examination by a competent physician. The administrator shall 

suspend any disability benefit for a disabled member who refuses to undergo a 

physical or mental examination when requested under this section.

* Sec. 6. AS 14.25.130 is amended by adding new subsections to read:

(g) A person who first becomes a member after June 30, 2006, and who is 

receiving a benefit under this section shall undergo a medical examination as often as 

the administrator considers advisable, but not more frequently than once each year. 

The administrator shall determine the place of the examination and engage the 

physician or physicians. If, in the judgment of the administrator, the examination 

indicates that the disabled member is no longer incapacitated because of a total and 

apparently permanent occupational disability, the administrator may not issue further 

disability benefits to the member.

(h) A person who first becomes a member after June 30, 2006, and who is 

appointed to disability benefits shall apply to the division of vocational rehabilitation 

of the Department of Labor and Workforce Development within 30 days after the date 

disability benefits commence. The member shall be enrolled in a rehabilitation 

program if the member meets the eligibility requirements of the division of vocational 

rehabilitation. Unless the member demonstrates cause, benefits shall terminate at the 

end of the first month in which a disabled member

( 1) fails to report to the division of vocational rehabilitation;

(2) is certified by the division of vocational rehabilitation as failing to 

cooperate in a vocational rehabilitation program;

(3) fails to interview for a job; or

(4) fails to accept a position offered.

* Sec. 7. AS 14.25.168(d) is amended to read:
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(d) A benefit recipient, or the surviving spouse of a benefit recipient, who 

first becomes a member before July 1, 2006, may elect major medical insurance 

coverage in accordance with regulations and under the following conditions:

(1) a benefit recipient [PERSON] who has less than 25 years of 

membership service and who is younger than 60 years of age must pay an amount 

equal to the full monthly group premium for retiree major medical insurance coverage;

(2) a disabled member, a disabled member who is appointed to normal 

retirement, a person 60 years of age or older, or a person who has at least 25 years of 

membership service is not required to make premium payments.

* Sec. 8. AS 14.25.168 is amended by adding a new subsection to read:

(g) A benefit recipient, or the surviving spouse of a benefit recipient, who first 

becomes a member after June 30, 2006, may elect major medical insurance coverage 

in accordance with regulations and under the following conditions:

(1) if the participating member or surviving spouse is not eligible for 

Medicare, the cost of a monthly premium for retiree major medical insurance coverage 

elected under this section is equal to the full monthly group premium for retiree major 

medical insurance coverage;

(2) if the participating member or surviving spouse is eligible for

Medicare, the cost of a monthly premium for retiree major medical insurance coverage 

is a percentage of the full monthly group premium, as follows:

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

years of service;

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

years of service;

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

years of service;

(3) the cost of a monthly premium paid by the member or the

member's surviving spouse for retiree major medical insurance coverage is

(A) 15 percent of the full monthly group premium if the

participating member has 25 or more years of service;

(B) 10 percent of the full monthly group premium if the
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(4) a disabled member or a disabled member who is appointed to 

normal retirement is not required to make premium payments.

* Sec. 9. AS 14.25.310 is amended to read:

Sec. 14.25.310. Applicability of AS 14.25.310 - 14.25.590. The provisions of 

AS 14.25.310- 14.25.590 apply only to

(1) teachers who first become members on or after July 1, 2006, and 

before the effective date of this section who do not transfer to a defined benefit 

retirement plan under AS 14.25.009 - 14.25.220 or AS 39.35.095 - 39.35.680:

12) teachers described in AS 14.25.330 who elect under that section 

to become [TO MEMBERS WHO ARE EMPLOYED BY EMPLOYERS THAT DO 

NOT PARTICIPATE IN THE DEFINED BENEFIT RETIREMENT PLAN 

ESTABLISHED UNDER AS 14.25.009 - 14.25.220, TO FORMER MEMBERS 

UNDER AS 14.25.220, OR TO] members; and

13) teachers who transferred [TRANSFER] into the defined 

contribution retirement plan under former AS 14.25.540.

* Sec. 10. AS 14.25.310 is amended by adding a new subsection to read:

(b) An employer that participates in the plan shall also participate in the 

defined benefit retirement plan under AS 14.25.009 - 14.25.220.

* Sec. 11. AS 14.25.330 is repealed and reenacted to read:

Sec. 14.25.330. Retirement plan election option, (a) A teacher who is first 

hired on or after the effective date of this section may make a one-time election to 

participate in the defined contribution retirement plan under AS 14.25.310 - 14.25.590 

retroactive to the date of hire and may transfer to that plan employee contributions, if 

any, and employer contributions, if any, that have been made to the defined benefit 

retirement plan under AS 14.25.009 - 14.25.220. Before employer contributions are 

transferred under this subsection, the administrator shall recalculate them under 

AS 14.25.070.

(b) The election to participate in the defined contribution retirement plan 

under (a) of this section must be made within 90 days after the date of hire, and be 

made in writing on a form and in the manner prescribed by the administrator. Before

WORK DRAFT WORK DRAFT 27-LS0281\R
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accepting an election to participate in the defined contribution retirement plan, the 

administrator shall, within 20 days after the administrator receives notification of the 

teacher's date of hire, provide the teacher eligible to make an election to participate in 

the defined contribution retirement plan under AS 14.25.310 - 14.25 590 with

( 1) information, including calculations to illustrate the effect of 

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

defined contribution retirement plan; and

(2) other information clearly to inform the teacher of the potential 

consequences of the teacher's election.

(c) An election made under (a) of this section to participate in the defined 

contribution retirement plan is irrevocable. Retroactive to the date of hire, the teacher 

shall be enrolled as a member of the defined contribution retirement plan under 

AS 14.25.310 - 14.25.590, the member's participation in the plan shall be governed by 

the provisions for the defined contribution retirement plan, and the member's 

participation in the defined benefit retirement plan under AS 14.25.009 - 14.25.220 

shall terminate. An election made by an eligible member who is married is not 

effective unless the election is signed by the member’s spouse.

(d) When a member makes an election under (a) of this section, the 

administrator shall cause the total amount of the member's employee and employer 

contributions, with investment earnings and losses through the final day of the 

member's participation in the defined contribution retirement plan, to be actuarially 

calculated and transferred to the member's designated account in the defined 

contribution retirement plan. The board shall establish transfer procedures by 

regulation, but the actual transfer may not be later than 30 days after the date the 

administrator receives the member's election form under (b) of this section, unless the 

major financial markets for securities available for a transfer are seriously disrupted by 

an unforeseen event that also causes the suspension of trading on any national 

securities exchange in the country where the securities were issued. In that event, the 

30-day period of time may be extended by a resolution of the board. Transfers are not 

commissionable or subject to other fees and may be in the form of securities or cash as 

determined by the board. Securities shall be valued on the date of receipt in the

CSSB 121 (ST A) -6-
N ew  T e x t  U n d e r l i n e d  [DELETED TEXT BRACKETED]



1

2

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

WORK DRAFT WORK DRAFT 27-LS0281\R

member’s account.

(e) An election made by an eligible member who is married is not effective 

unless the election is signed by the individual's spouse. An eligible member whose 

accounts are subject to a qualified domestic relations order may not make an election 

to participate in the defined contribution retirement plan under this section unless the 

qualified domestic relations order is amended or vacated and court-certified copies of 

the order are received by the administrator.

* Sec. 12. AS 39.35.095 is repealed and reenacted to read:

Sec. 39.35.095. Applicability of AS 39.35.095 - 39.35.680. (a) The provisions 

of AS 39.35.095 - 39.35.680 apply to public employees who are eligible to be 

members of the public employees' retirement system under AS 39.35.095 - 39.35.680 

and are not members o f the defined contribution retirement plan under AS 39.35.700 - 

39.35.990.

(b) A public organization or a municipality or other political subdivision of the 

state that participates in the plan shall also participate in the defined contribution 

retirement plan under AS 39.35.700 - 39.35.900.

* Sec. 13. AS 39.35 is amended by adding a new section to read:

Sec. 39.35.128. Participation of elected officials of political subdivisions, (a) 

A person who is an elected official of a political subdivision of the state and who has 

not participated in the plan or waived participation in the plan before July 1, 2013, is a 

member of the plan if

(1) the political subdivision has elected under AS 39.35.600 - 

39.35.650 to designate elected officials in the classifications of employees entitled to 

participate in the plan; and

(2) the elected official receives compensation from the political 

subdivision for services as an elected official in the amount of at least $2,001 a month.

(b) An elected official entitled to participate under this section, and who either 

has no previous service under the system with the political subdivision or is retired 

under the system, may file a waiver of participation in the plan with the administrator 

within 30 days after the later of July 1, 2013, or the date that the elected official's term 

of office begins. A waiver is irrevocable for the remainder of the elected official's
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service as an elected official or employee of the political subdivision.

* Sec. 14. AS 39.35.160(a) is amended to read:

(a) Subject to (el of this section, beginning [BEGINNING] January 1, 1987, 

each peace officer or firefighter shall contribute to the plan an amount equal to seven 

and one-half percent of the peace officer's or firefighter's compensation. Except as 

provided in (d) and (e) [(d)] of this section, beginning January 1, 1987, each other 

employee shall contribute to the plan an amount equal to six and three-quarters percent 

of the employee's compensation. [THE CONTRIBUTIONS SHALL BE DEDUCTED 

BY THE EMPLOYER AT THE END OF EACH PAYROLL PERIOD. THE 

CONTRIBUTIONS SHALL BE DEDUCTED FROM EMPLOYEE 

COMPENSATION BEFORE COMPUTATION OF APPLICABLE FEDERAL 

TAXES, AND THE CONTRIBUTIONS SHALL BE TREATED AS EMPLOYER 

CONTRIBUTIONS UNDER 26 U.S.C. 414(h)(2). A MEMBER MAY NOT HAVE 

THE OPTION OF MAKING THE PAYROLL DEDUCTION DIRECTLY INSTEAD 

OF HAVING THE CONTRIBUTION PICKED UP BY THE EMPLOYER.]

* Sec. 15. AS 39.35.160 is amended by adding new subsections to read:

(e) Except as provided in (a) and (d) of this section, an employee, including a 

peace officer or firefighter, who first participates in the plan after June 30, 2006, shall 

contribute to the plan an amount equal to eight percent of the employee's 

compensation.

(f) Contributions under (a) and (e) of this section shall be deducted by the 

employer at the end of each payroll period. The contributions shall be deducted from 

employee compensation before computation of applicable federal taxes, and the 

contributions shall be treated as employer contributions under 26 U.S.C. 414(h)(2). A 

member may not have the option of making the payroll deduction directly instead of 

having the contribution picked up by the employer.

* Sec. 16. AS 39.35.410(g) is amended to read:

(g) A disabled employee who first became a member before July 1, 2006, 

and who is receiving an occupational disability benefit shall undergo a medical 

examination as often as the administrator considers advisable but not more frequently 

than once each year. The administrator shall determine the place of the examination
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and engage the physician or physicians. If, in the judgment of the administrator, the 

examination indicates that the retired employee is no longer incapacitated because of a 

total and apparently permanent occupational disability, the administrator may not issue 

further disability benefits to the employee.

* Sec. 17. AS 39.35.410 is amended by adding a new subsection to read:

(k) A person who first becomes a member after June 30, 2006, and who is 

appointed to disability benefits shall apply to the division of vocational rehabilitation 

within 30 days after the date disability benefits commence. The employee shall be 

enrolled in a rehabilitation program if the employee meets the eligibility requirements 

of the division of vocational rehabilitation. Unless the employee demonstrates cause, 

benefits shall terminate at the end ofthe first month in which a disabled employee

(1) fails to report to the division of vocational rehabilitation;

(2) is certified by the division of vocational rehabilitation as failing to 

cooperate in a vocational rehabilitation program;

(3) fails to interview for a job; or

(4) fails to accept a position offered.

* Sec. 18. AS 39.35.535(c) is amended to read:

(c) A benefit recipient may elect major medical insurance coverage in 

accordance with regulations and under the following conditions:

( 1) a person, or the surviving spouse of a person, who becomes a 

member before July 1, 2006. other than a disabled member or a disabled member 

who is appointed to normal retirement, must pay an amount equal to the full monthly 

group premium for retiree major medical insurance coverage if the person is

(A) younger than 60 years of age and has less than

(i) 25 years of credited service as a peace officer under

AS 39.35.360 and 39.35.370; or

(ii) 30 years of credited service under AS 39.35.360 and

39.35.370 that is not service as a peace officer; or

(B) of any age and has less than 10 years of credited service;

(2) a person, or the surviving spouse of a person, who becomes a 

member before July 1, 2006, is not required to make premium payments for retiree
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major medical coverage if the person

(A) is a disabled member;

(B) is a disabled member who is appointed to normal

retirement;

(C) is 60 years of age or older and has at least 10 years of 

credited service; or

(D) has at least

(i) 25 years of credited service as a peace officer under 

AS 39.35.360 and 39.35.370; or

(ii) 30 years of credited service under AS 39.35.360 and

39.35.370 not as a peace officer^

(3) a benefit recipient who first becomes a member after June 30. 

2006, or a benefit recipient who is the surviving spouse of a person who first 

becomes a member after June 30, 2006, except as provided in (41 and (5) of this 

subsection, shall pay an amount equal to the full monthly group premium for 

retiree major medical insurance coverage; however, except as provided in (4) and 

(51 of this subsection, if the benefit recipient is eligible for Medicare, the cost of a 

monthly premium is a percentage of the full monthly group premium, as follows:

(A1 30 percent if the member has 10 or more, but less than 

15, years of service;

(B1 25 percent if the member has 15 or more, but less than 

20, years of service;

(Cl 20 percent if the member has 20 or more, but less than 

25, years of service;

(D1 15 percent if the member has 25 or more, but less than 

30, years of service not as a peace officer;

(4) except as provided in (51 of this subsection, a benefit recipient 

who first becomes a member after June 30, 2006, or a benefit recipient who is the 

surviving spouse of a person who first becomes a member after June 30, 2006. 

shall pay a monthly premium that is

(A1 15 percent of the cost of a full monthly group premium
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if the member has 25 or more, but less than 30. years of service as a peace 

officer; or

(B) 10 percent of the cost of a full monthly group premium 

if the member has 30 or more years of service;

(5) a benefit recipient who first becomes a member after June 30, 

2006, is not required to make premium payments for retiree major medical 

coverage if the recipient

(A) is a disabled member; or

(B) is a disabled member who is appointed to normal

retirement.

* Sec. 19. AS 39.35.620(k) is amended to read:

(k) Termination of an employer's participation in the plan does not bar future 

participation in the system by that employer if the employer is current with payments 

on amounts due under AS 39.35.625. [IF A PREVIOUSLY TERMINATED 

EMPLOYER RETURNS TO THE SYSTEM, THE EMPLOYER MAY ONLY 

PARTICIPATE IN THE PLAN ESTABLISHED UNDER AS 39.35.700 - 39.35.990. 

EMPLOYEES MAY BE CREDITED UNDER AS 39.35.700 - 39.35.990 ONLY 

WITH SERVICE SUBSEQUENT TO THE DATE OF RETURN.]

* Sec. 20. AS 39.35.680(18) is amended to read:

(18) "employer" means

(A) the State of Alaska;

(B) a political subdivision or public organization of the state 

that participates in the plan based on a resolution to participate in the plan that 

was approved by the administrator [ON OR BEFORE JULY 1, 2006]; or

(C) a political subdivision or public organization of the state 

that, as a result of consolidation or reorganization [THAT OCCURS ON OR 

AFTER JULY 1, 2006], assumes liability under the plan of a political 

subdivision or public organization described in (B) of this paragraph;

* Sec. 21. AS 39.35.700 is amended to read:

Sec. 39.35.700. Applicability of AS 39.35.700 - 39.35.990. The provisions of 

AS 39.35.700 - 39.35.990 apply only to
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(11 members first hired on or after July 1, 2006, and before the 

effective date of this section who do not transfer to a defined benefit retirement 

plan under AS 14.25.009 - 14.25.220 or AS 39.35.095 - 39.35.680:

(2) public employees described in AS 39.35.720 who elect under 

that section to become [TO MEMBERS WHO ARE EMPLOYED BY 

EMPLOYERS THAT DO NOT PARTICIPATE IN THE DEFINED BENEFIT

RETIREMENT PLAN ESTABLISHED UNDER AS 39.35.095 - 39.35.680, TO

FORMER MEMBERS AS DEFINED IN AS 39.35.680, OR TO] members: and

(3) members who transferred [TRANSFER] into the defined 

contribution retirement plan under former AS 39.35.940.

* Sec. 22. AS 39.35.700 is amended by adding a new subsection to read:

(b) A public organization under AS 39.35.680 or a municipality or other 

political subdivision of the state that participates in the plan shall also participate in 

the defined benefit retirement plan under AS 39.35.095 - 39.35.680.

* Sec. 23. AS 39.35.720 is repealed and reenacted to read:

Sec. 39.35.720. Retirement plan election option, (a) A public employee who 

is first hired on or after the effective date of this section may make a one-time election 

to participate in the defined contribution retirement plan under AS 39.35.700 - 

39.35.990 retroactive to the date of hire and may transfer to that plan employee 

contributions, if any, and employer contributions, if any, that have been made to the 

defined benefit retirement plan under AS 39.35.095 - 39.35.680. Before employer 

contributions are transferred under this subsection, the administrator shall recalculate 

them under AS 39.35.255.

(b) The election to participate in the defined contribution retirement plan 

under (a) of this section must be made within 90 days after the date of hire, and be 

made in writing on a form and in the manner prescribed by the administrator. Before 

accepting an election to participate in the defined contribution retirement plan under 

AS 39.35.700 - 39.35.990, the administrator shall, within 20 days after the 

administrator receives notice of the public employee's date of hire, provide the 

employee eligible to make an election to participate in the defined contribution 

retirement plan with

WORK DRAFT WORK DRAFT 27-LS0281\R
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( 1) information, including calculations to illustrate the effect of 

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

defined contribution retirement plan; and

(2) other information to clearly inform the employee of the potential 

consequences of the employee's election.

(c) An election made under (a) of this section to participate in the defined 

contribution retirement plan is irrevocable. Retroactive to the date of hire, the 

employee shall be enrolled as a member of the defined contribution retirement plan 

under AS 39.35.700 - 39.35.990, the member's participation in the plan shall be 

governed by the provisions for the defined contribution retirement plan, and the 

member’s participation in the defined benefit retirement plan under AS 39.35.095 - 

39.35.680 shall terminate. An election made by an eligible member who is married is 

not effective unless the election is signed by the member's spouse.

(d) When a member makes an election under (a) of this section, the 

administrator shall cause the total amount of the member's employee and employer 

contributions, with investment earnings and losses through the final day of the 

member's participation in the defined contribution retirement plan, to be actuarially 

calculated and transferred to the member's designated account in the defined 

contribution retirement plan. The board shall establish transfer procedures by 

regulation, but the actual transfer may not be later than 30 days after the date the 

administrator receives the member's completed election form under (b) of this section, 

unless the major financial markets for securities available for a transfer are seriously 

disrupted by an unforeseen event that also causes the suspension of trading on any 

national securities exchange in the country where the securities were issued. In that 

event, the 30-day period of time may be extended by a resolution of the board. 

Transfers are not commissionable or subject to other fees and may be in the form of 

securities or cash as determined by the board. Securities shall be valued on the date of 

receipt in the member's account.

(e) An election made by an eligible member who is married is not effective 

unless the election is signed by the individual's spouse. An eligible member whose 

accounts are subject to a qualified domestic relations order may not make an election
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to participate in the defined contribution retirement plan under this section unless the 

qualified domestic relations order is amended or vacated and court-certified copies of 

the order are received by the administrator.

* Sec. 24. AS 14.25.012(c), 14.25.540; AS 39.35.940, and 39.35.957(b) are repealed.

* Sec. 25. The uncodified law of the State of Alaska is amended by adding a new section to 

read:

RETIREMENT PLAN ELECTION CHOICE, (a) A teacher who was first hired after 

June 30, 2006, and before the effective date of this section and who is a member of the 

defined contribution plan of the teachers' retirement system under AS 14.25.310 - 14.25.590 

may make a one-time election, within 90 days after the effective date of this section, to 

participate in the defined benefit retirement plan under AS 14.25.009 - 14.25.220 and to 

transfer all contributions, including employer contributions, that have been made or should be 

made to the defined contribution retirement plan for service the member completes before the 

effective date of the member's participation in the defined benefit retirement plan.

(b) A public employee who was first hired after June 30, 2006, and before the 

effective date of this section and who is a member of the defined contribution plan of the 

public employees' retirement system under AS 39.35.700 - 39.35.990 may make a one-time 

election, within 90 days after the effective date of this section, to participate in the defined 

benefit retirement plan under AS 39.35.095 - 39.35.680 and to transfer all contributions, 

including employer contributions, that have been made or should be made to the defined 

contribution retirement plan for any service the member completes before the effective date of 

the member's participation in the defined benefit retirement plan.

* Sec. 26. The uncodified law of the State of Alaska is amended by adding a new section to 

read:

RETIREMENT PLAN ELECTION PROCEDURE; REGULATIONS REQUIRED,

(a) The election to participate in the defined benefit retirement plan under sec. 25 of this Act 

must be made in writing on forms and in the manner prescribed by the administrator. Before 

accepting an election to participate in the defined benefit retirement plan, the administrator 

shall provide the employee planning on making an election to participate in the defined 

benefit retirement plan with information, including calculations to illustrate the effect of 

moving the employee's retirement plan from the defined contribution retirement plan to the
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defined benefit retirement plan as well as other information clearly to inform the employee of 

the potential consequences of the employee's election.

(b) An election made under sec. 25 of this Act to participate in the defined benefit 

retirement plan is irrevocable. On the effective date of the election, the participant shall be 

enrolled as a member of the defined benefit retirement plan, the member's participation in the 

plan shall be governed by the provisions for the defined benefit retirement plan, and the 

member's participation in the defined contribution retirement plan shall terminate. The 

participant’s enrollment in the defined benefit retirement plan shall be effective retroactive to 

the date of hire. An election made by an eligible member who is married is not effective 

unless the election is signed by the individual's spouse.

(c) When a member makes a one-time election under sec. 25 of this Act, the 

administrator shall cause the total amount of the member's employee and employer 

contributions, with investment earnings and losses through the final day of the member's 

participation in the defined contribution retirement plan, to be actuarially calculated and, 

subject to (d) of this section, transferred to the pension fund in the defined benefit retirement 

plan. On the effective date of the member's participation in the defined benefit retirement 

plan, the member shall be credited with service in the defined benefit retirement plan that is 

equal to the member's service in years, including fractional years, recognized for computing 

benefits that may be due from the defined contribution retirement plan. The board shall 

establish transfer procedures by regulation, but the actual transfer may not be later than 30 

days after the date the administrator receives the member's completed election forms under (a) 

of this section, unless the major financial markets for securities available for a transfer are 

seriously disrupted by an unforeseen event that also causes the suspension of trading on any 

national securities exchange in the country where the securities were issued. In that event, the 

30-day period o f time may be extended by a resolution of the board. Transfers are not 

commissionable or subject to other fees and may be in the form of securities or cash as 

determined by the board. Securities shall be valued on the date o f receipt in the participant's 

account.

(d) If the value actuarially calculated under (c) of this section is insufficient to pay for 

a service credit equal to the participant's actual service, the administrator shall allow the 

participant to create an indebtedness up to the amount needed to eliminate the insufficiency;

-15-
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however, if that value exceeds the amount needed to pay for a service credit equal to the 

participant's actual service, the administrator shall cause the excess to be paid to the 

participant as a rollover transfer to either an individual employee annuity account in the 

Department o f Administration under the terms of AS 39.30.150 - 39.30.180 (Alaska 

Supplemental Annuity Plan) or, if the participant's employer does not participate in the Alaska 

Supplemental Annuity Plan, to an eligible retirement plan under AS 14.25.360(d) or 

AS 39.35.760(d). An excess under this subsection may not be used to purchase service credit 

in a retirement plan administered under AS 14.25 or AS 39.25.

(e) The provisions of this section are subject to the requirements of the Internal 

Revenue Code and the limitations under AS 14.25.010, 14.25.320(c) and (d), 14.25.490, 

AS 39.35.1 15, 39.35.678, 39.35.710(c) and (d), and 39.35.895.

(f) In this section,

(1 ) "administrator" means the commissioner of administration or the person 

designated by the commissioner of administration under AS 39.35.003 for a public 

employees' retirement plan and under AS 14.25.003 for a teachers' retirement plan;

(2) "board" means the Alaska Retirement Management Board established 

under AS 37.10.210;

(3) "defined benefit retirement plan" means the retirement plan established

under

(A) AS 14.25.009 - 14.25.220 for a teacher; or

(B) AS 39.35.095 - 39.35.680 for a public employee;

(4) "defined contribution retirement plan" means the retirement plan 

established under

(A) AS 14.25.310 - 14.25.590 for a teacher; or

(B) AS 39.35.700 - 39.35.990 for a public employee;

(5) "Internal Revenue Code" the meaning given in AS 39.35.990.

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

read:

ADOPTION OF REGULATIONS. The commissioner of administration shall adopt 

regulations necessary to implement the changes made by this Act. The regulations take effect 

under AS 44.62 (Administrative Procedure Act), but not before the effective date of the law

CSSB 121 (ST A) -16-
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implemented by the regulation.

* Sec. 28. Sections 26 and 27 of this Act take effect immediately under AS 01.10.070(c).

* Sec. 29. Except as provided in sec. 28 of this Act, this Act takes effect July 1, 2013.
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S e n a t o r  D e n n is  E g a n

SB 121 -  Alaska Pensions

Sponsor Statement

SB 121 lets teachers, Troopers, firefighters and other public employees choose one of 
two state retirement systems: an individual defined contribution retirement account, or 
earning a defined benefit pension.

A defined benefit pension takes time to earn, but rewards a record of public service by 
paying a guaranteed monthly benefit and, for long-term employees, health insurance. An 
individual defined contribution account is portable from one employer to another, and 
flexible in how it can be used, but makes no guarantees. SB 121 will let newly hired 
public servants in Alaska choose the one that fits best.

SB 121 creates a new more stable, more predictable defined benefit pension tier for 
teachers and public employees. A few years ago, Alaska beefed up oversight of the 
pension system. Now we have two actuaries analyzing the health of the pension trusts, 
there are more frequent experience studies and the law bars the practice of sometimes 
paying less than the cost of benefits. SB 121 keeps these smart reforms, making Alaska 
pensions stronger than ever.

And the defined benefit pensions for new employees under SB 121 will cost employers 
less than the pension tiers that came before, saving money for schools, cities, and the 
State of Alaska.

Alaska teachers and public employees don’t earn Social Security, and many even lose 
Social Security benefits they earned in past jobs. So for most, a defined benefit pension 
makes sense. Other employees will choose individual defined contribution accounts 
because they prefer flexibility, portability, and control, or because their plans do not 
include long-term service in the public sector. SB 121 maintains their option to choose 
an individual account.

The teachers who educate our children, the police and firefighters who protect our 
families, and the public employees who serve our state and cities will be able to choose 
the benefit that best fits their service.

--------------------------------------------------- A l a s k a  Se n a t e ................................... ...................................
St a t e  C a p it o l  • Ju n e a u , A l a s k a  9 9 8 0 i- i i8 2  • (907) 465-4947 • f a x  (907) 465-2108

Se n a t o r .d e n n is .e g a n @l e g is .s t a t e .a k .u s

mailto:Senator.dennis.egan@legis.state.ak.us


William B. Fornia, FSA | President

March 8, 2011
CONFIDENTIAL

Alaska Public Pension Coalition 

Subject: Analysis of Egan Bill 

Dear Coalition Partners:

We have analyzed the actuarial impact of the February 12, 2011 draft Bill from Senator Egan which 
would modify the retirement program for those now covered by the Defined Contribution Retirement 
(DCR) program.

The primary features of the bill are:

• Those hired on or after July 1, 2006 would receive the retirement, death and disability benefits 
currently provided by Tier 2 of TRS and Tier 3 of PERS, rather than the DCR benefits under Tier 3 
of TRS and Tier 4 of PERS.

• Peace Officers and firefighters in PERS would contribute 7.50% of pay; other PERS members
would contribute 6.75%; those in TRS would contribute 8.65%

• Those individuals would be eligible to receive retiree major medical coverage without having to 
pay premiums, under the following conditions:

o For teachers, after June 30, 2011 new retirees are eligible with 25 years of service or at 
the age of Medicare eligibility [65] with at least 8 years of service, 

o For peace officers and firefighters, after June 30, 2011 new members are eligible with 25
years of service or at the age of Medicare eligibility [65] with at least 10 years of service, 

o For other PERS members, after June 30, 2011 new members are eligible with 30 years of 
service or at the age of Medicare eligibility [65] with at least 10 years of service.

This information is provided according to PTA's understanding and interpretation ofthe Work Draft 
legislation. Please advise us if our interpretation above is not consistent with your understanding. If so, 
our findings would differ.

The major implications of the bill as we see it are:

• Pension benefits will revert to the prior defined benefit plan tiers

• Retiree health benefits will be stronger than those under DCR, but not as strong as those 
provided under the latest tier DB plans. Retiree health care premiums are paid as illustrated by 
the following table:
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Teachers Peace Officers & 
Firefighters

Other PERS

Latest Tier DB Plan Health Care 
Eligibility

Age 60 or 25 years Age 60 or 25 years Age 60 or 30 years

DCR Program Health Care Eligibility Medicare Age [65] Medicare Age [65] Medicare Age [65]

Egan Bill Health Care Eligibility Medicare Age [65] 
with 8 years or any 
age with 25 years

Medicare Age [65] 
with 10 years or any 

age with 25 years

Medicare Age [65] 
with 10 years or any 

age with 30 years

Cost Comparisons

The actuary for the Alaska Department of Administration Division of Retirement Benefits regularly 
reports on the financial condition of the Alaska Public Employees' Retirement System (PERS) and Alaska 
Teachers' Retirement System (TRS). These analyses are conducted primarily through an "actuarial 
valuation", which calculates the plans costs and liabilities. The actuary has calculated the Normal Cost 
under both the prior tier DB plans as well as under the DCR program. We have been asked to estimate 
the costs of the proposed program in the draft Egan bill. These cost estimates are being done without 
the benefit of the full actuarial data that would be used by the actuary. Consequently, their numbers will 
likely be different than ours, and more correct. We also understand that the actuarially assumed rate of 
investment return is being reduced from 8.25% to 8.00%. Our estimates are still based on 8.25%, so the 
"official" cost numbers will likely be slightly higher than ours.

The following tables develop our cost estimates and compare the three programs:

PENSION
TRUSTEE
ADVISORS
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Teachers Retirement System DB Plan Tier 2 DCR Plan Tier 3 Proposed Tier 4

Total Retirement Normal Cost 11.39% NA 11.39%

Member Contributions (8.65%) (8.00%) (8.65%)

Net Employer Retirement Normal Cost 2.74% NA 2.74%

DC Employer Contribution Rate NA 7.00% NA

Occupational Death and Disability Normal 
Cost Rate

NA 0.05% NA

Medical Normal Cost Rate 5.33% 0.64% 4.52%

HRA Contribution Rate NA 3.00% NA

Total Employer Cost 8.07% 10.69% 7.26%

DCR Payroll during FY 2011 $59,750,000 $59,750,000 $59,750,000

Total Employer Cost on FY 2011 Basis $4,800,000 $6,400,000 $4,300,000

Public Employees Retirement System -  
Peace Officers & Firefighters

DB Plan Tier 3 DCR Plan Tier 4 Proposed Tier 5

Total Retirement Normal Cost 12.30% NA 12.30%

Member Contributions (7.50%) (8.00%) (7.50%)

Net Employer Retirement Normal Cost 4.80% NA 4.80%

DC Employer Contribution Rate NA 5.00% NA

Occupational Death and Disability Normal 
Cost Rate

NA 1.04% NA

Medical Normal Cost Rate 5.90% 0.43% 5.35%

HRA Contribution Rate NA 3.00% NA

Total Employer Cost 10.70% 9.47% 10.15%

DCR Payroll during FY 2011 $21,192,000 $21,192,000 $21,192,000

Total Employer Cost on FY 2011 Basis $2,300,000 $2,000,000
.

$2,200,000

PENSION
TRUSTEE
ADVISORS
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Other Public Employees Retirement 
System Members

DB Plan Tier 3 DCR Plan Tier 4 Proposed Tier 5

Total Retirement Normal Cost 9.58% NA 9.58%

Member Contributions (6.75%) (8.00%) (6.75%)

Net Employer Retirement Normal Cost 2.83% NA 2.83%

DC Employer Contribution Rate NA 5.00% NA

Occupational Death and Disability Normal 
Cost Rate

NA 0.16% NA

Medical Normal Cost Rate 7.00% 0.56% 3.60%

HRA Contribution Rate NA 3.00% NA

Total Employer Cost 9.83% 8.72% 6.43%

DCR Payroll during FY 2011 $200,739,000 $200,739,000 $200,739,000

Total Employer Cost on FY 2011 Basis $19,700,000 $17,500,000 $12,900,000

Some of these cost comparisons are very intriguing. Note that the costs for the Peace Officers and 
Firefighters are roughly comparable to the Tier 3 and Tier 4 costs. But the costs for Other PERS member 
is dramatically lower than either the Tier 3 or Tier 4 costs. This is because they are losing significantly on 
the medical premium payments, by no longer being able to retire at age 60 with premium payment 
made by the plan unless they have 30 years of service. I estimate that only about a third of these Other 
PERS members would have 30 years by the time they attain age 65, meaning that this benefit would 
have no value for most of them. That is the reason the medical normal cost rate is so much lower for 
Other PERS Tier 5 than for Other PERS Tier 3. It will be interesting to see what the "official" actuarial cost 
determination is.

Please also realize that the cost determinations above do not include any cost for the retroactive feature 
of the bill. I understand that those costs were estimated to be $37 million in 2009. We do not have the 
data necessary to make an estimate of the cost this year. Because of the market recovery, the cost 
might possibly have decreased since 2009.

Conclusions.

The proposed program would result in stronger pension benefits through the return of the Defined 
Benefit plan for members hired since 2006. It would provide improved health care plan benefits, but no 
future HRA contributions. Member contribution rates would decrease for PERS members and increase 
slightly for TRS members. As a result of all this, employer costs on a FV 2011 basis would increase by 
about $200,000 for PERS Peace Officer and Firefighter members, but would decrease substantially for 
TRS ($2.1 million) and Other PERS ($4.6 million) members. In total, employer costs would fall by about 
$6 million.

PENSION
TRUSTEE
ADVISORS
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The PERS and TRS actuary will calculate more precise costs, based on complete data and their new 
actuarial assumptions. The costs above should be considered a starting point for analysis of the bill.

The work reflected herein was conducted by Pension Trustee Advisors under my direction. I look 
forward to discussing this with you further.

William B. Fornia, FSA 
President

Cc:

Joelle Hall, Alaska AFLCIO
Lydia Garcia, NEA Alaska
Derek Hsieh, APDEA
Bruce Ludwig, APEA/AFT
Jim Duncan, ASEA/AFSCME Local 52
Norm Ruggles, PTA

Sincerely,

PENSION
TRUSTEE
ADVISORS



Alaska Division of Retirement and Benefits

Teachers’ Retirement System (TRS) Plan Comparison Chart

Feature
Tier 1

July 1 ,1 9 5 5 -J u n e  30 ,1990
Tier II

Entered on or after July 1 ,1990
Tier III

Entered on or after July 1 ,2006

Employee Contribution Pre-tax employee contribution: 
8.65% beginning 1/1/91

Pre-tax employee contribution: 
8.65% beginning 1/1/91

Pre-tax employee contribution:
8%
Employee may make additional contributions.

Employer Contribution

■ • '

Determined by annual actuarial valuation. Determined by annual actuarial valuation. 7% - DC account
1.75% Health Plan - determined by annual actuarial valuation after 
FY07.

HRA - Flat dollar amount per employee based on 3% of the 
employer's average annual employee compensation.

Vesting Members vest with 8 years of service. Members vest with 8 years of service. 100% vested in employee contributions from inception. Vested in 
employer contributions based on the following schedule: 25%  
after 2 years of service, 50%  after 3 years, 75% after 4  years and 

100% after five years.

Qualifications for Retirement Normal retirement age is 55, with early retirement at age 50; 
teachers can retire at any age after 20 years of membership 

service.

Normal retirement age is 60, with early retirement at age 
55; teachers can retire at any age after 20 years of 
membership service.

None for investment account. Taxes and penalties may apply if 
withdrawn before age 591 /2 . See requirements for Retirement 
Medical Coverage.

Benefit Calculation Formula

- T ^

- .

Benefit formula is 2% for the first 20 years and all years of 
service prior to July 1 ,1990 ,2.5% thereafter. Benefit 
calculation is determined on the average of the high three 

contract salaries.

Benefit formula is 2% for the first 20 years, 2.5%  

thereafter. Benefit calculation is determined on the 
average of the high three contract salaries.

DC account balance plus investment earnings.

.
Alaska Cost-of-living 
Increases (COLA)

An Alaska Cost-of-Living Allowance is payable to benefit 
recipients who remain domiciled in Alaska after retirement. 
The allowance is 10% of the base benefit.

An Alaska Cost-of-Living Allowance is payable to benefit 
recipients 65 or older or disability benefit recipients 

regardless of age who remain domiciled in Alaska after 
retirement. The allowance is 10% of the base benefit.

None provided.

M ore detailed information m a y b e  found on the Division website, W W W .State.ak.U S/dfb, or in the T R S  Information Handbook.
G :/pub lica tions/handbooks/trs  t ie r chart.doc (R ev. 3 /06)

http://WWW.State.ak.US/dfb


Feature
Tier 1

July 1 ,1 955  -  June 30 ,1990
Tier 11

Entered on or after July 1 ,1990
Tier III

Entered on or after July 1 ,2006

: r : r :

PRPA increases granted on an ad hoc basis. If an ad hoc is 

not granted, tier I employees must be age 60 or over or 
receiving benefits for 8 years to qualify for the automatic 

PRPA. The automatic PRPA legislated in 1990 applied to 

all members regardless of hire date.

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

None provided.

ft,

Medical coverage is provided to all benefit recipients and 

their eligible dependents. The retiree medical plan premium 

is paid by the retirement system.

The retirement system pays the retiree medical plan 
premium for all disabilitants regardless of age, for retirees 

and survivors over age 60 and for retirees with at least 25 

years of membership service. This coverage includes 
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.

Access to medical coverage at Medicare eligible age with 10 years 
of service or at any age with 30 years of service. Must retire 

directly from the system. If not eligible for Medicare, must pay full 
premium. May use health reimbursement arrangement (HRA) 
account to pay premiums. Once the HRA is exhausted, member 
self- pays premiums.

When eligible for Medicare, the percentage of premium paid by the 
retiree or surviving spouse is:

10-14 years of service - 30%
15-19 years - 25%
20-24 years-2 0%
25-29 years -1 5%
30 years or more -1 0%

Disability Benefits

’ p S l f ® t ■

Disability benefits are 50%  of base salary, plus 10% for 
each eligible dependent child up to a maximum of 4 

children.

Disability benefits are 50% of base salary, plus 10% for 
each eligible dependent child up to a maximum of 4 
children.

Must be a total and presumably permanent disability whose cause 
is directly related to performance of duties of the job or an on the 
job injury. Benefit is 40% of salary, earns service while on 

occupational disability. Employer continues to make all required 
contributions as if the member were working, plus the member's 
required contributions to the DC account, without deduction from 

the member's disability payment.

Disability benefits cease when the member becomes eligible for 
normal retirement at Medicare eligible age and 10 years of service 

or at any age with 30 years of service. No medical insurance until 
eligible for normal retirement.

M ore detailed information m a y  be found on the Division website, WWW.StatG.ak.US/drb, or in the T R S  Information Handbook.
G :/pub lica tions/handbooks/trs  t ie r chart.doc (R ev. 3 /06)

http://WWW.StatG.ak.US/drb
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Key Findings

Benefits paid by state and 
local pension plans support a 
significant amount o f economic 
activ ity  in the state o f Alaska.

Pension benefits received by 
retirees are spent in the local 
community.This spending ripples 
through the economy, as one 
person's spending becomes 
another person’s income, creating 
a multiplier effect.

Expenditures stemming from  
state and local pensions 
supported...

• 6,270 jobs tha t paid $385.2
million in wages and salaries

• $1.0 billion in to ta l economic
output

• $155.5 million in federal,
state, and local tax revenues

... in the state of Alaska

Each dollar paid out in pension 
benefits supported $1.25 in to ta l 
economic activ ity  in Alaska.

Each dollar "invested" by 
Alaska taxpayers in these

P e n s i o n o m i c s :
Measuring the Econom ic Im pact o f  S ta te  and Lo ca l  Pension Plans

Overview
Expenditures made by retirees of state and local government provide a steady 
economic stimulus to Alaska communities and the state economy. In 2006, 34,962 
residents of Alaska received a total of $819.50 million in pension benefits from state 
and local pension plans, with $808.64 million paid from plans within the state and the 
remainder originating from plans in other states.

The average pension benefit received was $1,953 per month or $23,440 per year. These 
modest benefits provide retired teachers, public safety personnel and others who served 
the public during their working careers income to meet basic needs in retirement.

Impact on Jobs and Incomes
Retiree expenditures stemming from state and local pension plan benefits supported 
6,270 jobs in the state. The total income to state residents supported by pension 
expenditures was $385.2 million.

Of this, the greatest share, $188.0 million, was comprised of employee compensation 
(wages and salaries). Proprietors’ income (self-employment income) represented 
$33.6 million, and other property income (including payments from interest, rent, 
royalties, profits and dividends) totaled $163.6 million.

Economic Impact
State and local pension funds in Alaska and other states paid a total of $819.50 million 
in benefits to Alaska residents in 2006. Retirees’ expenditures from these benefits 
supported a total of $1.0 billion in total economic output in the state, and $430.7 
million in value added in the state.

$790.8 million in direct economic impacts were supported by retirees’ expenditures 
on goods and services from businesses in the state. An additional $120.4 million in 
indirect economic impact resulted when these businesses purchased additional goods 
and services, generating additional income in the local economy. $112.8 million in 
induced impacts occurred when employees hired by businesses as a result of the direct 
and indirect impacts made expenditures, supporting even more additional income.

i-------------------------------  Total Economic Impact 1.0 billion -----------------------1

economic activ ity  in the state.
\

N

DIRECT ' INDIRECT I  INDUCED
IMPACT IMPACT 1  IMPACT

... ............................ ........  i
: 120.4 m illion

;

1  112.8 m illion

For more information on the data and methodology used for these estimates, please refer to Pensionomics: Measuring the Economic Impact of State and Local Pension Plans 
National Institute on Retirement Security: Washington D C. February 2009. www.nirsonline.org

http://www.nirsonline.org
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Economic Multipliers

Taxpayer Contribution Factor*

$1.00
con tribu ted  by Alaska taxpayers 
to  s ta te  and local pensions

Pension Benefit Multiplier

$6.35
to ta l economic a c tiv ity

$1.00
pension bene fits  paid to 
re tirees  in Alaska

$1.25
to ta l economic a c tiv ity

Each $1 in taxpayer contributions 
to Alaska's state and local 
pension plans supported $6.35 
in to ta l output in the state. This 
reflects the fact that taxpayer 
contributions are a minor source 
o f financing fo r retirement 
benefits - investment earnings 
and employee contributions 
finance the lion's share.

Each $1 in state and local 
pension benefits paid to 
Alaska residents ultimately 
supported $1.25 in to ta l output 
in the state. This "multiplier" 
incorporates the direct, indirect, 
and induced impacts o f retiree 
spending, as it  ripples through 
the state economy.

J
* C a u tio n  shou ld  be  used  in  in te rp re tin g  th is  num ber, because the  C ensus  d a ta  used  reflect th e  taxable status o f  co n trib u tio n s  only; because em ployee co n tribu tions  
m ay be rep o rted  as taxpayer co n trib u tio n s , th e  m u ltip lie r  here m ay be u nderes tim ated .

Impact on Tax Revenues
State and local pension payments made to Alaska residents 
supported a total of $155.5 million in revenue to federal, state 
and local governments. Taxes paid by retirees and beneficiaries 
directly out of pension payments totaled $28.7 million. Taxes 
attributable to direct, indirect and induced expenditures 
accounted for $126.8 million in tax revenue.

Federal Tax 87.5 m illion

S ta te /Loca l Tax 67.8 m illion

Other Corporate Taxes 0.2 m illion

Total $155.5 million

Economic Impacts by Industry Sector
The economic impact of state and local pension benefits was broadly felt across various industry sectors in the state. The ten 
industry sectors with the largest employment impacts are presented in the table below.

Industry
Employment Impact 

(# Jobs)
Value Added Impact 

($ millions)
Income Impact 

($ millions)
Output Impact 

($ millions)

Health Care and Social Assistance 1,354 $75.0 $74.2 $119.1

Retail Trade 1,331 64.4 50.9 97.0

Accommodation and Food Services 839 26.7 23.8 50.0

Other Services (Except Public Administration) 479 14.2 13.3 27.1

Real Estate and Rental and Leasing 452 33.8 28.2 50.8

Professional, Scientific, and Technical Services 229 11.8 11.5 23.2

Arts, Entertainment, and Recreation 229 6.2 5.6 10.8

Finance and Insurance 227 24.2 23.3 43.9

Public Administration 196 10.1 10.1 20.7

Transportation and Warehousing 187 11.4 10.8 22.0



Alaska Division of Retirement and Benefits
Public Employees’ Retirement System (PERS) Plan Comparison Chart

Feature Tierl 1/1/61-6/30/86 Tier II Entered on or after 7/1/86 Tier III Entered on or after 7/1/96 Tier IV Entered on or after 7/1/06

E m p lo y e e
C o n tr ib u tio n

Pre-tax employee 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

Pre-tax employee 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

Pre-tax employee 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

Pre-tax employee contribution:
8% all employees
Employee may make additional contributions.

E m p lo y er
C o n trib u tio n

Determined by annual actuarial valuation. Determined by annual actuarial valuation. Determined by annual actuarial valuation. 5% DC Account
1.75% Health Plan - determined by annual actuarial valuation after FY07.

HRA - Flat dollar amount per employee based on 3% of the employer’s average 
annual employee compensation.

.4% Disability - P/F .3 All others

V e s tin g Members vest with 5 years of service. Members vest with 5 years of sen/ice. Members vest with 5 years of sen/ice. 100% vested in employee contributions from inception. Vested in employer 
contributions based on the following schedule: 25% after 2 years of service, 
50% after 3 years, 75% after 4 years and 100% after five years.

Q u a lific a tio n s  fo r  
R e tire m e n t

Normal retirement age is 55, with early 
retirement at age 50; police/fire members 
can retire at any age after 20 years of 
police/fire service; all other members can 
retire at any age after 30 years of 
membership service. Early retirement 
reduction will be 1/2% per month or 6% per 
year for every year less than the required 
normal retirement age.

Normal retirement age is 60, with early 
retirement at age 55; police/fire members 
can retire at any age after 20 years of 
police/fire service; all other members can 
retire at any age after 30 years of 
membership service. Early retirement 
reduction will be 1/2% per month or 6% per 
year for every year less than the required 
normal retirement age.

Normal retirement age is 60, with early 
retirement at age 55; police/fire members 
can retire at any age after 20 years of 
police/fire service; all other members can 
retire at any age after 30 years of 
membership service. Early retirement 
reduction will be 1/2% per month or 6% per 
year for every year less than the required 
normal retirement age.

None for investment account. Taxes and penalties may apply if withdrawn 
before age 59-1/2. See requirements for Retirement Medical Coverage.

B e n e fit C a lc u la tio n  
F o rm u la

Benefit formula is 2% for first 10 years and 
all years of service prior to July 1,1986,
2.25% for the next 10 years, 2.5% per year 
thereafter. Benefit calculation is determined 
on the average of the high three 
consecutive years’ salary. Police/Fire -2 %  
X 1 0 ,2.5% over 10.

Benefit formula is 2% for first 10 years, 
2.25% tor the next 10 years, and 2.5% per 
year thereafter. Benefit calculation is 
determined on the average of the high three 
consecutive years’ salary.

Police/Fire - 2% X 10,2.5% over 10.

Benefit formulas did not change; however, 
the benefit calculation is determined on the 
average of the high five consecutive years’ 
salary. The benefit calculation for police and 
fire members is the average of the high 
three consecutive years regardless of tier 
(effective 2002).

DC account balance plus investment earnings. May be received in several 
different payment options. Payout options include lump sum payments, 
rollovers to another qualified plan, or annuities. Annuities may be taken as a 
lifetime annuity, joint and survivor annuity, or for a period certain.

A la s k a  C o s t-o f- 
liv in g  In c re ase s  
(C O L A )

An Alaska Cost-of-Living Allowance is 
payable to benefit recipients who remain 
domiciled in Alaska after retirement. The 
allowance is $50 or 10% of the base 
benefit, whichever is greater.

An Alaska Cost-of-Living Allowance is 
payable to benefit recipients 65 or older or 
disability benefit recipients regardless of 
age who remain domiciled in Alaska after 
retirement. The allowance is $50 or 10% of 
the base benefit, whichever is greater.

An Alaska Cost-of-Living Allowance is 
payable to benefit recipients 65 or older or 
disability benefit recipients regardless of 
age who remain domiciled in Alaska after 
retirement. The allowance is $50 or 10% of

None provided.

More detailed information may be found on the Division website, w w w .state.ak.us/drb. or in the PERS Information Handbook.‘Credited service includes all service used in the calculation of a retirement benefit. G :/publications/handbooks/pers tie r chart.doc (R ev. 9/06)

http://www.state.ak.us/drb


Feature Tierl 1/1/61-6/30/86 Tier II Entered on or after 7/1/86 Tier III Entered on or after 7/1/96 Tier IV Entered on or after 7/1/06
the base benefit, whichever is greater.

P o st R e tire m e n t 
P en s io n  
A d ju s tm e n ts  
(P R  PA )

(In fla tio n
P ro te c tio n )

PRPA increases granted on an ad hoc 
basis. If an ad hoc is not granted, tier I 
employees must be age 60 or over or 
receiving benefits for 5 years to qualify for 
the automatic PRPA. The automatic PRPA 
legislated in 1986 applied to all members 
regardless of hire date.

Automatic PRPA adjustments to disabled 
members, retirees 60 and over, and those 
who have received benefits for 5 years.

Automatic PRPA adjustments to disabled 
members, retirees 60 and over, and those 
who have received benefits for 5 years.

None provided.

R e tire m e n t 
M e d ic a l C o v e ra g e

Medical coverage is provided to all benefit 
recipients and their eligible dependents.
The retiree medical plan premium is paid by 
the retirement system.

Medical coverage is provided to 
disabilitants, regardless of age and benefit 
recipients over age 60 or

•  Peace officer/fire members with 25 
years of police/fire service

•  all other members with 30 years of 
membership service

and their eligible dependents. The 
retirement system pays the retiree medical 
plan premium. Retirees and survivors 
under age 60 must pay the full premium 
cost if they want coverage.

Same as Tier II. However, employees must 
accrue a minimum of 10 years of credited 
service", to have system-paid coverage at 
age 60. Employees with less than 10 years 
must pay the full premiums as long as they 
wish to continue medical coverage.

Access to medical coverage at Medicare eligible age with 10 years of service or 
at any age with 25 years of service for peace officers and firefighters or with 30 
years of service for all others. Must retire directly from the system. If not eligible 
for Medicare, must pay full premium.

May use health reimbursement arrangement (HRA) account to pay premiums. 
Once the HRA is exhausted, member self- pays premiums.

When eligible for Medicare, the percentage of premium paid by the retiree or 
surviving spouse is:

10-14 years of service - 30%
15-19 years-25%
20-24 years - 20%
25-29 years -15%
30 years or more -10%

D is a b ility  B en e fits Disability benefits for members: 
nonoccupational disability benefits are 
calculated as a normal retirement. 
Occupational disability provides 40% of the 
gross monthly compensation. Different 
occupational disability formula available 
before 7/1/76.

Disability benefits for members: 
nonoccupational disability benefits are 
calculated as a normal retirement. 
Occupational disability provides 40% of the 
gross monthly compensation.

Disability benefits for members: 
nonoccupational disability benefits are 
calculated as a normal retirement. 
Occupational disability provides 40% of the 
gross monthly compensation.

Must be a total and presumably permanent disability whose cause is directly 
related to performance of duties of the job or an on the job injury. Benefit is 
40% of salary, earns service while on occupational disability. Employer 
continues to make all required contributions as if the member were working, 
plus the member's required contributions to the DC account, without deduction 
from the member's disability payment.

Disability benefits cease when the member becomes eligible for normal 
retirement at Medicare eligible age and 10 years of service or at any age with 25 
years of service for peace officers and firefighters or with 30 years of service for 
all others.

Medical insurance is available to members receiving disability when member is 
eligible for a normal retirement.

More detailed information may be found on the Division website, w w w .state.ak.us/drb. or in the PERS Information Handbook."Credited service includes all service used in the calculation of a retirement benefit. G :/pub lica tions/handbooks/pers tie r chart.doc (R ev. 9/06)

http://www.state.ak.us/drb
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L egislation has been proposed in several states to replace state and 
local government defined benefit (DB) retirement plans with defined 
contribution (DC) plans. At issue is not whether state and local em­
ployees should have access to DC plans—many already do in con­
junction with their DB plans or else through supplemental DC-type 

plans, which play a useful role in providing additional tax-deferred retirement 
savings.1 Rather the issue is whether defined benefit plans should be eliminated 
and replaced with defined contribution plans.

While recognizing that DC plans are useful in providing supplemental retire­
ment benefits, this paper discusses the advantages of maintaining state and local 
DB plans and argues against replacing them with DC plans. Eliminating the 
DB plan and switching to a DC plan is likely to be a lose-lose situation for gov­
ernments, their employees, and taxpayers for many reasons. After briefly de­
scribing how DB and DC plans work, this paper will discuss the following 10 
advantages of retaining DB plans:

• Retaining a DB plan is likely to cost state and local governments less 
over the short term. The long-term cost savings of switching to a DC 
plan are uncertain at best.

• Almost all state and local DB plans provide disability and survivor bene­
fits as well as retirement income. Switching to a DC plan would require em­
ployers to obtain these benefits from another source, likely at a higher cost.

• DB plans enhance the ability of state and local governments to attract 
qualified employees and retain them throughout their careers. Switch­
ing to a DC plan would limit this ability, possibly producing or exacer­
bating labor shortages in key service areas by increasing employee 
turnover rates. Higher turnover rates result in increased training costs 
and lower levels of productivity that can, in turn, result in the need for 
a larger total workforce.

1 Examples o f DC-type plans available to  state and local employees include governm ental deferred com pensation plans (also 
know n as “457  plans” ) and 403(b) annuities. In addition, some state and local employees are also covered by 401(k) plans, 
if the plans were established before M ay 6, 1986. As reported  by the N ationw ide Retirem ent Education Institute in their 
2004 report America’s Retirement Voice: Public Sector Retirement Yesterday, Today, and Tomorrow, governm ental 457  
plans are in place for m ost large and  mid-size cities and  counties and all 50 states, covering approxim ately 3 m illion par­
ticipants. A ccording to a 2006 survey by the N ational Association of G overnm ent D efined C ontribution  A dm inistrators 
(NAGDCA), 7.4 million governm ental employees are eligible to  participate in some form  o f defined contribution plan. This 
represents about half of cu rren t state and local governm ent employees.
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• DB plans help state and local governments manage their labor force by providing 
flexible incentives that encourage employees to work longer or retire earlier, de­
pending on the circumstances. Switching to a DC plan would limit this flexibility 
and make these incentives more expensive for the employer.

• By pooling risk over a relatively large number of participants, DB plans lower the 
overall risk do to investment losses and participants outliving retirement benifits. 
Switching to a DC plan would require each individual to bear these risks alone, 
consequently requiring higher contributions than if the risks were pooled.

• DB plans earn higher investment returns and pay lower investment management 
fees, on average, than DC plans. Switching to a DC plan is likely to lower invest­
ment earnings used to finance retirement benefits and increase management costs, 
to the detriment of plan participants.

• DB plan investment earnings reduce future employer contributions. Switching to 
a DC plan would prevent state and local governments from reducing employer con­
tributions through investment earnings, which currently fund over two-thirds of 
public retirement benefits.

• DB plans provide secure retirement benefits based on a person’s salary and period 
of service. Switching to a DC plan is likely to result in lower and less secure re­
tirement benefits for many long-term governmental employees, including firefight­
ers, police officers, and teachers, who constitute over half of state and local 
government workers.2 State and local employees who are without Social Security 
coverage would be put at even greater risk.

• DB plans help sustain state and local economies by providing adequate and steady 
retirement benefits for a significant portion of the workforce. Switching to a DC 
plan may slow state and local economies, since a large number of retirees would 
likely receive lower retirement benefits.

• DB plans provide benefits that help ensure an adequate standard of living through­
out retirement. Switching to a DC plan likely would result in pressure on state and 
local governments to augment DC plan benefits and require increased financial as­
sistance for retirees.

Background

State and local government retirement plans in the United States cover 14.1 million active em­
ployees (about 10 percent of the U.S. labor force) and 6.9 million retirees,3 including teach­
ers, police officers, firefighters, legislators, judges, and general employees. Ninety percent of 
state and local governmental employees are covered by defined benefit retirement plans.4 
Approximately 25 percent are not covered by Social Security, including close to half of pub­
lic school teachers and about 70 percent of police officers and firefighters. State and local re­
tirement plans paid annual benefits of $141 billion in 2005, averaging about $20,400 per 
retiree.5 As of December 31, 2006, state and local plans had accumulated $3 trillion in as­
sets, which were invested in a broadly diversified mix of equity and fixed-income securities.6

2 U.S. Census Bureau, Statistical Abstract ofthe United States 2004-2005 (Washington, DC: U.S. Government Printing Office, 2004), Table N o. 
454. Teachers, school employees, police officers, and firefighters constitute approxim ately 60 percent of state and local governm ent employees.
3 U.S. Census Bureau, State and Local Government Employee-Retirement Systems, Fiscal Year 2005, Table 5a. In addition  to  active em ploy­
ees and  retirees, state and local plans also cover 3.8 million inactive m embers w ho are eligible for retirem ent benefits upon reaching retire­
m ent age. (www.census.gov/govs/w w w/retire05.htm l)
4 U.S. Bureau o f Labor Statistics, Employee Benefits in State and Local Governments, 1998. (Washington, DC: U.S. G overnm ent Printing O f­
fice, 2000), p. 5.
5 U.S. Census Bureau, State and Local Government Employee-Retirement Systems, Fiscal Year 2005, Table 1. Average benefit calculated by 
the au thor and rounded to  the nearest hundred dollars.
6 Board o f G overnors o f the Federal Reserve System, Flow of Funds Accounts ofthe United States: Flows and Outstandings, Fourth Quarter 
2006, Table L-119. (ww w .federalreserve.gov/releases/zl/current/zl.pdf)
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Chart I: Participants in State and Local Government DB Plans
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□  Beneficiaries □  Inactive Members □  Active Members

Source: U.S. Census Bureau, State and Local Government Employee-Retirement Systems, annual

Since the mid-1990s, legislation has been proposed in several states to replace state and 
local DB plans with DC plans. The pace of these proposals increased from 2003 through 
2006, partly due to equity market downturns in 2000 through 2002 that resulted in in­
creased contribution rates for many DB plans, both public and private. Proponents of the 
change argue that switching to a DC plan would lower the government’s cost of providing 
retirement benefits, thereby reducing state and local taxes. They also argue that DC plans 
would benefit public employees by giving them higher benefits through DC plan investment 
earnings and by making it easier for employees to take their benefits with them when they 
change jobs.

As this paper shows, it is likely that switching to a DC plan would increase retirement costs 
over the short-term and possibly over the long-term as well. In addition, recent studies in­
dicate that retirement benefits provided though DC plans are, on average, significantly 
lower than those provided through DB plans. Moreover, while DC plans are useful for 
providing supplemental, tax-deferred retirement savings, replacing DB plans with DC plans 
could cause severe, unintended consequences:

• Governments could lose a valuable tool for attracting and retaining qualified 
employees;

• Public employees could lose a significant amount of retirement income, potentially 
affecting state and local economies; and

• Legislators could face additional pressure to increase DC retirement benefits and 
provide additional financial assistance for public-sector retirees.

NCPERS Research Series: The Top Ten Advantages of Maintaining Defined Benefit Pensions • 3
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Chart 2: Accumulated Assets and Annual Benefit Payments of State 
and Local Government DB Plans

$3,000  

$2,500  

$2,000 

$1,500  

$1,000 

$500

1

1 1 i1

■ _  L 1t l WmSM. I
1987 1992 1997 2002 2005

□  Accumulated Assets □  Annual Benefit Payments

Source: U.S. Census Bureau, State and Local Government Employee-Retirement Systems, annual

How DB Plans Work

In a typical DB plan, employers promise to pay retirement benefits based on an employee’s 
period of service and final average salary. A typical benefit formula for state and local gen­
eral employees is 2 percent times final average salary times years of service.7 Under this 
formula, an employee who works 20 years and retires with a final average salary of 
$40,000 would earn an annual benefit of $16,000.

Eligibility for the benefit (i.e., vesting) usually requires employees to work for a minimum 
period of time, typically 5 years.8 Upon retirement, the benefit is provided as a series of 
monthly payments over the retiree’s lifetime (and the surviving spouse’s lifetime if this 
option is selected by the member who, in return, receives a reduced benefit). Most 
state and local employees are in DB plans that provide cost-of-living adjustments as pro­
tection against inflation. In addition, most also provide disability and pre-retirement death 
benefits.

DB plan benefits are financed by contributions from the employer (and most often from em­
ployees as well) and investment income. Employee contributions are usually established at 
a fixed rate of pay, averaging a little over 4 percent for general employees and almost 7 per­
cent for public safety employees and teachers.9 Employer contributions are calculated so

7 The “2 percent” portion of th is benefit form ula is referred to  as the “ benefit multiplier.” Benefit multipliers vary, depending on occupation 
and Social Security coverage. A ccording to the N ASRA /N CTR 2003 Public Fund Survey, the m edian benefit multiplier is 1.85 percent for 
state and  local employees covered by Social Security and 2 .20  percent for those n o t covered by Social Security.
8 N ational Education Association, Characteristics of Large Public Education Pension Plans (W ashington, DC: N ational Education Associa­
tion, 2004). The 88 statew ide plans surveyed cover 9 .4  m illion active w orkers. Fifty-seven percent o f the plans had  vesting periods of five 
years.
9 Public Pension C oordinating Council, 2000 Survey of State and Local Government Employee Retirement Systems, April 2000, Table VII-7. 
Employee contributions as a percentage of payroll averaged 4 .2  percent for general employees, 6.8 percent for teachers, and 6.9 percent for pub­
lic safety employees.
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that, over the long-run (50 years or more), annual contributions plus expected investment 
earnings are enough to pay the promised benefits plus administrative expenses. These cal­
culations are done by actuaries and designed to maintain employer contribution rates at a 
level percent of payroll, by smoothing short-term investment fluctuations and using other 
actuarial techniques.10 Plan assets are invested in professionally managed, broadly diversi­
fied portfolios, with investment fees paid by the plan or employer. Retirement benefits are 
paid from accumulated contributions and investment earnings.

For employers, a key advantage of DB plans is that investment earnings reduce future em­
ployer contributions. In other words, employer and employee contributions generate in­
vestment earnings that, in turn, are used to pay benefits that would otherwise have to be 
paid from future employer contributions. From 1986 through 2005, state and local DB 
plan investments earned $2.26 trillion, reducing the need for additional employer contri­
butions and taxpayer revenues.11

A potential disadvantage of DB plans is that when investment earnings are less than 
expected, additional employer contributions are required. However, it should be noted that the 
$2.26 trillion earned by state and local investments over the past 20 years includes investment 
losses that occurred in 2000 through 2002, as well as in 1987 and 1994.

For employees, a key advantage of DB plans is that they provide secure and predictable re­
tirement income over their lifetimes based on pre-retirement earnings. A key disadvantage 
is that employees who do not remain employed long enough to become vested often lose 
their DB plan benefits, although employee contributions are nearly always returned with 
interest.

How DC Plans Work

In a DC plan, employers provide employees with individual investment accounts and prom­
ise to contribute a certain amount to the accounts ranging from 3.5 percent to 8 percent 
(or more) of pay while the employee is employed. Employees can also contribute to their 
accounts and decide how the assets are invested, choosing from a number of funds repre­
senting major investment categories. Investment management fees are paid from the em­
ployee’s account, reducing the funds available to pay benefits. At retirement, the employee’s 
benefit is paid solely from the contributions and investment earnings that have accumulated 
in the individual’s account.

For employers, one advantage of DC plans is that the employer’s contribution rate is fixed 
and unaffected by downturns in investment markets. Moreover, the employer has no fi­
nancial liability for the employees after they retire, even if the DC accounts are insufficient 
to provide an adequate retirement benefit. (While this may be an advantage for private-sec- 
tor employers, it is a disadvantage for state and local governments—and taxpayers—who 
may have to pay increased public financial assistance as a result.)

A disadvantage for employers is that DC plans may not be a strong incentive for attract­
ing and retaining qualified employees, especially if competing employers are offering DB

10 These sm oothing techniques w ork well when investm ent fluctuations are m oderate and  short-lived.
11 U.S. D epartm ent of Comm erce, U.S. Census Bureau, th rough 1996, Finances of Employee-Retirement Systems of State and Local Gov­
ernments, Series GF, N o. 2, annual; beginning 1997, State and Local Government Employee-Retirement Systems, annual.
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plans. Moreover, if employees’ account balances are inadequate to provide retirement ben­
efits when the employees intend to retire, employers can end up with a number of active 
employees who are not performing at peak productivity (also known as being “retired in 
place”). Another disadvantage is that, since the employer’s contribution rate is fixed in a 
DC plan, upturns in the investment markets do not reduce the employer’s contribution 
rate, as they do in DB plans.

For employees, one advantage of DC plans is that the vesting period is typically shorter 
than for DB plans. Six months to two years is typical.12 Moreover, DC accounts are more 
“portable”—that is, easier to transfer if the employee changes jobs. A major disadvantage 
is that DC accounts are subject to investment risk and may not be enough to sustain em­
ployees throughout their retirement. Another disadvantage is that a high percentage of em­
ployees cash-out and spend some or all of their DC accounts when they change jobs, 
significantly reducing the amounts available to pay retirement benefits.13

The remainder of this paper describes the advantages of retaining DB plans.

Advantage 1: Retaining a DB plan is likely to cost state and local governments less over the short term. 
The long-term cost savings of switching to a DC plan are uncertain at best.

• DC plans are costly to establish and maintain. A DC plan must be designed, ven­
dors must be selected, its operation must be monitored, and employees must be in­
formed about plan features and available investments. Staff time is spent 
throughout this process, and the sponsoring government must pay legal and con­
sulting fees. If a third-party administrator is not hired to operate the plan, the gov­
ernment must do this as well. Even if a third-party administrator is hired, the 
government will still have operating costs related to the DC plan, possibly ranging 
in the millions of dollars.

❖ For example, the budget for the State of Florida’s DC plan, established in 
2000, totaled $89 million from FY 2001 through FY 2004. This includes 
$55 million to educate Florida’s 650,000 government employees about the 
new plan.14 As of 2004, approximately 3 percent of DB participants had 
chosen to transfer to the DC plan.15

• Pension benefits currently promised to state and local employees and retirees may 
not be abandoned. Switching to a DC plan does not reduce accrued DB plan ben­
efits already earned. Most governmental DB plan benefits are protected by the 
state’s constitution or statutes that prevent accrued benefits from being reduced. 
Consequently, when an alternative DC plan is established, current DB plan mem­
bers remain in the DB plan but may be given the option to transfer to the new DC 
plan. For current DB plan members who elect the DC plan, the value of the mem­
ber’s accrued DB benefit is often transferred to the DC plan.16

12 However, some public-sector D C plans require 5 years o f service (or more) for employees to  completely vest in the em ployer’s contributions.
13 This is surprising since the cashed-out am ounts are  subject to  income taxes. In m any cases they are also subject to  a 10 percent penalty tax  
on  early distributions.
14 Inform ation provided by the Pension P rotection Coalition, based on  an  analysis o f  the Florida Public Employee O ptional Retirem ent P ro­
gram ’s approved budgets and  revenue collections. T he analysis was done for the Coalition by the law firm  o f  O lson, Hagel 8c Fishburn, LLP, 
January  18, 2005. The budgeted am ounts exclude investm ent m anagem ent fees paid by p lan participants. Used w ith permission.
15 Anya Sostek, “Pension Pendulum ,” Governing Magazine, M arch 2004: 28.
16 If the m em ber’s accrued DB benefit is n o t transferred to  the DC plan, it is m aintained in the DB plan.
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• When given the option, most employees remain in the DB plan. In most cases, only
a small percent of employees elect to transfer from the DB plan to the DC plan.17
To increase the number of employees who eventually enter the DC plan, some gov­
ernments have restricted the DB plan to current employees and have required newly 
hired employees to join the DC plan.18

• Even when new hires are required to join the DC plan, long-term cost savings for
employers are uncertain and may take many years to realize. When a DB plan is
closed to new hires, it still covers current employees and retirees, and benefits con­
tinue to accrue to active employees as a result of their service. To the extent that 
plan assets are less than accrued liabilities, unfunded liabilities remain. For DB 
plans with unfunded liabilities, closing the DB plan to new hires will likely increase 
the employer’s annual required contribution rate. Because new hires are not enter­
ing the plan, the cost of funding the liabilities is spread over a declining number of 
active members,19 thereby increasing the employer’s contribution rate as a percent 
of covered payroll. In addition, since a growing portion of plan assets must be used 
to pay benefits, a growing portion of assets will likely be held in short-term secu­
rities, thereby reducing investment returns.

*  For example, the Los Angeles County Employees Retirement Association 
(LACERA) estimated that the County’s DB plan contribution rate would in­
crease by 3.66 percent if employees hired after July 1, 2007, were required 
to join a DC plan. This would increase County contributions to the closed 
DB plan by $206 million in 2008. While the contributions would gradually 
decline over time, the County would have to wait until 2018 to see any sav­
ings in DB plan costs as a result of the change.20

• In several cases, states have replaced (or have considered replacing) DC plans due 
to inadequacy of plan benefits or increased costs.

*  In 1977, the North Dakota Public Employees Retirement System, originally 
established as a DC plan in 1966, was changed to a DB plan. Reasons given 
include the need to provide adequate retirement benefits and the need to at­
tract and retain quality employees.21

*  In 2000, the State of Nebraska reviewed its two DC retirement plans for 
state and county workers and found that between 1983 and 1999 the DC 
plans’ investment returns averaged only 6 percent compared with 11 per­
cent for the state’s DB plans. Recognizing these returns were inadequate to

17 Sostek, 2004. Three percent of employees covered by the DB plan elected to  join the new D C plan in Florida, 6 percent in M ichigan, and 2.5 
percent in Ohio.
18 N ational Association of State Retirement Administrators, “Overview of Plan Types.” O f the 14 state retirement systems discussed in this paper, 
only tw o (Michigan and West Virginia) required newly hired employees to  join the D C plan. The remaining systems offered DC plans as a vol­
untary alternative to  the DB plan or offered a new plan that combined DB and DC plan features. Available on the NASRA web site (www.nasra.org).
19 Governmental Accounting Standards Board, Statement No. 27 , Accounting for Pensions by State and Local Governmental Employers (Nor­
walk, CT: Governmental Accounting Standards Board, 1994), p. 7. In situations where a DB plan is closed to  new members, unfunded liabilities 
are amortized as a level percent of projected payroll, including projected decreases in the number of active plan members.
20 Los Angeles County Employees Retirement Association, “Proposals to Close Public Defined Benefit Plans.” (http://www.lacera.com/home/Pro- 
posalstoClosePublicDefinedBenefitPlans.html).
21 N orth  D akota Legislative Council, Employee Benefits Program Committee, “Public Employees Retirement Programs -  History,” October 1998.
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sustain retirement benefits, the state responded by creating a new hybrid 
plan for state and county workers, combining both DB and DC plan fea­
tures.22

*  In 2005, the West Virginia Legislature passed a law requiring teachers in the 
Teacher’s Defined Contribution (TDC) Plan (created in 1991) to transfer 
into the State Teachers’ Retirement System, a DB plan, effective upon ap­
proval by TDC plan members. According to the West Virginia Consolidated 
Public Retirement Board’s actuary, the change would save the State $1.9 
billion over the next 30 years, because lower employer contributions were 
required for the DB plan (4.3 percent of payroll) than for the DC plan (7.5 
percent of payroll). State teacher representative also indicated the change 
would help prevent teachers from leaving their jobs.23 In 2006, TDC plan 
members voted to merge with the DB plan. However, because the law re­
quired the transfer of vested DC assets, it was contested and overturned in 
circuit court.24

Advantage 2: Almost all state and local DB plans provide disability and survivor benefits as well as 
retirement income. Switching to a DC plan would require employers to obtain these benefits from an­
other source, likely at a higher cost.

• Almost all state and local DB plans provide disability and survivor benefits. Ac­
cording to the U.S. Bureau of Labor Statistics, 97 percent of state and local gov­
ernment employees in DB plans have disability coverage through the plan and 93 
percent may elect joint and survivor benefits.25 These benefits are largely funded 
through contributions and investment earnings. Disability and survivor benefits 
are especially important for employees in hazardous occupations such as firefight­
ers and police officers who may die or become disabled in the line of duty.

• Few DC plans provide disability benefits. Moreover, DC plan survivor benefits are 
usually limited to the participant’s account balance. In the absence of a DB plan, 
employers would need to obtain disability and pre-retirement death benefits 
through commercial insurance or else would have to self-fund the benefits. Either 
of these options would result in additional administrative costs. If the benefits were 
obtained through commercial insurance, the employer’s cost would also include 
the insurer’s profit margin.

Advantage 3: DB plans enhance the ability of state and local governments to attract qualified em­
ployees and retain them throughout their careers. Switching to a DC plan would limit this ability, pos­
sibly producing or exacerbating labor shortages in key service areas by increasing employee turnover 
rates. Higher turnover rates result in increased training costs and lower levels of productivity that can, 
in turn, result in the need for a larger total workforce.

• Employers offer retirement plans as a way to attract qualified employees and retain 
them so their skills and experience are used efficiently. According to the Diversified

22 Anya Sostek, p. 28.
23 Jim  W allace, “Teacher pension bill has hurdles,” Charleston Daily Mail, M arch  31, 2005.
24 Antony J. Barbario v. West Virginia Consolidated Public Retirement Board, Civil Action 06-C-687, Circuit C ourt o f K anaw ha County, West 
Virginia.
25 U.S. D epartm ent of Labor, Bureau o f Labor Statistics, Employee Benefits in State and Local Governments, 1998 (Washington, DC: U.S. 
G overnm ent Printing Office, Decem ber 2000), pp 94-98.
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Investment Advisors’ Report on Retirement Plans, most large employers see a tan­
gible value in offering a defined benefit plan to their employees -  despite the high 
costs sometimes associated with it. Fifty-eight percent of plan sponsors with 25,000 
or more employees believe that their DB plans have a major impact on employee 
retention.26

• DB plan provisions encourage employees to remain with an employer longer than 
DC plan provisions. The vesting period for DB plans is typically longer (e.g., 5 
years) than the vesting period for DC plans (e.g., 6 months to 2 years). Conse­
quently, employees have a financial incentive to continue working for the employer 
at least until they vest. After that, DB plan benefit accruals based on continued 
service provide an additional financial incentive to remain.

• Key governmental service areas, such as education and public safety, require skilled and 
dedicated employees to work in positions involving high levels of stress or physical ac­
tivity or both. Individuals with the skills and temperament to take on these roles usu­
ally have other opportunities in the labor market. DB plans provide strong incentives 
by rewarding long-term, dedicated service with a secure retirement.

Advantage 4: DB plans help state and local governments manage their labor force by providing flex­
ible incentives that encourage employees to work longer or retire earlier, depending on circum­
stances. Switching to a DC plan would limit this flexibility and make these incentives more expensive 
for the employer.

• Governments can use DB plan benefits as a way to manage their labor force by re­
warding longer employment and encouraging retirement after a certain period of em­
ployment. DB plan benefit formulas can be structured to provide incentives for longer 
employment by increasing the benefit multiplier after a certain period of service.

For example, the formula could provide benefits of 2.0 percent of final av­
erage earnings for the first 20 years of service and 2.2 percent for service 
over 20 years. To encourage retirement after a certain period of employ­
ment, DB benefit formulas can limit benefit accruals to a maximum per­
cent of final average earnings or a maximum years of service. In this 
example, if the benefit accrual was limited to 62 percent of final average 
earnings, it would encourage employees to retire after 30 years of service. 
Other options, such as early retirement incentives (ERIs) and deferred re­
tirement option plans (DROPs), are also available.

Advantage 5: By pooling risk over a relatively large number of participants, DB plans lower the over­
all risk do to investment losses and participants outliving retirement benifits. Switching to a DC plan 
would require each individual to bear these risks alone, consequently requiring higher contributions 
than if the risks were pooled.

• DC plan participants must save enough to ensure they will not outlive their accu­
mulated assets while protecting their funds against financial market fluctuations.
According to the Society of Actuaries RP-2000 mortality tables, 50 percent of U.S.

26 “M ajority  o f U.S. Com panies T ha t O ffer a Pension Plan Say It Impacts Employee Retention,” Business Wire, September 7, 2004.
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males who reach age 65 will live to age 83, 10 percent will live to age 93, and about 
1 percent will live to 100. Moreover, 50 percent of U.S. females who reach age 65 
will live to age 85, 10 percent will live to age 96, and 2 percent will live to 100. To 
ensure their DC accounts will sustain them over their expected lifetimes, DC plan 
participants must save enough to ensure their benefits will be paid into their 90s.

*  A 25 year old male would have to save 17 percent of his salary each year
to age 65 in order to replace 75 percent of his pre-retirement income from 
age 65 to age 93 (assuming 7 percent annual investment returns). A 25 year 
old female would have to save 18 percent of her salary to assure 75 percent 
income replacement to age 96. However, if these longevity risks were pooled 
over a large enough group to allow the risks to be fully averaged, the re­
quired savings rate would fall to 13.6 percent of salary for both males and 
females.27 Risk pooling is one of the main advantages of a DB plan.

• In order to lower investment risk, DC plan participants usually shift a greater por­
tion of their assets from stocks into bonds as they grow older. While this helps pro­
tect against equity market downturns, it also lowers likely investment return.
According to a 2004 Employee Benefit Research Institute study, 401(k) plan par­
ticipants in their 20s invest 65 percent of their account balances in equities (in­
cluding company stock) and 21 percent in fixed-income securities, on average. 
Participants in their 60s invest 49 percent in equities and 40 percent in fixed-income 
securities.28 In contrast, large public retirement systems hold 60 percent of assets in 
equities, 29 percent in fixed-income securities, and the remaining 11 percent in 
other investments.29 This pooling of assets allows DB plans to maintain a more di­
versified portfolio and helps to lower investment management fees.

• By averaging longevity and investment risks over a large number of participants, 
DB plans lower the total costs of providing retirement benefits. Instead of requir­
ing contributions large enough to fund retirement benefits through each individual’s 
maximum life expectancy, DB plans only need to fund benefits through the aver­
age life expectancy of the group. This lowers required contributions. Moreover, by 
spreading investment risk over a longer period, DB plans can maintain an invest­
ment mix that includes a higher percentage of equity investments. This increases 
likely investment returns, which further lower required contributions. In the ex­
ample presented earlier in this section, if the pooling of funds could increase in­
vestment returns from 7 percent to 8 percent, then the required savings rate for the 
pooled participants would fall from 13.6 percent to 10.0 percent.30

27 G abriel, Roeder, Smith 8c C om pany, “The A dvantages o f Risk Pooling fo r Financing R etirem ent Benefits,” GRS Insight, July 2006. 
(http://ww w .gabrielroeder.com /pubs/G RSInsight-2006-07.pdf)
28 Sara H olden and Jack V anDerhei, “401 (k) Plan Asset Allocation, A ccount Balances, and Loan Activity in  2004 ,” EBRI Issue Brief, No. 
272, A ugust 2004. Employee Benefit Research Institute.
29 Keith B rainard, Public Fund Survey Summary of Findings for FY 2005, N ational Associaiton o f  State Retirem ent A dm inistrators, Septem­
ber, 2006, p. 5.
30 G abriel, Roeder, Smith 8c Com pany, “The A dvantages o f  Risk Pooling fo r Financing R etirem ent Benefits,” GRS Insight, July 2006. 
(http://w w w .gabrielroeder.com /pubs/G RSInsight-2006-07.pdf)
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Advantage 6: DB plans earn higher investment returns and pay lower investment management fees, 
on average, than DC plans. Switching to a DC plan is likely to lower investment earnings used to fi­
nance retirement benefits and increase management costs, to the detriment of plan members.

• On average, investment returns for DC plans are lower than for DB plans, result­
ing in significantly lower investment earnings over an individual’s lifetime. Ac­
cording to Boston College economist Alicia Munnell, DB plans outperformed DC 
plans by one percentage point annually, on average, between 1988 and 2004.31 For 
a person contributing $5,000 to a DC plan each year for 40 years, the difference 
between an 8.0 percent annual return and a 7.0 percent return amounts to a loss 
of over $279,000.32 Other studies show that individual, non-professional investors 
may underperform the market by as much as 2.0 percent annually.33 The difference 
between an 8.0 percent annual return and a 6.0 percent return amounts to a loss 
of over $521,000.34

• Administration and investment costs for DC plans can be more than four times higher 
than for DB plans. In DC plans, these costs are borne directly by individual plan par­
ticipants through deductions from their DC accounts. According to the Investment 
Management Institute, the operating expense ratio for DB plans averaged 31 basis 
points in 2003 (31 cents per $100 of assets) compared with 96 to 175 basis points 
for DC plans.35 According to the Illinois Municipal Retirement Fund, the total annual 
administrative and investment cost for their DB plan amounted to 44 basis points in 
1999. Had they switched to a DC plan, total annual administrative and investment 
costs could have increased up to 225 basis points, or up to $250 million more than 
the annual administrative and investment costs paid by the DB plan.36

• Employees direct their own investments in a DC plan, usually selecting from among 
several funds that reflect major investment categories. Generally, employees have 
limited investment experience or training. According to a 2007 study by Watson 
Wyatt Worldwide, many DC plan participants “don’t start saving soon enough, 
don’t save enough, and don’t follow sound investment principles in managing their 
retirement assets.” The study also found that assets are more effectively managed 
in DB plans, in part because plan administrators work with consultants and pro­
fessional asset managers to set and implement investment goals.37

• DC plan participants often cash-out and spend some or all of their DC accounts 
when they switch jobs. As a result, the accounts contain less money to earn invest­
ment returns and to pay benefits at retirement. According to Alicia Munnell, more 
than half of DC plan participants withdraw funds from their DC accounts when 
they change jobs, removing between one-quarter and one-third of their total DC 
plan assets before they reached retirement.38

31 Alicia H . M unnell e t al, “Investm ent Returns: Defined Benefit vs. 401(k) Plans,” Issue Briefj Center for Retirem ent Research at Boston Col­
lege, September 2006.
32 A uthor’s calculations.
33 W. M ichael Carter, Actuary. February 6, 1998. Letter com m ent on “Pension Liberation: A Proactive Solution to  the N ation’s Public Pen­
sion Systems.” Letter is posted on the N ational Council on Teacher Retirem ent website (www.nctr.org).
34 A uthor’s calculations.
35 Sean Collins, “The Expenses o f Defined Benefit Pension Plans and M utual Funds,” Perspective, Vol. 9, N o. 6, D ecem ber 2003. DC plan 
expenses include 12 -b l m arketing and distribution fees.
36 Louis W. Kosiba, “The Defined Benefit vs. Defined Contribution Debate: The $250 M illion Q uestion ,” Illinois M unicipal Retirem ent Fund, 
O ctober 13, 1999, p. 2. IM RF serves over 360,000 active employees, inactive members, retirees and beneficiaries.
37 W atson W yatt W orldwide, Pension Aspirations and Realizations: A Perspective on Yesterday, Today, and Tomorrow, M arch 2007.
38 Alicia H . M unnell and  Annika Sunden, Coming Up Short, The Challenge of 401 (k) Plans, (Washington, DC: Brookings Institution Press, 
2004), p. 132.
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Advantage 7: DB plan investment earnings help to reduce future employer contributions. Switching to 
a DC plan would prevent state and local governments from reducing future employer contributions as 
a result of investment earnings, which currently fund over two-thirds of public retirement benefits.

• State and local governments have benefited from investment returns overall and 
many have used investment earnings to reduce employer contributions. Over the 
long-term, an employer’s cost of providing DB plan benefits depends on investment 
earnings. Although investment earnings can fluctuate sharply at times (as happened 
from 2000 through 2002), over the last 20 years state and local governments have 
substantially benefited from investment returns and have used the accumulated as­
sets to lower employer contributions. As provided in governmental accounting stan­
dards, plan assets that are greater than plan liabilities are amortized to reduce 
employer contributions.39 A 2002 survey of Michigan state and local government 
retirement systems shows that of 115 independent local government retirement 
plans surveyed, employer contributions for 102 (89 percent) were below the nor­
mal cost of benefits as a result of this amortization.40

• Most of the money paid into state and local retirement plans comes from invest­
ment earnings. Over the 20-year period from 1986 through 2005, state and local 
government investment earnings amounted to about $2.3 trillion, compared with 
employer contributions of $790 billion and employee contributions of $400 bil­
lion.41 This means two out of every three dollars paid into state and local retirement 
plans over the last 20 years was received from investment earnings. According to 
a paper on state and local retirement plans prepared for the Wharton School’s Pen­
sion Research Council: “Setting aside all the other benefits to employers and em­
ployees of DB plans, contributions to public pension plans may be among the best 
investments a state or local government can make.”42

Advantage 8: DB plans provide secure retirement benefits that are based on a person’s salary and pe­
riod of service. Switching to a DC plan is likely to result in lower and less secure retirement benefits 
for many long-term governmental employees, including firefighters, police officers, and teachers, 
who constitute over half of state and local government workers. State and local employees who are 
without Social Security coverage would be put at even greater risk.

• Retirement benefits paid from DC plans are significantly less than those paid from 
DB plans. The U.S. Congressional Research Service found that, for current older 
workers, DC-type plans will provide annual benefits of less than $5,000 for half the 
workers.43 This is one-quarter of the $20,400 average annual benefits currently 
paid by governmental DB plans to state and local workers.

• If average state and local retirement benefits fell from $20,000 to $5,000, it would 
mean a loss of approximately $106 billion in annual U.S. personal income.44 This 
loss would be felt by state and local economies, since many retirees remain in the

39 Governm ental Accounting Standards Board, Statement N o. 27, p. 6.
40 Gabriel, Roeder, Smith Sc Company, 2002 Michigan Public Employee Retirement Systems Survey, (Southfield, M I: Gabriel, Roeder, Smith 
8c Company, 2002).
41 U.S. D epartm ent of Comm erce, U.S. Census Bureau, th rough 1996, Finances of Employee-Retirement Systems of State and Local Govern­
ments, Series GF, N o. 2, annual; beginning 1997, State and Local Government Employee-Retirement Systems, annual.
42 G ary W. A nderson and  Keith B rainard, “Profitable Prudence: The Case for Public Em ployer D efined Benefit P lans,” Pension Research 
Council, W harton School, University o f Pennsylvania, 2004, p. 14.
43 Patrick J. Purcell, “Retirem ent Savings and  H ousehold Wealth: A Summary of Recent D a ta ,” W ashington, DC: Library of Congress, C on­
gressional Research Service, D ecem ber 11, 2003.
44 A uthor’s calculation based on $141 billion in annual pension benefits paid by state and local governm ent retirem ent plans in 2005.
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same location when they retire. These pension benefits are also, in most cases, sub­
ject to federal and state income taxes, thus resulting in a loss of tax revenues. Tax 
loses would also be seen in reductions of state sales tax revenues.

• The change would have an even greater effect on the 25 percent of state and local 
government employees who are not covered by Social Security, including about half 
of school teachers and about 70 percent of police officers and firefighters. When 
first enacted in 1935, Social Security excluded state and local employees, due largely 
to constitutional questions about the federal government’s right to tax state and 
local governments. In 1950, Congress amended Social Security to allow state and 
local governments to voluntarily elect coverage. By then, however, half of the largest 
state and local plans had already been established, including many plans for teach­
ers and public safety employees.45 These DB plans provide benefits that compensate 
for the lack of Social Security coverage. Replacing them with defined contribution 
plans would put members at even greater risk, since they would not have Social 
Security benefits to fall back on.

Advantage 9: DB plans help sustain state and local economies by providing adequate retirement ben­
efits for a significant portion of the workforce. Switching to a DC plan would likely slow state and local 
economies, since a large number of retirees would likely receive lower retirement benefits.

• Public DB plans have a substantial impact on state and local economies. For ex­
ample, a 2006 economic impact study by the Perryman Group found that the $5.4 
billion in annual benefits paid by the Teacher Retirement System of Texas (TRS) to 
approximately 250,000 retired teachers and beneficiaries generates $9.9 billon in 
total economic activity within the state. Moreover, as a result of TRS’s strong in­
vestment performance, the overall return on state (and therefore taxpayer) contri­
butions is significant: every $1 of state funds contributed to TRS leads to $7.85 in 
total spending in the Texas economy.”46

• The overall economic value added by the investment income of state and local DB 
plans over what would otherwise have been earned in DC plans is estimated to be 
about $200 billion annually, or 2.0 percent of U.S. Gross Domestic Product.47 In
essence, state and local retirement plans act as financial engines, using employer and 
employee contributions to generate investment income that, when paid as retire­
ment benefits, bolsters state and local economies by $200 billion a year. State and 
local retirees purchase a wide range of goods and services with their retirement in­
come. These purchases, in turn, promote employment and create additional eco­
nomic demand, generating additional economic activity. As a result of this 
multiplier effect, the economic activity generated by the higher investment earn­
ings amounts to 2.0 percent of U.S. Gross Domestic Product. As a growing num­
ber of state and local employees retire, this percentage will likely increase.

45 Olivia S. M itchell, e t al, Pensions in the Public Sector, (Philadelphia, PA: University o f Pennsylvania Press, 2001) p. 13.
46 The Perryman G roup, Beyond the Classroom: The Impact of Pension Benefits Paid by the Teacher Retirement System of Texas (TRS) on 
Business Activity in Texas, Its Regions, Metropolitan Areas, and Counties, July 2006.
47 A nderson and  Brainard, p. 14.
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Advantage 10: OB plans provide benefits that help to ensure an adequate standard of living through­
out retirement.

Switching to a DC plan would likely result in pressure on state and local governments to 
augment DC plan benefits and require increased financial assistance for retirees.

• If DC plan benefits are less than what is needed to ensure an adequate standard of 
living during retirement, continued pressure will be placed on state and local gov­
ernments, legislators, and taxpayers as retirees outlive their retirement income.
Since DC benefits are not indexed to inflation, extended periods of even modest in­
flation will mean almost constant pressure for some form of additional financial 
support for retirees, who would make up a growing portion of the electorate. When 
DC plan benefit improvements are granted, they will be paid from current govern­
ment revenues and will not be offset by investment earnings.

Conclusion

This paper addresses the question, “Should state and local government defined benefit 
plans be eliminated and replaced with defined contribution plans?” It concludes that such 
a move would have significant, long-term, detrimental effects on state and local govern­
ments, their employees, their economies, and ultimately the taxpayers.

In the final analysis, the real question is, “How can state and local governments efficiently 
provide secure, sufficient, and sustainable retirement benefits for their employees?” To an­
swer this question, retirement benefits should be viewed in total, including benefits from 
Social Security, defined benefit plans, defined contribution plans, and individual savings. 
No single source alone is sufficient, but together they can be used to provide effective and 
efficiently funded retirement income. Eliminating defined benefit plans would only inten­
sify future problems rather than provide solutions.

Instead, decisions should be based on a clear understanding of the goals that current plan 
design is intended to achieve for the various stakeholders, including the employer spon­
soring the plan, plan participants, and taxpayers. Retirement plan design represents a sig­
nificant public policy. Therefore, the plan sponsor contemplating changes must understand 
the policy implications of current plan design as well as any new proposals.

Success is most likely to happen after careful analysis. With proper analysis and an under­
standing of the needs of a changing population, fine-tuning the basic pension plan design can 
produce excellent results for all -  sponsors, employees, retirees, and taxpayers.
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STATE OF ALASKA
DEPARTMENT OF ADMINISTRATION

BECKY HULTBERG, COMMISSIONER

SEAN PARNELL, GOVERNOR

P.O. BOX 110200 
JUNEAU, ALASKA 99811-0200

PHONE: (907) 465-2200 
FAX: (907)465-2135

April 13, 2011

The Honorable Bill Wielechowski, Chair 
Senate State Affairs 
State Capitol, Room 101 
Juneau, AK 99801

Dear Senator Wielechowski:

Thank you for the opportunity to address the Senate State Affairs Committee during my confirmation 
hearing on Tuesday, April 5, 2011. Below is the response to the question that was raised during that session.

Ql: Given conservative assumptions about market performance and assuming typical step and cost of
living increases, but not promotions, what would the balance of an employee’s SBS account be as of 
July 1, 2036, assuming consistent step increases from an initial range 16, step A, over 30 years, for a 
PERS and TRS eligible employee?

A l: The SBS account balance for the employee after 30 years would be $427,312 (PERS only; TRS does
not participate in SBS).

The total assets for a PERS employee under this scenario, assuming a conservative 4% investment 
return, would be about $880,000. This includes the defined contribution account balance accrued and 
invested with the same assumptions

I hope the question raised has been answered to your satisfaction. Please feel free to contact me at any time.

Sincerely,

Becky Hultberg 
Commissioner



/ SEAN PARNELL, GOVERNOR

DEPARTMENT OF ADMINISTRATION
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April 4, 2011

The Honorable Johnny Ellis, Chair 
Senate Finance Sub-Committee 
State Capitol, Room 119 
Juneau, AK 99801-1182

Dear Senator Ellis:

Thank you for your letter dated March 1, 2011, requesting information on the State’s defined —contribution 
retirement programs. Below are the responses to questions you raised in your letter with the exception of the 
questions related to health reimbursement accounts, which I hope to have to you by the close of business 
tomorrow.

Statew ide Personnel R equirem ents: (Please note: Workplace Alaska, the State’s online recruitment system has limited 
reporting capabilities which impedes our ability to provide the requested information. However, from  fisca l y ea r  2008forward, 
recruitment data is available through the Alaska Data Enterprise Reporting System (ALDER). For this reason, several 
questions were answeredfor 2008 through 2010 only.)

Q l: What was the average number of qualified applicants for all active recruitments in each year from
2001 to 2010?

A l: Please see attachment A, column titled: Average Qualified Applicant Count.

Q2: What was the average duration of all active recruitments in each year from 2001 to 2010?

A2: Due to reporting limitations, this information is not available. However, it is estimated that the
average duration is 15 calendar days.

Q3: How many active recruitments were filled by Alaska residents in each year from 2001 to 2010?

A3: Please see attachment A, columns titled: Alaska Resident Hire Count and Percent of Resident Hire.

Q4: How many active recruitments were filled by non-Alaska residents in each year from 2001 to
2010?

A4: Please see attachment A, columns tided: Non-Alaska Resident Hire Count and Percent of Non-
Alaska Resident Hire.

P.O. BOX 110200 
JUNEAU, ALASKA 99811-0200

PHONE: (907) 465-2200 
FAX: (907) 465-2135
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Q5: How many active recruitments were filled by current or former State of Alaska (SOA) employees in
each year from 2001 to 2010?

A5: See attachment A, columns titled: Current Employee Appointees and Percent Current Employee
Appointees.

Due to reporting limitations, we are unable to identify the number of vacancies filled by former State 
of Alaska employees.

Q6: How many active recruitments were filled by individuals who were not current or former SOA
employees in each year from 2001 to 2010?

A6: Please see attachment A, columns titled: Non-Employee Appointees and Percent Non-Employee
Appointees.

The data provided includes all appointees who were not working for the State of Alaska at the time 
of appointment. Therefore, former State of Alaska employees are included.

Q7: How many active recruitments were outstanding more than six months in each year from 2001 to
2010?

A7: Due to reporting limitations, this information is not available.

Q8: How many active recruitments were closed without hire due to lack of a qualified candidate in each
year from 2001 to 2010?

A8: Please see the attachment A, columns titled: No Hire Made and Percent of No Hire Made.

The data provided reflects all recruitments in which no hire was made. We are unable to identify 
only those for which the reason was lack of a qualified candidate. A few of the other reasons for 
which hires were not made during this time period include:

• Hiring freeze in 2006 and 2009
• Noncompetitive appointment of an injured worker, layoff, transfer or rehire
• Position was recruited for in more than one location (e.g., Juneau and Anchorage)
• Position was recruited for at more than one level (e.g., Engineering Assistant I and II)
• Selection was not made within 90 days from recruitment closing date
• Current incumbent rescinded resignation

Q9: How many active recruitments were altered or adjusted after initial posting, including elimination of
Alaska residency requirements, a reduction of minimum qualifications, or a change in employment 
location or conditions, in each year from 2001 to 2010?



A9: Please see attachment A, columns titled: Number Modified and Percent Modified.

It must be noted that these numbers represent all job postings that have been modified. 
Modifications include but are not limited to:

• Extension of recruitment closing date per hiring manager request
• Extension of recruitment closing date due to service interruption
• Change in scope (e.g., departmental to Alaska resident or Alaska resident to all applicant)
• Error correction

These numbers do not represent modifications such as a reduction in the minimum qualifications or 
a change in location. Modifications of this nature require a new recruitment posting. The disposition 
of the original posting would be “no hire made.”

Statew ide Personnel Retention:

Q10: What was the average tenure of the defined-benefit eligible employees leaving State employment in
each year from 2001 to 2010?

A10: See Attachment B, column tided: Average Tenure by Year

Q l l  What was the average tenure of the defined-contribution eligible employees leaving State
employment in each year from 2006 to 2010?

A l l :  See attachment B, column tided: Average Tenure by Year

Q12: How many defined-benefit eligible employees who voluntarily terminated their State employment
note in their exit survey that dissatisfaction with their tier of retirement benefits was a contributing 
factor to their choice to leave State employment in each year from 2001 to 2010?

A 12: See attachment C, columns tided: Defined Benefit (DB) Comments and Percent of DB Comments
vs Exit Survey Responses.

Data is not available for a full fiscal year prior to fiscal year 2003 as the survey was not utilized.

Q13: How many defined-contribution eligible employees who voluntarily terminated their State
employment note in their exit survey that dissatisfaction with their tier of retirement benefits was a
contributing factor to their choice to leave State employment in each year from 2006 to 2010?

A13: See attachment C, columns tided: Defined Contribution (DC) Comments and Percent of DC
Comments vs Exit Survey Responses

C ost o f R ecru itm en t and H iring:

Q14: What was the average cost in FY2010 of an active recruitment process from posting to issuance and
acceptance of an offer of employment?

The Honorable Johnny Ellis
Page 3
April 4, 2011
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A14: The State’s current processes and systems do not capture this information as much of the cost is
related to staff time.

Q15: What was the average cost in FY2010 of the hiring process from the issuance and acceptance of an
offer of employment to the full integration of the employee in the job responsibilities (including 
hiring paperwork, training, stationery, personal supplies, and all other costs related to the new 
employee)?

A15: Again, the State’s current processes and systems do not capture this information.

R etirem en t A ccount B alances, Fees & Sufficiency:

Q16: If an employee hired into a PERS-eligible position (16a) on July 1, 2006; what would the balance of
her PERS account be as of December 31, 2010, if  she worked continuously in that position, attained 
typical step and COLA increases, and elected default retirement contribution and management 
options?

A16: The default option in 2006, was a fully managed account option that is tailored specifically for each
participant. Assuming the individual averaged a 4% return during the period July 1, 2006, and 
December 31, 2010, the gross contribution balance would be approximately $32,272.

Q17: What portions of that balance would be: employee contributions, employer contributions, and
interest/earnings?

A17: Employee Contributions:$17,829
Employer Contributions:$ll,143 
Investment Earnings: S 3.300

$32,272

Q18: How much would have been paid in fees from that account?

A 18: $35 flat fee per year =$175.00
Recordkeeping fee =$106.56
Managed Account Fee =$429.12
Five Yr. Total $710.68

Q19: Given conservative assumptions about market performance and assuming typical step and COLA
increases (but not promotions), what would the balance of her account be as of July 1, 2036? i.e. 
30-years of service.

Assuming consistent step increases from an initial range 16 step A over theAQ-year period the total 
gross balance would be $462,072.93 . \

^ V r v * v ' y
A19: What would the account balances be (as of December 31, 2010, andSis o£-Tulv 1, 2036) if the

employee was TRS-eligible under the same circumstanced?

2010 Balance = $ 37,237.47 
2036 Balance = $533,161.07



Q20: What is the average account balance of all members in PERS Tier IV as of December 31, 2010, and
TRS IIP

A20: As of December 31, 2010, the average account balance of all members were as follows:

PERS = $ 9,694
TRS = $15,864

Q21: How is the fee amount determined for managing the defined-contribution retirement accounts?

A21: Members of the defined contribution retirement plans are currently defaulted into an age-based
target date fund as of the date initial contributions are received. The age-based target date fund 
provides exposure to a diversified mix of stocks, bonds and cash or money market securities for 
long-term investors. The Trust is designed to initially invest in a moderate to high risk manner and 
gradually invest more conservatively, with emphasis on capital preservations as the target date 
approaches. With the exception of the standard fund management and administrative fees that 
pertain to all the investment options provided by the Plan, there are no additional fees.

Members can elect a more personalized management of their account by electing either of two 
options provided by Great-West Retirement Services. In both options members must actively elect 
to participate in the advice services and they provide additional information, such as other assets 
outside of the plan, potential retirement benefits from all expected sources, risk tolerance level and 
estimated retirement date. With this information, a customize portfolio can be built.

Under the Advice option, the member signs up, then submits all the information above and then 
requests the advice. The advice can be accepted or denied. The member can come back and request 
advice as often during the year as they wish. The member’s account is not monitored or changed 
unless the member requests advice and accepts the advice. The fee for this service is $25 per year.

Under the Managed Accounts option, the member signs up, submits all the same information and 
from that point their account is monitored and adjusted by Great-West with no further intervention 
required by the members. The fee for this service is 0.50% of the balance annually charged on a 
quarterly basis.

Q22: How does that compare with members in the defined-benefit retirement system?

A22: Defined Benefit employees receive benefits based upon a formula rather than an account balance.
No fees are imposed on the individual member.

Q23: How many defined-benefit members not yet vested converted to defined contributions?

A23: 46 PERS and 11 TRS members who were not vested elected to convert from the defined benefit
plan to the defined contribution plan. Five employers, including the State of Alaska, offered a 
conversion opportunity.

Q24: How much money did they take with them?

A24: $496,792.06 in employee contributions and $496,792.06 in matching employer contributions.
$993,584.12 total contributions.

The Honorable Johnny Ellis
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Q25: How many of them are still public employees in the State of Alaska?

A25: Seven PERS members and three TRS members are currently active employees.

Q26: How many defined-benefit eligible employees who left state employment cashed out their accounts
before June 30, 2005, returned to work for the state or local governments in order to become re­
vested in a defined-benefits plan before July 1, 2010?

A26: There are 2,486 people who refunded on or before June 30, 2005 that have returned to a PERS DB
position before July 1, 2010.

Classification:

The Honorable Johnny Ellis
Page 6
April 4, 2011

Q27: Please describe the methodology of the “point factor method” and the selection of a vendor.

A27: Point Factor Evaluation System uses defined compensable factors and levels within each factor to
establish the value of a position. Factors represent the requirements, responsibilities, and conditions 
used to measure the relative value of a particular job. The importance of each compensable factor is 
indicated by its relative weight. Position (job) descriptions are compared to the definitions of the 
factor levels to determine the appropriate level for that position. The corresponding points for that 
level are awarded to the position and the points for all factors are combined to derive a total score. 
The total score determines the job class level and salary range of the position.

The selection of a vendor will follow the standard Request for Proposals process in accordance "with 
AS 36.30.

Q28: Will you be requiring a full review of every job description and all associated audits?

A28: Converting to a point factor method will not require a full review of every job (position) description.
It will be assumed that positions are allocated to the appropriate job class. It is the job class 
specification that will be reviewed against the factors. A job class specification includes the class 
definition, distinguishing characteristics, typical duties and responsibilities, and minimum 
qualifications. As is the current practice, individual position descriptions will be reviewed as necessary 
following implementation.

I hope the questions raised have been answered to your satisfaction. Please feel free to contact me at any 
time.

Sincerely,

Becky Hultberg 
Commissioner

cc: Senate Finance Sub-Committee Members



Attachment A 
Recruitment Analysis

Fiscal Year
Average 
Qualified 

Applicant Count

Non-Alaska 
Resident Hire 

Count

Percent of 
Non-Alaska 

Resident Hire

Alaska 
Resident Hire 

Count

Percent of 
Resident Hire

Current
Employee

Appointees

Percent
Current

Employee
ADDointees

Non-
Employee

Appointees

Percent Non- 
Employee 

Appointees

Total
Appointed

2001 11
2002 12
2003
2004

2005

2006 
2007

14
14

10
8
7

2008 8 64 2% 3483 98% 1702 48% 1870 53% 3547
2009 9 143 5% 3028 95% 1307 41% 1889 60% 3171
2010 14 130 4% 3123 96% 1267 39% 2027 62% 3253

Fiscal Year

2001
2002
2003
2004

2005
2006
2007

2008
2009
2010

Recruitments
Conducted

2906
2950
2786
2415

3242

3505
3631

3958
3541
3304

No Hire Made* Percent No Hire 
Made

440
484

539
439

605

855
1017

1135
1094

809

Fiscal Year
Total

Recruitments
Number

Modified*
Percent 

Modified ..
2008 4139 1271 31%
2009 3511 1019 29%
2010 3361 925 28%

*Further explanation provided in written response to Senator Ellis' letter dated March 1, 2011.

Source: ALDER/Development Environment
G: ...Personnel\EPIC\Projects\Leg 2011 Leg Request\Recruitment Analysis 
Prepared by C. Preecs, HRS, DOPLR  EPIC Page 1



Attachment B 
Average Tenure by Fiscal Year

Fiscal Year R etirem ent System

Separated

Employee

Count

Average 

Tenure by 

Days

Average 

Tenure  by 

Year
2001 Defined Benefit 1252 3000.8 3.4
2002 Defined Benefit 1221 2703.8 3.3
2003 Defined Benefit 1368 3072.6 3.7
2004 Defined Benefit 1383 3004.2 3.8
2005 Defined Benefit 1521 3189.2 4.2
2006 Defined Benefit 1560 3149.3 4.3
2007 Defined Benefit 1575 3658.8 4.3

Defined C on tribu tion 188 330.5 0.5
2008 Defined Benefit 1270 3830.3 3.5

Defined C on tribu tion 430 433.2 1.2
2009 Defined Benefit 944 4615.6 2.6

Defined C on tribu tion 520 576.6 1.4
2010 Defined Benefit 1025 4972.6 2.8

Defined C o n trib u tion 607 653.4 1.7

Notes:
481 em ployees have been excluded from  calcula tions due to  unava ilab ility  o f th e ir  orig ina l hire date 
Average ten u re  is calculated by sub tracting  th e  separa tion da te  from  th e  orig ina l h ire  date

Source: A L D E R  R ep  E ff D a te  0 3 /0 3 /1 1 , P IT  D a te  0 3 /03 /11
3:\ \R ep o rtin g \P ro jec ts \L eg  2011  R eq u e s t\E X  B ranch S ep arated  E E  list from F Y  2001  to 2 01 0 -L e g  S en a to r E llis -11 0 3 15
’ repared By F. Hurt, H R  S peciatlist, D O P L R  E P IC



Attachment C

Exit Survey 
Retirement Tier as a Contributing Factor to Separation of Employment

Fiscal Year

Executive

Branch

Separations

Total Exit 

Survey 

Responses

Exit Survey 

Response Rate

Defined 

Contribution (DC) 

Comments

Percent of DC 

Comments vs 

Exit Survey 

Responses

Defined 

Benefit (DB) 

Comments

Percent of DB 

Comments vs 

Exit Survey 

Responses

Unknown Tier 

Comments
2003 2976 90 3% l 1%
2004 2567 160 6% 2 1%
2005 3037 183 6% 1 1%
2006 2970 215 7% 1 0%
2007 2943 242 8% 2 1% l
2008 2649 297 11% 3 1% 1 0% 4
2009 2566 335 13% 6 2% 0 0% 7
2010 2991 499 17% 7 1% 3 1% 1

Grand Total 22699 2021 9% 16 1% 11 1% 13

In all survey responses counted in the columns titled "Defined Contribution (DC) C o m m e n t s D e f i n e d  Benefit (DB) Comments," and "Unknown Tier 
Com m ents" the separting employee indicated that their retirement benefit was a contributing factor in their decision to separate from employment.

Source: Exit Survey Data Base
G:...EPIC\Reporting\Projects\Leg Request 2011\Exit Survey Retirement Benefit Responses-Ellis-110321 
Prepared by R. Morrison, HRS, EPIC, DOPLR



State of Alaska P
Benefit Comparison B

DB and DCR
Illustrations for

October I

■: . "a;

A Xerox Company buckconsultants



Assumptions iip

• Benefit amounts were projected for sample members based on 
average salary and career service for PERS and TRS
-  PERS Tier 3 DB benefit and Tier 4 DCR benefit for Peace Officers / 

Firefighters and Other members
-  TRS Tier 2 DB benefit and Tier 3 DCR benefit for all members
-  No Healthcare or SBS benefits were included

• Actuarial assumptions were made consistent with June 30, 2010 
actuarial valuation reports
-  Life expectancy based on PERS/TRS mortality tables
-  DB benefits valued using 8% interest rate and 2% PRPA
-  DCR balances annuitized using 5% annuity conversion rate and 2% 

PRPA
-  DCR account balances projected with 7% rate of return for 

moderate investor, and 5% for conservative investor
-  Salaries were assumed to increase annually at 3.62%

mmtrnttitiTtntfim  b U C k C O n S U l t a f l t S



M
on

th
ly

 
B

en
ef

it 
A

m
ou

nt
State of Alaska

Age at Retirement / Termination



vs
CL

c■■■■
LL

U)
CO

3
C
c

<

A g e  a t  R e t i r e m e n t  I  T e r m i n a t i o n



L
u

m
p

 
S

um
 

A
m

o
u

n
t

S t a t e  o f  A l a s k a

A g e  a t  R e t i r e m e n t  /  T e r m i n a t i o n



M
o

n
th

ly
 

B
e

n
e

fi
t 

A
m

o
u

n
t

A g e  a t  R e t i r e m e n t  /  T e r m i n a t i o n



A
n

n
u

it
y

 
as

 
% 

of
 

F
in

a
l 

P
a

y
S t a t e  o f  A l a s k a

A g e  a t  R e t i r e m e n t  I  T e r m i n a t i o n



S
um

 
A

m
o

u
n

t
S t a t e  o f  A l a s k a

A g e  a t  R e t i r e m e n t  I  T e r m i n a t i o n



M
o

n
th

ly
 

B
e

n
e

fi
t 

A
m

o
u

n
t

S t a t e  o f  A l a s k a

A g e  a t  R e t i r e m e n t  I  T e r m i n a t i o n



A
n

n
u

it
y

 
as

 
% 

of
 

F
in

a
l 

P
a

y
S t a t e  o f  A l a s k a

A g e  a t  R e t i r e m e n t  I  T e r m i n a t i o n



S t a t e  o f  A l a s k a

Current Age: 30, Past Service: 5 
Current Pay: $50,000, Salary Increase Rate: 3.62%
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October 7, 2011

VIA EMAIL

Mr. Jim Puckett 
Acting Director
Division of Retirement and Benefits
Department of Administration
State of Alaska
333 Willoughby Avenue
6th Floor State Office Building
Juneau, AK 99811-0208

RE: Fiscal Note for Senate B ill No. 121 -  New Tier for PERS and TRS Healthcare - REVISED

Dear Jim:

As requested, we are providing the following information for a revised Fiscal Note on SB 121 which allows 
current Defined Contribution Retirement (DCR) members and future members to have a choice between the 
DCR Plan and the Defined Benefit (DB) Plan. Current DCR members or any future members that elect to go 
into the DB Plan will enter Tier V  for PERS and Tier IV for TRS. These tiers will have the same pension 
benefits as the latest DB tier but they will have different healthcare benefits. Under the new tiers, members will 
receive system-paid healthcare benefits at Medicare eligible age (age 65) instead of at age 60. This bill affects 
the State of Alaska Public Employees’ Retirement System Defined Benefit Plan (PERS DB) and the Teachers’ 
Retirement System Defined Benefit Plan (TRS DB). We are assuming the proposed benefit changes would 
become effective as of July 1, 2012 and will first impact contribution rates during FY15 considering the two- 
year delay in budgeting contribution payments. Our results are based on the 2010 actuarial valuation results.

The table below shows the cost ofthe bill for Fiscal Years 2015 through 2019. Dollars are in thousands.

PERS DB Plan FY15 FY16 FY17 FY18 FY19

Increase in Normal Cost Amount

General Fund Transfer to Pay 
Unfunded Past Service Cost

$ 17,568 

$ 91,724

$ 25,629 

$ 0

$ 35,788 

$ 0

$ 46,977 

$ 0

$ 57,771 

$ 0

Total Increase in Annual Employer 
Contribution Amount

TRS DB Plan

$ 109,292 

FY15

$ 25,629 

FY16

$ 35,788 

FY17

$ 46,977 

FY18

$ 57,771 

FY19

Increase in Normal Cost Amount

General Fund Transfer to Pay 
Unfunded Past Service Cost

$ 2,285 

$ 32,688

$ 3,536 

$ 0

$ 4,993 

$ 0

$ 6,943 

$ 0

$ 8,764 

$ 0

Total Increase in Annual Employer 
Contribution Amount

Total PERS and TRS

1200 17th Street, Suite 1200 • Denver, CO 8(

$ 34,973 

$ 144,265 

)202

$ 3,536 

$ 29,165

$ 4,993 

$ 40,781

$ 6,943 

$ 53,920

$ 8,764 

$ 66,535

720.359.7700 • 720.359.7701 (fax)



Mr. Jim Puckett
October 7, 2011
Page 2

Summary for Analysis Continuation Section of Fiscal Note

The data, assumptions, plan provisions and methods used for the costs are described in the actuarial 
valuation reports for PERS and TRS as of June 30, 2010. The assets are based on the June 30, 2010 
information provided by Christina Maiquis. We have assumed that the bill will become effective July 1, 2012. 
We have also assumed that 60% of current DCR members will elect to convert to the DB Plan, and that 80% 
of future members will choose the DB Plans either by choice or by default. A description of Tier V benefits for 
PERS and Tier IV benefits for TRS was provided by Kathy Lea.

Please let us know if you need any further information.

David H. Slishinsky, F.C.A., A.S.A., E.A.
Principal and Consulting Actuary

/mlp

c: Mr. Mike Barnhill, State of Alaska
Ms. Teresa Kesey, State of Alaska 
Ms. Kathy Lea, State of Alaska 
Mr. Chris Hulla, Buck Consultants 
Ms. Kyla Kaltenbach, Buck Consultants 
Mr. Aaron Jurgaitis, Buck Consultants 
Mr. Colin Wein, Buck Consultants

P:\admin\alaska\2011\Alaska_ltr100711_SB 121 REVISED.docx buckconsultants
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($ in  th o u s a n d s )

PERS Others

Headcount Salary

Employer 
Pension 

Normal Cost
Healthcare 

Normal Cost

Total 
Employer 

Normal Cost

Employer 
Pension Normal 

Cost Rate

Healthcare Normal 
Cost Rate 
(% o f Pay)

Healthcare Normal 
Cost Rate 

(per member)

Employer 
DCR Contribution 

Pension Rate

Employer 
DCR Contribution 
PensionAmount

Employer 
DCR Contribution 
Healthcare Rate

Employer 
DCR Contribution 

Healthcare Amount

Employer 
DCR Contribution 

Total Amount

D B / DCR 
Cost 

Difference

FY15 7,838 $374,608 $10,101 $37,621 $47,722 2.70% 10.04% $4.80 5.22% $19,555 3.48% $13,036 $32,591 $15,131
FY16 10,183 498,502 13,442 52.185 65,626 2.70% 10.47% 5.12 5.22% 26.022 3.48% 17,348 43,370 22,256
FY17 12,261 622,231 16,778 68,508 85,286 2.70% 11.01% 5.59 5.22% 32,480 3.48% 21,654 54,134 31,152
FY18 14,124 746,155 20,119 85,684 105,803 2.70% 11.48% 6.07 5.22% 38,949 3.48% 25,966 64,915 40,888
FY19 15,822 871,246 23,492 102,776 126.268 2.70% 11.80% 6.50 5.22% 45,479 3.48% 30,319 75,798 50,470

PERS Peace Officer/Firefighter
Employer Total Employer Healthcare Normal Healthcare Normal Employer Employer Employer Employer Employer D B / DCR
Pension Healthcare Employer Pension Normal Cost Rate Cost Rate DCR Contribution DCR Contribution DCR Contribution DCR Contribution DCR Contribution Cost

Headcount Salary Normal Cost Normal Cost Normal Cost Cost Rate (% o f Pay) (per member) Pension Rate PensionAmount Healthcare Rate Healthcare Amount Total Amount Difference

FY15 570 $35,710 $1,634 $3,910 $5,544 4.58% 10.95% $6.86 5.22% $1,864 3.48% $1,243 $3,107 $2,437
FY16 741 47,520 2,174 5,333 7,508 4.58% 11.22% 7.20 5.22% 2,481 3.48% 1,654 4,135 3,373
FY17 898 59,315 2,714 7,082 9,796 4.58% 11.94% 7.88 5.22% 3,096 3.48% 2,064 5,160 4,636
FY18 1,047 71,415 3,268 9,034 12,302 4.58% 12.65% 8.63 5.22% 3,728 3.48% ‘ 2,485 6,213 6,089
FY19 1,190 84,049 3,846 10,767 14,613 4.58% 12.81% 9.05 5.22% 4,387 3.48% 2,925 7,312 7,301

PERS Total
Employer Total Employer Healthcare Normal Healthcare Normal Employer Employer Employer Employer Employer D B /D C R
Pension Healthcare Employer Pension Normal Cost Rate Cost Rate DCR Contribution DCR Contribution DCR Contribution DCR Contribution DCR Contribution Cost

Headcount Salary Normal Cost Normal Cost Normal Cost Cost Rate (% of Pay) (per member) Pension Rate PensionAmount Healthcare Rate Healthcare Amount Total Amount Difference

FY15 8,408 $410,318 $11,735 $41,531 $53,266 2.86% 10.12% $4.94 5.22% $21,419 3.48% $14,279 $35,698 $17,568
FY16 10,924 546,022 15,616 57,518 73,134 2.86% 10.53% 5.27 5.22% 28,503 3.48% 19,002 47,505 25,629
FY17 13,160 681,546 19,492 75,590 95,082 2.86% 11.09% 5.74 5.22% 35,576 3.48% 23,718 59,294 35,788
FY18 15,171 817,570 23,387 94,718 118,105 2.86% 11.59% 6.24 5.22% 42,677 3.48% 28,451 71,128 46,977
FY19 17,012 955,295 27,338 113,543 140,881 2.86% 11.89% 6.67 5.22% 49,866 3.48% 33,244 83,110 57,771

Teachers' Retirement System

Headcount Salary

Employer 
Pension 

Normal Cost
Healthcare 

Normal Cost

Total 
Employer 

Normal Cost

Employer 
Pension Normal 

Cost Rate

Healthcare Normal 
Cost Rate 
(% of Pay)

Healthcare Normal 
Cost Rate 

(per member)

Employer 
DCR Contribution 

Pension Rate

Employer 
DCR Contribution 
PensionAmount

Employer 
DCR Contribution 
Healthcare Rate

Employer 
DCR Contribution 

Healthcare Amount

Employer 
DCR Contribution 

Total Amount

D B /D C R  
Cost 

Difference

FY15 2,016 $116,432 $2,550 $11,949 $14,499 2.19% 10.26% $5.93 7.00% $8,150 3.49% $4,063 $12,214 $2,285
FY16 2,663 157,186 3,442 16,583 20,025 2.19% 10.55% 6.23 7.00% 11,003 3.49% 5,486 16,489 3,536
FY17 3,249 197,916 4,334 21.420 25,754 2.19% 10.82% 6.59 7.00% 13,854 3.49% 6,907 20,761 4,993
FY18 3,795 239,377 5,242 26,812 32,054 2.19% 11.20% 7.07 7.00% 16,756 3.49% 8,354 25,111 6,943
FY19 4,307 281,784 6,171 32,152 38,324 2.19% 11.41% 7.47 7.00% 19,725 3.49% 9,834 29,559 8,764

10/12/2011



FISCAL NOTE

STATE OF A L A SK A  Fiscal Note Number
2011 LEGISLATIVE SESSION Bill Version SB 121

() Publish Date___________ _____________

SB121-DQA-DRB-05-05-11_________________________________________________ Dept. Affected_____________ Administration________
Title  An Act relating to the PERS and TRS__Appropriation Centralized Administrative Services
__________________________________________________________________________Allocation Retirement and Benefits____________
Sponsor Sen. Egan, Menard, Paskvan, Davis, Kookesh, Wielechowski, et al _________________________________
Requester _____________________Senate State Affairs____________________ OMB Component Number 64

Expenditures/Revenues____________________________________ (Thousands of Dollars)_________________________
Note: Amounts do not include inflation unless otherwise noted below.

Appropriation
Required Information

OPERATING EXPENDITURES FY 2013 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 FY 2018
Personal Services
Travel
Services
Commodities
Capital Outlay
Grants
Miscellaneous

124,412.0 0.0 19,853.0 29,165.0 40,781.0 53,920.0

0.0
TOTAL OPERATING 0.0 124,412.0 0.0 19,853.0 29,165.0 40,781.0 53,920.0

CAPITAL EXPENDITURES

CHANGE IN 
REVENUES

FUND SOURCE_______________________________________________________(Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health 
Other (please identify)

124,412.0 19,853.0 29,165.0 40,781.0 53,920.0

TOTAL 0.0 124,412.0 0.0 19,853.0 29,165.0 40,781.0 53,920.0

Estimate of any current year (FY2011) cost 

POSITIONS
Full-time
Part-time
Temporary

Why this fiscal note differs from previous version (if initial version, please note as such) 
Update

Prepared by Jim Puckett, Director  Phone 465-4471
Division Retirement and Benefits  Date/Time 10/7/11 12:00 AM

Approved by John Cramer, Deputy Commissioner________________________________________  Date_________________
Department of Administration_______________________________________________

(Revised 1/27/2011 OMB) Page 1 of 2



S T A T E  O F  A L A S K A

2011 L E G IS L A T IV E  S E S S IO N

F IS C A L  N O T E

B IL L  N O . SB 121

Analysis

SB 121 allows future and current defined contribution PERS and TRS members an opportunity to choose between a 
defined contribution (DC) and a defined benefit (DB) plan. Current DC members will have a one-time opportunity to 
convert to the DB plan. The DC member's employee and employer contributions will be transferred to the DB plan 
along with the total service the employee has accrued. If the combined contributions is insufficient to purchase the 
employee's service, the remainder will be made up from the general fund. The general fund expenditure will occur in 
FY 13 during the first 60 days after the effective date of the bill that allows for DC members to convert to the DB plan.

Costs outlined below for the choice option assumes 60% of current defined contribution members will elect to convert 
to the DB plan and that 80% of future members will choose the DB plans either by choice or by default.

The first impact on contributions rates will occur in FY 15 considering the two-year delay in budgeting contribution 
payments. Results are based on the draft 2010 actuarial valuation.

Because this bill will increase employer normal costs, under SB 125 (2008), which caps employer contribution rates at 
22% for PERS and 12.56% for TRS, employers will therefore contribute less to past service costs. The amount that 
employers are no longer paying will be paid by the general fund.

Dollars are in thousands
PERS DB Plan FY 13 FY 14 FY 15 FY16 FY 17 FY18 FY 19
Increase in Normal Cost Amount $0 N/A $17,568 $25,629 $35,788 $46,977 $57,771
Gf Transfer to Pay Unfunded 
Past Service Cost $91,724 N/A $0 $0 $0 $0 $0

Total Increase in Annual 
Employer Contribution Amount N/A N/A $17,568 $25,629 $35,788 $46,977 $57,771

TRS DB Plan FY 13 FY 14 FY 15 FY16 FY 17 FY18 FY 19
Increase in Normal Cost Amount $0 N/A $2,285 $3,536 $4,993 $6,943 $8,764
GF Transfer to Pay Unfunded 
Past Service Cost $32,688 N/A $0 $0 $0 $0 $0

Total Increase in Annual 
Employer Contribution Amount N/A N/A $2,285 $3,536 $4,993 $6,943 $8,764

Totals for both plans: $124,412 N/A $19,853 $29,165 $40,781 $53,920 $66,535



FISCAL NOTE

Identifier (file name) SB121-DOA-DRB-12-13-11

STATE OF ALASKA cost * codes
2012 LEGISLATIVE SESSION

Bill Version
Fiscal Note Number
Publish Date

SB121

Title Teachers & Pub Employee Retirement Plans
Dept. Affected Department of Administration_______
Appropriation Centralized Administrative Services 

'Allocation Division of Retirement and Benefits
Sponsor
Requester

Senators Egan
Senate State Affairs

Expenditures/Revenues

 OMB Component Number

(Thousands of Dollars)_______

64

Note: Amounts do not include inflation unless otherwise noted below.

FY13
Appropriation

Requested

Included in 
Governor's 

FY13 
Request

Out-Year Cost Estimates

OPERATING EXPENDITURES FY13 FY13 FY14 FY15 FY16 FY17 FY18
Personal Services 
T ravel 
Services 
Commodities 
Capital Outlay 
Grants, Benefits 
Miscellaneous 124,412.0 19,853.0 29,165.0 40,781.0 53,920.0

TOTAL OPERATING 124,412.0 0.0 0.0 19,853.0 29,165.0 40,781.0 53,920.0

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 124,412.0 19,853.0 29,165.0 40,781.0 53,920.0
1005 GF/Prgm (DGF)
1037 GF/MH (UGF)
1178 temp code (UGF)

TOTAL 124,412.0 0.0 0.0 19,853.0 29,165.0 40,781.0 53,920.0

POSITIONS
Full-time
Part-time
Temporary

CHANGE IN REVENUES

Estimated SUPPLEMENTAL (FY12) operating costs
(discuss reasons and fund source(s) in analysis section)

Estimated CAPITAL (FY13) costs
(discuss reasons and fund source(s) in analysis section)

(separate supplemental appropriation required) 

(separate capital appropriation required)

Why this fiscal note differs from previous version (if initial version, please note as such)

Prepared by 
Division

Approved by

Jim Puckett, Director Phone 465-4471
Division of Retirement and Benefits Date/Time 12/1/11 4:00 PM
John Cramer, Deputy Commissioner Date 12/13/2011
Department of Administration

(Revised 8/17/2011 OMB) Page 1 of 2



FISCAL NOTE

STATE OF ALASKA BILL NO. SB121
2012 LEGISLATIVE SESSION

Ana lysis

SB 121 allows future and current defined contribution PERS and TRS members an opportunity to choose between a 
defined contribution (DC) and a defined benefit (DB) retirement plan at the time of hire. Current DC members will 
have a one-time opportunity to convert to the DB plan. If the DC member elects to convert, the member's employee 
and employer contributions will be transferred to the DB plan along with the total service the employee has accrued. 
If the combined contributions are insufficient to fully purchase the employee's service, the remainderdue will be 
paid from the general fund. The general fund expenditure will occur in FY 13 during the first 60 days after the 
effective date of the bill when conversion can occur.

Costs outlined below for the choice option assumes 60% of current defined contribution members will elect to 
convert to the DB plan and that 80% of future members will choose the DB plans either by choice or by default.

The first impact on contribution rates will occur in FY15 considering the two year delay in the plan valuation process. 
Results are based on the 2010 actuarial valuation.

Employer rates are capped at 22% for PERS by AS 39.35.255 and at 12.56% for TRS by AS 14.25.070. Because this bill 
will increase employer normal costs, employers will contribute less to the past service costs of the systems. The 
increased past service costs will be borne by the State of Alaska general fund.

Dollars are in thousands.
PERS DB Plan FY 13 FY 14 FY 15 FY16 FY 17 FY 18 FY19

Increase in Normal Cost Amount $0.0 $0.0 $ 17,568 $ 25,629 $ 35,788 $ 46,977 $ 57,771
GF Transfer to Pay Unfunded 

Past Service Cost $ 91,724 $0.0 $0 $0 $0 $0 $0
Total Increase in Annual 
Employer Contribution Amount N/A $0.0 $ 17,568 $ 25,629 $ 35,788 $ 46,977 $ 57,771

TRS DB Plan FY 13 FY 14 FY 15 FY16 FY 17 FY 18 FY19
Increase in Normal Cost Amount $0.0 $0.0 $ 2,285 $ 3,536 $ 4,993 $ 6,943 $ 8,764
GF Transfer to Pay Unfunded 

Past Service Cost $ 32,688 $0.0 $0 $0 $0 $0 $0
Total Increase in Annual 
Employer Contribution Amount N/A $ 9,172 $ 14,118 $ 18,657 $ 22,787 $ 26,641
Total for both plans $ 124,412 $0.0 $ 19,853 $ 29,165 $ 40,781 $ 53,920 $66,535

(Revised 8/17/2011 OMB) Page 2 of 2



FISCAL NOTE

Identifier (file name) SB121-DOA-DRB-12-13-11

STATE OF ALASKA cost + codes
2012 LEGISLATIVE SESSION

Bill Version
Fiscal Note Number
Publish Date

SB121

Title Teachers & Pub Employee Retirement Plans
Dept. Affected Department of Administration_______

_ Appropriation Centralized Administrative Services 
Allocation Division of Retirement and Benefits

Sponsor
Requester

Senators Egan
Senate State Affairs

Expenditures/Revenues

 OMB Component Number

(Thousands of Dollars)______

64

Note: Amounts do not include inflation unless otherwise noted below.

FY13
Appropriation

Requested

Included in 
Governor's 

FY13 
Request

Out-Year Cost Estimates

OPERATING EXPENDITURES FY13 FY13 FY14 FY15 FY16 FY17 FY18
Personal Services 
T ravel 
Services 
Commodities 
Capital Outlay 
Grants, Benefits 
Miscellaneous

122.0
12.5 10.0 10.0 10.0 10.0 10.0

635.2 9.3 9.3 9.3 9.3 9.3

TOTAL OPERATING 769.7 0.0 19.3 19.3 19.3 19.3 19.3

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match 769.7 0.0 19.3 19.3 19.3 19.3 19.3
1004 GF
1005 GF/Prgm (DGF)
1037 GF/MH (UGF)
1178 temp code (UGF)

TOTAL 769.7 0.0 19.3 19.3 19.3 19.3 19.3

POSITIONS
Full-time
Part-time
Temporary 2.0 2 2 2 2 2

CHANGE IN REVENUES

Estimated SUPPLEMENTAL (FY12) operating costs
(discuss reasons and fund source(s) in analysis section)

Estimated CAPITAL (FY13) costs
(discuss reasons and fund source(s) in analysis section)

(separate supplemental appropriation required) 

(separate capital appropriation required)

Why this fiscal note differs from previous version (if initial version, please note as such)

Prepared by 
Division

Approved by

Jim Puckett, Director Phone 465-4471
Division of Retirement and Benefits Date/Time 12/1/11 4:00 PM
John Cramer, Deputy Commissioner Date 12/13/2011
Department of Administration

(Revised 8/17/2011 OMB) Page 1 of 2



FISCAL NOTE

Analysis

The Division of Retirement and Benefits will require two non-permanent employees to complete the preparation 
work to account for and produce the necessary documents and forms for the inception of the new tiers. Education 
to employers will be required to properly electronically report service and salaries of new employees and existing 
employees of the defined contribution plans who elect to convert to the new tier. Education to employees will be 
required for defined contribution employees to make an informed decision during the election period and for new 
members of the new tiers.

The division will be required to reprogram its existing system, the Combined Retirement System, which tracks all 
service and salaries reported by employers to the system, to accommodate the new provisions of the new tiers.

STATE OF ALASKA BILL NO. SB121_________________
2012 LEGISLATIVE SESSION

The estim ated adm inistrative costs to  the division by fiscal year are as follows:

Dollars are in thousands
FY13 FY14 FY15 FY16 FY17 FY18

PERSONAL SERVICES
1-Non Perm anent Account III 106.0 0.0 0.0 0.0 0.0 0.0
1-Non Perm anent Publications Technician III 16.0 0.0 0.0 0.0 0.0 0.0
Non Perm Training 13.4 0.0 0.0 0.0 0.0 0.0

135.4 0.0 0.0 0.0 0.0 0.0

TRAVEL
Employer Reporting Training/Plan Educat 7.5 5.0 5.0 5.0 5.0 5.0
Reg. CounselorTravel/Em ployee Ed. 5.0 5.0 5.0 5.0 5.0 5.0

12.5 10.0 10.0 10.0 10.0 10.0

SERVICES
Com m unication/Postage
-Choice Kit for new  em ployee election 30.0 0.0 0.0 0.0 0.0 0.0
-Conversion notification to DC employee 8.1 0.0 0.0 0.0 0.0 0.0
-Update to  PERS DB handbooks/brochure 322.3 0.0 0.0 0.0 0.0 0.0
Com puter System Redesign 207.9 9.3 9.3 9.3 9.3 9.3
Com puter System UserTesting 36.6 0.0 0.0 0.0 0.0 0.0
Increased audit fees 5.6 0.0 0.0 0.0 0.0 0.0

610.5 9.3 9.3 9.3 9.3 9.3
COMMODITIES

Com puter, phone, cubicle, supplies 11.3 0.0 0.0 0.0 0.0 0.0

TOTAL 769.7 19.3 19.3 19.3 19.3 19.3

(Revise cT37T7 /2 011 OMU) Page 2 of 2



FISCAL NOTE

Identifier (file name) SB 121 -DQR-TRS-01 -24-12

STATE OF ALASKA
2012 LEGISLATIVE SESSION

Title An Act relating to the PERS and TRS

Bill Version
Fiscal Note Number
() Publish Date

Dept. Affected
Appropriation
Allocation

SB121

Revenue
Taxation & Treasury

ARMB Custody & Mgmt Fee
Sponsor
Requester

Senators Egan, Menard. Paskvan, Davis, Kookesh 
Senate State Affairs OMB Component Number 2812

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.

FY13
Appropriation

Requested

Included in 
Governor's 

FY13 
Request

Out-Year Cost Estimates

OPERATING EXPENDITURES FY13 FY13 FY14 FY15 FY16 FY17 FY18
Personal Services 
T ravel 
Services 
Commodities 
Capital Outlay 
Grants, Benefits 
Miscellaneous

593.0 690.0 795.0 909.0 1,032.0 1,164.0

TOTAL OPERATING 593.0 0.0 690.0 795.0 909.0 1,032.0 1,164.0

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Prgm (DGF)
1029 PERS Trust (Other) 413.0 482.0 557.0 638.0 725 0 819 0
1034 Teach Ret (Other) 180.0 208.0 238.0 271.0 307 0 345 0

TOTAL 593.0 0.0 690.0 795.0 909.0 1,032.0 1,164.0

POSITIONS
Full-time
Part-time
Temporary

CHANGE IN REVENUES

Estimated SUPPLEMENTAL (FY12) operating costs
(discuss reasons and fund source(s) in analysis section)

Estimated CAPITAL (FY13) costs
(discuss reasons and fund source(s) in analysis section)

(separate supplemental appropriation required) 

(separate capital appropriation required)

Why this fiscal note differs from previous version (if initial version, please note as such)

Prepared by 
Division

Approved by

Pam Leary, Comptroller Phone 465-2350
T reasury Date/Time 1/24/12 12:00 AM
Angela Rodell, Deputy Commissioner Date 1/24/12 12:00 AM
Department of Revenue

(Revised V 17/2012 OMB) Page 1 of 2



FISCAL NOTE

STATE OF ALASKA BILL NO. SB121
2012 LEGISLATIVE SESSION

Analysis

SB 121 allows future and current defined contribution PERS and TRS members an opportunity to choose 
between a defined contribution (DC) and a defined benefit (DB) plan. Current DC members will have a one­
time opportunity to convert to the DB plan. The DC member's employee and employer contributions will be 
transferred to the DB plan.

Assumptions:
60% of the current defined contribution plan will be elected by DC members to convert to the DB plan. 80% of 
future members will elect to be in the DB plan.
Rate of return assumed to be 8%
Management fees assumed at 35 basis points.

(Revised 1/17/20*2 OMB) Page 2 of 2



SB 121
Making Promises

and
Keeping Promises

D e p a r t m e n t  o f  A d m i n i s t r a t i o n  

P r e s e n t a t i o n  t o  S e n a t e  S t a t e  A f f a i r s

C o m m i t t e e  

A p r i l  1 4 ,  2 0 1 1



Making Promises

D e f i n e d  B e n e f i t  P l a n  P r o m i s e s

■ Pension up to 6 7 %  o f  average salary

■ A nnua l cost o f  liv in g  increases

■ System-paid m edical prem ium s

M e m b e r s h i p :  9 5 , 6 6 7

PER S 
Tier I: 29,832
Tier II: 16,738 
Tier III: 27,202

TR S 
Tier I: 12,124 
Tier II: 9,771

2



Constitutional Obligation

■  P E R S / T R S  D B  B e n e f i t s  w i l l  b e  p a i d  u n t i l  

a p p r o x i m a t e l y  2 0 8 0

■  B e n e f i t  p a y m e n t s  -

- $ 1  b i l l i o n  p e r  y e a r  f r o m  n o w  u n t i l  2 0 6 3  

- $ 3  b i l l i o n  p e r  y e a r  f r o m  2 0 2 7 - 2 0 4 6

3



Bi
lli

on
s

PERS / TRS Hard Liabilities
Total Projected Benefits Payments - PERS and TRS

Source: Buck Consultants

20
80



Increasing Cost of 
DB Plan Benefits

■  P e o p l e  a r e  l i v i n g  l o n g e r  t h a n  e x p e c t e d

■  P e o p l e  a r e  r e t i r i n g  e a r l i e r  t h a n  

e x p e c t e d

■  H e a l t h  c o s t s  h a v e  s u b s t a n t i a l l y  

e x c e e d e d  t h e  r a t e  o f  i n f l a t i o n

5



How We Plan to Keep Our 
Promises

■  C o n t i n u e  t o :

■ Invest $1 5 . 8  b illio n  in  assets

■ C o llect 2 2 %  o f  payro ll fro m  PERS employers

■ C o llect 1 2 .5 %  o f  payro ll fro m  TRS employers 

C o llect 6 .7 5 % fro m  PERS D B  employees

■ C o llect 8 .6 5 %  fro m  TRS D B  employees

■ Request G F  C on tribu tions

■ M ake all benefits payments w hen due

6



Current Difficulties

■  C o s t  o f  p r o m i s e d  b e n e f i t s  k e e p s  i n c r e a s i n g

■  U n f u n d e d  l i a b i l i t y  n o w  p r o j e c t e d  t o  e x c e e d  

$ 1 1  b i l l i o n

■  P E R S  e m p l o y e r  r a t e  p r o j e c t e d  t o  i n c r e a s e  

f r o m  3 0 . 7 5 %  i n  F Y  1 2  t o  3 2 . 8 3 %  f o r  F Y  1 3

■  T R S  e m p l o y e r  r a t e  p r o j e c t e d  t o  i n c r e a s e  

f r o m  4 2 . 5 6 %  i n  F Y  1 2  t o  4 9 . 5 6 %  f o r  F Y  1 3

■  P l a n  a s s e t s  h a v e  b e e n  j e o p a r d i z e d  b y  

G r e a t  R e c e s s i o n  a n d  v o l a t i l e  m a r k e t s



The Road Ahead
■  L i a b i l i t i e s  a r e  p r o j e c t e d  t o  e x c e e d  $ 3  b i l l i o n  

a  y e a r  f o r  t h e  2 0 - y e a r  p e r i o d  2 0 2 7 - 2 0 4 6

■  C u r r e n t  a s s e t s  a r e  $ 1 6  b i l l i o n  w i t h  v a r i o u s  

s t r e a m s  o f  r e v e n u e

■  N e w  u n f u n d e d  l i a b i l i t i e s  c a n  d e v e l o p  a t  a n y  

t i m e :

■ M o rta lity  changes

■ H ea lth  care cost increases

■ Future investm ent loss



Pension Plans Need 
Backstops

■  A l a s k a ’s  e x p e r i e n c e  f r o m  t h e  2 0 0 0 s

■  U n f u n d e d  l i a b i l i t i e s  a r i s e  f o r  a  v a r i e t y  o f  

r e a s o n s ,  n e g l i g e n t  a n d  n o n - n e g l i g e n t

■  W h e n  u n f u n d e d  l i a b i l i t i e s  h a v e  d e v e l o p e d  i n  

t h e  A l a s k a ,  b y  a n d  l a r g e  t h e  G F  h a s  p r o v i d e d  

t h e  s o l u t i o n

9



Making New Promises

■  S B  1 2 1  m a k e s  n e w  r e t i r e m e n t  p r o m i s e s  t o  

t h e  n e x t  g e n e r a t i o n  o f  s t a t e  e m p l o y e e s

■  T h e  S t a t e  w i l l  n e e d  t o  k e e p  t h o s e  p r o m i s e s  

u n t i l  a t  l e a s t  2 0 8 0 - 2 0 9 0

■  $ 3  b i l l i o n  i n  a n n u a l  b e n e f i t  p a y m e n t s  f o r  

c u r r e n t  p o p u l a t i o n  w i l l  e x t e n d  b e y o n d  2 0 4 7

■  W h e r e  i s  t h e  G F  i n c o m e  i n  t h e  f u t u r e  t o  

b a c k s t o p  t h e s e  n e w  r e t i r e m e n t  p r o m i s e s ?

■ Investment losses

■ M ortality changes

■ Increased health care costs



C a n  w e  m a k e  n e w  p r o m i s e s  t h a t  

r e t i r e e s  a n d  t h e i r  f a m i l i e s  w il l  b e  a b le  to

r e ly  o n  in  2 0 6 0 - 2 0 9 0 ?
Alaska Crude Oil Production

(thousand barrels per day)

11



Does SB 121 Save Money?

■  E m p l o y e r  c o n t r i b u t i o n  r a t e s  a r e  s e t  o n  

c o m b i n e d  D B / D C  p a y r o l l

■  C o n t r i b u t i o n  r a t e s  w i l l  n o t  d e c r e a s e  w i t h  S B  

121

■  S t a t e  a s  a n  e m p l o y e r  p a y s  5 %  f o r  D C  

e m p l o y e e s ,  3 0 . 7 6 %  f o r  D B  e m p l o y e e s

■  D C  a c c o u n t  b a l a n c e s  t o t a l  a p p r o x i m a t e l y  

$ 3 0 0  m i l l i o n

12
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Breaking Promises
■  R e t i r e m e n t  p r o m i s e s  h a v e  b e e n  b r o k e n  

e l s e w h e r e

■  P r i v a t e  e m p l o y e r  r e t i r e m e n t  p l a n  d e f a u l t s  

p r o m p t e d  f e d e r a l  p a s s a g e  o f  E R I S A  i n  1 9 7 4

■  C u r r e n t  t h r e a t  o f  p u b l i c  p e n s i o n  d e f a u l t s  

a c r o s s  t h e  c o u n t r y

■  S o m e  s t a t e s  h a v e  b r o k e n  p r o m i s e s  a n d  

c u t  b e n e f i t s  t o  r e t i r e e s

■  A l a s k a  h a s  m o r a l  a n d  c o n s t i t u t i o n a l  

o b l i g a t i o n  t o  k e e p  i t s  p r o m i s e s

13



Administration Position
■  K e e p  t h e  r e t i r e m e n t  p r o m i s e s  w e  

h a v e  m a d e  t o  d a t e

■  D o n ’t  m a k e  t h e  p r o b l e m  w o r s e

■  D o n ’t  m a k e  n e w  r e t i r e m e n t  p r o m i s e s  

t h a t  w e  c a n n o t  k e e p

■  A  r e v e n u e  b a c k s t o p  i s  n e c e s s a r y  t o  

e n s u r e  n e w  p r o m i s e s  a r e  k e p t ;  u n t i l  

A l a s k a ’s

l o n g  t e r m  f i s c a l  s i t u a t i o n  i s  s o l v e d  

t h i s  d i s c u s s i o n  i s  p r e m a t u r e



SB 121 
technical Issues



TRS Issue

■  S e c .  4  a d d s  a  r e q u i r e m e n t  f o r  S B  1 2 1  

t e a c h e r s  w h o  a r e  d i s a b l e d  t o  a p p l y  f o r  a  

v o c a t i o n a l  r e h a b i l i t a t i o n  p r o g r a m .  

I n o p e r a b l e  p r o v i s i o n .

■  S e c .  2 1  r e q u i r e s  c u r r e n t  D C  t e a c h e r s  t o  

e l e c t  t o  t r a n s f e r  t o  t h e  D B  p l a n  w i t h i n  6 0  

d a y s  o f  t h e  e f f e c t i v e  d a t e  o f  l e g i s l a t i o n .  

I n s u f f i c i e n t  t i m e  p e r i o d .

16



PERS Issues

■  S e c .  1 4  r e m o v e s  c u r r e n t  a n d  f u t u r e  

s u r v i v o r s  f r o m  m e d i c a l  c o v e r a g e  d u e  t o  

n e w  l a n g u a g e  “w h o  b e c o m e s  a  m e m b e r . ” 

S u r v i v o r s  a r e  n o t  m e m b e r s .

17



PERS and TRS Issues

■  S e c .  9  a n d  1 9  r e q u i r e s  t h e  P E R S  a n d  T R S  t o  

p r o v i d e  a  t e a c h e r  o r  p u b l i c  e m p l o y e e  w i t h  

c a l c u l a t i o n s  t o  m a k e  a  d e c i s i o n  r e g a r d i n g  

p a r t i c i p a t i o n  i n  t h e  D B  o r  D C  p l a n  w i t h i n  5  

d a y s  o f  h i r e .

■  S e c .  2 1  a n d  2 2  r e q u i r e s  A R M B  t o  e n s u r e  

t r a n s f e r  o f  f u n d s .  S h o u l d  b e  p l a n  

a d m i n i s t r a t o r .

■  S e c .  2 2  r e q u i r e s  a n y  e x c e s s  D C  

c o n t r i b u t i o n s  t o  b e  p a i d  t o  t h e  

m e m b e r ’s  S B S - A P  a c c o u n t .



State o f Alaska
Summary of Normal Costs for New Tier Members under CS SB 121 DB/DC Choice Proposal 

($ in thousands)

PERS Others

Headcount Salary

Employer 
Pension 

Normal Cost
Healthcare 

Normal Cost

Total 
Employer 

Normal Cost

Employer 
Pension Normal 

Cost Rate

Healthcare Normal 
Cost Rate 
(% of Pay)

Healthcare Normal 
Cost Rate 

(per member)

Employer 
DCR Contribution 

Pension Rate

Employer 
DCR Contribution 
PensionAmount

Employer 
DCR Contribution 
Healthcare Rate

Employer 
DCR Contribution 
Healthcare Amount

Employer 
DCR Contribution 

Total Amount

DB/DCR 
Cost 

Difference

Pension
Cost

Difference

Healthcare
Cost

Difference

FY15 7,838 $374,608 $5,418 $18,937 $24,355 1.45% 5.06% $2.42 5.22% $19,555 3.48% $13,036 $32,591 ($8,236) ($14,137) $5,901
FY16 10,183 498,502 7,210 26,458 33,668 1.45% 5.31% 2.60 5.22% 26,022 3.48% 17,348 $43,370 ($9,702) ($18,812) $9,110
FY17 12,261 622,231 9,000 35,057 44,057 1.45% 5.63% 2.86 5.22% 32,480 3.48% 21,654 $54,134 ($10,077) ($23,480) $13,403
FY18 14,124 746,155 10,792 44,070 54,862 1.45% 5.91% 3.12 5.22% 38,949 3.48% 25,966 $64,915 ($10,053) ($28,157) $18,104
FY19 15,822 871,246 12,602 53,085 65,687 1.45% 6.09% 3.36 5.22% 45,479 3.48% 30,319 $75,798 ($10,111) ($32,877) $22,766
FY20 17,368 998,726 14,445 63,839 78,284 1.45% 6.39% 3.68 5.22% 52,133 3.48% 34,756 $86,889 ($8,605) ($37,688) $29,083
FY21 18,788 1,126,513 16,294 74,712 91,006 1.45% 6.63% 3.98 5.22% 58,804 3.48% 39,203 $98,007 ($7,001) ($42,510) $35,509

PERS Peace Officer/Firefighter

Headcount Salary

Employer 
Pension 

Normal Cost
Healthcare 

Normal Cost

Total 
Employer 

Normal Cost

Employer 
Pension Normal 

Cost Rate

Healthcare Normal 
Cost Rate 
(% of Pay)

Healthcare Normal 
Cost Rate 

(per member)

Employer 
DCR Contribution 

Pension Rate

Employer 
DCR Contribution 
PensionAmount

Employer 
DCR Contribution 
Healthcare Rate

Employer 
DCR Contribution 

Healthcare Amount

Employer 
DCR Contribution 

Total Amount

DB/DCR 
Cost 

Difference

Pension
Cost

Difference

Healthcare
Cost

Difference

FY15 570 $35,710 $1,456 $2,142 $3,598 4.08% 6.00% $3.76 5.22% $1,864 3.48% $1,243 $3,107 $491 ($408) $899
FY16 741 47,520 1,937 3,043 4,980 4.08% 6.40% 4.11 5.22% 2,481 3.48% 1,654 $4,135 $845 ($544) $1,389
FY17 898 59,315 2,418 4,122 6,540 4.08% 6.95% 4.59 5.22% 3,096 3.48% 2,064 $5,160 $1,380 ($678) $2,058
FY18 1,047 71,415 2,911 5,317 8,228 4.08% 7.45% 5.08 5.22% 3,728 3.48% 2,485 $6,213 $2,015 ($817) $2,832
FY19 1,190 84,049 3,426 6,376 9,802 4.08% 7.59% 5.36 5.22% 4,387 3.48% 2,925 $7,312 $2,490 ($961) $3,451
FY20 1,329 97,175 3,961 7,730 11,691 4.08% 7.95% 5.82 5.22% 5,073 3.48% 3,382 $8,455 $3,236 ($1,112) $4,348
FY21 1,461 110,877 4,519 8,968 13,487 4.08% 8.09% 6.14 5.22% 5,788 3.48% 3,859 $9,647 $3,840 ($1,269) $5,109

PERS Total

Headcount Salary

Employer 
Pension 

Normal Cost
Healthcare 

Normal Cost

Total 
Employer 

Normal Cost

Employer 
Pension Normal 

Cost Rate

Healthcare Normal 
Cost Rate 
(% of Pay)

Healthcare Normal 
Cost Rate 

(per member)

Employer 
DCR Contribution 

Pension Rate

Employer 
DCR Contribution 
PensionAmount

Employer 
DCR Contribution 
Healthcare Rate

Employer 
DCR Contribution 

Healthcare Amount

Employer 
DCR Contribution 

Total Amount

DB/DCR 
Cost 

Difference

Pension
Cost

Difference

Healthcare
Cost

Difference

FY15 8,408 $410,318 $6,874 $21,079 $27,953 1.68% 5.14% $2.51 5.22% $21,419 3.48% $14,279 $35,698 ($7,745) ($14,545) $6,800
FY16 10,924 546,022 9,147 29,501 38,648 1.68% 5.40% 2.70 5.22% 28,503 3.48% 19,002 47,505 (8,857) (19,356) 10,499
FY17 13,159 681,546 11,418 39,179 50,597 1.68% 5.75% 2.98 5.22% 35,576 3.48% 23,718 59,294 (8,697) (24,158) 15,461
FY18 15,171 817,570 13,703 49,387 63,090 1.68% 6.04% 3.26 5.22% 42,677 3.48% 28,451 71,128 (8,038) (28,974) 20,936
FY19 17,012 955,295 16,028 59,461 75,489 1.68% 6.22% 3.50 5.22% 49,866 3.48% 33,244 83,110 (7,621) (33,838) 26,217
FY20 18,697 1,095,901 18,406 71,569 89,975 1.68% 6.53% 3.83 5.22% 57,206 3.48% 38,138 95,344 (5,369) (38,800) 33,431
FY21 20,249 1,237,390 20,813 83,680 104,493 1.68% 6.76% 4.13 5.22% 64,592 3.48% 43,062 107,654 (3,161) (43,779) 40,618

Teachers' Retirement System

Headcount Salary

Employer 
Pension 

Normal Cost
Healthcare 

Normal Cost

Total 
Employer 

Normal Cost

Employer 
Pension Normal 

Cost Rate

Healthcare Normal 
Cost Rate 
(% of Pay)

Healthcare Normal 
Cost Rate 

(per member)

Employer 
DCR Contribution 

Pension Rate

Employer 
DCR Contribution 
PensionAmount

Employer 
DCR Contribution 
Healthcare Rate

Employer 
DCR Contribution 

Healthcare Amount

Employer 
DCR Contribution 

Total Amount

DB/DCR
Cost

Difference

Pension
Cost

Difference

Healthcare
Cost

Difference

FY15 2,016 $116,432 $3,307 $7,441 $10,748 2.84% 6.39% $3.69 7.00% $8,150 3.49% $4,063 $12,213 ($1,465) ($4,843) $3,378
FY16 2,663 157,186 4,464 10,274 14,738 2.84% 6.54% 3.86 7.00% 11,003 3.49% 5,486 16,489 (1,751) (6,539) 4,788
FY17 3,249 197,916 5,621 13,230 18,851 2.84% 6.68% 4.07 7.00% 13,854 3.49% 6,907 20,761 (1,910) (8,233) 6,323
FY18 3,795 239,377 6,798 16,507 23,305 2.84% 6.90% 4.35 7.00% 16,756 3.49% 8,354 25,110 (1,805) (9,958) 8,153
FY19 4,307 281,784 8,003 19,720 27,723 2.84% 7.00% 4.58 7.00% 19,725 3.49% 9,834 29,559 (1.836) (11,722) 9,886
FY20 4,788 325,194 9,236 22,975 32,211 2.84% 7.07% 4.80 7.00% 22,764 3.49% 11,349 34,113 (1,902) (13,528) 11,626
FY21 5,249 370,319 10,517 26,328 36,845 2.84% 7.11% 5.02 7.00% 25,922 3.49% 12,924 38,846 (2,001) (15,405) 13,404
FY22 5,687 416,745 11,836 30,130 41,966 2.84% 7.23% 5.30 7.00% 29,172 3.49% 14,544 43,716 (1,750) (17,336) 15,586
FY23 6,097 464,227 13,184 34,120 47,304 2.84% 7.35% 5.60 7.00% 32,496 3.49% 16,202 48,698 (1,394) (19,312) 17,918
FY24 6,480 512,664 14,560 38,081 52,641 2.84% 7.43% 5.88 7.00% 35,886 3.49% 17,892 53,778 (1.137) (21,326) 20,189

Prepared as of February 1, 2012.
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A M E N D M E N T  $ \

OFFERED IN THE SENATE

TO: CSSB 121 (STA), Draft Version "R"

1 Page 6, line 21:

2 Delete "contribution"

3 Insert "benefit"

4

5 Page 6, line 23:

6 Delete "board"

7 Insert "administrator"

9 Page 13, line 17:

10 Delete "contribution"

11 Insert "benefit"

12

13 Page 13, line 19:

14 Delete "board"

15 Insert "administrator"

o
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2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

A M E N D M E N T f t  >

OFFERED IN THE SENATE

TO: CSSB 121 (STA), Draft Version "R"

Page 4, line 10:

Delete "a new subsection" 

Insert "new subsections"

Page 4, line 30, following "more": 

Insert", but less than 30,"

Page 5, following line 3:

Insert new subsections to read:

"(h) On or after July 1, 2018, and every five years thereafter, the administrator 

shall adjust the percentages under (g)(2) and (3) of this section as needed to maintain, 

but not to exceed, over the succeeding five years, an employer normal cost rate for the 

members and survivors who first became members after June 30, 2006, that does not 

exceed the combined total of the rates under AS 14.25.350(a), (b), (d), and (e) minus 

the employer normal cost rate attributable to the members who first became members 

after June 30, 2006, for benefits under AS 14.25.009 - 14.25.167. An adjustment made 

under this subsection shall remain in effect for five years. In making an adjustment 

under this subsection, the administrator shall maintain the five percent differences 

between (g)(2)(A), (B), and (C) of this section and the five percent differences 

between (g)(3)(A) and (B) of this section.

(i) When a member is appointed to retirement, the member obtains a vested 

right to the applicable percentage under (g)(2) or (3) of this section, as adjusted under 

(h) o f this section, that is in effect when the member is appointed to retirement. A

L -1-



1

2

3

4

5

6
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8
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12

13

14

15
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21
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23

24
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member does not obtain a vested right to a percentage under (g)(2) or (3) of this 

section, as adjusted under (h) of this section, before the member is appointed to 

retirement."

Page 11, line 10, following "retirement":

Insert "i

(6) on or after July 1, 2018, and every five years thereafter, the 

administrator shall adjust the percentages under (31 and (4) of this subsection as 

needed to maintain, but not to exceed, over the succeeding five years, an 

employer normal cost rate for the members and survivors who first became 

members after June 30, 2006, that does not exceed the combined total of the rates 

under AS 39.35.750(a), (b), (d), and (e) minus the employer normal cost rate 

attributable to the members who first became members after June 30, 2006, for 

benefits under AS 39.35.095 - 39.35.530: an adjustment made under this 

paragraph shall remain in effect for five years; in making an adjustment under 

this paragraph, the administrator shall maintain the five percent differences 

between t3)(A), (B), (C), and ID) of this subsection and the five percent 
differences between (4)tA) and (B) of this subsection;

(7) when a member is appointed to retirement, the member 

obtains a vested right to the applicable percentage under (31 or 14) of this 

subsection, as adjusted under 161 of this subsection, that is in effect when the 

member is appointed to retirement; a member does not obtain a vested right to a 

percentage under 13) or (4) of this subsection, as adjusted under 16) of this 

subsection, before appointment to retirement."

L -2-
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S ta te  o f  A la ska
S u m m a ry  o f  N o rm a l C o s ts  fo r  N ew  T ie r M e m b ers  u n d e r CS S B  121 DB/DC C h o ice  P ro po sa l 

($  in  th o u s a n d s )

PERS Others

Headcount Salary

Employer 
Pension 

Normal Cost
Healthcare 

Normal Cost

Total 
Employer 

Normal Cost

Employer 
Pension Normal 

Cost Rate

Healthcare Normal 
Cost Rate 
(% of Pay)

Healthcare Normal 
Cost Rate 

(per member)

Employer 
DCR Contribution 

Pension Rate

Employer 
DCR Contribution 
PensionAmount

Employer 
DCR Contribution 
Healthcare Rate

Employer 
DCR Contribution 

Healthcare Amount

Employer 
DCR Contribution 

Total Amount

D B / DCR 
Cost 

Difference

Pension
Cost

Difference

Healthcare
Cost

Difference

FY15 7,838 $374,608 $5,418 $18,937 $24,355 1.45% 5.06% $2.42 5.22% $19,555 3.48% $13,036 $32,591 ($8,236) ($14,137) $5,901
FY16 10,183 498,502 7,210 26,458 33,668 1.45% 5.31% 2.60 5.22% 26,022 3.48% 17,348 43,370 (9,702) (18,812) 9,110
FY17 12,261 622,231 9,000 35,057 44,057 1.45% 5.63% 2.86 5.22% 32,480 3.48% 21,654 54,134 (10,077) (23,480) 13,403
FY18 14,124 746,155 10,792 44,070 54,862 1.45% 5.91% 3.12 5.22% 38,949 3.48% 25,966 64,915 (10,053) (28,157) 18,104
FY19 15,822 871,246 12,602 53,085 65,687 1.45% 6.09% 3.36 5.22% 45,479 3.48% 30,319 75,798 (10.111) (32,877) 22,766
FY20 17,368 998,726 14,445 63,839 78,284 1.45% 6.39% 3.68 5.22% 52,133 3.48% 34,756 86,889 (8,605) (37,688) 29,083
FY21 18,788 1,126,513 16,294 74,712 91,006 1.45% 6.63% 3.98 5.22% 58,804 3.48% 39,203 98,007 (7,001) (42,510) 35,509
FY22 20,112 1,255,508 18,159 86,753 104,912 1.45% 6.91% 4.31 5.22% 65,538 3.48% 43,692 109,230 (4,318) (47,379) 43,061
FY23 21,341 1,386,021 20,047 99,332 119,379 1.45% 7.17% 4.65 5.22% 72,350 3.48% 48,234 120,584 (1,205) (52,303) 51,098
FY24 22,482 1,517,987 21,956 112,063 134,019 1.45% 7.38% 4.98 5.22% 79,239 3.48% 52,826 132,065 1,954 (57,283) 59,237
P/25 23,537 1,653,629 23,918 125,247 149,165 1.45% 7.57% 5.32 5.22% 86,319 3.48% 57,546 143,865 5,300 (62,401) 67,701
P/26 24,515 1,789,919 25,889 138,991 164,880 1.45% 7.77% 5.67 5.22% 93,434 3.48% 62,289 155,723 9,157 (67,545) 76,702
P/27 25,425 1,927,781 27,883 153,510 181,393 1.45% 7.96% 6.04 5.22% 100,630 3.48% 67,087 167,717 13,676 (72,747) 86,423
P/28 26,274 2,067,961 29,911 168,813 198,724 1.45% 8.16% 6.43 5.22% 107,948 3.48% 71,965 179,913 18,811 (78,037) 96,848
P/29 27,063 2,210,607 31,974 184,612 216,586 1.45% 8.35% 6.82 5.22% 115,394 3.48% 76,929 192,323 24,263 (83,420) 107,683
P/30 27,797 2,355,969 34,076 201,253 235,329 1.45% 8.54% 7.24 5.22% 122,982 3.48% 81,988 204,970 30,359 (88,906) 119,265
P/31 28,486 2,503,509 36,210 219,267 255,477 1.45% 8.76% 7.70 5.22% 130,683 3.48% 87,122 217,805 37,672 (94,473) 132,145
P/32 29,131 2,655,253 38,405 239,289 277,694 1.45% 9.01% 8.21 5.22% 138,604 3.48% 92,403 231,007 46,687 (100,199) 146,886
P/33 29,739 2,811,067 40,659 260,772 301,431 1.45% 9.28% 8.77 5.22% 146,738 3.48% 97,825 244,563 56,868 (106,079) 162,947
P/34 30,315 2,971,585 42,980 283,867 326,847 1.45% 9.55% 9.36 5.22% 155,117 3.48% 103,411 258,528 68,319 (112,137) 180,456
P/35 30,864 3,139,619 45,411 303,896 349,307 1.45% 9.68% 9.85 5.22% 163,888 3.48% 109,259 273,147 76,160 (118,477) 194,637
P/36 31,388 3,310,581 47,884 325,139 373,023 1.45% 9.82% 10.36 5.22% 172,812 3.48% 115,208 288,020 85,003 (124,928) 209,931
P/37 31,892 3,485,562 50,415 348,223 398,638 1.45% 9.99% 10.92 5.22% 181,946 3.48% 121,298 303,244 95,394 (131,531) 226,925
P/38 32,373 3,665,256 53,014 372,907 425,921 1.45% 10.17% 11.52 5.22% 191,326 3.48% 127,551 318,877 107,044 (138,312) 245,356
P/39 32,837 3,850,505 55,693 399,929 455,622 1.45% 10.39% 12.18 5.22% 200,996 3.48% 133,998 334,994 120,628 (145,303) 265,931
P/40 33,287 4,041,786 58,460 428,645 487,105 1.45% 10.61% 12.88 5.22% 210,981 3.48% 140,654 351,635 135,470 (152,521) 287,991
P/41 33,724 4,237,502 61,290 460,264 521,554 1.45% 10.86% 13.65 5.22% 221,198 3.48% 147,465 368,663 152,891 (159,908) 312,799
P/42 34,144 4,439,927 64,218 494,977 559,195 1.45% 11.15% 14.50 5.22% 231,764 3.48% 154,509 386,273 172,922 (167,546) 340,468
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PERS Peace Officer/Firefighter

Headcount Salary

Employer 
Pension 

Normal Cost
Healthcare 

Normal Cost

Total 
Employer 

Normal Cost

Employer 
Pension Normal 

Cost Rate

Healthcare Normal 
Cost Rate 
(% of Pay)

Healthcare Normal 
Cost Rate 

(per member)

Employer 
DCR Contribution 

Pension Rate

Employer 
DCR Contribution 
PensionAmount

Employer 
DCR Contribution 
Healthcare Rate

Employer 
DCR Contribution 

Healthcare Amount

Employer 
DCR Contribution 

Total Amount

D B / DCR 
Cost 

Difference

Pension
Cost

Difference

Healthcare
Cost

Difference

FY15 570 $35,710 $1,456 $2,142 $3,598 4.08% 6.00% $3.76 5.22% $1,864 3.48% $1,243 $3,107 $491 ($408) $899
FY16 741 47,520 1,937 3,043 4,980 4.08% 6.40% 4.11 5.22% 2,481 3.48% 1,654 4,135 845 (544) 1,389
FY17 898 59,315 2,418 4,122 6,540 4.08% 6.95% 4.59 5.22% 3,096 3.48% 2,064 5,160 1,380 (678) 2,058
FY18 1,047 71,415 2,911 5,317 8,228 4.08% 7.45% 5.08 5.22% 3,728 3.48% 2,485 6,213 2,015 (817) 2,832
FY19 1,190 84,049 3,426 6,376 9,802 4.08% 7.59% 5.36 5.22% 4,387 3.48% 2,925 7,312 2,490 (961) 3,451
FY20 1,329 97,175 3,961 7,730 11,691 4.08% 7.95% 5.82 5.22% 5,073 3.48% 3,382 8,455 3,236 (1,112) 4,348
FY21 1,461 110,877 4,519 8,968 13,487 4.08% 8.09% 6.14 5.22% 5,788 3.48% 3,859 9,647 3,840 (1,269) 5,109
FY22 1,592 125,231 5,104 10,316 15,420 4.08% 8.24% 6.48 5.22% 6,537 3.48% 4,358 10,895 4,525 (1,433) 5,958
FY23 1,717 139,903 5,702 11,743 17,445 4.08% 8.39% 6.84 5.22% 7,303 3.48% 4,869 12,172 5,273 (1,601) 6,874
FY24 1,838 155,271 6,329 13,126 19,455 4.08% 8.45% 7.14 5.22% 8,105 3.48% 5,403 13,508 5,947 (1,776) 7,723
FY25 1,954 171,056 6,972 14,666 21,638 4.08% 8.57% 7.51 5.22% 8,929 3.48% 5,953 14,882 6,756 (1,957) 8,713
FY26 2,069 187,532 7,644 16,241 23,885 4.08% 8.66% 7.85 5.22% 9,789 3.48% 6,526 16,315 7,570 (2,145) 9,715
FY27 2,179 204,562 8,338 17,939 26,277 4.08% 8.77% 8.23 5.22% 10,678 3.48% 7,119 17,797 8,480 (2,340) 10,820
FY28 2,284 222,176 9,056 19,743 28,799 4.08% 8.89% 8.64 5.22% 11,598 3.48% 7,732 19,330 9,469 (2,542) 12,011
FY29 2,384 240,299 9,794 21,661 31,455 4.08% 9.01% 9.09 5.22% 12,544 3.48% 8,362 20,906 10,549 (2,750) 13,299
FY30 2,480 259,055 10,559 23,634 34,193 4.08% 9.12% 9.53 5.22% 13,523 3.48% 9,015 22,538 11,655 (2,964) 14,619
FY31 2,570 278,115 11,336 25,754 37,090 4.08% 9.26% 10.02 5.22% 14,518 3.48% 9,678 24,196 12,894 (3,182) 16,076
FY32 2,651 297,247 12,116 28,028 40,144 4.08% 9.43% 10.57 5.22% 15,516 3.48% 10,344 25,860 14,284 (3.400) 17,684
FY33 2,724 316,557 12,903 30,506 43,409 4.08% 9.64% 11.20 5.22% 16,524 3.48% 11,016 27,540 15,869 (3,621) 19,490
FY34 2,790 336,137 13,701 32,769 46,470 4.08% 9.75% 11.75 5.22% 17,546 3.48% 11,698 29,244 17,226 (3,845) 21,071
FY35 2,851 356,863 14,546 34,567 49,113 4.08% 9.69% 12.12 5.22% 18,628 3.48% 12,419 31,047 18,066 (4,082) 22,148
FY36 2,905 377,677 15,394 36,431 51,825 4.08% 9.65% 12.54 5.22% 19,715 3.48% 13,143 32,858 18,967 (4,321) 23,288
FY37 2,956 398,673 16,250 38,545 54,795 4.08% 9.67% 13.04 5.22% 20,811 3.48% 13,874 34,685 20,110 (4,561) 24,671
FY38 3,003 419,945 17,117 40,741 57,858 4.08% 9.70% 13.57 5.22% 21,921 3.48% 14,614 36,535 21,323 (4,804) 26,127
FY39 3,048 441,564 17,998 43,166 61,164 4.08% 9.78% 14.16 5.22% 23,050 3.48% 15,366 38,416 22,748 (5,052) 27,800
FY40 3,090 463,598 18,896 45,810 64,706 4.08% 9.88% 14.83 5.22% 24,200 3.48% 16,133 40,333 24,373 (5,304) 29,677
FY41 3,130 485,716 19,798 48,583 68,381 4.08% 10.00% 15.52 5.22% 25,354 3.48% 16,903 42,257 26,124 (5,556) 31,680
FY42 3,169 508,540 20,728 51,724 72,452 4.08% 10.17% 16.32 5.22% 26,546 3.48% 17,697 44,243 28,209 (5,818) 34,027
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FY15 8,408 $410,318 $6,874 $21,079 $27,953 1.68% 5.14% $2.51 5.22% $21,419 3.48% $14,279 $35,698 ($7,745) ($14,545) $6,800
FY16 10,924 546,022 9,147 29,501 38,648 1.68% 5.40% 2.70 5.22% 28,503 3.48% 19,002 47,505 (8,857) (19,356) 10,499
FY17 13,159 681,546 11,418 39,179 50,597 1.68% 5.75% 2.98 5.22% 35,576 3.48% 23,718 59,294 (8,697) (24,158) 15,461
FY18 15,171 817,570 13,703 49,387 63,090 1.68% 6.04% 3.26 5.22% 42,677 3.48% 28,451 71,128 (8,038) (28,974) 20,936
FY19 17,012 955,295 16,028 59,461 75,489 1.68% 6.22% 3.50 5.22% 49,866 3.48% 33,244 83,110 (7,621) (33,838) 26,217
FY20 18,697 1,095,901 18,406 71,569 89,975 1.68% 6.53% 3.83 5.22% 57,206 3.48% 38,138 95,344 (5,369) (38,800) 33,431
FY21 20,249 1,237,390 20,813 83,680 104,493 1.68% 6.76% 4.13 5.22% 64,592 3.48% 43,062 107,654 (3,161) (43,779) 40,618
FY22 21,704 1,380,739 23,263 97,069 120,332 1.68% 7.03% 4.47 5.22% 72,075 3.48% 48,050 120,125 207 (48,812) 49,019
FY23 23,058 1,525,924 25,749 111,075 136,824 1.68% 7.28% 4.82 5.22% 79,653 3.48% 53,103 132,756 4,068 (53,904) 57,972
FY24 24,320 1,673,258 28,285 125,189 153,474 1.68% 7.48% 5.15 5.22% 87,344 3.48% 58,229 145,573 7,901 (59,059) 66,960
FY25 25,491 1,824,685 30,890 139,913 170,803 1.68% 7.67% 5.49 5.22% 95,248 3.48% 63,499 158,747 12,056 (64,358) 76,414
FY26 26,584 1,977,451 33,533 155,232 188,765 1.68% 7.85% 5.84 5.22% 103,223 3.48% 68,815 172,038 16,727 (69,690) 86,417
FY27 27,604 2,132,343 36,221 171,449 207,670 1.68% 8.04% 6.21 5.22% 111,308 3.48% 74,206 185,514 22,156 (75,087) 97,243
FY28 28,558 2,290,137 38,967 188,556 227,523 1.68% 8.23% 6.60 5.22% 119,546 3.48% 79,697 199,243 28,280 (80,579) 108,859
FY29 29,447 2,450,906 41,768 206,273 248,041 1.68% 8.42% 7.00 5.22% 127,938 3.48% 85,291 213,229 34,812 (86,170) 120,982
FY30 30,277 2,615,024 44,635 224,887 269,522 1.68% 8.60% 7.43 5.22% 136,505 3.48% 91,003 227,508 42,014 (91,870) 133,884
FY31 31,056 2,781,624 47,546 245,021 292,567 1.68% 8.81% 7.89 5.22% 145,201 3.48% 96,800 242,001 50,566 (97,655) 148,221
FY32 31,782 2,952,500 50,521 267,317 317,838 1.68% 9.05% 8.41 5.22% 154,120 3.48% 102,747 256,867 60,971 (103,599) 164,570
FY33 32,463 3,127,624 53,562 291,278 344,840 1.68% 9.31% 8.97 5.22% 163,262 3.48% 108,841 272,103 72,737 (109,700) 182,437
FY34 33,105 3,307,722 56,681 316,636 373,317 1.68% 9.57% 9.56 5.22% 172,663 3.48% 115,109 287,772 85,545 (115,982) 201,527
FY35 33,715 3,496,482 59,957 338,463 398,420 1.68% 9.68% 10.04 5.22% 182,516 3.48% 121,678 304,194 94,226 (122,559) 216,785
FY36 34,293 3,688,258 63,278 361,570 424,848 1.68% 9.80% 10.54 5.22% 192,527 3.48% 128,351 320,878 103,970 (129,249) 233,219
FY37 34,848 3,884,235 66,665 386,768 453,433 1.68% 9.96% 11.10 5.22% 202,757 3.48% 135,172 337,929 115,504 (136,092) 251,596
FY38 35,376 4,085,201 70,131 413,648 483,779 1.68% 10.13% 11.69 5.22% 213,247 3.48% 142,165 355,412 128,367 (143,116) 271,483
FY39 35,885 4,292,069 73,691 443,095 516,786 1.68% 10.32% 12.35 5.22% 224,046 3.48% 149,364 373,410 143,376 (150,355) 293,731
FY40 36,377 4,505,384 77,356 474,455 551,811 1.68% 10.53% 13.04 5.22% 235,181 3.48% 156,787 391,968 159,843 (157,825) 317,668
FY41 36,854 4,723,218 81,088 508,847 589,935 1.68% 10.77% 13.81 5.22% 246,552 3.48% 164,368 410,920 179,015 (165,464) 344,479
FY42 37,313 4,948,467 84,946 546,701 631,647 1.68% 11.05% 14.65 5.22% 258,310 3.48% 172,206 430,516 201,131 (173,364) 374,495
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Teachers' Retirement System
Employer Total Employer Healthcare Normal Healthcare Normal Employer Employer Employer Employer Employer D B / DCR Pension Healthcare
Pension Healthcare Employer Pension Normal Cost Rate Cost Rate DCR Contribution DCR Contribution DCR Contribution DCR Contribution DCR Contribution Cost Cost Cost

Headcount Salary Normal Cost Normal Cost Normal Cost Cost Rate (% of Pay) (per member) Pension Rate PensionAmount Healthcare Rate Healthcare Amount Total Amount Difference Difference Difference

FY15 2,016 $116,432 $3,307 $7,441 $10,748 2.84% 6.39% $3.69 7.00% $8,150 3.49% $4,063 $12,213 ($1,465) ($4,843) $3,378
FY16 2,663 157,186 4,464 10,274 14,738 2.84% 6.54% 3.86 7.00% 11,003 3.49% 5,486 16,489 (1,751) (6,539) 4,788
FY17 3,249 197,916 5,621 13,230 18,851 2.84% 6.68% 4.07 7.00% 13,854 3.49% 6,907 20,761 (1,910) (8,233) 6,323
FY18 3,795 239,377 6,798 16,507 23,305 2.84% 6.90% 4.35 7.00% 16,756 3.49% 8,354 25,110 (1.805) (9,958) 8,153
FY19 4,307 281,784 8,003 19,720 27,723 2.84% 7.00% 4.58 7.00% 19,725 3.49% 9,834 29,559 (1,836) (11,722) 9,886
FY20 4,788 325,194 9,236 22,975 32,211 2.84% 7.07% 4.80 7.00% 22,764 3.49% 11,349 34,113 (1,902) (13,528) 11,626
P/21 5,249 370,319 10,517 26,328 36,845 2.84% 7.11% 5.02 7.00% 25,922 3.49% 12,924 38,846 (2,001) (15,405) 13,404
P/22 5,687 416,745 11,836 30,130 41,966 2.84% 7.23% 5.30 7.00% 29,172 3.49% 14,544 43,716 (1,750) (17,336) 15,586
P/23 6,097 464,227 13,184 34,120 47,304 2.84% 7.35% 5.60 7.00% 32,496 3.49% 16,202 48,698 (1,394) (19,312) 17,918
P/24 6,480 512,664 14,560 38,081 52,641 2.84% 7.43% 5.88 7.00% 35,886 3.49% 17,892 53,778 (1,137) (21,326) 20,189
P/25 6,837 562,375 15,971 42,331 58,302 2.84% 7.53% 6.19 7.00% 39,366 3.49% 19,627 58,993 (691) (23,395) 22,704
P/26 7,174 613,016 17,410 46,809 64,219 2.84% 7.64% 6.53 7.00% 42,911 3.49% 21,394 64,305 (86) (25,501) 25,415
P/27 7,496 664,940 18,884 51,705 70,589 2.84% 7.78% 6.90 7.00% 46,546 3.49% 23,206 69,752 837 (27,662) 28,499
P/28 7,799 717,892 20,388 57,010 77,398 2.84% 7.94% 7.31 7.00% 50,252 3.49% 25,054 75,306 2,092 (29,864) 31,956
P/29 8,085 771,823 21,920 62,534 84,454 2.84% 8.10% 7.73 7.00% 54,028 3.49% 26,937 80,965 3,489 (32,108) 35,597
P/30 8,354 826,955 23,486 68,248 91,734 2.84% 8.25% 8.17 7.00% 57,887 3.49% 28,861 86,748 4,986 (34,401) 39,387
P/31 8,603 882,285 25,057 74,520 99,577 2.84% 8.45% 8.66 7.00% 61,760 3.49% 30,792 92,552 7,025 (36,703) 43,728
P/32 8,833 938,353 26,649 81,372 108,021 2.84% 8.67% 9.21 7.00% 65,685 3.49% 32,749 98,434 9,587 (39,036) 48,623
P/33 9,046 995,359 28,268 88,667 116,935 2.84% 8.91% 9.80 7.00% 69,675 3.49% 34,738 104,413 12,522 (41,407) 53,929
P/34 9,245 1,053,336 29,915 96,251 126,166 2.84% 9.14% 10.41 7.00% 73,734 3.49% 36,761 110,495 15,671 (43,819) 59,490
P/35 9,429 1,112,586 31,597 103,846 135,443 2.84% 9.33% 11.01 7.00% 77,881 3.49% 38,829 116,710 18,733 (46,284) 65,017
P/36 9,604 1,172,610 33,302 111,851 145,153 2.84% 9.54% 11.65 7.00% 82,083 3.49% 40,924 123,007 22,146 (48,781) 70,927
P/37 9,767 1,233,614 35,035 120,896 155,931 2.84% 9.80% 12.38 7.00% 86,353 3.49% 43,053 129,406 26,525 (51,318) 77,843
P/38 9,923 1,295,853 36,802 130,693 167,495 2.84% 10.09% 13.17 7.00% 90,710 3.49% 45,225 135,935 31,560 (53,908) 85,468
P/39 10,069 1,359,505 38,610 141,417 180,027 2.84% 10.40% 14.04 7.00% 95,165 3.49% 47,447 142,612 37,415 (56,555) 93,970
P/40 10,211 1,424,719 40,462 153,150 193,612 2.84% 10.75% 15.00 7.00% 99,730 3.49% 49,723 149,453 44,159 (59,268) 103,427
P/41 10,347 1,491,201 42,350 166,212 208,562 2.84% 11.15% 16.06 7.00% 104,384 3.49% 52,043 156,427 52,135 (62,034) 114,169
P/42 10,478 1,559,673 44,295 180,315 224,610 2.84% 11.56% 17.21 7.00% 109,177 3.49% 54,433 163,610 61,000 (64,882) 125,882
P/43 10,607 1,630,380 46,303 195,761 242,064 2.84% 12.01% 18.46 7.00% 114,127 3.49% 56,900 171,027 71,037 (67,824) 138,861
P/44 10,732 1,703,466 48,378 212,093 260,471 2.84% 12.45% 19.76 7.00% 119,243 3.49% 59,451 178,694 81,777 (70,865) 152,642
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State o f Alaska
Summary of Normal Costs for New Tier Members under CS SB 121 DB/DC Choice Proposal 

($ in thousands)

PERS Others

Headcount Salary

Employer 
Pension 

Normal Cost
Healthcare 

Normal Cost

Total 
Employer 

Normal Cost

Employer 
Pension Normal 

Cost Rate

Healthcare Normal 
Cost Rate 
(% of Pay)

Healthcare Normal 
Cost Rate 

(per member)

Employer 
DCR Contribution 

Pension Rate

Employer 
DCR Contribution 
PensionAmount

Employer 
DCR Contribution 
Healthcare Rate

Employer 
DCR Contribution 

Healthcare Amount

Employer 
DCR Contribution 

Total Amount

DB/ DCR 
Cost 

Difference

Pension
Cost

Difference

Healthcare
Cost

Difference

FY15 7,838 $374,608 $5,418 $18,937 $24,355 1.45% 5.06% $2.42 5.22% $19,555 3.48% $13,036 $32,591 ($8,236) ($14,137) $5,901
FY16 10,183 498,502 7,210 26,458 33,668 1.45% 5.31% 2.60 5.22% 26,022 3.48% 17,348 $43,370 ($9,702) ($18,812) $9,110
FY17 12,261 622,231 9,000 35,057 44,057 1.45% 5.63% 2.86 5.22% 32,480 3.48% 21,654 $54,134 ($10,077) ($23,480) $13,403
FY18 14,124 746,155 10,792 44,070 54,862 1.45% 5.91% 3.12 5.22% 38,949 3.48% 25,966 $64,915 ($10,053) ($28,157) $18,104
FY19 15,822 871,246 12,602 53,085 65,687 1.45% 6.09% 3.36 5.22% 45,479 3.48% 30,319 $75,798 ($10,111) ($32,877) $22,766
FY20 17,368 998,726 14,445 63,839 78,284 1.45% 6.39% 3.68 5.22% 52,133 3.48% 34,756 $86,889 ($8,605) ($37,688) $29,083
FY21 18,788 1,126,513 16,294 74,712 91,006 1.45% 6.63% 3.98 5.22% 58,804 3.48% 39,203 $98,007 ($7,001) ($42,510) $35,509

PERS Peace Officer/Firefighter

Headcount Salary

Employer 
Pension 

Normal Cost
Healthcare 

Normal Cost

Total 
Employer 

Normal Cost

Employer 
Pension Normal 

Cost Rate

Healthcare Normal 
Cost Rate 
(% of Pay)

Healthcare Normal 
Cost Rate 

(per member)

Employer 
DCR Contribution 

Pension Rate

Employer 
DCR Contribution 
PensionAmount

Employer 
DCR Contribution 
Healthcare Rate

Employer 
DCR Contribution 

Healthcare Amount

Employer 
DCR Contribution 

Total Amount

DB1DCR 
Cost 

Difference

Pension
Cost

Difference

Healthcare
Cost

Difference

FY15 570 $35,710 $1,456 $2,142 $3,598 4.08% 6.00% $3.76 5.22% $1,864 3.48% $1,243 $3,107 $491 ($408) $899
FY16 741 47,520 1,937 3,043 4,980 4.08% 6.40% 4.11 5.22% 2,481 3.48% 1,654 $4,135 $845 ($544) $1,389
FY17 898 59,315 2,418 4,122 6,540 4.08% 6.95% 4.59 5.22% 3,096 3.48% 2,064 $5,160 $1,380 ($678) $2,058
FY18 1,047 71,415 2,911 5,317 8,228 4.08% 7.45% 5.08 5.22% 3,728 3.48% 2,485 $6,213 $2,015 ($817) $2,832
FY19 1,190 84,049 3,426 6,376 9,802 4.08% 7.59% 5.36 5.22% 4,387 3.48% 2,925 $7,312 $2,490 ($961) $3,451
FY20 1,329 97,175 3,961 7,730 11,691 4.08% 7.95% 5.82 5.22% 5,073 3.48% 3,382 $8,455 $3,236 ($1,112) $4,348
FY21 1,461 110,877 4,519 8,968 13,487 4.08% 8.09% 6.14 5.22% 5,788 3.48% 3,859 $9,647 $3,840 ($1,269) $5,109

PERS Total

Headcount Salary

Employer 
Pension 

Normal Cost
Healthcare 

Normal Cost

Total 
Employer 

Normal Cost

Employer 
Pension Normal 

Cost Rate

Healthcare Normal 
Cost Rate 
{% of Pay)

Healthcare Normal 
Cost Rate 

(per member)

Employer 
DCR Contribution 

Pension Rate

Employer 
DCR Contribution 
PensionAmount

Employer 
DCR Contribution 
Healthcare Rate

Employer 
DCR Contribution 

Healthcare Amount

Employer 
DCR Contribution 

Total Amount

DB1DCR 
Cost 

Difference

Pension
Cost

Difference

Healthcare
Cost

Difference

FY15 8,408 $410,318 $6,874 $21,079 $27,953 1.68% 5.14% $2.51 5.22% $21,419 3.48% $14,279 $35,698 ($7,745) ($14,545) $6,800
FY16 10,924 546,022 9,147 29,501 38,648 1.68% 5.40% 2.70 5.22% 28,503 3.48% 19,002 47,505 (8,857) (19,356) 10,499
FY17 13,159 681,546 11,418 39,179 50,597 1.68% 5.75% 2.98 5.22% 35,576 3.48% 23,718 59,294 (8,697) (24,158) 15,461
FY18 15,171 817,570 13,703 49,387 63,090 1.68% 6.04% 3.26 5.22% 42,677 3.48% 28,451 71,128 (8,038) (28,974) 20,936
FY19 17,012 955,295 16,028 59,461 75,489 1.68% 6.22% 3.50 5.22% 49,866 3.48% 33,244 83,110 (7,621) (33,838) 26,217
FY20 18,697 1,095,901 18,406 71,569 89,975 1.68% 6.53% 3.83 5.22% 57,206 3.48% 38,138 95,344 (5,369) (38,800) 33,431
FY21 20,249 1,237,390 20,813 83,680 104,493 1.68% 6.76% 4.13 5.22% 64,592 3.48% 43,062 107,654 (3,161) (43,779) 40,618

Teachers' Retirement System

Headcount Salary

Employer 
Pension 

Normal Cost
Healthcare 

Normal Cost

Total 
Employer 

Normal Cost

Employer 
Pension Normal 

Cost Rate

Healthcare Normal 
Cost Rate 
(% of Pay)

Healthcare Normal 
Cost Rate 

(per member)

Employer 
DCR Contribution 

Pension Rate

Employer 
DCR Contribution 
PensionAmount

Employer 
DCR Contribution 
Healthcare Rate

Employer 
DCR Contribution 

Healthcare Amount

Employer 
DCR Contribution 

Total Amount

DB1DCR 
Cost 

Difference

Pension
Cost

Difference

Healthcare
Cost

Difference

FY15 2,016 $116,432 $3,307 $7,441 $10,748 2.84% 6.39% $3.69 7.00% $8,150 3.49% $4,063 $12,213 ($1,465) ($4,843) $3,378
FY16 2,663 157,186 4,464 10,274 14,738 2.84% 6.54% 3.86 7.00% 11,003 3.49% 5,486 16,489 (1,751) (6,539) 4,788
FY17 3,249 197,916 5,621 13,230 18,851 2.84% 6.68% 4.07 7.00% 13,854 3.49% 6,907 20,761 (1,910) (8,233) 6,323
FY18 3,795 239,377 6,798 16,507 23,305 2.84% 6.90% 4.35 7.00% 16,756 3.49% 8,354 25,110 (1,805) (9,958) 8,153
FY19 4,307 281,784 8,003 19,720 27,723 2.84% 7.00% 4.58 7.00% 19,725 3.49% 9,834 29,559 (1,836) (11,722) 9,886
FY20 4,788 325,194 9,236 22,975 32,211 2.84% 7.07% 4.80 7.00% 22,764 3.49% 11,349 34,113 (1,902) (13,528) 11,626
FY21 5,249 370,319 10,517 26,328 36,845 2.84% 7.11% 5.02 7.00% 25,922 3.49% 12,924 38,846 (2,001) (15,405) 13,404
FY22 5,687 416,745 11,836 30,130 41,966 2.84% 7.23% 5.30 7.00% 29,172 3.49% 14,544 43,716 (1,750) (17,336) 15,586
FY23 6,097 464,227 13,184 34,120 47,304 2.84% 7.35% 5.60 7.00% 32,496 3.49% 16,202 48,698 (1,394) (19,312) 17,918
FY24 6,480 512,664 14,560 38,081 52,641 2.84% 7.43% 5.88 7.00% 35,886 3.49% 17,892 53,778 (1,137) (21,326) 20,189

Prepared as of February 1. 2012.

2/1/2012



Major Changes in SB 121

Substantive changes in Sen. L&C "R" version:

• The changes in the bill take effect 7 /1  /  2013

• Employees currently in the DC plan who convert are not automatically 
entitled to credit for all the time they've worked.

o The actuarial 'tim e value' of the DC account will be credited 
automatically.

o The employee may choose to create an indebtedness to make up 
any shortage, up to the actual years of service.

• Retirees in the new  Defined Benefit tiers will pay a share of the prem ium s 
for medical insurance. These will be the same as DC retirees:

o If the retiree is eligible for Medicare, the retiree pays:
■ 30 percent w ith 10-15 years of service
■ 25 percent w ith 15-20 years of service
■ 20 percent w ith 20-25 years of service
■ 15 percent w ith 25-30 years of service
■ 10 percent w ith 30 or m ore years of service

o If a teacher, peace officer, or firefighter works 25 years or more, the 
retiree pays the percentages above, even i f  not eligible for Medicare.

o If a PERS employee w ho is not a peace officer or firefighter works 
30 years or more, the retiree pays 10 percent of the prem ium  even i f  
not eligible for Medicare.

The CS also makes some technical and mechanical changes:

• The title is m ore descriptive of the bill.
• W hen an employee converts from one plan to another, the change is 

retroactive to the date of hire. (This does not change the service credit 
provisions in the bill.)

• Language was clarified to ensure survivors of Defined Benefit members 
are eligible for survivor benefits.

• References to the Alaska Retirement M anagement Board transferring 
funds were changed to the adm inistrator (Department of Administration) 
to reflect current practice.

• Language requiring individual accounts to be transferred w ith "interest" 
was changed to "w ith investm ent earnings and losses" to avoid confusion 
w ith  statutory interest rates under other retirem ent statutes.
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CS FOR SENATE BILL NO. 121(STA)

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-SEVENTH LEGISLATURE - SECOND SESSION

B Y  T H E  S E N A T E  S T A T E  A F F A I R S  C O M M I T T E E

Offered:
Referred:

Sponsor(s): S E N A T O R S  E G A N , M en ard , Paskvan, Davis, Kookesh, W ielechow ski, E llis , Thom as, French, 
M c G u ire

A BILL 

FOR AN ACT ENTITLED 

"An Act relating to new defined benefit tiers in the public employees' retirement system 

and the teachers' retirement system; providing certain employees an opportunity to 

choose between the defined benefit and defined contribution plans of the public 

employees' retirement system and the teachers' retirement system; and providing for an 

effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 14.25.009 is repealed and reenacted to read:

Sec. 14.25.009. Applicability of AS 14.25.009 - 14.25.220. (a) The provisions 

o f AS 14.25.009 - 14.25.220 apply to teachers who are eligible to be members of the 

teachers' retirement system under AS 14.25.009 - 14.25.220 and are not members of 

the defined contribution retirement plan under AS 14.25.310 - 14.25.590.

(b) An employer that participates in the plan shall also participate in the 

defined contribution retirement plan under AS 14.25.310 - 14.25.590.

-1- C S S B  121(ST A )
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* Sec. 2. AS 14.25.040(a) is amended to read:

(a) Unless a teacher or member participates in a university retirement program 

under AS 14.40.661 - 14.40.799 or has elected under AS 14.25.330 or former 

AS 14.25.540 to participate in the plan established in AS 14.25.310 - 14.25.590, a 

teacher or member contracting for service with a participating employer is subject to 

AS 14.25.009- 14.25.220.

* Sec. 3. AS 14.25.050(a) is amended to read:

(a) Except as provided in (c) and (el of this section, beginning January 1, 

1991, each member shall contribute to the plan an amount equal to 8.65 percent of the 

member's base salary accrued from July 1 to the following June 30. [THE 

EMPLOYER SHALL DEDUCT THE CONTRIBUTION FROM THE MEMBER'S 

SALARY AT THE END OF EACH PAYROLL PERIOD, AND THE 

CONTRIBUTION SHALL BE CREDITED BY THE PLAN TO THE MEMBER 

CONTRIBUTION ACCOUNT. THE CONTRIBUTIONS SHALL BE DEDUCTED 

FROM EMPLOYEE COMPENSATION BEFORE THE COMPUTATION OF 

APPLICABLE FEDERAL TAXES AND SHALL BE TREATED AS EMPLOYER 

CONTRIBUTIONS UNDER 26 U.S.C. 414(h)(2). A MEMBER MAY NOT HAVE 

THE OPTION OF MAKING THE PAYROLL DEDUCTION DIRECTLY IN CASH 

INSTEAD OF HAVING THE CONTRIBUTION PICKED UP BY THE 

EMPLOYER.]

* Sec. 4. AS 14.25.050 is amended by adding new subsections to read:

(e) Except as provided in (a) and (c) of this section, a member who first 

participates in the plan after June 30, 2006, shall contribute to the plan an amount 

equal to eight percent of the employee's base salary accrued from July 1 to the 

following June 30.

(f) The employer shall deduct the contributions under (a) and (e) of this 

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

contributions shall be credited by the plan to the member contribution account. The 

contributions shall be deducted from employee compensation before the computation 

o f applicable federal taxes and shall be treated as employer contributions under 26 

U.S.C. 414(h)(2). A member may not have the option of making the payroll deduction

C S S B  121(ST A ) -2-
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directly in cash instead of having the contribution picked up by the employer.

* Sec. 5. AS 14.25.130(c) is amended to read:

(c) Once each year during the first five years following appointment to 

disability under this section, and once every three-year period thereafter, the 

administrator may require a disabled member who first became a member before 

July 1, 2006, and who has not attained eligibility for normal retirement to undergo a 

medical or mental examination by a competent physician. The administrator shall 

suspend any disability benefit for a disabled member who refuses to undergo a 

physical or mental examination when requested under this section.

* Sec. 6. AS 14.25.130 is amended by adding new subsections to read:

(g) A person who first becomes a member after June 30, 2006, and who is 

receiving a benefit under this section shall undergo a medical examination as often as 

the administrator considers advisable, but not more frequently than once each year. 

The administrator shall determine the place of the examination and engage the 

physician or physicians. If, in the judgment of the administrator, the examination 

indicates that the disabled member is no longer incapacitated because of a total and 

apparently permanent occupational disability, the administrator may not issue further 

disability benefits to the member.

(h) A person who first becomes a member after June 30, 2006, and who is 

appointed to disability benefits shall apply to the division of vocational rehabilitation 

of the Department of Labor and Workforce Development within 30 days after the date 

disability benefits commence. The member shall be enrolled in a rehabilitation 

program if the member meets the eligibility requirements of the division of vocational 

rehabilitation. Unless the member demonstrates cause, benefits shall terminate at the 

end of the first month in which a disabled member

(1) fails to report to the division of vocational rehabilitation;

(2) is certified by the division of vocational rehabilitation as failing to 

cooperate in a vocational rehabilitation program;

(3) fails to interview for a job; or

(4) fails to accept a position offered.

* Sec. 7. AS 14.25.168(d) is amended to read:

-3- CSSB 121(STA)
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(d) A benefit recipient, or the surviving spouse of a benefit recipient, who 

first becomes a member before July 1. 2006, may elect major medical insurance 

coverage in accordance with regulations and under the following conditions:

(1) a benefit recipient [PERSON] who has less than 25 years of 

membership service and who is younger than 60 years of age must pay an amount 

equal to the full monthly group premium for retiree major medical insurance coverage;

(2) a disabled member, a disabled member who is appointed to normal 

retirement, a person 60 years of age or older, or a person who has at least 25 years of 

membership service is not required to make premium payments.

* Sec. 8. AS 14.25.168 is amended by adding a new subsection to read:

(g) A benefit recipient, or the surviving spouse of a benefit recipient, who first 

becomes a member after June 30, 2006, may elect major medical insurance coverage 

in accordance with regulations and under the following conditions:

(1) if the participating member or surviving spouse is not eligible for 

Medicare, the cost of a monthly premium for retiree major medical insurance coverage 

elected under this section is equal to the full monthly group premium for retiree major 

medical insurance coverage;

(2) if the participating member or surviving spouse is eligible for 

Medicare, the cost of a monthly premium for retiree major medical insurance coverage 

is a percentage of the full monthly group premium, as follows:

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

years of service;

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

years of service;

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

years of service;

(3) the cost of a monthly premium paid by the member or the 

member's surviving spouse for retiree major medical insurance coverage is

(A) 15 percent of the full monthly group premium if the

participating member has 25 or more years of service;

(B) 10 percent of the full monthly group premium if the

CSSB 121(STA) -4-
N e w  T e x t  U n d e r l i n e d  [ D E L E T E D  T E X T  B R A C K E T E D ]



1

2

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

WORK DRAFT WORK DRAFT 27-LS0281YR

participating member has 30 or more years of service;

(4) a disabled member or a disabled member who is appointed to 

normal retirement is not required to make premium payments.

* Sec. 9. AS 14.25.310 is amended to read:

Sec. 14.25.310. Applicability of AS 14.25.310 - 14.25.590. The provisions of 

AS 14.25.310- 14.25.590 apply only to

(11 teachers who first become members on or after July 1, 2006, and 

before the effective date of this section who do not transfer to a defined benefit 

retirement plan under AS 14.25.009 - 14.25.220 or AS 39.35.095 - 39.35.680;

(21 teachers described in AS 14.25.330 who elect under that section 

to become [TO MEMBERS WHO ARE EMPLOYED BY EMPLOYERS THAT DO 

NOT PARTICIPATE IN THE DEFINED BENEFIT RETIREMENT PLAN 

ESTABLISHED UNDER AS 14.25.009 - 14.25.220, TO FORMER MEMBERS 

UNDER AS 14.25.220, OR TO] members; and

(31 teachers who transferred [TRANSFER] into the defined 

contribution retirement plan under former AS 14.25.540.

* Sec. 10. AS 14.25.310 is amended by adding a new subsection to read:

(b) An employer that participates in the plan shall also participate in the 

defined benefit retirement plan under AS 14.25.009 - 14.25.220.

* Sec. 11. AS 14.25.330 is repealed and reenacted to read:

Sec. 14.25.330. Retirement plan election option, (a) A teacher who is first 

hired on or after the effective date of this section may make a one-time election to 

participate in the defined contribution retirement plan under AS 14.25.310 - 14.25.590 

retroactive to the date of hire and may transfer to that plan employee contributions, if 

any, and employer contributions, if any, that have been made to the defined benefit 

retirement plan under AS 14.25.009 - 14.25.220. Before employer contributions are 

transferred under this subsection, the administrator shall recalculate them under 

AS 14.25.070.

(b) The election to participate in the defined contribution retirement plan 

under (a) of this section must be made within 90 days after the date of hire, and be 

made in writing on a form and in the manner prescribed by the administrator. Before

-5- CSSB 121(STA)
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accepting an election to participate in the defined contribution retirement plan, the 

administrator shall, within 20 days after the administrator receives notification of the 

teacher's date of hire, provide the teacher eligible to make an election to participate in 

the defined contribution retirement plan under AS 14.25.310 - 14.25 590 with

(1) information, including calculations to illustrate the effect of 

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

defined contribution retirement plan; and

(2) other information clearly to inform the teacher of the potential 

consequences of the teacher's election.

(c) An election made under (a) of this section to participate in the defined 

contribution retirement plan is irrevocable. Retroactive to the date of hire, the teacher 

shall be enrolled as a member of the defined contribution retirement plan under 

AS 14.25.310 - 14.25.590, the member's participation in the plan shall be governed by 

the provisions for the defined contribution retirement plan, and the member's 

participation in the defined benefit retirement plan under AS 14.25.009 - 14.25.220 

shall terminate. An election made by an eligible member who is married is not 

effective unless the election is signed by the member's spouse.

(d) When a member makes an election under (a) of this section, the 

administrator shall cause the total amount of the member's employee and employer 

contributions, with investment earnings and losses through the final day of the 

member's participation in the defined contribution retirement plan, to be actuarially 

calculated and transferred to the member's designated account in the defined 

contribution retirement plan. The board shall establish transfer procedures by 

regulation, but the actual transfer may not be later than 30 days after the date the 

administrator receives the member's election form under (b) of this section, unless the 

major financial markets for securities available for a transfer are seriously disrupted by 

an unforeseen event that also causes the suspension of trading on any national 

securities exchange in the country where the securities were issued. In that event, the 

30-day period of time may be extended by a resolution of the board. Transfers are not 

commissionable or subject to other fees and may be in the form of securities or cash as 

determined by the board. Securities shall be valued on the date of receipt in the

CSSB 121(STA) -6-
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member's account.

(e) An election made by an eligible member who is married is not effective 

unless the election is signed by the individual's spouse. An eligible member whose 

accounts are subject to a qualified domestic relations order may not make an election 

to participate in the defined contribution retirement plan under this section unless the 

qualified domestic relations order is amended or vacated and court-certified copies of 

the order are received by the administrator.

* Sec. 12. AS 39.35.095 is repealed and reenacted to read:

Sec. 39.35.095. Applicability of AS 39.35.095 - 39.35.680. (a) The provisions 

of AS 39.35.095 - 39.35.680 apply to public employees who are eligible to be 

members of the public employees' retirement system under AS 39.35.095 - 39.35.680 

and are not members of the defined contribution retirement plan under AS 39.35.700 - 

39.35.990.

(b) A public organization or a municipality or other political subdivision of the 

state that participates in the plan shall also participate in the defined contribution 

retirement plan under AS 39.35.700 - 39.35.900.

* Sec. 13. AS 39.35 is amended by adding a new section to read:

Sec. 39.35.128. Participation of elected officials of political subdivisions, (a) 

A person who is an elected official of a political subdivision of the state and who has 

not participated in the plan or waived participation in the plan before July 1, 2013, is a 

member of the plan if

(1) the political subdivision has elected under AS 39.35.600 - 

39.35.650 to designate elected officials in the classifications of employees entitled to 

participate in the plan; and

(2) the elected official receives compensation from the political 

subdivision for services as an elected official in the amount of at least $2,001 a month.

(b) An elected official entitled to participate under this section, and who either 

has no previous service under the system with the political subdivision or is retired 

under the system, may file a waiver of participation in the plan with the administrator 

within 30 days after the later of July 1, 2013, or the date that the elected official's term 

of office begins. A waiver is irrevocable for the remainder of the elected official's

-7- CSSB 121(STA)
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service as an elected official or employee of the political subdivision.

* Sec. 14. AS 39.35.160(a) is amended to read:

(a) Subject to (e) of this section, beginning [BEGINNING] January 1, 1987, 

each peace officer or firefighter shall contribute to the plan an amount equal to seven 

and one-half percent of the peace officer's or firefighter's compensation. Except as 

provided in (dl and (e) [(d)] of this section, beginning January 1, 1987, each other 

employee shall contribute to the plan an amount equal to six and three-quarters percent 

of the employee's compensation. [THE CONTRIBUTIONS SHALL BE DEDUCTED 

BY THE EMPLOYER AT THE END OF EACH PAYROLL PERIOD. THE 

CONTRIBUTIONS SHALL BE DEDUCTED FROM EMPLOYEE 

COMPENSATION BEFORE COMPUTATION OF APPLICABLE FEDERAL 

TAXES, AND THE CONTRIBUTIONS SHALL BE TREATED AS EMPLOYER 

CONTRIBUTIONS UNDER 26 U.S.C. 414(h)(2). A MEMBER MAY NOT HAVE 

THE OPTION OF MAKING THE PAYROLL DEDUCTION DIRECTLY INSTEAD 

OF HAVING THE CONTRIBUTION PICKED UP BY THE EMPLOYER.]

* Sec. 15. AS 39.35.160 is amended by adding new subsections to read:

(e) Except as provided in (a) and (d) of this section, an employee, including a 

peace officer or firefighter, who first participates in the plan after June 30, 2006, shall 

contribute to the plan an amount equal to eight percent of the employee's 

compensation.

(f) Contributions under (a) and (e) of this section shall be deducted by the 

employer at the end of each payroll period. The contributions shall be deducted from 

employee compensation before computation of applicable federal taxes, and the 

contributions shall be treated as employer contributions under 26 U.S.C. 414(h)(2). A 

member may not have the option of making the payroll deduction directly instead of 

having the contribution picked up by the employer.

* Sec. 16. AS 39.35.410(g) is amended to read:

(g) A disabled employee who first became a member before July 1. 2006. 

and who is receiving an occupational disability benefit shall undergo a medical 

examination as often as the administrator considers advisable but not more frequently 

than once each year. The administrator shall determine the place of the examination

CSSB 121(STA) -8-
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and engage the physician or physicians. If, in the judgment of the administrator, the 

examination indicates that the retired employee is no longer incapacitated because of a 

total and apparently permanent occupational disability, the administrator may not issue 

further disability benefits to the employee.

* Sec. 17. AS 39.35.410 is amended by adding a new subsection to read:

(k) A person who first becomes a member after June 30, 2006, and who is 

appointed to disability benefits shall apply to the division of vocational rehabilitation 

within 30 days after the date disability benefits commence. The employee shall be 

enrolled in a rehabilitation program if the employee meets the eligibility requirements 

of the division of vocational rehabilitation. Unless the employee demonstrates cause, 

benefits shall terminate at the end of the first month in which a disabled employee

(1) fails to report to the division of vocational rehabilitation;

(2) is certified by the division of vocational rehabilitation as failing to 

cooperate in a vocational rehabilitation program;

(3) fails to interview for a job; or

(4) fails to accept a position offered.

* Sec. 18. AS 39.35.535(c) is amended to read:

(c) A benefit recipient may elect major medical insurance coverage in 

accordance with regulations and under the following conditions:

(1) a person, or the surviving spouse of a person, who becomes a 

member before July 1, 2006. other than a disabled member or a disabled member 

who is appointed to normal retirement, must pay an amount equal to the full monthly 

group premium for retiree major medical insurance coverage if the person is

(A) younger than 60 years of age and has less than

(i) 25 years of credited service as a peace officer under

AS 39.35.360 and 39.35.370; or

(ii) 30 years of credited service under AS 39.35.360 and

39.35.370 that is not service as a peace officer; or

(B) of any age and has less than 10 years of credited service;

(2) a person, or the surviving spouse of a person, who becomes a 

member before July 1, 2006, is not required to make premium payments for retiree

WORK DRAFT WORK DRAFT 27-LS0281\R
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major medical coverage if the person

(A) is a disabled member;

(B) is a disabled member who is appointed to normal

retirement;

(C) is 60 years of age or older and has at least 10 years of 

credited service; or

(D) has at least

(i) 25 years of credited service as a peace officer under 

AS 39.35.360 and 39.35.370; or

(ii) 30 years of credited service under AS 39.35.360 and

39.35.370 not as a peace officer^

131 a benefit recipient who first becomes a member after June 30. 

2006, or a benefit recipient who is the surviving spouse of a person who first 

becomes a member after June 30, 2006, except as provided in (41 and (5) of this 

subsection, shall pay an amount equal to the full monthly group premium for 

retiree major medical insurance coverage; however, except as provided in (41 and 

(51 of this subsection, if the benefit recipient is eligible for Medicare, the cost of a 

monthly premium is a percentage of the full monthly group premium, as follows: 

(A1 30 percent if the member has 10 or more, but less than 

15, years of service;

(B1 25 percent if the member has 15 or more, but less than 

20, years of service;

(Cl 20 percent if the member has 20 or more, but less than 

25. years of service;

(D) 15 percent if the member has 25 or more, but less than 

30, years of service not as a peace officer;

(41 except as provided in (51 of this subsection, a benefit recipient 

who first becomes a member after June 30, 2006, or a benefit recipient who is the 

surviving spouse of a person who first becomes a member after June 30, 2006. 

shall pay a monthly premium that is

(A1 15 percent of the cost of a full monthly group premium

WORK DRAFT WORK DRAFT 27-LS0281\R
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if the member has 25 or more, but less than 30. years of service as a peace

WORK DRAFT WORK DRAFT 27-LS0281\R

officer; or

(B) 10 percent of the cost of a full monthly group premium 

if the member has 30 or more years of service;

(5) a benefit recipient who first becomes a member after June 30, 

2006, is not required to make premium payments for retiree major medical 

coverage if the recipient

(A) is a disabled member; or

IB) is a disabled member who is appointed to normal

retirement.

* Sec. 19. AS 39.35.620(k) is amended to read:

(k) Termination of an employer's participation in the plan does not bar future 

participation in the system by that employer if the employer is current with payments 

on amounts due under AS 39.35.625. [IF A PREVIOUSLY TERMINATED 

EMPLOYER RETURNS TO THE SYSTEM, THE EMPLOYER MAY ONLY 

PARTICIPATE IN THE PLAN ESTABLISHED UNDER AS 39.35.700 - 39.35.990. 

EMPLOYEES MAY BE CREDITED UNDER AS 39.35.700 - 39.35.990 ONLY 

WITH SERVICE SUBSEQUENT TO THE DATE OF RETURN.]

* Sec. 20. AS 39.35.680(18) is amended to read:

(18) "employer" means

(A) the State of Alaska;

(B) a political subdivision or public organization of the state 

that participates in the plan based on a resolution to participate in the plan that 

was approved by the administrator [ON OR BEFORE JULY 1, 2006]; or

(C) a political subdivision or public organization of the state 

that, as a result of consolidation or reorganization [THAT OCCURS ON OR 

AFTER JULY 1, 2006], assumes liability under the plan of a political 

subdivision or public organization described in (B) of this paragraph;

* Sec. 21. AS 39.35.700 is amended to read:

Sec. 39.35.700. Applicability of AS 39.35.700 - 39.35.990. The provisions of 

AS 39.35.700 - 39.35.990 apply only to
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N e w  T e x t  U n d e r l i n e d  [ D E L E T E D  T E X T  B R A C K E T E D ]



1

2

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

m  members first hired on or after July 1, 2006, and before the 

effective date of this section who do not transfer to a defined benefit retirement 

plan under AS 14.25.009 - 14.25.220 or AS 39.35.095 - 39.35.680:

(2) public employees described in AS 39.35.720 who elect under 

that section to become [TO MEMBERS WHO ARE EMPLOYED BY 

EMPLOYERS THAT DO NOT PARTICIPATE IN THE DEFINED BENEFIT 

RETIREMENT PLAN ESTABLISHED UNDER AS 39.35.095 - 39.35.680, TO 

FORMER MEMBERS AS DEFINED IN AS 39.35.680, OR TO] members: and

(3) members who transferred [TRANSFER] into the defined 

contribution retirement plan under former AS 39.35.940.

* Sec. 22. AS 39.35.700 is amended by adding a new subsection to read:

(b) A public organization under AS 39.35.680 or a municipality or other 

political subdivision of the state that participates in the plan shall also participate in 

the defined benefit retirement plan under AS 39.35.095 - 39.35.680.

* Sec. 23. AS 39.35.720 is repealed and reenacted to read:

Sec. 39.35.720. Retirement plan election option, (a) A public employee who 

is first hired on or after the effective date of this section may make a one-time election 

to participate in the defined contribution retirement plan under AS 39.35.700 - 

39.35.990 retroactive to the date of hire and may transfer to that plan employee 

contributions, if any, and employer contributions, if any, that have been made to the 

defined benefit retirement plan under AS 39.35.095 - 39.35.680. Before employer 

contributions are transferred under this subsection, the administrator shall recalculate 

them under AS 39.35.255.

(b) The election to participate in the defined contribution retirement plan 

under (a) of this section must be made within 90 days after the date of hire, and be 

made in writing on a form and in the manner prescribed by the administrator. Before 

accepting an election to participate in the defined contribution retirement plan under 

AS 39.35.700 - 39.35.990, the administrator shall, within 20 days after the 

administrator receives notice of the public employee's date of hire, provide the 

employee eligible to make an election to participate in the defined contribution 

retirement plan with

WORK DRAFT WORK DRAFT 27-LS0281\R
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(1) information, including calculations to illustrate the effect of 

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

defined contribution retirement plan; and

(2) other information to clearly inform the employee of the potential 

consequences of the employee's election.

(c) An election made under (a) of this section to participate in the defined 

contribution retirement plan is irrevocable. Retroactive to the date of hire, the 

employee shall be enrolled as a member of the defined contribution retirement plan 

under AS 39.35.700 - 39.35.990, the member's participation in the plan shall be 

governed by the provisions for the defined contribution retirement plan, and the 

member's participation in the defined benefit retirement plan under AS 39.35.095 - 

39.35.680 shall terminate. An election made by an eligible member who is married is 

not effective unless the election is signed by the member's spouse.

(d) When a member makes an election under (a) of this section, the 

administrator shall cause the total amount of the member's employee and employer 

contributions, with investment earnings and losses through the final day of the 

member's participation in the defined contribution retirement plan, to be actuarially 

calculated and transferred to the member's designated account in the defined 

contribution retirement plan. The board shall establish transfer procedures by 

regulation, but the actual transfer may not be later than 30 days after the date the 

administrator receives the member's completed election form under (b) of this section, 

unless the major financial markets for securities available for a transfer are seriously 

disrupted by an unforeseen event that also causes the suspension of trading on any 

national securities exchange in the country where the securities were issued. In that 

event, the 30-day period of time may be extended by a resolution of the board. 

Transfers are not commissionable or subject to other fees and may be in the form of 

securities or cash as determined by the board. Securities shall be valued on the date of 

receipt in the member's account.

(e) An election made by an eligible member who is married is not effective 

unless the election is signed by the individual's spouse. An eligible member whose 

accounts are subject to a qualified domestic relations order may not make an election
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to participate in the defined contribution retirement plan under this section unless the 

qualified domestic relations order is amended or vacated and court-certified copies of 

the order are received by the administrator.

* Sec. 24. AS 14.25.012(c), 14.25.540; AS 39.35.940, and 39.35.957(b) are repealed.

* Sec. 25. The uncodified law of the State of Alaska is amended by adding a new section to 

read:

RETIREMENT PLAN ELECTION CHOICE, (a) A teacher who was first hired after 

June 30, 2006, and before the effective date of this section and who is a member of the 

defined contribution plan of the teachers' retirement system under AS 14.25.310 - 14.25.590 

may make a one-time election, within 90 days after the effective date of this section, to 

participate in the defined benefit retirement plan under AS 14.25.009 - 14.25.220 and to 

transfer all contributions, including employer contributions, that have been made or should be 

made to the defined contribution retirement plan for service the member completes before the 

effective date of the member's participation in the defined benefit retirement plan.

(b) A public employee who was first hired after June 30, 2006, and before the 

effective date of this section and who is a member of the defined contribution plan of the 

public employees' retirement system under AS 39.35.700 - 39.35.990 may make a one-time 

election, within 90 days after the effective date of this section, to participate in the defined 

benefit retirement plan under AS 39.35.095 - 39.35.680 and to transfer all contributions, 

including employer contributions, that have been made or should be made to the defined 

contribution retirement plan for any service the member completes before the effective date of 

the member's participation in the defined benefit retirement plan.

* Sec. 26. The uncodified law of the State of Alaska is amended by adding a new section to 

read:

RETIREMENT PLAN ELECTION PROCEDURE; REGULATIONS REQUIRED,

(a) The election to participate in the defined benefit retirement plan under sec. 25 of this Act 

must be made in writing on forms and in the manner prescribed by the administrator. Before 

accepting an election to participate in the defined benefit retirement plan, the administrator 

shall provide the employee planning on making an election to participate in the defined 

benefit retirement plan with information, including calculations to illustrate the effect of 

moving the employee's retirement plan from the defined contribution retirement plan to the
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defined benefit retirement plan as well as other information clearly to inform the employee of 

the potential consequences of the employee's election.

(b) An election made under sec. 25 of this Act to participate in the defined benefit 

retirement plan is irrevocable. On the effective date of the election, the participant shall be 

enrolled as a member of the defined benefit retirement plan, the member's participation in the 

plan shall be governed by the provisions for the defined benefit retirement plan, and the 

member's participation in the defined contribution retirement plan shall terminate. The 

participant's enrollment in the defined benefit retirement plan shall be effective retroactive to 

the date of hire. An election made by an eligible member who is married is not effective 

unless the election is signed by the individual's spouse.

(c) When a member makes a one-time election under sec. 25 of this Act, the 

administrator shall cause the total amount of the member's employee and employer 

contributions, with investment earnings and losses through the final day of the member's 

participation in the defined contribution retirement plan, to be actuarial ly calculated and, 

subject to (d) of this section, transferred to the pension fund in the defined benefit retirement 

plan. On the effective date of the member's participation in the defined benefit retirement 

plan, the member shall be credited with service in the defined benefit retirement plan that is 

equal to the member's service in years, including fractional years, recognized for computing 

benefits that may be due from the defined contribution retirement plan. The board shall 

establish transfer procedures by regulation, but the actual transfer may not be later than 30 

days after the date the administrator receives the member's completed election forms under (a) 

of this section, unless the major financial markets for securities available for a transfer are 

seriously disrupted by an unforeseen event that also causes the suspension of trading on any 

national securities exchange in the country where the securities were issued. In that event, the 

30-day period of time may be extended by a resolution of the board. Transfers are not 

commissionable or subject to other fees and may be in the form of securities or cash as 

determined by the board. Securities shall be valued on the date of receipt in the participant's 

account.

(d) If the value actuarially calculated under (c) of this section is insufficient to pay for 

a service credit equal to the participant's actual service, the administrator shall allow the 

participant to create an indebtedness up to the amount needed to eliminate the insufficiency;
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however, if that value exceeds the amount needed to pay for a service credit equal to the 

participant's actual service, the administrator shall cause the excess to be paid to the 

participant as a rollover transfer to either an individual employee annuity account in the 

Department of Administration under the terms of AS 39.30.150 - 39.30.180 (Alaska 

Supplemental Annuity Plan) or, if the participant's employer does not participate in the Alaska 

Supplemental Annuity Plan, to an eligible retirement plan under AS 14.25.360(d) or 

AS 39.35.760(d). An excess under this subsection may not be used to purchase service credit 

in a retirement plan administered under AS 14.25 or AS 39.25.

(e) The provisions of this section are subject to the requirements of the Internal 

Revenue Code and the limitations under AS 14.25.010, 14.25.320(c) and (d), 14.25.490, 

AS 39.35.115, 39.35.678, 39.35.710(c) and (d), and 39.35.895.

(f) In this section,

(1) "administrator" means the commissioner of administration or the person 

designated by the commissioner of administration under AS 39.35.003 for a public 

employees' retirement plan and under AS 14.25.003 for a teachers' retirement plan;

(2) "board" means the Alaska Retirement Management Board established 

under AS 37.10.210;

(3) "defined benefit retirement plan" means the retirement plan established

under

(A) AS 14.25.009 - 14.25.220 for a teacher; or

(B) AS 39.35.095 - 39.35.680 for a public employee;

(4) "defined contribution retirement plan" means the retirement plan 

established under

(A) AS 14.25.310 - 14.25.590 for a teacher; or

(B) AS 39.35.700 - 39.35.990 for a public employee;

(5) "Internal Revenue Code" the meaning given in AS 39.35.990.

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

read:

ADOPTION OF REGULATIONS. The commissioner of administration shall adopt 

regulations necessary to implement the changes made by this Act. The regulations take effect 

under AS 44.62 (Administrative Procedure Act), but not before the effective date of the law
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N e w  T e x t  U n d e r l i n e d  [ D E L E T E D  T E X T  B R A C K E T E D ]



implemented by the regulation.

* Sec. 28. Sections 26 and 27 of this Act take effect immediately under AS 01.10.070(c).

* Sec. 29. Except as provided in sec. 28 of this Act, this Act takes effect July 1, 2013.
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FISCAL NOTE

Identifier (file name) SB121-DOA-DRB-12-13-11

STATE OF ALASKA cost t  codes
2012 LEGISLATIVE SESSION

Bill Version
Fiscal Note Number
Publish Date

SB121

Title Teachers & Pub Employee Retirement Plans
_ Dept. Affected Department of Administration_______
_ Appropriation Centralized Administrative Services 
Allocation Division of Retirement and Benefits

Sponsor
Requester

Senators Egan
Senate State Affairs

Expenditures/Revenues

 OMB Component Number

(Thousands of Dollars)______

64

Note: Amounts do not include inflation unless otherwise noted below.

FY13
Appropriation
Requested

Included in 
Governor's 

FY13 
Request

Out-Year Cost Estim ates

OPERATING EXPENDITURES FY13 FY13 FY14 FY15 FY16 FY17 FY18
Personal Services 
T ravel 
Services 
Commodities 
Capital Outlay 
Grants, Benefits 
Miscellaneous 124,412.0 19,853.0 29,165.0 40,781.0 53,920.0

TOTAL OPERATING 124,412.0 0.0 0.0 19,853.0 29,165.0 40,781.0 53,920.0

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 124,412.0 19,853.0 29,165.0 40,781.0 53,920.0
1005 GF/Prgm (DGF)
1037 GF/MH (UGF)
1178 temp code (UGF)

TOTAL 124,412.0 0.0 0.0 19,853.0 29,165.0 40,781.0 53,920.0

POSITIONS
Full-time
Part-time
Temporary

CHANGE IN REVENUES

Estimated SUPPLEMENTAL (FY12) operating costs
(discuss reasons and fund source(s) in analysis section)

Estimated CAPITAL (FY13) costs
(discuss reasons and fund source(s) in analysis section)

Why this fiscal note differs from previous version (if initial version, please no!

D <

Actuarial cost update for 2012

W > t £  ■

r v o ¥ ~

i t u S

A

Prepared by 
Division

Approved by

(Revised 8/17/2011 OMB)

Jim Puckett, Director
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Phone 465-4471
Division of Retirement and Benefits Date/Time 12/1/11 4:00 PM

John Cramer, Deputy Commissioner Date 12/13/2011
Department of Administration
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FISCAL NOTE

Analysis

SB 121 allows future and current defined contribution PERS and TRS members an opportunity to choose between a 
defined contribution (DC) and a defined benefit (DB) retirement plan at the time of hire. Current DC members will 
have a one-time opportunity to convert to the DB plan. If the DC member elects to convert, the member's employee 
and employer contributions will be transferred to the DB plan along with the total service the employee has accrued. 
If the combined contributions are insufficient to fully purchase the employee's service, the remainder due will be 
paid from the general fund. The general fund expenditure will occur in FY 13 during the first 60 days after the 
effective date of the bill when conversion can occur.

Costs outlined below for the choice option assumes 60% of current defined contribution members will elect to 
convert to the DB plan and that 80% of future members will choose the DB plans either by choice or by default.

The first impact on contribution rates will occur in FY15 considering the two year delay in the plan valuation process. 
Results are based on the 2010 actuarial valuation.

Employer rates are capped at 22% for PERS by AS 39.35.255 and at 12.56% for TRS by AS 14.25.070. Because this bill 
will increase employer normal costs, employers will contribute less to the past service costs of the systems. The 
increased past service costs will be borne by the State of Alaska general fund.

STATE OF ALASKA BILL NO. SB121
2012 LEGISLATIVE SESSION

Dollars are in thousands.
PERS DB Plan FY 13 FY 14 FY 15 FY16 FY 17 FY 18 FY19

Increase in Normal Cost Amount $0.0 $0.0 $ 17,568 $ 25,629 $ 35,788 $ 46,977 $ 57,771
GFTransferto Pay Unfunded
Past Service Cost $ 91,724 $0.0 $0 $0 $0 $0 $0
Total Increase in Annual
Employer Contribution Amount N/A $0.0 $ 17,568 $ 25,629 $ 35,788 $ 46,977 $ 57,771

TRS DB Plan FY 13 FY 14 FY 15 FY16 FY 17 FY 18 FY19
Increase in Normal Cost Amount $0.0 $0.0 $ 2,285 $ 3,536 $ 4,993 $ 6,943 $ 8,764
GFTransferto Pay Unfunded
Past Service Cost $ 32,688 $0.0 $0 $0 $0 $0 $0
Total Increase in Annual
Employer Contribution Amount N/A $ 9,172 $ 14,118 $ 18,657 $ 22,787 $ 26,641
Total for both plans $ 124,412 $0.0 $ 19,853 $ 29,165 $ 40,781 $ 53,920 $66,535

(Revised 8/17/2011 OMB) Page 2 of 2



FISCAL NOTE

Identifier (file name) SB121-DOA-DRB-12-13-11__________________________Dept. Affected Department of Administration_______
Title  Teachers & Pub Employee Retirement Plans______ Appropriation Centralized Administrative Services
_________________________________________________________________ Allocation Division of Retirement and Benefits
Sponsor Senators Egan
Requester  Senate State Affairs________________ OMB Component Number 64

Expenditures/Revenues______________________________________(Thousands of Dollars)___________________________
Note: Amounts do not include inflation unless otherwise noted below.

STATE OF ALASKA cost# codes Bill Version SB121
2012 LEGISLATIVE SESSION Fiscal Note Number

Publish Date _________________

o

FY13
Appropriation
Requested

Included in 
Governor's 

FY13 
Request

Out-Year Cost Estimates

OPERATING EXPENDITURES FY13 FY13 FY14 FY15 FY16 FY17 FY18
Personal Services 
T ravel 
Services 
Commodities 
Capital Outlay 
Grants, Benefits 
Miscellaneous

122.0
12.5 10.0 10.0 10.0 10.0 10.0

635.2 9.3 9.3 9.3 9.3 9.3

TOTAL OPERATING 769.7 0.0 19.3 19.3 19.3 19.3 19.3

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match 769.7 0.0 19.3 19.3 19.3 19.3 19.3
1004 GF
1005 GF/Prgm (DGF)
1037 GF/MH (UGF)
1178 temp code (UGF)

TOTAL 769.7 0.0 19.3 19.3 19.3 19.3 19.3

POSITIONS
Full-time
Part-time
Temporary 2.0 2 2 2 2 2

CHANGE IN REVENUES

Estimated SUPPLEMENTAL (FY12) operating costs
(discuss reasons and fund source(s) in analysis section)

Estimated CAPITAL (FY13) costs
(discuss reasons and fund source(s) in analysis section)

Why this fiscal note differs from previous version (if initial \ 
Administrative fiscal note update

(separate supplemental appropriation required) 

(separate capital appropriation required)

Prepared by Jim Puckett, Director_________________ Phone 465-4471
Division Division of Retirement and Benefits )te/Time 12/1/11 4:00 PM

Approved by John Cramer, Deputy Commissioner Date_12/13/2011_______
Department of Administration___________

(Revised 8/17/2011 omb) Page 1 of 2
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FISCAL NOTE

Analysis

The Division of Retirement and Benefits will require two non-permanent employees to complete the preparation 
work to account for and produce the necessary documents and forms for the inception of the new tiers. Education 
to employers will be required to properly electronically report service and salaries of new employees and existing 
employees of the defined contribution plans who elect to convert to the new tier. Education to employees will be 
required for defined contribution employees to make an informed decision during the election period and for new 
members of the new tiers.

The division will be required to reprogram its existing system, the Combined Retirement System, which tracks all 
service and salaries reported by employers to the system, to accommodate the new provisions of the new tiers.

STATE OF ALASKA BILL NO. SB121
2012 LEGISLATIVE SESSION

The estim ated adm in istrative costs to  the d iv ision 3y fiscal year are as fo llow s:

Dollars are in thousands

FY13 FY14 FY15 FY16 FY17 FY18
PERSONAL SERVICES

1-Non Perm anent Account III 106.0 0.0 0.0 0.0 0.0 0.0
1-Non Perm anent Pub lications Technician III 16.0 0.0 0.0 0.0 0.0 0.0
Non Perm Training 13.4 0.0 0.0 0.0 0.0 0.0

135.4 0.0 0.0 0.0 0.0 0.0

TRAVEL

Em ployer Reporting Train ing/Plan Educat 7.5 5.0 5.0 5.0 5.0 5.0
Reg. Counse lorT rave l/Em ployee Ed. 5.0 5.0 5.0 5.0 5.0 5.0

12.5 10.0 10.0 10.0 10.0 10.0

SERVICES

Com m u n i cati on/Postage

-Choice Kit fo r new  em ployee e lection 30.0 0.0 0.0 0.0 0.0 0.0
-Conversion notification  to  DC employee 8.1 0.0 0.0 0.0 0.0 0.0
-Update to  PERS DB handbooks/brochure 322.3 0.0 0.0 0.0 0.0 0.0
Com puter System Redesign 207.9 9.3 9.3 9.3 9.3 9.3
Com puter System UserTesting 36.6 0.0 0.0 0.0 0.0 0.0
Increased aud it fees 5.6 0.0 0.0 0.0 0.0 0.0

610.5 9.3 9.3 9.3 9.3 9.3
COMMODITIES

Computer, phone, cubicle, supp lies 11.3 0.0 0.0 0.0 0.0 0.0

TOTAL 769.7 19.3 19.3 19.3 19.3 19.3

(Revised 8/1 //2011 OMB) Page 2 of 2



FISCAL NOTE

Identifier (file name) SB121-DOR-TRS-Q1-24-12

STATE OF ALASKA
2012 LEGISLATIVE SESSION

Title An Act relating to the PERS and TRS

Bill Version
Fiscal Note Number
() Publish Date

Dept. Affected
Appropriation
Allocation

SB121

Revenue
Taxation & Treasury

ARMB Custody & Mgmt Fee
Sponsor
Requester

Senators Egan, Menard, Paskvan, Davis, Kookesh 
Senate State Affairs OMB Component Number 2812

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.

FY13
Appropriation
Requested

Included in 
Governor's 
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1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Prgm (DGF)
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FISCAL NOTE

STATE OF ALASKA BILL NO. SB121
2012 LEGISLATIVE SESSION

Analysis

SB 121 allows future and current defined contribution PERS and TRS members an opportunity to choose 
between a defined contribution (DC) and a defined benefit (DB) plan. Current DC members will have a one­
time opportunity to convert to the DB plan. The DC member's employee and employer contributions will be 
transferred to the DB plan.

Assumptions:
60% of the current defined contribution plan will be elected by DC members to convert to the DB plan. 80% of 
future members will elect to be in the DB plan.
Rate of return assumed to be 8%
Management fees assumed at 35 basis points.

(Revised 1/17/2012 OMB) Page 2 of 2



Senator D ennis Egan

SB 121 -  A laska Pensions

Sponsor Statem ent

SB 121 lets teachers, Troopers, firefighters and other public employees choose one of 
two state retirement systems: an individual defined contribution retirement account, or 
earning a defined benefit pension.

A defined benefit pension takes time to earn, but rewards a record of public service by 
paying a guaranteed monthly benefit and, for long-term employees, health insurance. An 
individual defined contribution account is portable from one employer to another, and 
flexible in how it can be used, but makes no guarantees. SB 121 will let newly hired 
public servants in Alaska choose the one that fits best.

SB 121 creates a new more stable, more predictable defined benefit pension tier for 
teachers and public employees. A few years ago, Alaska beefed up oversight of the 
pension system. Now we have two actuaries analyzing the health of the pension trusts, 
there are more frequent experience studies and the law bars the practice of sometimes 
paying less than the cost of benefits. SB 121 keeps these smart reforms, making Alaska 
pensions stronger than ever.

And the defined benefit pensions for new employees under SB 121 will cost employers 
less than the pension tiers that came before, saving money for schools, cities, and the 
State of Alaska.

Alaska teachers and public employees don’t earn Social Security, and many even lose 
Social Security benefits they earned in past jobs. So for most, a defined benefit pension 
makes sense. Other employees will choose individual defined contribution accounts 
because they prefer flexibility, portability, and control, or because their plans do not 
include long-term service in the public sector. SB 121 maintains their option to choose 
an individual account.

The teachers who educate our children, the police and firefighters who protect our 
families, and the public employees who serve our state and cities will be able to choose 
the benefit that best fits their service.

o ...................................................... Alaska Senate-----------------------------------------
State Capitol • Juneau, Alaska 9980i-ii82 • (907) 465-4947 • fax (907) 465-2108

Senator.dennis.egan@legis.state.ak.us
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William B. Fornia, FSA | President

March 8, 2011
CONFIDENTIAL

Alaska Public Pension Coalition 

Subject: Analysis o f Egan Bill 

Dear Coalition Partners:

We have analyzed the actuarial impact o f the February 12, 2011 draft Bill from Senator Egan which 
would modify the retirement program for those now covered by the Defined Contribution Retirement 
(DCR) program.

The primary features o f the bill are:

• Those hired on or after July 1, 2006 would receive the retirement, death and disability benefits 
currently provided by Tier 2 o f TRS and Tier 3 o f PERS, rather than the DCR benefits under Tier 3 
o f TRS and Tier 4 of PERS.

• Peace Officers and firefighters in PERS would contribute 7.50% of pay; other PERS members
would contribute 6.75%; those in TRS would contribute 8.65%

• Those individuals would be eligible to receive retiree major medical coverage w ithout having to 
pay premiums, under the follow ing conditions:

o For teachers, after June 30, 2011 new retirees are eligible w ith 25 years o f service or at 
the age of M edicare eligibility [65] with at least 8 years of service, 

o For peace officers and firefighters, after June 30, 2011 new members are eligible with 25
years o f service o r at the age o f Medicare e lig ib ility [65] w ith at least 10 years of service, 

o For o ther PERS members, after June 30, 2011 new members are eligible w ith 30 years of 
service or at the age of Medicare elig ib ility [65] w ith at least 10 years o f service.

This information is provided according to PTA's understanding and interpretation o fth e  W ork Draft 
legislation. Please advise us if our interpretation above is not consistent w ith your understanding. If so, 
our findings would differ.

The major implications o fth e  bill as we see it are:

• Pension benefits w ill revert to the prior defined benefit plan tiers

• Retiree health benefits w ill be stronger than those under DCR, but not as strong as those 
provided under the latest tier DB plans. Retiree health care prem iums are paid as illustrated by 
the fo llow ing table:
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Teachers Peace Officers & 
Firefighters

Other PERS

Latest Tier DB Plan Health Care 
Eligibility

Age 60 or 25 years Age 60 or 25 years Age 60 or 30 years

DCR Program Health Care Eligibility Medicare Age [65] Medicare Age [65] Medicare Age [65]

Egan Bill Health Care Eligibility Medicare Age [65] 
with 8  years or any 
age with 25 years

Medicare Age [65] 
with 1 0  years or any 

age with 25 years

Medicare Age [65] 
with 1 0  years or any 

age with 30 years

Cost Comparisons

The actuary for the Alaska Department of Administration Division of Retirement Benefits regularly 
reports on the financial condition of the Alaska Public Employees' Retirement System (PERS) and Alaska 
Teachers' Retirement System (TRS). These analyses are conducted primarily through an "actuarial 
valuation", which calculates the plans costs and liabilities. The actuary has calculated the Normal Cost 
under both the prior tier DB plans as well as under the DCR program. We have been asked to estimate 
the costs of the proposed program in the draft Egan bill. These cost estimates are being done without 
the benefit of the full actuarial data that would be used by the actuary. Consequently, their numbers will 
likely be different than ours, and more correct. We also understand that the actuarially assumed rate of 
investment return is being reduced from 8.25% to 8.00%. Our estimates are still based on 8.25%, so the 
"official" cost numbers will likely be slightly higher than ours.

The following tables develop our cost estimates and compare the three programs:

PENSIONTRUSTEEADVISORS
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Teachers Retirement System DB Plan Tier 2 DCR Plan Tier 3 Proposed Tier 4

Total Retirement Normal Cost 11.39% NA 11.39%

Member Contributions (8.65%) (8 .0 0 %) (8.65%)

Net Employer Retirement Normal Cost 2.74% NA 2.74%

DC Employer Contribution Rate NA 7.00% NA

Occupational Death and Disability Normal 
Cost Rate

NA 0.05% NA

Medical Normal Cost Rate 5.33% 0.64% 4.52%

HRA Contribution Rate NA 3.00% NA

Total Employer Cost 8.07% 10.69% 7.26%

DCR Payroll during FY 2011 $59,750,000 $59,750,000 $59,750,000

Total Employer Cost on FY 2011 Basis $4,800,000 $6,400,000 $4,300,000

Public Employees Retirement System -  
Peace Officers ft Firefighters

DB Plan Tier 3 DCR Plan Tier 4 Proposed Tier 5

Total Retirement Normal Cost 12.30% NA 12.30%

Member Contributions (7.50%) (8 .0 0 %) (7.50%)

Net Employer Retirement Normal Cost 4.80% NA 4.80%

DC Employer Contribution Rate NA 5.00% NA

Occupational Death and Disability Normal 
Cost Rate

NA 1.04% NA

Medical Normal Cost Rate 5.90% 0.43% 5.35%

HRA Contribution Rate NA 3.00% NA

Total Employer Cost 10.70% 9.47% 10.15%

DCR Payroll during FY 2011 $21,192,000 $21,192,000 $21,192,000

Total Employer Cost on FY 2011 Basis $2,300,000 $2 ,0 0 0 , 0 0 0
.

$2 ,2 0 0 , 0 0 0

PENSIONTRUSTEEADVISORS
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Other Public Employees Retirement 
System Members

DB Plan Tier 3 DCR Plan Tier 4 Proposed Tier 5

Total Retirement Normal Cost 9.58% NA 9.58%

Member Contributions (6.75%) (8 .0 0 %) (6.75%)

Net Employer Retirement Normal Cost 2.83% NA 2.83%

DC Employer Contribution Rate NA 5.00% NA

Occupational Death and Disability Normal 
Cost Rate

NA 0.16% NA

Medical Normal Cost Rate 7.00% 0.56% 3.60%

HRA Contribution Rate NA 3.00% NA

Total Employer Cost 9.83% 8.72% 6.43%

DCR Payroll during FY 2011 $200,739,000 $200,739,000 $200,739,000

Total Employer Cost on FY 2011 Basis $19,700,000 $17,500,000 $12,900,000

Some of these cost comparisons are very intriguing. Note that the costs for the Peace Officers and 
Firefighters are roughly comparable to the Tier 3 and Tier 4 costs. But the costs for Other PERS member 
is dramatically lower than either the Tier 3 or Tier 4 costs. This is because they are losing significantly on 
the medical premium payments, by no longer being able to retire at age 60 with premium payment 
made by the plan unless they have 30 years of service. I estimate that only about a third of these Other 
PERS members would have 30 years by the time they attain age 65, meaning that this benefit would 
have no value for most of them. That is the reason the medical normal cost rate is so much lower for 
Other PERS Tier 5 than for Other PERS Tier 3. It will be interesting to see what the "official" actuarial cost 
determination is.

Please also realize that the cost determinations above do not include any cost for the retroactive feature 
of the bill. I understand that those costs were estimated to be $37 million in 2009. We do not have the 
data necessary to make an estimate of the cost this year. Because of the market recovery, the cost 
might possibly have decreased since 2009.

Conclusions.

The proposed program would result in stronger pension benefits through the return of the Defined 
Benefit plan for members hired since 2006. It would provide improved health care plan benefits, but no 
future HRA contributions. Member contribution rates would decrease for PERS members and increase 
slightly for TRS members. As a result of all this, employer costs on a FY 2011 basis would increase by 
about $200,000 for PERS Peace Officer and Firefighter members, but would decrease substantially for 
TRS ($2.1 million) and Other PERS ($4.6 million) members. In total, employer costs would fall by about 
$ 6  million.

PENSIONTRUSTEEADVISORS
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The PERS and TRS actuary w ill calculate more precise costs, based on com plete data and their new 
actuarial assumptions. The costs above should be considered a starting point for analysis o f the bill.

The work reflected herein was conducted by Pension Trustee Advisors under my direction. I look 
forward to discussing this w ith you further.

W illiam  B. Fornia, FSA 
President

Cc:

Joelle Hall, Alaska AFLCIO
Lydia Garcia, NEA Alaska
Derek Hsieh, APDEA
Bruce Ludwig, APEA/AFT
Jim Duncan, ASEA/AFSCME Local 52
Norm Ruggles, PTA

o

Sincerely,

o

o PENSIONTRUSTEEADVISORS



Alaska Division of Retirement and Benefits

Teachers’ Retirement System (TRS) Plan Comparison Chart

Feature Tier 1
July 1,1955-June 30,1990

Tier II
Entered on or after July 1,1990

Tier III
Entered on or after July 1,2006

Employee Contribution Pre-tax employee contribution: 
8.65% beginning 1/1/91

Pre-tax employee contribution: 
8.65% beginning 1/1/91

Pre-tax employee contribution:
8%
Employee may make additional contributions.

Employer Contribution Determined by annual actuarial valuation. Determined by annual actuarial valuation. 7% - DC account
1.75% Health Plan - determined by annual actuarial valuation after 
FY07.
HRA - Flat dollar amount per employee based on 3% of the 
employer's average annual employee compensation.

Vesting Members vest with 8 years of service. Members vest with 8 years of service. 100% vested in employee contributions from inception. Vested in 
employer contributions based on the following schedule: 25% 
after 2 years of service, 50% after 3 years, 75% after 4 years and 
100% after five years.

Qualifications for Retirement Normal retirement age is 55, with early retirement at age 50; 
teachers can retire at any age after 20 years of membership 
service.

Normal retirement age is 60, with early retirement at age 
55; teachers can retire at any age after 20 years of 
membership service.

None for investment account. Taxes and penalties may apply if 
withdrawn before age 591/2. See requirements for Retirement 
Medical Coverage.

Benefit Calculation Formula Benefit formula is 2% for the first 20 years and all years of 
service prior to July 1,1990, 2.5% thereafter. Benefit 
calculation is determined on the average of the high three 
contract salaries.

Benefit formula is 2% for the first 20 years, 2.5% 
thereafter. Benefit calculation is determined on the 
average of the high three contract salaries.

DC account balance plus investment earnings.

Alaska Cost-of-living 
Increases (COLA)

An Alaska Cost-of-Living Allowance is payable to benefit 
recipients who remain domiciled in Alaska after retirement. 
The allowance is 10% of the base benefit.

An Alaska Cost-of-Living Allowance is payable to benefit 
recipients 65 or older or disability benefit recipients 
regardless of age who remain domiciled in Alaska after 
retirement. The allowance is 10% of the base benefit.

None provided.

More detailed information maybe found on the Division website, WWW.State.ak.US/drb, or in the TRS Information Handbook.
G:/publications/handbooks/trs tier chart.doc (Rev. 3/06)

http://WWW.State.ak.US/drb


Feature Tier!
July 1,1955-June 30,1990

Tier II
Entered on or after July 1,1990

Tier III
Entered on or after July 1,2006

Post Retirement Pension 
Adjustments (PRPA)
(Inflation protection)

PRPA increases granted on an ad hoc basis. If an ad hoc is 
not granted, tier I employees must be age 60 or over or 
receiving benefits for 8 years to qualify for the automatic 
PRPA. The automatic PRPA legislated in 1990 applied to 
all members regardless of hire date.

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

None provided.

Retirement 
Medical Coverage

Medical coverage is provided to all benefit recipients and 
their eligible dependents. The retiree medical plan premium 
is paid by the retirement system.

The retirement system pays the retiree medical plan 
premium for all disabilitants regardless of age, for retirees 
and survivors over age 60 and for retirees with at least 25 
years of membership service. This coverage includes 
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.

Access to medical coverage at Medicare eligible age with 10 years 
of service or at any age with 30 years of service. Must retire 
directly from the system. If not eligible for Medicare, must pay full 
premium. May use health reimbursement arrangement (HRA) 
account to pay premiums. Once the HRA is exhausted, member 
self- pays premiums.

When eligible for Medicare, the percentage of premium paid by the 
retiree or surviving spouse is:
10-14 years of service - 30%
15-19 years - 25%
20-24 years - 20%
25-29 years -15%
30 years or more -10%

Disability Benefits Disability benefits are 50% of base salary, plus 10% for 
each eligible dependent child up to a maximum of 4 
children.

Disability benefits are 50% of base salary, plus 10% for 
each eligible dependent child up to a maximum of 4 
children.

Must be a total and presumably permanent disability whose cause 
is directly related to performance of duties of the job or an on the 
job injury. Benefit is 40% of salary, earns service while on 
occupational disability. Employer continues to make all required 
contributions as if the member were working, plus the member's 
required contributions to the DC account, without deduction from 
the member's disability payment.
Disability benefits cease when the member becomes eligible for 
normal retirement at Medicare eligible age and 10 years of service 
or at any age with 30 years of service. No medical insurance until 
eligible for normal retirement.

More detailed information may be found on the Division website, WWW.State.ak.US/drb, or in the TRS Information Handbook.
G:/publications/handbooks/trs tier chart.doc (Rev. 3/06)

http://WWW.State.ak.US/drb


January 23, 2012

Gary Miller 
20135 Cohen Dr 
Juneau, AK 99801-8211

Subject: SB 121 - "An Act relating to the public employees' retirement system and the teachers' 
retirement system; and providing for an effective date."

Senator Bill Wielechowski -  Room 101 
Senator Joe Paskvan -  Room 115 
Senator Cathy Giessel -  Room 7 
Senator Albert Kookesh -  Room 11 
Senator Kevin Meyer — Room 103

Please vote yes on SB 121. I am tier I and retired and my son is tier III with nine and one-half 
years o f working for the State of Alaska as an account. We know the importance o f having a 
defined benefit retirement system where we will have a monthly income to the day that we die. 
The current defined contribution tiers do not protect workers for life after they retire.

I have a three year old grandson here in Juneau. When he is old enough to start working he 
won’t have a secure retirement if he works for the State o f Alaska, becomes a teacher or works 
for a municipality. I spent my entire working career working for the State o f Alaska (27 years) 
and the City and Borough of Juneau (2 years). It is important for me that he be able to stay in 
Alaska and have public service as an option for a career.

Thank you.

/ h  cw f

Gary Miller
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Wisconsin facing teacher exodus
By Scott Bauer

Associated Press / September 1, 2011

MADISON, Wis. - When students return today for the first day of school across Wisconsin, many familiar faces 
will be gone, as teachers chose retirement over coming back following the passage of a bill that would have 
forced them to pay more for benefits and taken away most of their collective bargaining rights.

Documents obtained by the Associated Press under the state’s open records law show that about twice as 
many public school teachers decided to retire in the first half of this year as in each of the past two full years, 
part of a mass exit of public employees.

Their departures came after the bill passed but before the new law took effect. The bill, which was pushed by 
Governor Scott Walker and the Republican Legislature, led to weeks of protests at the Capitol.

The ensuing exodus of teachers and other state employees has spurred fears that the jobs might not be filled 
and that classroom leadership by veteran teachers will be lost.

Ginny Fleck, a German teacher from Green Bay with 30 years of experience, is among nearly 5,000 teachers 
who retired.

“It wouldn’t make sense for me to teach one more year and basically lose $8,000,” she said. Fleck, 69, decided 
to retire in February, even before the bill became law, in part because of the hit she would take to her $60,000 
annual salary, and because of other changes the district was making.

In the first six months of 2011, overall public employee retirements were double that in all of either 2009 or 
2010, according to data provided by the Wisconsin Retirement System. That includes 4,935 Wisconsin school 
district employees who started receiving retirement benefits, up from 2,527 teacher retirements in all of 2010 
and 2,417 in 2009.

Teachers were not the only public employees heading for the exits. State agency retirements were particularly 
dramatic, nearly tripling from 747 in all of 2010 to 1,966 through June. Retirements from the University of 
Wisconsin System more than doubled, up from 480 last year to 1,091 this year. All told, 9,933 public workers 
had retired by the end of June, a 93 percent increase from 5,133 in 2010. The year before, there were 4,876 
retirements.

The state Department of Administration said no decision has been made on how many ofthe government jobs 
will be filled.

“Each agency is looking at the vacancies created by retirements - case by case - and making decisions based 
on the needs of the agency, as well as with an eye toward keeping costs down for taxpayers,” department 
spokeswoman Carla Vigue said.

Many public workers feel under attack by the measure, which required them to pay more for their health 
insurance and pension benefits and took away most of their ability to collectively bargain. Lawmakers pushed 
the changes as a way for schools and governments to deal with deep cuts necessitated by a state budget 
shortfall.

© Copyright 2011 Globe Newspaper Company.

http://www.boston.com/news/nation/articles/2011/09/0 l/wisconsin_facing_teacher_exodus/ 9/1/2011

http://www.boston.com/news/nation/articles/2011/09/0


STATE OF ALASKA SE A N  PARNELL, G O VERN O R

D E P A R T M E N T  O F  ADM INISTRATION

OFFICE OF THE COMMISSIONER

P.O. BOX 110200 
JUNEAU, ALASKA 99811-0200

PHONE: (907) 465-2200 
FAX: (907)465-2135

July 5, 2011

The Honorable B ill Wielechowski, Chair 
Senate State Affairs 
State Capitol, Room 101 
Juneau, A K  99801

Re: Senate B ill 121

Dear Senator Wielechowski:

During the hearing for Senate B ill (SB) 121 before the Senate State Affairs Committee on 
A pril 14, 2011, questions were asked for which I  promised a response. We apologize for the delay in 
responding. Various items had to be compiled and data verified before we could give a complete 
response. The questions and responses are as follows:

Q l: Is there any other state w ith a defined contribution plan only that also does not participate
in Social Security?

A l:  Thirteen states currendy do not participate in Social Security. They are: Alaska, California,
Colorado, Illinois, Louisiana, Maine, Nevada, Ohio, Connecticut, Massachusetts, Missouri, 
Rhode Island, and Texas. Currently all have defined benefit plans for public employees. 
However, Nevada has introduced legislation to change to a defined contribution hybrid plan 
fo r new employees.

We understand there are three counties in  Texas that do not have a defined benefit plan or a 
defined contribution plan. The Galveston, Matagorda, and Brazoria counties opted out o f 
Social Security in the early 1980’s and replaced it  w ith a hybrid plan that has a defined 
employer contribution coupled w ith a fixed annuity for the employee.

Q2: What are the total savings in  state accounts? (i.e. Permanent Fund, etc.)

A2: The Permanent Fund, June 30, 2010, balance from the Annual Financial Report was $37
billion. The unaudited balance as o f May 31, 2011 was $41 billion. From the State o f Alaska 
Combined Annual Financial Report, Total Unrestricted Assets were $16.7 billion as o f June 
30, 2010.

Q3: What is the gross payroll fo r the Public Employees’ Retirement System (PERS)?

A3: Gross payroll was approximately $1.4 billion for PERS in  FY2010. Gross payroll fo r the
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Teachers’ Retirement System (TRS) was approximately $0.5 billion. (Source: 2010 Draft 
Audit.)

Q4: H ow  much is paid towards the unfunded liability by employers?

A4: During FY2010 PERS employers paid 22% in employer contributions. O f that 22%,
12.54% went towards the unfunded liability, approximately $175.5 million. The General 
Fund pays almost all o f  the TRS unfunded liability.

Q5: What was the effect when the Mercer settlement was applied?

A5: The Mercer setdement was added to the Alaska Retiree Health Care Trust Fund (PERS and
TRS) assets as o f June 30, 2010 and therefore w ill be reflected in the actuarial rates for 
FY2013.

Q6: Isn’t the problem basic math? Increase employer money in and employee money in.

A6: To address the continuing rise in employer costs the PERS was changed in 2008 from  an
agent multiple, employer plan, where each employer had their own rate calculated on their 
own experience, to a cost share plan w ith all employers paying the same rate. A t that time, 
employer rates were established in statute at 22% for PERS and 12.56% for the TRS. The 
State o f  Alaska contributes the remaining contributions necessary to fully fund the systems 
for the year. Employee contributions are also set in statute at 7.25% for peace 
officer/firefighter members and 6.75% for all others.

The 2008 change had a dramatic impact fo r some PERS employers. For instance, the 
employer contribution rate fo r the City o f Fairbanks dropped from  140% to 22%.

While employer contribution rates can be increased by legislation, employee contribution 
rates cannot be increased for any existing PERS or TRS members. Any changes to 
employee contributions can only apply to new employees entering the systems after the 
effective date o f the change. (Alaska Constitution, Article X II, Section 7)

Q7: Has the State considered raising the retirement age in the retirement systems as a way to
reduce costs?

A7: Due to the contractual protection clause toward retirement benefits found in Article X II,
Section 7 o f the Alaska Constitution, the State o f Alaska cannot raise the retirement age o f 
current retirees or current employees. To date, raising the retirement age o f future 
employees has only informally been discussed. N o  actuarial study has been done on such a 
change.

Q8: Has the State reviewed the recruitment and retention data for the PERS/TRS Defined
Contribution Retirement Plan?
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A8: Comparing the current status o f DCR Plan participants hired in the first two years o f the
plan to the current status o f members o f the last D B  tiers hired in the last two years before 
the plans closed, shows that retention appears to be slighdy better in the DCR plan, but 
generally the same.

The number o f DCR Plan participants hired July 1, 2006 to June 30, 2008 as o f April, 2011:

PERS: 7,595 total hired 3,724 currently active 49.03% retained
TRS: 1,718 total hired 983 currently active 57.22% retained

The number o f D B Plan participants hired July 1, 2004 to June 30, 2006, retention as 
o f  A p ril 19, 2011:

PERS Tier I I I :  8,402 total hired 3,763 currently active 44.79% retained
TRS Tier II: 1,779 total hired 952 currently active 53.51% retained

The State o f Alaska Division o f Personnel has reported the following retention percentages: 

State o f Alaska Executive Branch Rate o f Employee Separation

2005 2006 2007 2008 2009 2010
15% 15% 16% 14% 12% 12%

Source: A LD E R

Further information is available in the report on state employee retention. The report is 
available through the following link:

http: /  /  doa.alaska.gov/dop/resources /  publications/

I f  you have any additional questions or need clarification o f the answers provided above, please contact 
Jim Puckett at (907)465-4471.

Sincerely,

/ / / J &
Mike Barnhill 
Deputy Commissioner

cc: Becky Hultberg, Commissioner 
John Cramer, Deputy Commissioner 
Heather Brakes, Director, Legislative 
Jim Puckett, Director, D ivision o f Retirement and Benefits



William B. Fornia, FSA | President

CONFIDENTIAL

Alaska Public Pension Coalition 

Subject: Analysis of Potential Pension Bills 

Dear Coalition Partners:

We have analyzed the actuarial impact of the February 12, 2011 draft Bill from Senator Egan which 
would modify the retirement program for those now covered by the Defined Contribution Retirement 
(DCR) program, and two potential modifications to this initial draft.

The primary features o fthe  bill are:

•  Those hired on or after July 1, 2006 would receive the retirement, death and disability benefits 
currently provided by Tier 2 of TRS and Tier 3 of PERS, rather than the DCR benefits under Tier 3 
of TRS and Tier 4 of PERS.

•  Contributions for various members would increase:

o Under the February 12 draft, Peace Officers and Firefighters in PERS would contribute
7.50% of pay; other PERS members would contribute 6.75%; those in TRS would 
contribute 8.65%

o Under alternative I, Peace Officers and Firefighters in PERS would contribute 8.50% of
pay; other PERS members would contribute 8.00%; those in TRS would contribute 9.00%

o Under alternative II, Peace Officers and Firefighters in PERS would contribute 9.0% of
pay; other PERS members would contribute 8.0%; those in TRS would contribute 10.0%

• Those individuals would be eligible to receive retiree major medical coverage without having to 
pay premiums, under the following conditions:

o For teachers, after June 30, 2011 new retirees are eligible with 25 years of service or at
the age of Medicare eligibility [65] with at least 8 years of service, 

o For peace officers and firefighters, after June 30, 2011 new members are eligible with 25
years of service or at the age of Medicare eligibility [65] with at least 10 years of service, 

o For other PERS members, after June 30, 2011 new members are eligible with 30 years of
service or at the age of Medicare eligibility [65] with at least 10 years of service.

This information is provided according to PTA's understanding and interpretation of the Work Draft 
legislation. Please advise us if our interpretation above is not consistent with your understanding. If so, 
our findings would differ.

The major implications ofthe bill as we see it are:

•  Pension benefits w ill revert to the prior defined benefit plan tiers

• Retiree health benefits will be stronger than those under DCR, but not as strong as those
provided under the latest tier DB plans. Retiree health care premiums are paid as illustrated by
the following table:

April 1, 2011
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Teachers Peace Officers & 
Firefighters

Other PERS

Latest Tier DB Plan Health Care 
Eligibility

Age 60 or 25 years Age 60 or 25 years Age 60 or 30 years

DCR Program Health Care Eligibility Medicare Age [65] Medicare Age [65] Medicare Age [65]

Egan Bill Health Care Eligibility Medicare Age [65] 
with 8 years or any 
age with 25 years

Medicare Age [65] 
with 10 years or any 

age with 25 years

Medicare Age [65] 
with 10 years or any 

age with 30 years

Cost Comparisons

The actuary for the Alaska Department of Administration Division of Retirement Benefits regularly 
reports on the financial condition of the Alaska Public Employees' Retirement System (PERS) and Alaska 
Teachers' Retirement System (TRS). These analyses are conducted primarily through an "actuarial 
valuation", which calculates the plans costs and liabilities. The actuary has calculated the Normal Cost 
under both the prior tier DB plans as well as under the DCR program. We have been asked to estimate 
the costs of the proposed program in the draft Egan bill. These cost estimates are being done without 
the benefit of the full actuarial data that would be used by the actuary. Consequently, theiFnumbefs will 
likely be different than ours, and more correct.

We also have limited information to make a determination of the cost savings from additional employee 
contributions. An increased employee contribution does not generate a dollar for dollar reduction in 
employer contribution, because some employees terminate prior to retirement and receive a refund of 
their contributions. We also understand that the actuarially assumed rate of investment return is being 
reduced from 8.25% to 8.00%. Our estimates are still based on 8.25%, so the "official" cost numbers will 
likely be slightly higher than ours.

The following tables develop our cost estimates and compare the five programs:

PENSIONTRUSTEEADVISORS
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Teachers Retirement System Estimated Cost Comparisons

Teachers Retirement 
System

DB Plan Tier 
2

DCR Plan 
Tier 3

Proposed 
Tier 4 -  Feb 
12 Draft Bill

Proposed 
Tier 4 -  

Alternative 1

Proposed 
Tier 4 -  

Alternative II

Total Retirement Normal 
Cost (including refunds)

11.39% NA 11.39% 11.45% 11.62%

Member Contributions (8.65%) (8.00%) (8.65%) (9.00%) (10.00%)

Net Employer Retirement 
Normal Cost

2.74% NA 2.74% 2.45% 1.62%

DC Employer Contribution 
Rate

NA 7.00% NA NA NA

Occupational Death and 
Disability Normal Cost Rate

NA 0.05% NA NA NA

Medical Normal Cost Rate 5.33% 0.64% 4.52% 4.52% 4.52%

HRA Contribution Rate NA 3.00% NA NA NA

Total Employer Cost 8.07% 10.69% 7.26% 6.97% 6.14%

DCR Payroll during FY 2011 $59,750,000 $59,750,000 $59,750,000 $59,750,000 $59,750,000

Total Employer Cost on FY 
2011 Basis

$4,800,000 $6,400,000 $4,300,000 $4,200,000 $3,700,000

PENSIONTRUSTEEADVISORS
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PERS Police Officers & Firefighters Estimated Cost Comparisons

Public Employees 
Retirement System -  
Peace Officers & 
Firefighters

DB Plan Tier 
3

DCR Plan 
Tier 4

Proposed 
Tier 5 -  Feb 
12 Draft Bill

Proposed 
Tier 5 -  

Alternative 1

Proposed 
Tier 5 -  

Alternative II

Total Retirement Normal 
Cost (including refunds)

12.30% NA 12.30% 12.36% 12.39%

Member Contributions (7.50%) (8.00%) (7.50%) (8.50%) (9.00%)

Net Employer Retirement 
Normal Cost

4.80% NA 4.80% 3.86% 3.39%

DC Employer Contribution 
Rate

NA 5.00% NA NA NA

Occupational Death and 
Disability Normal Cost 
Rate

NA 1.04% NA NA NA

Medical Normal Cost Rate 5.90% 0.43% 5.35% 5.35% 5.35%

HRA Contribution Rate NA 3.00% NA NA NA

Total Employer Cost 10.70% 9.47% 10.15% 9.21% 8.74%

DCR Payroll during FY 
2011

$21,192,000 $21,192,000 $21,192,000 $21,192,000 $21,192,000

Total Employer Cost on FY 
2011 Basis

$2,300,000 $2,000,000 $2,200,000 $2,000,000 $1,900,000

PENSIONTRUSTEEADVISORS
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Other PERS Estimated Cost Comparisons

Other Public Employees 
Retirement System 
Members

DB Plan Tier 
3

DCR Plan Tier 
4

Proposed 
Tier 5 -  Feb 
12 Draft Bill

Proposed 
Tier 5 -  

Alternative 1

Proposed 
Tier 5 -  

Alternative II

Total Retirement Normal 
Cost (including refunds)

9.58% NA 9.58% 9.75% 9.75%

Member Contributions (6.75%) (8.00%) (6.75%) (8.00%) (8.00%)

Net Employer 
Retirement Normal Cost

2.83% NA 2.83% 1.75% 1.75%

DC Employer 
Contribution Rate

NA 5.00% NA NA NA

Occupational Death and 
Disability Normal Cost 
Rate

NA 0.16% NA NA NA

Medical Normal Cost 
Rate

7.00% 0.56% 3.60% 3.60% 3.60%

HRA Contribution Rate NA 3.00% NA NA NA

Total Employer Cost 9.83% 8.72% 6.43% 5.35% 5.35%

DCR Payroll during FY 
2011

$200,739,000 $200,739,000 $200,739,000 $200,739,000 $200,739,000

Total Employer Cost on 
FY 2011 Basis

$19,700,000 $17,500,000 $12,900,000 $10,700,000 $10,700,000

Some of these cost comparisons are very intriguing. Note that the costs for the 7.50% plan for Peace 
Officers and Firefighters are roughly comparable to the Tier 3 and Tier 4 costs. But t he costs for Other 
PERS member are dramatically lower than either the Tier 3 or Tier 4 costs. This is because they are losing 
significantly on the medical premium payments, by no longer being able to retire at age 60 with 
premium payment made by the plan unless they have 30 years of service. I estimate that only about a 
third of these Other PERS members would have 30 years by the time they attain age 65, meaning that 
this benefit would have no value for most of them. That is the reason the medical normal cost rate is so 
much lower for Other PERS Tier 5 than for Other PERS Tier 3. It will be interesting to see what the 
"official" actuarial cost determination is.

Please also realize that the cost determinations above do not include any cost for the retroactive feature 
of the bill. I understand that those costs were estimated to be $37 million in 20097we do not have the 
data necessary to make an estimate of the cost this year. Because of the market recovery, the cost 
might possibly have decreased since 2009.

PENSIONTRUSTEEADVISORS
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Conclusions

The proposed programs would result in stronger pension benefits through the return of the Defined 
Benefit plan for members hired since 2006. It would provide improved health care plan benefits, but no 
future HRA contributions. As a result of all this, employer costs on a FY 2011 basis could increase by 
about $200,000, or fall slightly, for PERS~Peace Officer and Firefighter members, but would decrease 
substahTiaTKTfor TRS fSTl  million to $2.7 million)~and~Other PERS ($4.6 million to neariy$7 million) 
members. In total, employer costs wo~uTcTfall by about $6 to $1Tmillion, depending on the alternative 
chosen.    “

The PERS and TRS actuary will calculate more precise costs, based on complete data and their new 
actuarial assumptions. The costs above should be considered a starting point for analysis of the bill.

The work reflected herein was conducted by Pension Trustee Advisors under my direction. I look 
forward to discussing this with you further.

Sincerely,

William B. Fornia, FSA 
President

Cc:

Joelle Hall, Alaska AFLCIO
Lydia Garcia, NEA Alaska
Derek Hsieh, APDEA
Jim Duncan, ASEA/AFSCME Local 52
Norm Ruggles, PTA

PENSIONTRUSTEEADVISORS
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A l a s k a  S t a t e  L e g i s l a t u r e

Please enter into the record my testimony to the Senate State Affairs
committee name

Committee on SB 121 , dated 4-14-11
bill # / subject ”  ~  " public hearing date

April 13,2011
Thank you to the sponsors and cosponsors of SB 121. As many of you know, returning Alaska to a defined 
benefit retirement plan for teachers and public employee has been the number one legislative priority of NBA- 
Alaska since this ill conceived legislation was enacted beginning July of 2006.
As we approach the fifth full year of implementation, it is appropriate the Alaska legislature take a serious look 
at this issue. Questions the legislature should ask would be: 1) is the new defined contribution system saving 
money? 2) is the new defined contribution system resolving the unfunded liability? 3) is Alaska having 
difficulty recruiting and retaining teachers and public employees because of the defined contribution retirement 
system currently in place?
Many are more qualified than I am to answer the above questions. As a local president working with 
approximately one third of our teaching force on the Kenai Peninsula currently in the defined contribution 
system, I know the conversations that I have had with teachers. Conversations much like the one I had last week 
when a Tier III teacher who has family and connections within the district called me and asked, “What 
advantage is it for me and my family to remain in Alaska?” These are the type of questions many of our young, 
best, and brightest employees are asking as they look toward their future and financial stability for their 
families.
When SB 141 was passed, the “portability” of the defined contribution system was one of its selling points to 
many legislators. I ask now as I asked then, “Why is it good to encourage people to leave our state?” Our 
communities are very often built around our schools and school employees are a vital part of our communities. 
Police officers, firefighters, and other public employees also contribute to the sense of community many of us 
feel. To have a retirement system that encourages people to move seems counterproductive to building strong 
communities in Alaska.
Thank you for introducing this legislation this session and hopefully it will get serious attention in the next 
legislative session.
Sincerely,
LaDawn Druce
President of the Kenai Peninsula Education Association

Signed: LaDawn Druce ___________________________________________
Testifier

Kenai Peninsula Education Association_______________________________________________
Representing (optional)

PO Box 2317 Soldotna, AK 99669 ____________________________ ___________________
Address

 260-3428 _
Phone number
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Thursday, January 26, 2012 

Subject: SB 121

My wife and I are both tier I retirees. We both spent most of our working lives working for the 
State o f Alaska and both of us worked for the City and Borough of Juneau for a few years. I 
worked as a computer programmer with the State and my wife worked as a registered nurse for 
both the State and the City and Borough o f Juneau. Neither of us would do that today with a 
defined contribution system because it does not offer the security o f retirement checks for life, 
only the hope that the money lasts longer than our lives do.

One of my sisters-in-law is also a tier I retiree who worked for the State o f Alaska as a 
counselor. My son works for the State as an Accountant III and one of my nephews works for the 
State as an Administrative Officer II. They are very fortunate to have gotten into tier III where 
they have a defined benefit retirement.

So why is RPEA so supportive o f this legislation? Many of us have grandchildren. Some day 
when they reach retirement, as we have, they will need a secure retirement that lasts as long as 
they live. With a defined contribution retirement system the options for our grandchildren to stay 
in Alaska are diminished. Working for the State o f Alaska or a municipality or as a teacher 
would leave them with a gamble for a retirement instead of a secure retirement.

How are you going to keep our grandchildren in Alaska?

Thank you.

Gary Miller, RPEA 
SE Chapter Chair

P rotecting and E nriching Your R etirem ent Years

mailto:rpeainu@apea-aft.org
http://www.rpea.apea-aft.org


January 23, 2012

Gary Miller 
20135 Cohen Dr 
Juneau, AK 99801-8211

Subject: SB 121 - "An Act relating to the public employees' retirement system and the teachers' 
retirement system; and providing for an effective date."

Senator Bill Wielechowski -  Room 101 ^
Senator Joe Paskvan -  Room 115 
Senator Cathy Giessel -  Room 7 
Senator Albert Kookesh -  Room 11 
Senator Kevin Meyer -  Room 103

Please vote yes on SB 121.1 am tier I and retired and my son is tier III with nine and one-half 
years o f working for the State o f Alaska as an account. We know the importance of having a 
defined benefit retirement system where we will have a monthly income to the day that we die. 
The current defined contribution tiers do not protect workers for life after they retire.

I have a three year old grandson here in Juneau. When he is old enough to start working he 
won’t have a secure retirement if  he works for the State o f Alaska, becomes a teacher or works 
for a municipality. I spent my entire working career working for the State of Alaska (27 years) 
and the City and Borough o f Juneau (2 years). It is important for me that he be able to stay in 
Alaska and have public service as an option for a career.

Gary Miller
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INTRODUCTION

Worries about retirement security abound. Families fear that they won’t have 
enough to support an adequate retirement income as home values and finan­
cial markets plummet. Dwindling profit margins have employers looking to cut 
costs. And governments are concerned about delivering on the promises that 
they have made to their citizens and to their employees as tax revenues shrink 
amid a weakening economy.

In this environment, some have proposed replacing traditional 
defined benefit (DB) pensions with 401(k)-type defined con­
tribution (DC) retirement savings plans in an effort to save 
money. But decision makers would be wise to look before they 
leap. To deliver the same level o f retirement benefits, a DB plan 
can do the job at almost half the cost o f a DC plan. Hence, 
DB plans should remain an integral part o f retirement income 
security in an increasingly uncertain world because they offer 
employers and employees a better bang for the buck.

The value o f traditional DB pensions to employees is generally 
recognized: they provide a secure, predictable retirement 
income that cannot be outlived. But less well known is the 
value o f a DB pension to an employer. Due to their group 
nature, DB plans possess “built-in” savings, which make 
them highly efficient retirement income vehicles, capable of 
delivering retirement benefits at a low cost to the employer and 
employee. These savings derive from three principal sources.

First, DB plans better manage longevity risk, or the chance of 
running out o f money in retirement. By pooling the longevity 
risks of large numbers o f individuals, DB plans avoid the “over­
saving” dilemma -  that is, saving more than people need on 
average to avoid running out o f cash -  that is inherent in DC 
plans. Consequently, DB plans are able to do more with less.

Second, because DB plans, unlike the individuals in them, 
do not age, they are able to take advantage o f the enhanced 
investment returns that come from a balanced portfolio 
throughout an individual’s lifetime.

Third, DB plans, which are professionally managed, achieve 
greater investment returns as compared with DC plans that 
are made up o f individual accounts. A  retirement system that 
achieves higher investment returns can deliver any given level 
o f benefit at a lower cost.

Because of these three factors, we find that a DB pension plan 
can offer the same retirement benefit at close to half the cost 
o f a DC retirement savings plan. Specifically, our analysis 
indicates that the cost to deliver the same level o f retirement 
income to a group o f employees is 46% lower in  a DB plan 
than it  is in a D C  plan. This is an important factor for policy 
makers to consider, especially with respect to public sector 
workforces, where tax dollars are an important source of fund's 
for retirement benefits. DB plans are a more efficient use o f 
taxpayer funds when offering retirement benefits to state and 
local government employees.

More specifically, this study finds th a t...

• Longevity risk pooling in a DB plan saves 15%,
• Maintenance o f a balanced portfolio diversification in a DB 

plan saves 5%, and
• A  DB plan’s superior investment returns save 26%

... as compared with a typical DC plan.

A Better Bang for the Buck 1



TWO APPROACHES TO RETIREMENT:  
DB AND DC PLANS

Employers who offer retirement benefits can consider two basic approaches: a 
traditional defined benefit (DB) pension plan and a defined contribution (DC) 
retirement savings plan.1 Each type of plan has certain distinguishing character­
istics that influence their cost to employers and employees.2

How DB plans work

While employers have a good degree o f flexibility in design­
ing the features o f a DB plan, there are some features all DB 
plans share.

DB plans are designed to provide employees with a predictable 
monthly benefit in retirement. The amount o f the monthly 
pension is typically a function o f the number o f years an em­
ployee devotes to the job and the worker’s pay -  usually at 
the end o f their career.3 For example, the plan might provide 
a benefit in the amount o f 1.5% o f final average pay for each 
year worked. Thus, a worker whose final average salary was 
$50,000, and who had devoted 30 years to the job, would earn 
a monthly benefit o f $1,875 ($22,500 per year), a sum that 
would “replace” 45% o f his final average salary after he stops 
working. This plan design is attractive to employees because of 
the security it provides. Employees know in advance o f mak­
ing the decision to retire that they w ill have a steady, predict­
able income that w ill enable them to maintain a stable portion 
o f their pre-retirement standard o f living.

Benefits in DB plans are pre-funded. That is, employers 
(and, in the public sector, employees) make contributions to 
a common pension trust fund over the course o f a worker’s 
career. These funds are invested by professional asset managers 
whose activities are overseen by trustees and other fiduciaries. 
The earnings that build up in the fund, along with the dollars 
initially contributed, pay for the lifetime benefits a worker re­
ceives when he retires.

How DC plans work

DC plans function very differently than DB plans.

First, there is no implicit or explicit guarantee of retirement 
income in a DC plan. Rather, employers (and usually employ­
ees) contribute to the plan over the course of a worker’s career. 
Whether the funds in the account w ill ultimately be sufficient 
to meet retirement income needs w ill depend on a number o f 
factors, such as the level of employer and employee contri­
butions to the plan, the investment returns earned on assets, 
whether loans are taken or funds are withdrawn prior to retire­
ment, and the individual’s lifespan.

DC plans are typically “participant di­

rected," meaning that each individual em­

ployee can decide how much to save, how 

to invest the funds in the account, how to 

modify these investments over time, and 

at retirement, how to withdraw the funds.

While DC plan assets are also held in a pension trust, that 
trust is comprised o f a large number o f individual accounts. 
DC plans are typically “participant directed,” meaning that 
each individual employee can decide how much to save, how 
to invest the funds in the account, how to modify these in­
vestments over time, and at retirement, how to withdraw the 
funds. Retirement experts typically advise individuals in DC 
plans to change their investment patterns over their lifecycle.

2 National Institute on Retirement Security



In other words, at younger ages, because retirement is a long 
way off, workers should allocate more funds to stocks, which 
have higher expected returns, but also higher risks. As one gets 
closer to retirement, experts suggest moving money away from 
stocks and into safer, but lower returning assets like bonds. 
This is to guard against a large drop in retirement savings on 
the eve o f retirement, or in one’s retirement years.

This high degree o f participant direction makes DC plans 
very flexible in accommodating individuals’ desires, decisions, 
and control. Employees, however, do not always follow the 
best expert advice when it  comes to saving and investing for 
retirement.4 Too many workers fail to contribute sufficient 
amounts to the plans, and individuals’ lack o f expertise in 
making investment decisions can subject individual accounts 
to extremely unbalanced portfolios with too little or too much 
invested in one particular asset, such as stocks, bonds, or cash.

For example, one study found that more than half of all DC 
plan participants had either no funds invested in stocks— 
which exposes them to very low investment returns—or had 
almost all their assets allocated to stocks, making for a much 
more volatile portfolio.5

Another important difference between DC and DB plans 
becomes apparent at retirement. Unlike in DB plans, where 
workers are entitled to receive regular, monthly pension pay­
ments, in DC plans it is typically left to the retiree to decide 
how to spend one’s retirement savings. Research suggests that 
many individuals struggle with this task, either drawing down 
funds too quickly and running out o f money, or holding on to 
funds too tightly and enjoying a lower standard o f living as a 
result.6 In theory, employers that offer DC plans could provide 
annuity payout options, but in practice they rarely do.7

BOTH DB A N D  DC PLANS ARE IMPORTANT  
TO RETIREMENT SECURITY

Because individuals do not have perfect knowledge as to whether they will re­
main in a given job (and therefore in a given DB plan) until retirement, taking 
advantage of the opportunity to save in a supplemental DC plan can provide 
employees with useful diversification of retirement income sources.

DC plans are also flexible vehicles that can accommodate in­
dividual retirement income needs that can vary. For example, 
two otherwise identical workers might have different family 
situations, health needs, or simply different preferences and 
expectations about their retirement income needs. DC plans 
give workers the opportunity to save for retirement in a man­
ner that reflects their individual situations.

This is why most retirement experts liken the ideal design of 
retirement income sources to a “three-legged stool,” consisting 
of Social Security, a DB plan, and a supplemental DC savings 
plan. Indeed, researchers have found that workers who have 
access to all three sources o f retirement income are in the best 
position to achieve a secure retirement.8

However, to the extent that retirement benefits for private sec­
tor employees constitute a cost to employers, and since benefits 
for public employees are supported by taxpayer contributions, 
designing retirement benefits in a fiscally responsible fashion 
is an important public policy goal. To that end, it  is important 
for policymakers to recognize that the features that make DB 
plans highly attractive to employees -  a predictable monthly 
retirement benefit, low fees and professional management o f 
retirement assets -  also provide significant savings for employ­
ers and taxpayers.
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DB PLANS ARE MORE COST EFFECTIVE

The cost of either a DB or DC plan depends primarily, but not only, on the gen­
erosity of the benefits that it provides. Economists have found that DB plans are 
typically more generous than DC plans, and obviously, more generous benefits 
are more expensive.9

However, for any given level o f benefit, a DB plan w ill cost less 
than a DC plan.10 This makes DB plans, in the language of 
economists, more efficient since they stretch taxpayer, employer 
or employee dollars further in achieving any given level o f re­
tirement income.

This makes DB plans, in the language of 

economists, more efficient since they 

stretch taxpayer, employer or employee 

dollars further in achieving any given level 

o f retirement income.

There are three primary reasons behind DB plans’ cost advantage.

• First, because DB plans pool the longevity risks o f large 
numbers o f individuals, they avoid the “over-saving” dilem­
ma inherent in DC plans. DB plans need only accumulate 
enough funds to provide benefits for the average life expec­
tancy o f the group. In contrast, individuals w ill need to set 
aside enough funds to last for the “maximum” life expectancy 
i f  they want to avoid the risk o f running out o f money in re­
tirement. Since the maximum life expectancy can be substan­
tially greater than the average life expectancy, a DC plan w ill 
have to set aside a lot more money than a DB plan to achieve 
the same level o f monthly retirement income.

• Second, because DB plans do not age, unlike the individu­
als in them, they are able to take advantage o f the enhanced 
investment returns that come from a balanced portfolio 
over long periods o f time. For instance, ongoing DB plans 
generally include individuals with a range o f ages. As older 
workers retire, younger workers enter the plan. As a result, 
the average age o f the group in a mature DB plan does not 
change much. This means DB plans can ride out bear mar­
kets and take advantage o f the buying opportunities that 
they present without having to worry about converting all 
o f their money into cash for benefits in the near future. By 
contrast, individuals in DC plans must gradually shift to a 
more conservative asset allocation as they age, in order to 
protect against financial market shocks later in life. This 
process can sacrifice investment returns because people 
may have to sell assets when they are worth too little due 
to market fluctuations coinciding with retirement timing. 
Moreover, they are not able to take advantage of higher ex­
pected returns associated with a balanced portfolio.

• Third, DB plans achieve greater investment returns as com­
pared with DC plans based on individual accounts. Superior 
returns can be attributed partly to lower fees that stem from 
economies o f scale. Also, because o f professional manage­
ment o f assets, DB plans achieve superior investment per­
formance as compared to the average individual investor.

4 National Institute on Retirement Security



METHODOLOGY

We compare the relative costs of DB and DC plans by constructing a model that 
first calculates the cost of achieving a target retirement benefit in a typical DB plan. 
We express this cost as a level percent of payroll over a career. We then calculate 
the cost of providing the same retirement benefit under a DC plan. Additional 
details on our methodology can be found in the Technical Appendix to this report.

Our model is based on a group o f 1,000 newly-hired employ­
ees. For the purposes o f simplicity, we give all individuals a 
common set o f features. A ll newly hired employees are female 
teachers aged 30 on the starting date o f their employment. 
They work for three years and then take a two-year break from 
their careers to have and raise children. They return to work at 
age 35 and continue working until age 62. Thus, the length o f 
the career is 30 years. By their final year o f work, their salary has 
reached $50,000, having grown by about 4% percent each year.

Next, we define a target retirement benefit that, combined 
with Social Security benefits, w ill allow our 1,000 teachers 
to achieve generally accepted standards o f retirement income 
adequacy. The plan provides a benefit in retirement equal to

$26,684 per year or $2,224 per month. A  cost o f living adjust­
ment is provided to ensure the benefit maintains its purchas­
ing power during retirement. Thus, each teacher w ill receive a 
benefit equal to 53% o f her final year’s salary that adjusts with 
inflation, which we estimate at 2.8% per year. W ith  this benefit 
and Social Security benefits, each teacher can expect to receive 
roughly 83% of her pre-retirement income -  a level of retirement 
income that can be considered adequate, but not extravagant.

We define certain parameters for life expectancy and invest­
ment returns. Then, on the basis o f all these inputs, we calcu­
late the contribution that w ill be required to fund our target 
retirement benefit through the DB plan over the course o f a 
career. We do the same for the DC plan.

WHAT IS AN "ADEQUATE" RETIREMENT BENEFIT?

Experts generally believe that in order for a retiree to maintain the same standard of living enjoyed during working 
years, income from all sources (Social Security, DB pensions, DC savings plans, etc.) should replace roughly 70 to 90 
percent of pre-retirement income. Because some expenses (commuting costs, payroll taxes, etc.) disappear after 
retirement, it may be possible to maintain one's pre-retirement standard of living, even with a replacement ratio (that 
is, the ratio of retirement income to pre-retirement income) of less than 100%.

For example, Aon Consulting and Georgia State University estimate that a single retiree with a pre-retirement income 
of $50,000 would need to achieve a replacement ratio of 80% in order to maintain pre-retirement living standards.11 
Other analysts have recommended that workers seek to achieve an even higher replacement ratio. Human resources 
consulting firm Hewitt Associates predicts that employees will actually need more money in retirement than during 
their working years, and suggests a target replacement ratio of 125% to cover retiree healthcare and other expens­
es.12 In our discussion, we target a replacement rate of 83% of pre-retirement income for both the DB and the DC plan.

        ---
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B
db p l a n s  a r e  m o r e  c o s t  e f f e c t i v e  b e c a u s e
OF LONGEVITY RISK POOLING, PORTFOLIO 
DIVERSIFICATION, AND SUPERIOR RETURNS

We find that the cost to fund the target retirement benefit under the DB plan 
comes to 12.5% of payroll each year. By comparison, we find that the cost to 
provide the same target retirement benefit under the DC plan is 22.9% of payroll 
each year. In other words, the DB plan can provide the same benefit at a cost that 

is 46% lower than the DC plan, as shown in Figure 1.

Longevity Risk Pooling

Longevity risk describes the uncertainty an individual faces 
with respect to their exact lifespan. W hile actuaries can tell us 
that, on average, our pool o f female teachers who retire at age 62 
w ill live to be 85, they can also predict that some w ill live only 
a short time, and some w ill live to be over 100. Figure 2 illus­
trates the longevity patterns among our 1,000 teachers. W ith  
each passing year, fewer retirees are still living. Age 85 corre­
sponds to the year when roughly half o f retirees are still alive.

In a DB plan, the normal form of benefit is a lifetime annuity, 
that is, a series of monthly payments that lasts until death. A  
DB plan with a large number o f participants can plan for the 
fact that some individuals w ill live longer lives and others will 
live shorter lives. Thus, a DB plan needs only to ensure that it 
has enough assets set aside to pay for the average life expectan­
cy o f all individuals in the plan, or in this case, to age 85. Based 
on our target benefit level, the DB plan needs to have accumu­
lated approximately $355,000 for each participant in the plan 
by the time they turn 62. This amount w ill ensure that every 
individual in the plan w ill receive a regular, inflation-adjusted 
monthly pension payment that lasts as long as they do. The 
contribution required to fund this benefit, smoothed over a 
career, comes to 12.5% of payroll.

The DB cost advantage stems from differences in how benefits 
are paid out in each type of plan, how investment allocations 
shift in DC plans as individuals age, and how actual invest­
ment returns in DC plans compare with those in DB plans.

F ig u r e  1:
Cost of DB and DC Plan as % of Payroll

nPOb'

DB Plan DC Plan
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F igure 2: Longevity of 1,000 Retired Female Teachers
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WHAT ABOUT MONEY FOR A SURVIVING SPOUSE?

Our analysis did not explicitly analyze the effect of providing income to a retiree’s surviving spouse. But the method 
of providing for spouse benefits would be similar under either the DB or DC approach. Under a DB plan, a retiree has 
the option of electing a reduced monthly benefit in exchange for a portion of the benefit continuing on to her surviv­
ing spouse if there is one. Virtually all pension plans offer at least a "50% Joint and Survivor" option and a "100% Joint 
and Survivor" option. For example, in our model, the retired teacher could have three payment options:

• $2,224 per month for as long as she lives, with no surviving spouse benefit, or
• $2,046 per month for as long as she lives, with half ($1,043) continuing to her surviving husband for as long as he 

lives, or
• $1,882 per month for as long as either the retiree or her husband lives

These three options are roughly "actuarially equivalent," meaning that for a large group following the actuarially 
assumed mortality and investment return patterns, the plan costs are neutral with respect to the option chosen.

Under a DC plan, if this retiree wanted to provide her husband with retirement income should he outlive her, she would 
reduce the amount of her monthly withdrawals to enable him to be more likely to have residual assets available for 
him upon her death. If the retired couple were to make calculations as to how much to reduce their benefit, they would 
make calculations identical to those made by the plan to determine the actuarially equivalent benefit.

In other words, the desire of providing survivor income can be met through either a DB or DC plan.

We could have modeled our analysis based on a married retiree seeking survivor income protection, but adding this 
complexity would not have made a material difference in our analysis. This is because while it is difficult for a retiree 
to predict how long she will live, it is also difficult for a couple to predict how long they each will live.
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Total annual payments out of the DB plan w ill have a hump­
shaped pattern as seen in Figure 3. The amount o f benefits 
paid out w ill increase for a number o f years, because the effect 
o f inflation adjustments is greater than the effect ofindividuals 
gradually dying off. A t age 77, the impact o f retiree deaths

overtakes the effect o f the cost o f living adjustments and 
payments decline with each passing year. In the DB plan, 
every retiree recieves a steady inflation-adjusted monthly 
income that lasts until her death.

F igure 3: Total Payments under the Defined Benefit Plan

550.000.000

545.000.000

540.000.000

535.000.000

530.000.000

525.000.000

520.000.000

515.000.000

510.000.000 

55,000,000

50

■ ■ ■ ■ ■ "  " " ^ 1 ■ ....... ....
- 1

1 .

I i .

......................................................
l l t l l l l f

Next, we contrast this situation with that in a DC plan. Because 
DC plans rarely offer annuity options, individuals must self- 
insure longevity risks. This can be an expensive proposition. 
Because an individual in a DC plan does not know exactly 
how long she w ill live, she w ill probably not be satisfied with 
socking away an amount sufficient to last for the average life 
span, for i f  she lives past age 85, she w ill have depleted her 
retirement savings. For this reason, an individual w ill probably 
want to be sure that she has enough money saved to last for 
the maximum life span (or something close to it).

We define the “maximum life expectancy” for purposes o f this 
analysis as 97 years old. I t  corresponds to the age beyond which 
only 10% o f individuals survive, and therefore it is not a “ true” 
measure o f maximum life expectancy.13 In fact, our mortality 
table indicates that one lucky individual out o f the 1,000 w ill 
celebrate her 110th birthday. This simplifying assumption is 
intended to be more realistic (that most individuals w ill be

satisfied with a 90% chance o f not outliving their money, 
rather than a 100% chance), but it w ill also tend to understate 
the cost o f the DC plan. Figure 4 illustrates the payout pattern 
under the DC plan, where individuals withdraw funds on an 
equivalent basis to the DB plan until age 97 -  that is, in a 
series of regular, inflation adjusted payments. After age 97, 
there are no more withdrawals, even though 100 (10% of our 
initial pool o f 1,000) teachers are still living. The money has 
simply run out.

Thus, our simplifying assumption o f using a 90th percentile 
life expectancy o f 97, rather than the true maximum life 
expectancy, w ill reduce the cost o f providing the target benefit 
under the DC plan, but w ill also mean that individuals with 
exceptionally long lives w ill experience a reduced standard 
of living, compared to what they would experience under a 
DB plan. Thus, in our example, the DC plan ends up actually 
delivering less in total retirement benefits than the DB plan.
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F igure 4: Total Benefit Payments under the DC Plan Based on Life Expectancy of 97
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O f course, those 10% of individuals who do survive beyond 
age 97 would want to avoid the possibility of having their 
retirement income reduced to zero. I t  is likely that individuals 
w ill respond to a long life by gradually reducing their 
withdrawals from the plan to avoid running out o f money. 
Thus, we assume that once an individual reaches age 90, she 
begins to reduce the size o f annual withdrawals from the plan. 
This changes the withdrawal pattern to avoid the steep drop 
o ff in payments at age 97, as shown in Figure 5. However, it 
should be noted that those with very long lives w ill see their 
standard o f living reduced significantly.

I t  is important to acknowledge that i f  a retiree dies before 
exhausting all o f her retirement savings, the money in the 
account does not simply evaporate. Rather, it  w ill pass to her 
estate. Benefits that were intended to be pension benefits 
become death benefits paid to heirs instead. This is the “over­
saving” dilemma that is inherent in DC plans. As Figure 6 
illustrates, the aggregate amount o f money transferred to 
estates is substantial -  totaling 24% of all assets accumulated 
in the plan.

While some individual heirs w ill benefit from these inter- 
generational transfers o f wealth, they are not economically

efficient from a taxpayer or employer perspective. Because heirs 
did not provide services that the employer/taxpayer benefited 
from, providing additional benefits to heirs is economically 
inefficient. Moreover, these additional “death benefits” are not 
tied in any direct way to an individual employee’s productivity 
during her working years, rather their value is a function of 
living a shorter life.

DB plans avoid this problem entirely. By pooling longevity 
risks, DB plans can not only ensure that all participants in 
the plan w ill have enough money to last a lifetime, they can 
accomplish this goal with less money than would be required 
in a DC plan. Because DB plans need to fund only the average 
life expectancy o f the group, rather than the maximum life 
expectancy for all individuals in the plan, less money needs to 
be accumulated in the pension fund. Remember that the DB 
plan needed to accumulate about $355,000 for each participant 
in the plan by the time they turn 62 in order to fund the target 
level o f benefit. Due to the “over-saving” dilemma, DC plans 
must accumulate at least $455,000 per participant, or $100,000 
more, in order to minimize the likelihood o f running out 
o f funds. In order to accumulate those additional amounts, 
contributions to the plan would climb to 16.0% of pay, from 
12.5% under the DB plan.

A Better Bang for the Buck 9



Figure 5: Total Benefit Payments under the DC Plan Based on Adjusted Life Expectancy
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Figure 6: Total Benefit + Estate Payments under the DC Plan
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Maintenance of Portfolio Diversification

A  retirement system that achieves higher investment returns 
can deliver a given level o f benefit at a lower cost. A ll else 
equal, the greater the level o f investment earnings, the lower 
contributions to the plan w ill need to be.14 Prior research 
substantiates DB plans’ significant advantage in investment 
returns, as compared with DC plans.

Part o f the reason why DB plans tend to achieve higher 
investment returns as compared with DC plans is that they 
are long-lived. That is, unlike individuals, who have a finite 
career and a finite lifespan, a DB pension fund endures across 
generations; thus a DB plan, unlike the individuals in it, can 
maintain a well-diversified portfolio over time. In DC plans, 
individuals’ sensitivity to the risk o f financial market shocks 
increases as they age. The consequences o f a sharp stock 
market downturn on retirement assets when one is in their 20s

are minor, compared to when one is on the eve o f retirement. 
For this reason, individuals are advised to gradually shift 
away from higher risk/higher return assets as they approach 
retirement. W hile this shift offers insurance against the 
downside risk o f a bear market, it  also sacrifices expected 
return since more money w ill be held in cash or similar assets 
that offer low rates of return in exchange for more security. A  
reduction in expected investment returns w ill require greater 
contributions to be made to the plan in order to achieve the 
same target benefit.

In  our model, the well-diversified DB plan is expected to 
achieve investment returns o f 8% per year, net o f fees. In the 
DC plan, individuals gradually shift out o f higher risk/higher 
return assets in favor o f lower-risk/lower return assets. This 
results in a sacrifice of expected annual return of 2% by age 97, 
as shown in Figure 7.

Figure 7: As Portfolio Allocation Shifts, Expected Return in DC Plan Falls
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We find that the shift in portfolio allocation has a modest, 
but nonetheless, significant effect on cost. Specifically, we find 
that the per-retiree amount that must be accumulated in the 
DC plan by retirement age now climbs to about $485,000. 
By comparison, the DB plan requires about $355,000. The 
contributions required to fund the target benefit level now 
climb to 17.0% o f payroll (compared to 12.5% of payroll under 
the DB plan).

Another important reason why DB plans 

achieve higher investment returns than 

DC plans is that assets are pooled and 

professionally managed.

Superior Returns

Another important reason why DB plans achieve higher 
investment returns than DC plans is that assets are pooled 
and professionally managed. Expenses paid out of plan assets 
to cover the costs o f administration and asset management 
reduce the amount o f money available to provide benefits. As 
a result, a plan that can reduce these costs w ill require fewer 
contributions. By pooling assets, large DB plans are able to 
drive down asset management and other fees. For example, 
researchers at Boston College find that asset management fees 
average just 25 basis points for public sector DB plans.15 By 
comparison, asset management fees for private sector 401(k) 
plans range from 60 to 170 basis points.16 Thus, private DC 
plans suffer from a 35 to 145 basis point cost disadvantage, 
as compared with public DB plans.17 On their face, these 
differentials may appear small, but over a long period of time, 
they compound to have a significant impact. To illustrate, 
over 40 years, a 100 basis point difference in fees compounds 
to a 24% reduction in the value o f assets available to pay for 
retirement benefits.18

Administrative costs are largely driven by scale. Thus, a 
similarly-sized DB plan and DC plan can have opportunities 
to negotiate minimized administrative expenses. A  DC plan 
involves costs that do not exist in a DB plan, such as the 
costs of individual recordkeeping, individual transactions, and 
investment education to help employees make good decisions.

However, DB plans, unlike DC plans, bear the administrative 
costs o f making regular monthly payments after retirement.

But fees are only part o f the story -  differences in the way 
retirement assets are managed in DB and DC plans play a 
substantial role. As previously discussed, investment decisions 
in DB plans are made by professional investment managers, 
whose activities are overseen by trustees and other fiduciaries. 
Research has found that DB plans have broadly diversified 
portfolios and managers who follow a long-term investment 
strategy.19 We also know that individuals in DC plans, despite 
their best efforts, often fall short when it  comes to making 
good investment decisions. Thus, it  should not be surprising 
that researchers find a large and persistent gap when 
comparing investment returns in DB and DC plans. Munnell 
and Sunden put the difference in annual return at 80 basis 
points.20 A  2007 report from the global benchmarking firm, 
CEM, Inc., concluded that between 1998 and 2005, DB plans 
showed annual returns 180 basis points higher than DC plans, 
largely due to differences in asset mix.21 And Watson Wyatt 
found that, between 1995 and 2006, DB plans outperformed 
DC plans by 109 basis points, on average. Among large plans, 
the DB advantage was even greater -  at 121 basis points.22

In our model, we use conservative estimates o f the differences 
in DB and DC plan costs and expected returns. We model 
a 100 basis point (1%) net disadvantage for the DC plan 
annual investment returns as compared with DB plan returns. 
W hile this is slightly higher than the estimate o f Munnell 
and Sunden,23 it is lower than the more recent estimates of 
Flynn and Lum,24 and Watson Wyatt.25 This 100 basis point 
differential persists into the retirement years and magnifies 
the effects o f the shift in asset allocation discussed previously. 
However, our model separates these effects to avoid double­
counting. We do not isolate the impact o f expenses and fees 
from the impact o f superior investment management skill.

We find that a 1% per year disadvantage in DC plan investment 
returns compounds over time to create a significant cost 
disadvantage. In particular, we find that the amount which 
must be set aside for each individual at retirement age now 
climbs to about $550,000 (compared to the roughly $355,000 
required in the DB plan). The level o f contributions to the 
plan climbs again, this time to 22.9% o f payroll (compared to 
12.5% under the DB plan).
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" b u t  I THOUGHT DC PLANS WERE CHEAPER?"  
UNTANGLING BENEFIT GENEROSITY AND ECONOMIC EFFICIENCY

GM Will Freeze Salaried Pensions, Shift to 401(k)s
"...move will save the struggling automaker $420 million in 2007."

USA Today -April 10,2007

IBM Adds Its Name to the List of Firms Freezing Pensions
"...cut worldwide retirement-related expenses by $450 million to $500 million this year."

The Washington Post - January 6,2006

Verizon to Halt Pension Outlay for Managers
"...company hopes to save about $3 billion over the next decade"

The New York Times - December 6,2005

Headlines like these have, understandably but unfortunately, led to a good deal of confusion about the relative costs 
and economic efficiencies of DB plans versus DC plans. While many employers have cited the financial burden of DB 
plans as their main reason for shifting from a DB to a DC plan, it is important to separate the question of benefit gen­
erosity from the question of the economic efficiency of a retirement plan.26

A review ofthe economic literature helps in this regard. Researchers have found that when employers move out of DB 
and into DC plans, they almost always cut the average employee benefit in the process.27 Ghilarducci and Sun find, for 
instance, that between 1981 and 1998 the average employer pension contribution declined from $2,140 to $1,404 
per employee, while the share of pension contributions attributed to DC plans increased from 23% to 68% in that 
time period.28 Also, a UK study found that the average contribution per employee is 15-18% under a DB system, but 
only 9% under a DC system.29 Thus, when employers simultaneously reduce their contributions along with the move 
from DB to DC, they will undoubtedly save money. Yet this does not mean that DC plans are inherently cheaper than 
DB plans; it simply means that employers are reducing employee benefits, while also changing the benefit design. 
Shifting costs from one party (the employer who reduces contributions) to another (employees who receive less in 
retirement) does not reduce costs overall. As the The Economist succinctly put it, "Whatever the arguments about the 
merits of the new wave of [DC] schemes, if you put less money in, you will get less money out.”30

Whether an employer chooses a DB plan, a DC plan, or both, it has to decide how generous the benefits should be. But, 
as our analysis demonstrates, the economic efficiencies built into DB plans mean that such systems can provide the 
same benefit at a much lower cost, as compared with a DC plan.
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SUMMARY OF RESULTS: 
DB PLANS REDUCE COSTS BY ALMOST HALF

Taken together, the economies that stem from investment pooling and longevity 
risk pooling can result in significant cost savings to employees and employers (or 
in the case of the public sector, taxpayers). In our model, required contributions 
are 46% lower in the DB plan as compared with the DC plan.

Our analysis clearly demonstrates that DB plans are far more 
cost-effective than DC plans. We find that to achieve roughly 
the same target retirement benefit that w ill replace 53% o f final 
salary, the DB plan w ill require contributions equal to 12.5% 
of payroll, whereas the DC plan w ill require contributions to 
be almost twice as high -  22.9% o f payroll.

We find that due to the effects o f longevity risk pooling, main­
tenance o f portfolio diversification, and greater investment 
returns over the lifecycle, a DB plan can provide the same level 
o f retirement benefits at almost half the cost of a DC plan.

Figure 8: Tallying DB Plan Cost Savings

1. Longevity risk pooling saves 15%

2. Maintenance of portfolio 5%
diversification saves

3. Superior investment returns save 26%

All-in costs savings in DB plan 46%

The longevity risk pooling that occurs in the DB plan accounts 
for 15% of the incremental cost savings. DB plans' ability to 
maintain a more diversified portfolio drives another 5% cost 
savings, and their superior investments returns across the 
lifecycle generate an additional 26% reduction cost.

Our results also indicate that DB plans can do more with less. 
That is, they can ensure that all individuals in the plan (even

those with very long lives) are able to enjoy an adequate 
retirement benefit that lasts a lifetime, at the same time that 
they require less money to be contributed to a retirement plan 
and fewer assets to accumulate in the plan. We calculated the 
amount o f money that would be required to be set aside for 
each retiree in each type o f plan, to provide a modest retirement 
benefit o f about $2,200 per month. As shown in Figure 9, at 
retirement age, the DB plan requires only about $355,000 to 
be set aside for each individual, whereas the DC plan requires 
almost $550,000. The difference -  nearly $195,000 for each 
and every employee -  illustrates that the efficiencies embedded 
in DB plans can yield large dollar savings for employers, 
employees and taxpayers.31

Figure 9:
Per Employee Amount Required at Age 62 
DB Plan vs. DC Plan
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CONCLUSION

Our findings indicate that DB plans provide a better bang for the buck when it 
comes to providing retirement income. W e find that a DB plan can provide the 
same level of retirement income at almost half the cost of a DC plan. Hence, 
DB plans should remain a centerpiece of retirement income policy and practice, 
especially in light of current fiscal and economic constraints.

We find that the biggest drivers o f the cost advantages in DB 
plans are longevity pooling and enhanced investment returns 
that derive from reduced expenses and professional management 
o f assets. The sacrifice o f investment returns that results from 
life-cycle driven shifts in portfolio allocation in DC plans 
had a smaller, but still significant, effect. The sources o f cost 
savings in DB plans reflect, at a very basic level, the differences 
in how DB and DC plans operate. Group-based DB plans 
provide lifetime benefits and feature pooled, cost-efficient, 
professionally managed assets: these features drive significant 
cost savings that benefit employers, employees, and taxpayers.

When considering our results, it is important to keep in 
mind that in our effort to construct an “apples to apples” 
comparison, we made a number o f simplifying assumptions 
that actually reflected more favorably on DC plans. For 
instance, we did not model any asset leakage from the DC 
plan before retirement, through loans or early withdrawals nor 
any terminations o f employment under either plan. We also 
assumed that individuals followed a sensible “goldilocks-like” 
withdrawal pattern in retirement -  not too fast, not too slow, 
but just right. We used conservative estimates o f the difference 
in actual investment returns between DB and DC plans. And, 
we used a 90th percentile life expectancy to project required 
accumulations in the DC plan, rather than “full” life expectancies. 
Thus, i f  anything, our analysis likely underestimates the cost 
o f providing benefits in a DC plan and thereby understates the 
cost advantages of DB plans.

Due to the built-in economic efficiencies o f DB plans, 
employers and policy makers should continue to carefully 
evaluate claims that “DC plans w ill save money.” As discussed, 
benefit generosity is a separate question from the economic

efficiency o f a retirement plan. W hile either type o f plan can 
offer more or less generous benefits, DB plans have a clear 
cost advantage for any given level of retirement benefit. 
Considering the magnitude o f the DB cost advantage, the 
consequences o f a decision to switch to a DC plan could be 
dramatic for employees, employers, and taxpayers.

While either type o f plan can offer more 

or less generous benefits, DB plans have 

a clear cost advantage for any given level 

of retirement benefit. Considering the 

magnitude of the DB cost advantage, the 

consequences of a decision to switch to a 

DC plan could be dramatic for employees, 

employers, and taxpayers.

Finally, policymakers should consider proposals that can 
strengthen existing DB plans and promote the adoption of 
new ones. When viewed against the backdrop of workers’ 
increasing insecurities about their retirement prospects and the 
economic and fiscal challenges facing employers and taxpayers, 
now more than ever, policy makers ought to focus their 
attention and energy on this important goal. The very features 
that make DB plans attractive to employees drive cost savings 
for employers and taxpayers. In  this way, DB plans represent 
a rare “win-win” approach to achieving economic security in 
retirement that should be recognized and replicated.
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TECHNICAL APPENDIX:
CALCULATING THE COST SAVINGS EMBEDDED IN DB PLANS

We calculate the cost, expressed as a level percent o f payroll 
over a career, o f achieving a target benefit in a typical DB plan 
and compare that with the cost o f providing the same target 
benefit in a typical DC plan.

We begin by constructing a cohort o f 1,000 newly-hired 
employees. For the purposes o f simplicity, we give this cohort 
a common set o f features. A ll newly hired employees are age 
30 on the starting date o f their employment and they are all 
female teachers. They work for three years and then take a 
two-year break from their careers to have and raise children. 
They return to work at age 35 and continue working until age 
62. Thus, the length of the career is 30 years. By their final 
year of work, their salary has reached $50,000, having grown 
by 4.05% percent each year.

Modeling DB Plan Benefits and Costs

The DB plan provides a benefit in retirement equal to 1.85% 
of final average salary for each year worked. This represents the 
median benefit among DB plans covering public employees 
who are also covered by Social Security.32 Final average salary 
is calculated on the basis o f the final three years o f one’s career, 
which in this case is $48,079. Thus, the initial benefit in the 
DB plan is $26,684 per year or $2,224 per month.

The DB plan provides a cost of living adjustment that ensures 
the benefit maintains its purchasing power during retirement. 
Inflation is projected at 2.8% per year. Thus, each individual 
in our cohort w ill receive a benefit equal to 53% o f her final 
year’s salary that adjusts with inflation. This DB plan (in 
combination with Social Security) would allow an employee 
to meet generally accepted standards o f retirement income 
adequacy, or roughly 83% of pre-retirement income.

DB plans typically offer married participants the ability to 
receive joint-and-survivor annuity benefits, whereby when 
the retiree dies, her spouse can continue to receive a monthly 
benefit that w ill last the spouse’s lifetime. But the retiree pays 
the cost of this survivor’s benefit. That is, the monthly benefit 
that would be payable on a single-life basis w ill be reduced by 
an actuarially determined factor to account for the fact that 
payments may continue i f  the retiree dies before her spouse. 
Therefore, for simplicity, we model all benefit payouts on a 
single-life basis (and do the same for the DC plan), using the 
RP-2000 Healthy Female Annuitants mortality table.

In order to model the contributions that are required to fund 
these benefits, we start by establishing expected investment 
returns. The DB plan is expected to achieve nominal 
investment returns o f 8.01% per year, net o f fees. We calculate 
a weighted average return, based on assumptions about asset 
allocation and returns for each asset class.

The DB plan follows a typical asset allocation of 2% in cash/ 
liquid assets, 15% in treasuries/agency debt, 13% in corporate 
bonds, and 70% in equities and alternative assets. Our expected 
investment returns for each asset class are based on the 
projections prepared by the Office o f the Actuary o f the Social 
Security Administration to support analysis o f the impact o f 
private accounts by the President’s Commission to Strengthen 
Social Security. The Commission’s report described these 
assumptions as “conservative,” noting that these assumptions 
are “much lower than that used in many academic and 
policy studies.”33 We expect cash/liquid investments to earn 
a nominal 2.8% per year, treasuries and agency debt to earn 
5.8%, corporate bonds to earn 6.3%, and stocks and alternatives 
to earn 9.3%. Asset management fees o f 0.25% are deducted 
from these returns, reflecting the average for DB plans in the 
public sector.34
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Figure 10 %  of Assets Expected Annual 
Investment Return

Cash/Liquid Investments 2% 2.8%

Treasuries and Agency Debt 15% 5.8%

Corporate Bonds 13% 6.3%

Stocks and Alternatives 70% 9.3%

Less Asset Management Fees -0.25%

Overall Portfolio 8.0%

On the basis o f these inputs, we calculate the contribution that 
w ill be required to fund this benefit through the DB plan over 
the course o f a career, and express this as a level percent o f payroll. 
We find that the cost to fund the target retirement benefit, 
smoothed over a career, comes to 12.5% o f payroll. Contributions 
could be made entirely by the employer, or, in the public 
sector, they may be split between the employer and employee.

Modeling DC Plan Benefits and Costs

Modeling the cost o f the target retirement benefit in the DC 
plan requires some adjustments based on what we know about 
how DC plans differ from DB plans.

First, because employees are not provided with an annuity 
benefit at retirement under the DC plan, we determine the 
size o f the lump sum amount that an individual would need 
to accumulate by their retirement date in order to fund a 
retirement benefit equivalent to that provided by the DB plan 
(including inflation adjustments) for a period o f 35 years, or 
to age 97. This represents our estimate o f the “maximum life 
expectancy.” I t  corresponds to the age beyond which only 10% 
o f individuals survive, and therefore is not a “true” measure 
o f maximum life expectancy. In fact, our mortality table 
indicates that one individual out o f 1,000 w ill survive to 110. 
This simplifying assumption is intended to be more realistic 
(that most individuals will be satisfied with a 90% chance of 
not outliving their money, rather than a 100% chance). Using 
a 90th percentile life expectancy o f 97, rather than the true 
maximum life expectancy w ill reduce the cost o f providing 
the target benefit under the DC plan, but w ill also mean 
that individuals with exceptionally long lives w ill experience

a reduced standard o f living, compared to what they would 
experience under a DB plan.

O f course, those 10% o f individuals who do survive beyond age 
97 would see their standard o f living drop quite dramatically 
once their DC accounts were depleted. In reality, individuals 
would be likely to respond to a long life by gradually reducing 
their withdrawals from the plan to avoid the possibility of 
having their retirement income reduced to zero. For this 
reason, we assume that once an individual reaches age 90, she 
reduces annual withdrawals from the plan. We assume that the 
individual monitors her “maximum life expectancy” each year, 
and whenever it  increases by a year, she adjusts her withdrawals 
accordingly. Figure 11 illustrates this process.

To model the impact o f the shift to a more conservative portfolio 
allocation, starting at age 62, we have individuals begin to 
shift their portfolio allocation to gradually reduce the share 
held in equities and increase the holdings o f cash and liquid 
investments, treasuries and agency debt, and corporate bonds. 
A t age 62, the portfolio holds 65% of assets in equities; by age 
72 it holds 49%; by age 82, it holds 33%; by age 92, it  holds 
16%; and so on. This drives the expected return on the baseline 
portfolio down from 8%peryear to 6% peryear in nominal terms.

The investment/withdrawal strategy we model is not the 
result o f an optimization rule, rather it  follows ad hoc rules. 
The investment strategy is modeled as a “glide path,” along 
which the retiree gradually reduces her exposure to equities. 
Withdrawals are designed to mimic DB plan payouts, at 
least in the early years o f retirement, declining in later years. 
Work by W illiam Sharpe and colleagues suggests that an 
optimal approach would integrate investment and withdrawal
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Figure 11: "Maximum Life Expectancy" increases as one gets older

strategies. Specifically, they find that a constant withdrawal 
rate must be paired with a riskless investment strategy in order 
to be optimal for an individual.35 However, a post-retirement 
asset allocation entirely concentrated in risk-free assets would 
dramatically drive up the cost of the DC plan. Thus our 
model’s ad hoc investment and withdrawal strategies would 
tend to understate the cost advantage of DB plans.

We use conservative estimates of the differences in DB and 
DC plan costs and expected returns. We assume that a large, 
sophisticated employer will seek to use whatever economies 
of scale are available to negotiate fees down on both types of 
plans. To capture the effect of lower DC plan returns over 
a lifetime, due to fee differentials and superior investment 
decisions, we model a 100 basis point disadvantage in net 
return as compared with DB plan returns. While this is 
slightly higher than the estimates of Munnell and Sunden,36 
it is lower than the more recent estimates of Flynn and Lum37 
and Watson Wyatt.38 Thus, we assume individuals achieve a 
7% nominal rate of return during their working years. This 
100 basis point differential persists into the retirement years. 
So the return disadvantage compounds on top of the shift in 
portfolio allocation. (We calculate the impact of each effect 
separately to avoid double counting.) As a result, the expected

return on the portfolio gradually declines from 7% per year to 
5% in nominal terms.

On the basis of these inputs, we calculate the contribution that 
will be required to fund this benefit through the DC plan over 
the course of a career, and express this as a level percent of payroll. 
We find that the cost to fund the target retirement benefit, 
smoothed over a career, comes to 22.9% ofpayroll in the DC plan.

Future extensions of our model might incorporate additional 
differences between DB and DC plans. For example, one 
could analyze the impact of “leakage” of assets from DC plans 
through loans or early withdrawals, two features which are 
rare in DB plans. Pre-retirement death and disability benefits, 
which are a common feature of DB plans, but not DC plans, 
could be considered as well. Finally, the model could be 
extended to capture cyclical and idiosyncratic variances in 
investment returns. That is, one could analyze the effects 
of ups and downs in financial markets and the impact that 
these have on investment returns and costs in both DB and 
DC plans over a career. Also, the fact that in DC plans some 
individuals will have “better luck” with investing than others 
means that individuals’ retirement prospects will exhibit a 
wider dispersion than what is predicted by our model.
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W i l l i a m  B .  F o r n i a  C r e d e n t i a l s

• Highest Actuarial Credentials
-  Fellow of the Society of Actuaries (1986)
-  Enrolled Actuary under ERISA (1984)
-  Member of the American Academy of Actuaries (1983)
-  Active in national actuarial organizations

• Author and Frequent Speaker
-  "A Better Bang for the Buck" (with National Institute on Retirement 

Security), 2008
-  "New Developments in DB/DC Plans" National Council on Teacher 

Retirement, Anchorage, 2002
-  Frequent Testimony to Legislatures and City Councils
-  Regular Expert Witness
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S a m p l e  W o r k  H i s t o r y

• Corporate Actuary for Boeing 1980-1984
• Alaska related experience

-  ARMB first ongoing review actuary 2 0 0 5 - 2 0 0 6

— Audited Alaska PERS/TRS actuarial valuations 2 0 0 9

— Former leader of Buck Consulting's Denver Retirement Practice
• Consulting services for 22 statewide retirement systems in Alaska, 

Colorado, Missouri, North Dakota, Oklahoma, Puerto Rico, Utah, 
Texas, Wyoming and others.

-  Served as system actuary for most of these  (including CO, MO, ND, OK, PR, 
UT, WY, Houston)

• Expert Testimony and Consulting for Pension Systems, 
Governments, and Labor Groups

• Other clients have included the US Department of State, Cities of 
Baltimore, Oakland and Philadelphia, IBM, US WEST and Ford 
Motor Company
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A g e n d a

• Advantages of Defined Benefit Plans

• Financial Analysis of Reversion to Defined Benefit Plan

• Considerations with SB 121 Fiscal Note

• Discussion
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F i n d i n g s

SB 1 4 1  did not solve unfunded liab ility

DB plans are more economical fo r Alaska

DCR costs are comparable to  latest t ie r  DB costs

Can structure  reversion to  DB at very litt le  o r no 
additiona l cost
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W h y  a r e  D e f in e d  B e n e f i t  P la n s  m o r e  

A p p r o p r i a t e  f o r  P u b l ic  S e r v a n t s  t h a n  D e f in e d  

C o n t r i b u t i o n  P la n s ?

• By their nature, Defined Benefit (DB) plans provide 
workers what they need for retirement

• DB plans deliver benefits more efficiently than 
Defined Contribution (DC) plans, thereby saving 
money

• Particularly necessary because vast majority of 
Alaska public servants not covered by Social 
Security
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W h y  D B ?  -  S e c u r e  R e t i r e m e n t  B e n e f i t

I n r x l / \

A\

Because DB plans "define" the "benefit" received 
by retirees, they can ensure appropriate benefit 
levels
Individuals do not need to be concerned with 
investment volatility under DB plans
Individuals do not need to be concerned with 
outliving their savings under DB plans
A reduction in expected investment returns will 
require greater contributions to be made to the 
plan in order to achieve the same target benefit.
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B e n e f i t s  A v a i l a b l e  f r o m  D C R  P r o g r a m  a r e  

S u b s t a n t i a l l y  L o w e r  t h a n  f r o m  L a t e s t  D B  T ie r

Teachers Police &  Fire Other PERS

Hire Age 3 4 3 1 3 7

Retirement Age 5 9 5 6 6 0

Years of Service 2 5 2 5 2 3

DB Benefit as Percent of Final 
Average Compensation 
(defined under the terms of the 
plan)

5 8 % 6 3 % 5 5 %

DCR Benefit as Percent of Final 
Average Compensation 
(calculated based on 
assumptions above)

3 4 % 3 0 % 3 0 %

Reduction of Benefit %  due to 
DCR program 2 4 % 3 3 % 2 5 %
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I l l u s t r a t i o n  o f  H y p o t h e t i c a l  T e a c h e r  B e n e f i t s  - 

$ 5 0 , 0 0 0  F in a l  A v e r a g e  S a la ry

3 5 , 0 0 0

1 0 , 0 0 0

5 , 0 0 0

Tier 2  DB Tier 3  DC Social Security

( n rv i
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W h y  D B ?  -  E c o n o m i c  I m p a c t

Pensions account for more than $ 1  billion in 
Alaskan economy
Retirement System provides health care benefits
DB can provide inflation protection
Provide benefits consistent w ith objective of 
worker retention and job stability
State is "Payer of Last Resort" -  DB Plan Eliminates 
this Risk
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D B P la n s  P r o v id e  a ' 'B e t t e r  B a n g  f o r  t h e  B u c k "

The DB approach saves money compared to the DC 
approach. Three reasons...

1 . DB pension  plans pool "longevity risks"

2 . DB pension  plans can m aintain  a b e t t e r  diversified portfolio 
because ,  unlike individuals, th e y  do  no t  age

3 . DB pension  plans achieve b e t te r  in ves tm en t  re tu rn s  b e cau se  of 
professional a s se t  m a n a g e m e n t  and  lower fees
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Why DB? -  More Economically Efficient

Longevity Risk Pooling
—  DB plans b e t te r  m a n a g e  longevity risk, o r  th e  ch an ce  of  running  o u t  

of m o n e y  in re t i re m e n t

-  DB plans avoid th e  "over-saving" d i lem m a and  do  m o re  with less

Maintenance of Portfolio Diversification
-  DB plans a re  ab le  to  take  ad v an tag e  of th e  e n h a n c e d  inves tm en t  

re tu rn s  t h a t  c o m e  from  a ba lanced  portfolio th ro u g h o u t  an 
individual's lifetime

Superior Returns
—  DB plans, which a re  professionally m an ag ed ,  achieve g re a te r  

inv es tm en t  re tu rn s  versus  th o s e  of  individual accou n ts
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1 s t  S t r e n g t h  o f  D B  P la n s  

L o n g e v i t y  R isk  P o o l in g

• Because they cover large numbers of retirees, DB plans can pay out 
over the overage life expectancy, not maximum life expectancy

• An individual under a DC plan will want to avoid the risk of running 
out of money if they live a long life

• Because individuals must plan for a maximum life expectancy, much 
more money must be accumulated in a DC plan, compared to a DB
plan

Alaska Senate State Affairs Hearing on SB 121 - September 2011
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2 n d  S t r e n g t h  o f  D B  P e n s io n  P la n s  

M o r e  E f fe c t iv e  P o r t f o l i o  D iv e r s i f i c a t i o n

• DB plans can maintain a well diversified portfolio over time -  
unlike individuals, DB plans do not age

• To protect against market shocks, individuals in DC plans are 
advised to shift toward more conservative investments as 
they age, sacrificing some expected return

• Lower returns mean more money must be contributed to 
deliver the same level of benefits

Alaska Senate State Affairs Hearing on SB 121 -  September 2011
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A s  I n d i v i d u a l s  S h i f t  D C  P o r t f o l i o  

A l l o c a t i o n ,  E x p e c t e d  R e t u r n  R e d u c e d

■ Stocks & Alternatives
□ Bonds
□ Liquid Investments

Expected Annual 
Investm ent Return

1 0 0 %  

9 0 %

80%y 7°%
|  60%
(A
<  50% 

® 4 0 %  
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2 0 %  

1 0 %
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3 r d  S t r e n g t h  o f  D B  P e n s i o n  P l a n s  

P o o l e d ,  P r o f e s s i o n a l l y - M a n a g e d  A s s e t s

Assets in DB plans are professionally managed. Despite their best 
efforts, individuals tend to underperform when it comes to 
investing in DC plans 
Pooled investments in DB plans can lower expenses
-  Large group pricing negotiation
-  Avoid expenses of individual recordkeeping, investment education, 

investment transactions
Studies generally have shown that DB plan returns outperform DC 
plans by at least 1% annually
-  Towers Watson 1 9 9 5 - 2 0 0 8  large plans 1 .2 7 % outperform ance
-  CEM Benchmarking 1 9 9 8 - 2 0 0 5  found 1 .8 0 % difference
-  Recent Alaska experience shows even larger DC shortfall
-  Even a mere 1 % differential generates  trem endous  efficiencies -  more 

than 2 0 %

Alaska Senate State Affairs Hearing on SB 121 -  September 2011
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What about Unfunded Liabilities?

Unfunded Liability has grown by more than $5 billion since 
passage of SB 141
— "Unfunded Liability" is attributable to prior benefits, not future benefits
— SB 1 4 1  was not designed to solve Unfunded Liability

Reversion to DB not anticipated to increase unfunded 
liabilities
— To the extent that actuarial assumptions' conservatism is borne out, would 

actually decrease unfunded liabilities

DB systems are advance funded, not left to future 
generations
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F i n d i n g s

SB 1 4 1  did not solve unfunded liab ility

DB plans are more economical fo r Alaska

DCR costs are comparable to  latest t ie r  DB costs

Can structure  reversion to  DB at very litt le  or no 
additiona l cost

Alaska Senate State Affairs Hearing on SB 121 -  September 2011



C h a l le n g e  is t o  D e s ig n  D B  P la n  a t  C o s ts  

C o m p a r a b le  t o  DC P la n

• The ac tu a ry  for t h e  Alaska D e p a r tm e n t  of Administration Division of 
R etirem en t  Benefits regularly rep o r ts  on th e  financial condition  of th e  
Alaska Public Em ployees ' R e tirem en t  System (PERS) and  Alaska 
Teachers '  R e t irem en t  System (TRS).

• These  analyses  a re  c o n d u c te d  primarily th ro u g h  an "actuarial
valuation", which calculates th e  plans costs  and  liabilities.

• The ac tu a ry  has  calculated th e  Normal Cost u n d e r  bo th  th e  prior t ie r  DB 
plans as well as u n d e r  th e  DCR program .
-  "Normal Costs" are the cost of ongoing future benefits, not including cost to pay off

"Unfunded Liability"

- "Unfunded Liability" is attributable to prior benefits, not future benefits

Alaska Senate State Affairs Hearing on SB 121 -  September 2011
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Major implications ofthe proposal

P e n s io n  b e n e f i t s  w i l l  r e v e r t  t o  t h e  p r i o r  

d e f i n e d  b e n e f i t  p la n  t i e r s

R e t i r e e  h e a l t h  b e n e f i t s  w i l l  b e  s t r o n g e r  t h a n  

t h o s e  u n d e r  DCR, b u t  n o t  as s t r o n g  as t h o s e  

p r o v i d e d  u n d e r  t h e  la t e s t  t i e r  D B  p la n s .
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Contributions for Various Members

Peace Officers and Firefighters in PERS would contribute 
7.50% of pay
-  Sam e as PERS Tier 3

Other PERS members would contribute 6.75%;
-  Sam e as PERS Tier 3

TRS members would contribute 8.65%
-  S am e as TRS Tier 2

Alaska Senate State Affairs Hearing on SB 121 -  September 2011



Retiree Medical Coverage

Those individuals would be eligible to  receive retiree m ajo r 
medical coverage without having to  pay premiums, under 
the following conditions:

-  For teach e rs ,  n ew  re t irees  a re  eligible with 2 5  years  of service or  at 
t h e  age  of  M edicare  eligibility [6 5 ] with a t  least 8  years  of service.

-  For p e a c e  officers and  firefighters, new  re t irees  a re  eligible with 2 5  

years  of service or  a t  th e  age  of M edicare  eligibility [6 5 ] with a t  least 
1 0  years  of service.

-  For o th e r  PERS m em b ers ,  n ew  re t irees  a re  eligible with  3 0  years  of 
service or  a t  t h e  age  of M edicare  eligibility [6 5 ] with a t  least 1 0  

years  of service.

Alaska Senate State Affairs Hearing on SB 121 -  September 2011



Cost Comparison Estimates - Teachers

Teachers Retirement System DB Plan Tier 2 DCR Plan Tier 3 Proposed Tier 4

Total Retirement Normal Cost
11.39% N A 11.39%

(including refunds)
M e m b e r  Contributions (8.65%) (8.00%) (8.65%)

Net Employer Retirement Normal 
Cost

2.74% N A 2.74%

DC Employer Contribution Rate N A 7.00% N A
Occupational Death and Disability 

Normal Cost Rate
N A 0.05% N A

Medical Normal Cost Rate 5.33% 0.64% 4.52%
HRA Contribution Rate N A 3.00% N A
Total Employer Cost 8.07% 10.69% 7.26%

DCR Payroll during FY 2011 $59,750,000 $59,750,000 $59,750,000
Total Employer Cost on FY 2011 

Basis
$4,800,000 $6,400,000 $4,300,000

ITTn ]

Alaska Senate State Affairs Hearing on SB 121 -  September 2011



C o s t  C o m p a r i s o n s  -  PERS P o l ic e  O f f i c e r s  a n d  

F i r e f ig h t e r s

Public Employees Retirement
System - Peace Officers & DB Plan Tier 3 DCR Plan Tier 4 Proposed Tier 5

Firefighters
Total Retirement Normal Cost

12.30% N A 12.30%
(including refunds)

M e m b e r  Contributions (7.50%) (8.00%) (7.50%)
Net Employer Retirement Normal 

Cost
4.80% N A 4.80%

DC Employer Contribution Rate N A 5.00% N A

Occupational Death and Disability 
Normal Cost Rate

N A 1.04% N A

Medical Normal Cost Rate 5.90% 0.43% 5.35%
HRA Contribution Rate N A 3.00% N A
Total Employer Cost 10.70% 9.47% 10.15%

DCR Payroll during FY 2011 $21,192,000 $21,192,000 $21,192,000

Total Employer Cost on FY 2011 
Basis

$2,300,000 $2,000,000 $2,200,000

in
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Cost Comparisons -  Other PERS Members

Other Public Employees 
Retirement System Members

DB Plan Tier 3 DCR Plan Tier 4 Proposed Tier 5

Total Retirement Normal Cost
9.58% N A 9.58%

(including refunds)
M e m b e r  Contributions (6.75%) (8.00%) (6.75%)

Net Employer Retirement
2.83% N A 2.83%

Normal Cost

DC Employer Contribution Rate N A 5.00% N A

Occupational Death and 
Disability Normal Cost Rate

N A 0.16% N A

Medical Normal Cost Rate 7.00% 0.56% 3.60%

HRA Contribution Rate N A 3.00% N A
Total Employer Cost 9.83% 8.72% 6.43%

DCR Payroll during FY 2011 $200,739,000 $200,739,000 $200,739,000

Total Employer Cost on FY 2011 
Basis

$19,700,000 $17,500,000 $12,900,000

i n n i
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R e s u l t s  f r o m  C o s t  C o m p a r i s o n

• S t r o n g e r  p e n s io n  b e n e f i t s  t h r o u g h  t h e  r e t u r n  

o f t h e  D e f in e d  B e n e f i t  p la n  f o r  m e m b e r s  

h i r e d  s in c e  2 0 0 6 .

• I t  w o u l d  p r o v id e  i m p r o v e d  h e a l t h  c a r e  p la n  

b e n e f i t s ,  b u t  n o  f u t u r e  H R A  c o n t r i b u t i o n s .

• In  t o t a l ,  e m p l o y e r  c o s ts  w o u l d  fa l l  b y  a b o u t  

$ 6  t o  $ 9  m i l l i o n .
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I n i t i a l  F i s c a l  N o t e

Fiscal Note Reported Sharply Higher Costs
Costs Range From 5 % to 8 % of pay
Fiscal Note Supporting Documents Indicated a 
Retiree Healthcare "Normal Cost Rate" of 1 2 % to 
1 5 % of pay
— Yet 2010 reported costs for higher benefits was less than 

7.5%
-  We're asking for lower healthcare benefits (than prior 

DB), not higher healthcare benefits

Fiscal Note was Withdrawn
Expect Revised Fiscal Note to Report Much Less Cost

Alaska Senate State Affairs Hearing on SB 121 -  September 2011



Comparison of Healthcare Normal Costs

2 0 0 9  Actuarial Report - 
Age 6 0

2 0 1 0  Actuarial Report - 
Age 6 0

PTA Fiscal Impact 
Estimate - Age 6 5

Initial SB 1 2 1  Fiscal Note 
Age 6 5

TRS Police & Fire Other PERS

[ n n J
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C o n c l u s i o n s

SB 1 4 1  did not solve unfunded liab ility

DB plans are more economical fo r Alaska

DCR costs are comparable to  latest t ie r  DB costs

Can structure  reversion to  DB at very litt le  o r no 
additiona l cost
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U p d a t e  S i n c e  S e p t e m b e r ,  2 0 1 1

• I presented to Senate State Affairs September, 2011 on SB 121

• Bill has been modified since then to achieve cost neutrality

• This presentation is updated and made available for 
background information only

• For more brief summary of SB 121, please see next three 
pages

• For complete background, including September 2011 Senate 
State Affairs hearing materials as updated, review remaining 
pages

Alaska Legislative Discussion on SB 121 -  February 29 & March 1 2012



S B  1 2 1  -  B a c k g r o u n d

• Two general types o f re tirem ent programs
-  Defined Benefit (DB): Annual pension  or hea l th  care  benefi t  a re  fixed 

in s ta tu te ,  con tr ibu t ions  based  on actuaria l calculations

-  Defined Contribution (DC): Periodic con tr ibu tion  to  accou n t  is 
s ta tutory , benef i ts  d e p e n d  on w h a t  acco un t  accum ula t ions  will 
provide

• SB 141 closed defined benefit re t irem ent and health 
benefits to  those hired after July 1, 2006
-  W orkers hired since th e n  have DC acco un ts  only

-  Did no t  solve u n fu n d ed  liability p rob lem

Alaska Legislative Discussion on SB 121 -  February 29 & March 1 2012



K e y  F e a t u r e s  o f  S B  1 2 1

• Gives employees a choice between DC and DB
-  DC te n d s  to  be  p re fe rred  by s h o r te r  service & yo un g e r  w orkers

-  DB still very popular, particularly for full c a ree r  workers

• SB 121 structures DB to be cost neutral
-  Costs will n o t  be  m o re  th a n  cu r ren t  t ie r  DC program

-  W orker con tr ibu t ions  s a m e  as cu r ren t  DC tier

-  SB 1 2 1  also shifts m uch of th e  risk from th e  em ployers  to  th e  workers

-  H ealthcare  benef i t  will be  redu ced  if em p loyer  norm al costs  increase

[n
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O t h e r  m o t i v e s  f o r  S B  1 2 1

• Current DC structure facilitates short service workers leaving 
Alaska public service for DB plan after a few years of service

• Alaska public servants not covered by Social Security
— Alaska m ay be  largest em p loy er  in America with  workers  no t  covered  

by any safety  n e t  DB plan

• Retirement in Alaska is good for the State economy

Alaska Legislative Discussion on SB 121 -  February 29 & March 1 2012



U p d a t e  S i n c e  S e p t e m b e r ,  2 0 1 1

• Following pages are an update of full September 2011 Senate 
State Affairs hearing materials

Alaska Legislative Discussion on SB 121 -  February 29 & March 1 2012



W i l l i a m  B .  F o r n i a  C r e d e n t i a l s

• Highest Actuarial Credentials
-  Fellow of th e  Society of Actuaries (1 9 8 6 )

-  Enrolled Actuary u n d e r  ERISA (1 9 8 4 )

-  M e m b e r  of th e  American A cadem y of Actuaries (1 9 8 3 )

-  Active in national actuarial organizations

• Author and Frequent Speaker
-  "A Better  Bang for th e  Buck" (with National Institu te  on R etirem ent 

Security), 2 0 0 8

-  "New D evelopm ents  in DB/DC Plans", National Council on Teacher 
Retirem ent,  A nchorage, 2 0 0 2

-  F requ en t  Testimony to  Legislatures and  City Councils

-  Regular Expert W itness
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S a m p l e  W o r k  H i s t o r y

Corporate Actuary for Boeing 1980-1984
Alaska related experience

-  ARMB first ongoing review actuary 2 0 0 5 - 2 0 0 6

-  Audited Alaska PERS/TRS actuarial valuations 2 0 0 9

-  Former leader of Buck Consulting's Denver Retirement Practice
Consulting services for 22 statewide retirement systems in Alaska, 
Colorado, Missouri, North Dakota, Oklahoma, Puerto Rico, Utah, 
Texas, Wyoming and others.

-  Served as system actuary for most of these  (including CO, MO, ND, OK, PR, 
UT, WY, Houston)

Expert Testimony and Consulting for Pension Systems,
Governments, and Labor Groups
Other clients have included the US Department of State, Cities of 
Baltimore, Oakland and Philadelphia, IBM, US WEST and Ford 
Motor Company
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A g e n d a

• Advantages of Defined Benefit Plans

• Financial Analysis of Reversion to Defined Benefit Plan

• Considerations with SB 121 Fiscal Note

• Discussion

Alaska Legislative Discussion on SB 121 -  February 29 & March 1 2012



F i n d i n g s

SB 1 4 1  did not solve unfunded liab ility

DB plans are more economical fo r Alaska

DCR costs are comparable to  latest t ie r  DB costs

Can structure  reversion to  DB at very litt le  or no 
additiona l cost

Alaska Legislative Discussion on SB 121 -  February 29 & March 1 2012



W h y  a r e  D e f in e d  B e n e f i t  P la n s  m o r e  

A p p r o p r i a t e  f o r  P u b l ic  S e r v a n ts  t h a n  D e f in e d  

C o n t r i b u t i o n  P la n s ?

• By their nature, Defined Benefit (DB) plans provide 
workers what they need for retirement

• DB plans deliver benefits more efficiently than 
Defined Contribution (DC) plans, thereby saving 
money

• Particularly necessary because vast majority of 
Alaska public servants not covered by Social 
Security

Alaska Legislative Discussion on SB 121 -  February 29 & March 1 2012
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W h y  D B ?  -  S e c u r e  R e t i r e m e n t  B e n e f i t

• Because DB plans "define" the "benefit" received 
by retirees, they can ensure appropriate benefit 
levels

• Individuals do not need to be concerned with 
investment volatility under DB plans

• Individuals do not need to be concerned with 
outliving their savings under DB plans

• A reduction in expected investment returns will 
require greater contributions to be made to the 
plan in order to achieve the same target benefit.

Alaska Legislative Discussion on SB 121 -  February 29 & March 1 2012



B e n e f i t s  A v a i l a b l e  f r o m  D C R  P r o g r a m  a r e  

S u b s t a n t i a l l y  L o w e r  t h a n  f r o m  L a te s t  D B  T ie r

Teachers Police &  Fire Other PERS

Hire Age 3 4 3 1 3 7

Retirement Age 5 9 5 6 6 0
Years of Service 2 5 2 5 2 3
DB Benefit as Percent of Final 
Average Compensation 
(defined under the terms of the 
plan)

5 8 % 6 3 % 5 5 %

DCR Benefit as Percent of Final 
Average Compensation 
(calculated based on 
assumptions above)

3 4 % 3 0 % 3 0 %

Reduction of Benefit %  due to 
DCR program 2 4 % 3 3 % 2 5 %

Alaska Legislative Discussion on SB 121 -  February 29 & March 1 2012
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I l l u s t r a t i o n  o f  H y p o t h e t i c a l  T e a c h e r  B e n e f i t s  - 

$ 5 0 , 0 0 0  F in a l  A v e r a g e  S a la r y

3 5 . 0 0 0

3 0 . 0 0 0

2 5 . 0 0 0

2 0 . 0 0 0

1 5 . 0 0 0

1 0 . 0 0 0  

5 , 0 0 0

0

I

T i e r  2  DB T i e r  3  DC S o c i a l  S e c u r i t y

Alaska Legislative Discussion on SB 121 -  February 29 & March 1 2012
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W h y  D B ?  -  E c o n o m i c  I m p a c t

t T r a /A\

Pensions account for more than $ 1  billion in 
Alaskan economy
Retirement System provides health care benefits
DB can provide inflation protection
Provide benefits consistent with objective of 
worker retention and job stability
State is "Payer of Last Resort" -  DB Plan Eliminates 
this Risk

Alaska Legislative Discussion on SB 121 -  February 29 & March 1 2012
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D B P la n s  P r o v id e  a " B e t t e r  B a n g  f o r  t h e  B u c k "

The DB approach saves money compared to the DC 
approach. Three reasons ...

1 . DB pension  plans pool "longevity risks"

2 . DB pension  plans can m aintain  a b e t te r  diversified portfolio 
because ,  unlike individuals, th ey  do no t  age

3 . DB pension  plans achieve b e t te r  inves tm en t  re tu rn s  b ecau se  of 
professional a s se t  m a n a g e m e n t  and  lower fees

Alaska Legislative Discussion on SB 121 -  February 29 &  March 1 2012



Why DB? -  More Economically Efficient

Longevity Risk Pooling
-  DB plans b e t te r  m an ag e  longevity risk, or  th e  ch an ce  of running o u t  

of m o n ey  in re t i rem en t

-  DB plans avoid th e  "over-saving' '  d i lem m a and  do  m ore  with less

Maintenance of Portfolio Diversification
-  DB plans a re  ab le  to  take  ad v an tag e  of th e  e n h a n c e d  inves tm en t  

re tu rn s  th a t  co m e  from a ba lanced  portfolio th ro u g h o u t  an 
individual's lifetime

Superior Returns
-  DB plans, which a re  professionally m an ag ed ,  achieve g rea te r  

inves tm en t  re tu rn s  versus th o s e  of individual accoun ts
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1 s t  S t r e n g t h  o f  D B  P la n s  

L o n g e v i t y  R isk  P o o l in g

• Because they cover large numbers of retirees, DB plans can pay out 
over the average life expectancy, not maximum life expectancy

• An individual under a DC plan will want to avoid the risk of running 
out of money if they live a long life

• Because individuals must plan for a maximum life expectancy, much 
more money must be accumulated in a DC plan, compared to a DB 
plan

Alaska Legislative Discussion on SB 121 -  February 29 & March 1 2012
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2 n d  S t r e n g t h  o f  D B  P e n s io n  P la n s  

M o r e  E f fe c t iv e  P o r t f o l i o  D iv e r s i f i c a t i o n

• DB plans can maintain a well diversified portfolio over time -  
unlike individuals, DB plans do not age

• To protect against market shocks, individuals in DC plans are 
advised to shift toward more conservative investments as 
they age, sacrificing some expected return

• Lower returns mean more money must be contributed to 
deliver the same level of benefits

Alaska Legislative Discussion on SB 121 -  February 29 & March 1 2012
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A s  I n d i v i d u a l s  S h i f t  D C  P o r t f o l i o  

A l l o c a t i o n ,  E x p e c t e d  R e t u r n  R e d u c e d

□ Stocks & Alternatives
□ Bonds
□ Liquid Investments

= ♦ =  Expected Annual 
Investm ent Return

V)

gj 6 0 %  
0)
<

A g e  6 2 A g e  8 0 A g e  9 7

\[7T r a
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3 r d  S t r e n g t h  o f  D B  P e n s i o n  P l a n s  

P o o l e d ,  P r o f e s s i o n a l l y - M a n a g e d  A s s e t s

• Assets in DB plans are professionally managed. Despite their best 
efforts, individuals tend to underperform when it comes to 
investing in DC plans

• Pooled investments in DB plans can lower expenses
-  Large group pricing negotiation
-  Avoid expenses of individual recordkeeping, investment education, 

investment transactions
• Studies generally have shown that DB plan returns outperform DC 

plans by at least 1% annually
-  Towers Watson 1 9 9 5 - 2 0 0 8  large plans 1 .2 7 % outperformance
-  CEM Benchmarking 1 9 9 8 - 2 0 0 5  found 1 .8 0 % difference
-  Recent Alaska experience shows even larger DC shortfall
-  Even a mere 1 % differential generates  t rem endous  efficiencies -  more 

than  2 0 %

Alaska Legislative Discussion on SB 121 -  February 29 & March 12012



What about Unfunded Liabilities?

Unfunded Liability has grown by more than $5 billion since 
passage of SB 141

-  " U n f u n d e d  L i a b i l i t y "  i s  a t t r i b u t a b l e  t o  p r i o r  b e n e f i t s ,  n o t  f u t u r e  b e n e f i t s

-  S B  1 4 1  w a s  n o t  d e s i g n e d  t o  s o l v e  U n f u n d e d  L i a b i l i t y

Reversion to DB not anticipated to increase unfunded 
liabilities

-  T o  t h e  e x t e n t  t h a t  a c t u a r i a l  a s s u m p t i o n s '  c o n s e r v a t i s m  i s  b o r n e  o u t ,  w o u l d  

a c t u a l l y  d e c r e a s e  u n f u n d e d  l i a b i l i t i e s

DB systems are advance funded, not left to future 
generations
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F i n d i n g s

SB 1 4 1  did not solve unfunded liab ility

DB plans are more economical fo r Alaska

DCR costs are comparable to  latest t ie r  DB costs

Can structure reversion to  DB at very litt le  or no 
additional cost

Alaska Legislative Discussion on SB 121 -  February 29 & March 12012



C h a l le n g e  is t o  D e s ig n  D B  P la n  a t  C o s ts  

C o m p a r a b le  t o  DC P la n

• The ac tu a ry  for th e  Alaska D e p a r tm e n t  of Administra tion Division of 
R e tirem en t  Benefits regularly rep o r ts  on th e  financial condition  of th e  
Alaska Public Employees ' R e tirem en t  System (PERS) and  Alaska 
Teachers ' R e tirem en t  System (TRS).

• These  analyses  a re  c o n d u c ted  primarily th ro u g h  an "actuarial 
valuation", which calculates  th e  plans costs  and  liabilities.

• The ac tua ry  has calculated th e  Normal Cost u n d e r  bo th  th e  prior t ie r  DB 
plans as well as u n d e r  th e  DCR program .
-  "Normal Costs" are the cost of ongoing future benefits, not including cost to pay off 

"Unfunded Liability"

- "Unfunded Liability" is attributable to prior benefits, not future benefits

• SB 1 2 1  has  b e en  modified to  ad d ress  s o m e  cost concerns

Alaska Legislative Discussion on SB 121 -  February 29 & March 1 2012
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Major implications of the proposal

P e n s io n  b e n e f i t s  w i l l  r e v e r t  t o  t h e  p r i o r  

d e f i n e d  b e n e f i t  p la n  t i e r s

R e t i r e e  h e a l t h  b e n e f i t s  w i l l  b e  s t r o n g e r  t h a n  

t h o s e  u n d e r  DCR, b u t  n o t  as s t r o n g  as t h o s e  

p r o v i d e d  u n d e r  t h e  la t e s t  t i e r  D B  p la n s .
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Contributions for Various Members

Peace Officers and Firefighters in PERS would contribute 
8.00% of pay
— Sam e as PERS Tier 4

-  PERS Tier 3  is 7 .5 0 %

Other PERS members would also contribute 8.00%;
— Sam e as PERS Tier 3

-  PERS Tier 3  is 6 .7 5 %

TRS members would also contribute 8.00%
— Sam e as TRS Tier 3

-  TRS Tier 2  is 8 .6 5 %
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Retiree Medical Coverage

Retirees eligible to receive retiree major medical coverage 
with subsidized premiums, under the following conditions:

-  Retired te a c h e rs  a re  eligible with 2 5  years  of service or  a t  th e  age of 
M edicare  eligibility [6 5 ] with a t  least 8  years  of service.

-  Retired p ea ce  officers and  firefighters are  eligible with 2 5  years  of 
service or  a t  th e  age of M edicare  eligibility [6 5 ] with a t  least 1 0  

years  of service.

-  O th e r  PERS re t irees  are  eligible with  3 0  years  of service or a t  th e  age 
of M edicare  eligibility [6 5 ] with a t  least 1 0  years  of service.

Retiree share of premiums range from 10% to 30% based on 
service at retirement
-  This range may increase  or  d e c re a se  in fu tu re  b ased  on experience

Alaska Legislative Discussion on SB 121 -  February 29 & March 1 2012



Cost Comparison Estimates - Teachers

Teachers Retirement System DB Plan Tier 2 DCR Plan Tier 3 Proposed Tier 4

Total Retirement Normal Cost
11.39% N A 10.84%

(including refunds)
M e m b e r  Contributions (8.65%) (8.00%) (8.00%)

Net Employer Retirement Normal 
Cost

2.74% N A 2.84%

DC Employer Contribution Rate N A 7.00% N A
Medical Normal Cost Rate 5.33% 0.49%* 6.39%
HRA Contribution Rate N A 3.00% N A
Total Employer Cost 8.07% 10.49% 9.23%

DCR Payroll during FY 2011 $59,750,000 $59,750,000 $59,750,000
Total Employer Cost on FY 2011 

Basis
$4,800,000 $6,300,000 $5,500,000

* Includes DCR Occupational Death and Disability
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C o s t  C o m p a r i s o n s  -  PERS P o l ic e  O f f i c e r s  a n d  

F i r e f ig h te r s

Public Employees Retirement
System - Peace Officers & DB Plan Tier 3

Firefighters
Proposed Tier 5

Total Retirement Normal Cost 
(including refunds)

12.30% N A 12.08%

Me mb e r  Contributions (7.50%) (8.00%) (7.00%)
Net Employer Retirement Normal 

Cost
4.80% N A 4.08%

DC Employer Contribution Rate N A 5.22%* N A

Medical Normal Cost Rate 5.90% 0.48% 6.00%
HRA Contribution Rate N A 3.00% N A
Total Employer Cost 10.70% 8.70% 10.08%

DCR Payroll during FY 2011 $21,192,000 $21,192,000 $21,192,000
Total Employer Cost on FY 2011 

Basis
$2,300,000 $1,800,000 $2,100,000

* Includes DCR Occupational Death and Disability

r\]
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C o s t  C o m p a r i s o n s  -  O t h e r  P E R S  M e m b e r s

Other Public Employees 
Retirement System Members

DB Plan Tier 3 DCR Plan Tier 4 Proposed Tier 5

Total Retirement Normal Cost 9.58% NA 9.45%(including refunds)
Member Contributions (6.75%) (8.00%) (8.00%)

Net Employer Retirement 
Normal Cost

2.83% NA 1.45%

DC Employer Contribution Rate NA 5.22%* NA

Medical Normal Cost Rate 7.00% 0.48% 5.06%
HRA Contribution Rate NA 3.00% NA

Total Employer Cost 9.83% 8.70% 6.51%
DCR Payroll during FY 2011 $200,739,000 $200,739,000 $200,739,000

Total Employer Cost on FY 2011 
Basis

$19,700,000 $17,500,000 $13,100,000

* I n c l u d e s  D C R  O c c u p a t i o n a l  D e a t h  a n d  D i s a b i l i t y

T/4
r/.-L/ S cl
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R e s u l t s  f r o m  C o s t  C o m p a r i s o n

•  S t r o n g e r  p e n s i o n  b e n e f i t s  t h r o u g h  t h e  r e t u r n  

o f  t h e  D e f i n e d  B e n e f i t  p l a n  f o r  m e m b e r s  

h i r e d  s i n c e  2 0 0 6 .

•  I t  w o u l d  p r o v i d e  i m p r o v e d  h e a l t h  c a r e  p l a n  

b e n e f i t s ,  b u t  n o  f u t u r e  H R A  c o n t r i b u t i o n s .

•  I n  t o t a l ,  e m p l o y e r  c o s t s  w o u l d  f a l l  b y  a b o u t  

$ 5  m i l l i o n .
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S u m m a r y  o f  R e v i s i o n s  t o  S B 1 2 1

•  I n i t i a l  S B  1 2 1  e s s e n t i a l l y  w a s  r e t u r n  t o  p r i o r  t i e r

-  B u t  w i t h  c h o i c e

-  M e m b e r s  c o u l d  u s e  D C R  a c c o u n t s  t o  g e t  p r i o r  D B  s e r v i c e

-  P e n s i o n  c o s t s  w e r e  n e u t r a l

-  B u t  h e a l t h  c o s t s  w e r e  n o t  n e u t r a l  d u e  t o  a n t i c i p a t e d  i n c r e a s e  

i n  h e a l t h  c a r e  c o s t s

•  R e v i s i o n s  i n c l u d e

-  D B  p r i o r  s e r v i c e  c a n  b e  p u r c h a s e d  o n l y ,  i f  D C R  a c c o u n t s  n o t  

a d e q u a t e ,  s e r v i c e  l i m i t e d

-  R e d u c e d  h e a l t h c a r e  b e n e f i t s

•  p r e m i u m  s h a r e  r a t h e r  t h a n  f u l l  p r e m i u m  p a i d

•  o n l y  f o r  f u l l  c a r e e r  r e t i r e e s  o r  p o s t - M e d i c a r e

•  i f  n o r m a l  c o s t s  i n c r e a s e ,  s h a r i n g  w o u l d  b e  r e d u c e d

Alaska Legislative Discussion on SB 121  -  February 29  & March 1 2012

32



.

C o m p a r i s o n  o f  H e a l t h c a r e  N o r m a l  C o s t s

1 2 . 0 0 %

1 0 . 0 0 %

8 . 0 0 %

6 . 0 0 %

4 . 0 0 %

2 . 0 0 %

0 . 0 0 %

2 0 0 9  A c t u a r i a l  R e p o r t

2 0 1 0  A c t u a r i a l  R e p o r t

O r i g i n a l  S B  1 2 1  F i s c a l  

N o t e

C u r r e n t  S B  1 2 1  F i s c a l  N o t e

T R S P o l i c e  &  F i r e  O t h e r  P E R S

171 r 7
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C o n c l u s i o n s

S B  1 4 1  d i d  n o t  s o l v e  u n f u n d e d  l i a b i l i t y

D B  p l a n s  a r e  m o r e  e c o n o m i c a l  f o r  A l a s k a

D C R  c o s t s  a r e  c o m p a r a b l e  t o  l a t e s t  t i e r  D B  c o s t s

C a n  s t r u c t u r e  r e v e r s i o n  t o  D B  a t  v e r y  l i t t l e  o r  n o  

a d d i t i o n a l  c o s t
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