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H B  3 4 9  w o u ld  c r e a te  a  r e t ir e m e n t  r e s e r v e  s u b a c c o u n t  w it h in  th e  c o n s t i tu t io n a l  b u d g e t  r e s e r v e  
( C B R )  fu n d  fo r  th e  p u r p o s e  o f  h o ld in g  $3  b i l l io n  fr o m  w h ic h  a n n u a l tr a n s fe r s  w o u ld  b e  m a d e  to  
th e  P E R S /T R S  T r u st  F u n d , o n ly  in  th e  a m o u n t  fo r  a n n u a l r e t ir e m e n t  s y s t e m  p a y m e n ts ,  a n d  o n ly  i f  
n e e d e d .

T h e r e  is  c o n c e r n  fo r  th e  P u b l ic  E m p lo y e e s ’ R e t ir e m e n t  S y s t e m  ( P E R S )  a n d  T e a c h e r s ’ R e t ir e m e n t  
S y s t e m  ( T R S )  u n fu n d e d  l ia b i l i t y  ( w h e n  a s s e t s  are  l e s s  th a n  a c c r u e d  l ia b il i ty ) .  A c c r u e d  l ia b il i t y  is  
th e  e x p e c t e d  v a lu e  o f  p e n s io n  b e n e f i t s  e a r n e d  th r o u g h  a  p a r t ic u la r  p o in t  in  t im e . A la s k a  c lo s e d  its  
d e f in e d  b e n e f i t s  p r o g r a m  in  2 0 0 6  a n d  th e  n u m b e r  o f  a c t iv e  e m p lo y e e s  e a r n in g  d e f in e d  b e n e f i t  
p e n s io n  r ig h ts  is  d e c l in in g ,  s lo w i n g  th e  u p w a r d  tr e n d  in  a c c r u e d  l ia b il i ty .  H o w e v e r ,  s ta te  
r e t ir e m e n t  a s s is ta n c e  w i l l  s o o n  e x c e e d  $1  b i l l io n  a n n u a lly  a n d  is  a  m a jo r  c o n tr ib u to r  to  th e  s t a t e ’s 
p r o je c t e d  b u d g e t  d e f ic i t s .  T h e  s t a t e ’s  u n fu n d e d  l ia b il i t y  d e m a n d s  a c t io n  s o  th e  le g is la tu r e  m u s t  
d e c id e  w h e r e  p a y m e n ts  w i l l  c o m e  fr o m , h o w  m u c h  s h o u ld  b e  p a id  a n d  w h e n  t h e y  w i l l  p a y  it.

H B  3 4 9  d ir e c ts  th e  A la s k a  D e p a r tm e n t  o f  R e v e n u e  to  m o v e  $ 3  b i l l i o n  o f  th e  C B R  in to  th e  
r e t ir e m e n t  r e s e r v e  s u b a c c o u n t  o f  th e  C B R , c r e a te d  b y  th is  b i l l .  T h is  str u c tu r e  w i l l  a ssu r e  th a t  
l o n g - t e r m  in v e s t m e n t s  c a n  g r o w  a n d  are n o t  s p e n t  d o w n . W e  c a n  th e n  c o n t in u e  w it h  lo w e r  a n n u a l  
p a y m e n t s  a s  th e  c o m b in e d  a s s e t s  o f  th e  P E R S /T R S  tru st fu n d  p lu s  th e  r e s e r v e  a c c o u n t  lo w e r s  th e  
u n fu n d e d  l ia b il i t y ,  m a k in g  it b o t h  m o r e  a f fo r d a b le  to  th e  s ta te  a n d  a p p r o p r ia te  fo r  a  c lo s e d  
r e t ir e m e n t  s y s t e m .

T w o  s c e n a r io s  m a y  c a u s e  t h e  u n fu n d e d  l ia b il i t y  t o  d is a p p e a r  at s o m e  fu tu re  d a te . A c t io n s  are  
c u r r e n t ly  b e in g  c o n s id e r e d  b y  o th e r  c o m m it t e e s  t o  lo w e r  a c c e le r a t io n  o f  h e a lth c a r e  c o s t s ,  a n d  
in v e s t m e n t  r e tu rn s  c o u ld  b e  h ig h e r  th a n  p r o je c te d . I f  th e  u n fu n d e d  l ia b i l i t y  d isa p p e a r s  th e  
l e g is la tu r e  c o u ld  r e c o v e r  th e  g e n e r a l  ta x  r e v e n u e s  th a t w e r e  d e p o s it e d  in to  th e  r e s e r v e  a c c o u n t . I f  
th e  g e n e r a l  fu n d  t a x  d o lla r s  w e r e  d e p o s it e d  in to  th e  e x is t in g  P E R S /T R S  tr u st fu n d , th e y  c o u ld  n o t  
b e  r e c o v e r e d  a n d  w o u ld  n e e d  to  b e  g iv e n  to  D e f in e d  B e n e f i t  r e t ir e e s  a s  P o s t  R e t ir e m e n t  P e n s io n  
A d ju s tm e n t s  in  a d d it io n  to  th e  C o s t  o f  L iv in g  A l lo w a n c e .

S t a f f  c o n t a c t :  H e a t h e r  B e g g s ,  4 6 5 - 2 0 2 8



P E R S  F u n d in g  O p t io n s
January 2014

F a c t s  a n d  T h e ir  I m p l ic a t io n s

The accrued liability curve is identical under every funding option

A c c r u e d  lia b ility  is  th e  e x p e c te d  v a lu e  o f  p e n s io n  b e n e fits  earn ed  th rou gh  a particu lar  
p o in t  in  tim e. T h at v a lu e  is  cr itica l to  actuaria l m o d e lin g  e fforts  b e c a u se  a  ty p ic a l d e fin e d  
b e n e f its  retirem en t sy s te m  str iv es  to  h a v e  a sse ts  eq u a l to  a ccru ed  lia b ility .

E a c h  year, e m p lo y e e s  w ith  p e n s io n  r igh ts earn a d d itio n a l b e n e fits . T h is  c a u se s  accru ed  
l ia b il ity  to  tren d  up w ard . A s  retirees a g e  (or  d ie ) , a ccru ed  lia b ility  d e c lin e s . In  a  
retirem en t sy s te m  o p e n  to  n e w  entrants, th e  u p w ard  in f lu e n c e s  o u tw e ig h  th e  d ow n w ard  
in f lu e n c e s  and  accru ed  l ia b il i ty  c lim b s  ever-u p w ard .

A la sk a  c lo s e d  th e  P u b lic  E m p lo y e e s  R etirem en t S y s te m  (P E R S ) to  n e w  entrants in  2 0 0 6 .  
A s  th e  n u m b er o f  a c t iv e  e m p lo y e e s  w ith  p e n s io n  r igh ts d e c lin e s , th e  u p w ard  trend  in  
a c cr u e d  lia b ility  w i l l  s lo w . W h e n  there are f e w  p e n s io n  r igh ts b e in g  accru ed — an d  as  
r etirees  app roach  th e ir  l if e  e x p e c ta n c y — a ccru ed  l ia b il ity  w i l l  turn d o w n w a rd  an d  w il l  
e n d  u p  at z er o  w h e n  a ll accru ed  b e n e fits  h a v e  b e e n  paid . T h e  p ro jected  a c c m e d  lia b ility  
c u rv e  for  P E R S  is  sh o w n  in  F igu re  1.

Figure 1. Accrued Liability-PERS 
($ billions)
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P ro je c tio n s  o f  a c cr u e d  lia b il ity  d ep en d  o n  in fla tio n  rates, l ife  e x p e c ta n c y  an d  sev era l 
o th er  a ssu m p tio n s , so  th e  p r e c ise  p o s it io n  o f  th e  cu rv e  is  u n k n o w n . T h e  im p ortan t p o in ts  
are:

1. T h e  g e n e ra l sh a p e  o f  th e  cu rve  is  p red e term in ed  b e c a u se  th e  P E R S  d e f in e d  
b e n e fits  p la n  is  c lo s e d  to  n e w  entrants.

2 . W e  are e s s e n t ia l ly  stu ck  w ith  th e  p red e term in ed  b e n e fits ;  w e  m u st p a y  th e  fu ll 
c o s t  o f  a ll  fu tu re b e n e fits  regard less o f  w h ic h  fu n d in g  o p tio n  is  c h o se n  b e c a u se  
th ere  is  n o  p ra c tica l w a y  to red u ce  b e n e fit  accrual.

3 . B e c a u se  th e  a m o u n t and tim in g  o f  b e n e fits  that m u st b e  p a id  is  id e n tica l for  ea ch  
p r o p o sa l, th e  q u es tio n  o f  c o s t  is  n o t  “H o w  d o e s  to ta l c o s t  com p are  w ith  other  
p r o p o sa ls? ” it  is  “W h o  p ays, h o w  m u c h  d o  th e y  p a y , and  w h e n  d o  th e y  p a y  it?”

The standard actuarial approach to funding retirement systems does 
not necessarily apply to a closed system

T h e  standard  actu aria l ap p roach  to  fu n d in g  a d e f in e d  b e n e fits  retirem en t sy s te m  is  to  set  
c o n tr ib u tio n  rates a t a  le v e l  that attem p ts to  g en era te  a sse ts  eq u a l to  a ccru ed  lia b ility . I f  
th ere is  u n fu n d e d  lia b il ity  (that i s ’ i f  a sse ts  are le s s  than  accru ed  lia b ility ) co n tr ib u tio n  
rates are se t  at a  le v e l  th a t f i l ls  th e  lia b ility  gap  o v e r  a 2 5 -y e a r  p er iod . F il l in g  th is  gap  is  
e sse n tia l in  an  o p e n  sy s te m  b e c a u se  a ccru ed  lia b il ity  d o e s  n o t turn d o w n w a rd  as in  F igu re
1. In an  o p e n  sy s te m , a s s e ts  m u st “c h a se  th e  lia b il ity  cu rv e  u p w ard ” b e c a u se  “ ca tch in g  
th e  cu rve  o n  th e  w a y  d o w n ” is  n o t an  o p tio n  (b e c a u se  th e  c u r v e  d o e s  n o t turn d o w n w a rd ).

B u t P E R S  is  c lo s e d  to  n e w  entrants, so  ju s t  ab ou t th e  t im e  a sse ts  reach  th e  accru ed  
lia b il ity  cu rv e , th ere  w i l l  b e  n o  a c tiv e  d e f in e d  b e n e fits  e m p lo y e e s  rem a in in g . T h e  
standard ap p roach  c o n c lu d e s  that h a v in g  n o  a c t iv e  d e f in e d  b e n e fits  e m p lo y e e s  m ea n s  
co n tr ib u tio n s w i l l  b e  zero . E ffe c t iv e ly , th e  standard ap p roach  a ssu m e s th e  trust fun d  m u st  
c o n ta in  s u ff ic ie n t  m o n e y — ab ou t $2 5  b il lio n — to p a y  a ll fu tu re b e n e fits  at th e  p o in t w h e n  
th e  p a y r o ll o f  d e f in e d  b e n e f its  e m p lo y e e s  n ears zero . T h is  s itu a tio n  is  sh o w n  as p o in t A  
in  F ig u re  2 .
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Figure 2. PERS Assets Compared to Accrued Liability- Base Model (i.e., Current Funding Mechanism) ($ billions)

T h is  a ssu m p tio n  is  fa lse . W e  d o  n ot n e e d  a  h u g e  fu n d  b a la n ce  that a llo w s  u s  to  c o a s t  for  
4 0  years w ith  n o  c o n tr ib u tio n s.

In  fac t, th e  “b ig  b a la n c e ” app roach  w i l l  a lm o st  c er ta in ly  n o t w o rk . A s  w e  h a v e  se e n , 
a ssu m p tio n s  reg a rd in g  earn in gs on  P E R S  a sse ts  h a v e  b e e n  far from  accu rate  and  earn in gs  
h a v e  b e e n  far fr o m  stab le . Y e t  the standard app roach  r e lie s  o n  m e e t in g  an an n u al 8%  rate 
o f  return ta rg et fo r  4 0  years . I f  earn in gs w e r e  to  fa ll b e lo w  th e  target, th e  fu n d  b a la n ce  
w o u ld  b e  in su ff ic ie n t  to  p a y  b e n e fits . A d d itio n a l m o n e y  w o u ld  h a v e  to  c o m e  from  
so m e w h e r e  o u ts id e  th e  sy s te m  in  order to  rem ain  so lv e n t . T here are o n ly  tw o  p ractica l 
c h o ic e s  fo r  that: an  a s s e s sm e n t  on  e m p lo y e r s  or  state  a ss is ta n c e .

O n  th e  f lip  s id e , it  is  p o s s ib le  that returns c o u ld  e x c e e d  b e n e fit  p a y m e n ts  in  future years, 
so  that th e  fu n d  b a la n ce  b e c o m e s  to o  large . S in c e  co n tr ib u tio n s are zero  at th is p o in t, 
there w o u ld  b e  n o  w a y  to  red u c e  the fu n d  b a la n ce  sh ort o f  earn in g  le s s  or in c re a sin g  
b e n e fits . T h is  s itu a tio n  is  sh o w n  in  F ig u re  2 , w h ic h  sh o w s  that ann ual earn in gs are  
e x p e c te d  to  e x c e e d  an n u al b e n e fit  p a y m e n ts  a fter  a b o u t 2 0 5 0 .

T h e  p o in t  o f  th is  d isc u s s io n  is  to  sh o w  that b u ild in g  u p  a trust fu n d  b a la n ce  that k e e p s  us  
o n  a g lid e -p a th  fo r  4 0  y ea rs  is  v ir tu a lly  im p o ss ib le .

B u ild in g  a la rg e  b u s t  b a la n ce  is  a lso  u n afford ab le .
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Affordability is a key element of a retirement funding solution

T h ere  w o u ld  b e  l it t le  r ea so n  to  add ress retirem en t sy s te m  fu n d in g  fo r  at lea st ten  yea rs i f  
th e  S ta te  c o u ld  a ffo rd  th e  a n tic ip a ted  le v e l  o f  sta te  a ss is ta n c e . B u t th e  sad  fa ct is  that the  
sta te  is  fa c in g  m a s s iv e  b u d g e t d e fic its . S tate  retirem en t a ss is ta n c e — p a y m en ts  in to  
retirem en t s y s te m s  o n  b e h a lf  o f  em p lo y ers— w il l  s o o n  e x c e e d  $1 b i l lio n  a n n u a lly  an d  is a 
m ajor  con tr ib u tor  to  th e  p ro jected  b u d g e t d e fic its . S ta te  a ss is ta n c e  to  P E R S  (in  th e  b a se  
m o d e l)  is  p r o je c te d  to  to ta l a lm o st $ 7  b il lio n  du rin g  th e  n e x t  15 years.

“W ho pays, how much do they pay, and when do they pay it?” are the 
critical issues in finding an affordable solution________________________

T h e  S ta te  n o w  co n tr ib u tes to  retirem en t sy s te m s  o n  b e h a lf  o f  e m p lo y er s . E m p lo y e r  rates  
in  P E R S  are c a p p e d  at 22% . R eq u ired  con tr ib u tion  rates are su b sta n tia lly  h ig h er  th an  the  
ca p s, so  th e  S ta te  p a y s  a  d isp rop ortion a te  share o f  retirem en t c o s ts . H e r e ’s h o w  it  w ork s.

T h e  S ta te  h a s a b o u t 60 %  o f  th e  P E R S  p ayro ll. I f  a ll b e n e f it  p a y m e n ts  w e r e  c o v e r e d  b y  
e m p lo y e r  c o n tr ib u tio n s , e v e r y  e m p lo y e r ’s sh are o f  b e n e f it  c o s ts  w o u ld  b e  p rop ortion a l to  
p a y ro ll. T h at m e a n s  th e  S ta te  w o u ld  b e  r e sp o n s ib le  for  p a y in g  ab ou t 60%  o f  fiiture  
b e n e f it  c o s ts . U n d e r  th e  current fu n d in g  p lan , th e  State  w i l l  p a y  n e a r ly  80%  o f  future  
b e n e f it  c o s ts .

It sh o u ld  b e  n o  su rp rise  that sta te  a ss is ta n c e  sh ifts  c o s ts  to  th e  S tate— b y  d e fin it io n , state  
a ss is ta n c e  is  s im p ly  co n tr ib u tio n s that are n o t  m a tch ed  b y  o th er  em p lo y er s . F or  e v e r y  
o p tio n  to  b e  co m p a r ed , th e  sta te  share o f  c o s ts  g o e s  up  a s sta te  a ss is ta n c e  in c re a se s  and  
g o e s  d o w n  w h e n  m o r e  c o s ts  are c o v er ed  b y  e m p lo y er  co n tr ib u tio n s.

T h ere  is  n o th in g  in h er en tly  w r o n g  w ith  th e  S ta te  p a y in g  a d isp rop ortion a te  share o f  
b e n e fits . T h e  ex tra  a m o u n t p a id  b y  th e  State ca n  b e  v ie w e d  as a  form  o f  m u n ic ip a l 
a ss is ta n c e . R e le v a n t  q u e s t io n s  are:

1. H o w  m u c h  a ss is ta n c e  c a n  th e  state  a fford?
2 . W h a t is  a  fa ir  a llo c a tio n  o f  c o s ts  b e tw e e n  th e  State  and  o th er  em p lo y ers?

T h o se  w h o  b e l ie v e  p a y in g  n e a r ly  80%  o f  future b e n e fit  c o s ts  is  a fford ab le  to  th e  S ta te  
h a v e  n o  r ea so n  to  lo o k  for  a  fu n d in g  so lu tio n  b e c a u se  th e y  d o  n o t  s e e  a fu n d in g  prob lem .

T h o se  w h o  are c o n c e r n e d  w ith  p ro jected  state b u d g et d e f ic its  w i l l  b e  in terested  in  
c o m p a r in g  re tirem en t fu n d in g  o p tio n s .

A s  o p tio n s  are c o m p a red , rem em b er  th e  fo l lo w in g  k e y  p o in ts:
1. T h e  to ta l c o s t  o f  e v e r y  o p tio n  is  id en tica l— ea ch  en su res that a ll future b e n e fits  

are p a id  w h e n  due.
2 . E v e r y  p r o p o se d  c h a n g e  to  th e  status q u o  is  d e s ig n e d  to  e n h a n ce  a ffo rd a b ility  b y  

sh ift in g  c o s ts  from  th e  State to  em p lo y er s , th ereb y  m a k in g  c o s ts  m ore  
p ro p o rtio n a l to  p a y ro ll.
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3 . N o n e  o f  th e  o p tio n s  ra ise  th e  e m p lo y e r  c o n tr ib u tio n  rate a b o v e  22% .
4 . S ta te  c o s ts  ca n  b e  r ed u c ed  o n ly  b y  red u c in g  sta te  a ss is ta n c e  in  th e  n ear term  

(u n le ss  in v e stm e n t returns are ex traord in ar ily  h ig h ).
5 . R e d u c e d  state  a ss is ta n c e  c o m e s  at th e  p r ice  o f  e x ten d in g  e m p lo y e r  con tr ib u tion s  

b e y o n d  th e  m id  2 0 3 0 s .
6 . “M o re  a ffo rd a b le  to  th e  S ta te” , “lo w e r  sta te  a ss is ta n c e ” and  “m o re  p rop ortion a l 

sh are o f  c o s ts ” are e s se n t ia lly  th e  sa m e  co n c ep t. M o v in g  tow ard  th e se  g o a ls  
n e c e s sa r ily  m e a n s e x ten d in g  th e  p e r io d  that e m p lo y er s  m u st p a y  in to  th e  sy stem .

In  su m m a ry , e v e r y  “m o re  a ffo rd a b le” o p tio n  sh ifts  c o s ts  from  the State  to  e m p lo y er s . 
E m p lo y e rs  w i l l  s e e  n o  c h a n g e  u n til th e  m id  2 0 3 0 s , w h e n  th e y  m u st co n tin u e  to  con tr ib u te  
to  th e  retirem en t sy s te m .

D e v e l o p in g  a n  E x i t  S t r a t e g y

The need for statutory guidance

U n til  r ec en tly , th e  G o v er n m e n t A c c o u n t in g  Stan dards B oard  (G A S B ) p r o v id e d  standards  
for  retirem en t sy s te m s  that w e re  u se d  for  a c c o u n tin g  rep orts, b o n d  rating a n a ly s is  and  
retirem en t fu n d in g  d e c is io n s . N o w  there are sep arate  c a lc u la tio n s  for  e a c h  o f  th o se  
fu n ctio n s .

L e g is la to r s  sh o u ld  b e  aw are  o f  th e  a c c o u n tin g  and  cred it ra tin g  im p lic a tio n s  o f  th e  n e w  
G A S B  m le s , b u t th e  real is su e  for leg is la to rs  is  that G A S B  ru les n o  lo n g e r  o f fe r  g u id a n ce  
regard in g  p e n s io n  fu n d in g . T h is  la ck  o f  fu n d in g  g u id a n c e  from  G A S B  p ro m p ted  th e  
N a tio n a l P e n s io n  F u n d in g  T a sk  F o rce  to  o ffe r  th is  a d v ic e  to  leg isla tors:

P u t fu n d in g  m e c h a n ic s  in  statute— in clu d e:
1. m e th o d s  for  d e term in in g  co n tr ib u tio n  rates;
2 . an  o u tlin e  o f  a  p la n  to  e lim in a te  u n fu n d ed  lia b ility ; and
3. a  m e a n s  to  co m p a re  p ro g ress  w ith  th e  p lan .

T h is  i s  so u n d  a d v ic e  that sh o u ld  b e  im p le m e n te d  e v e n  i f  w e  co n tin u e  to  fo l lo w  standard  
actuaria l m e th o d s . Im p le m e n tin g  the a d v ic e  is  c r itica l i f  w e  adop t an  ap p roach  o th er  than  
standard actuaria l co m p u ta tio n s . B o th  o f  th e  o p tio n s  d isc u sse d  b e lo w  are n on -stan d ard .

The Governor’s Proposal

T h e  G o v er n o r ’s  p r o p o sa l tak es a  step  a w a y  fro m  th e  standard actuarial approach: in stead  
o f  le tt in g  actu aria l e q u a tio n s  d eterm in e  th e  a m o u n t to  b e  con tr ib u ted  to  th e  sy s te m , th e  
am o u n t o f  c o n tr ib u tio n s  is  an arbitrary am ou n t that is  le s s  than th e  actuaria l eq u a tio n s  
sp e c ify . T h e  G o v er n o r  p r o p o ses  a  d e p o s it  it $ 1 .8 8  b il lio n  to  th e  P E R S trust fu n d  in  F Y 1 5 , 
and $ 1 5 7  m ill io n  a n n u a lly  for  th e  n e x t  2 0  years . T h e  r esu lt is  that th e  p r o p o sa l d o e s  n ot  
c h a se  the accru ed  lia b il ity  cu rve  u p w ard  to  th e  d e g r ee  that th e  actuaries r ec o m m en d .
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T h e  p ro p o sa l i s  s im p le  a n d  d o e s  w h at it w a s  in te n d e d  to  do: it sh ifts  c o s ts  to  e m p lo y er s  
b y  red u c in g  sta te  a ss is ta n c e  and  e x ten d in g  th e  p e r io d  that e m p lo y er s  con tr ib u te  to  the  
trust fun d . T h e  S ta te  w o u ld  p a y  abou t 76%  o f  fu tu re b e n e fit  c o s ts  u n d er  th is p lan .

H o w e v e r , th e  step  a w a y  fro m  th e  standard ap p roach  is  a sm a ll o n e . T h e  G o v er n o r ’s 
p ro p o sa l c o n tin u e s  to  r e ly  o n  th e  “b ig  b a la n ce ”  app roach  to  fu n d in g  ( s e e  F ig u re  3 ). T he  
p la n  w o u ld  b u ilt  a s s e ts  to  n e a r ly  $ 2 3  b il lio n , a n d  r e lie s  h e a v ily  o n  earn in gs to  p a y  future  
b e n e fits .

Figure 3. Trust Fund Assets Compared to Accrued Liability 
($ billions)

F or  th o se  sa t is f ie d  w ith  p a y in g  76%  o f  fu tu re b e n e fits  and  w ith  r e ly in g  o n  earn in gs to  p a y  
b e n e fits , th e  p la n  is  an  a c ce p ta b le  so lu tio n . It i s  p ro jected  to

1. red u ce  sta te  a ss is ta n c e  to  ju s t  o v e r  $ 5  b i l l io n  du rin g  th e  n e x t  2 0  years— a  sa v in g s  
o f  n e a r ly  $ 2  b i l l io n  (u n d isc o u n ted ) o v e r  th e  b a se  m o d e l and

2 . e x ten d  e m p lo y e r  co n tr ib u tio n s b y  a b o u t fou r  years.

Pay-as-you go Options

F o r  th o se  w h o  w a n t th e  S ta te  to  p a y  a sm a ller  sh are  o f  future b e n e f it  c o s ts  an d /or  are 
co n c er n e d  that th e  “b ig  b a la n c e ” app roach  w il l  n o t  p r o v id e  th e  4 0 -y e a r  g lid e -p a th  
req u ired  fo r  a sm o o th  e x it  fro m  P E R S , a  p a y -a s -y o u -g o  o p tio n  m ig h t b e  attractive.
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P a y -a s -y o u -g o  o p tio n s  u s e  th e  actuaria l a ssu m p tio n s  o f  th e  b a se  m o d e l to  d e term in e  
a c cr u e d  lia b ility , bu t— as in  th e  G o v er n o r ’s p ro p o sa l— d o  n o t  u s e  actuaria l a m o rtiza tio n  
to  d e term in e  e m p lo y e r  co n tr ib u tio n s or  sta te  a ss is ta n c e .

T h e  p r e m ise  o f  p a y -a s -y o u -g o  is  that th e  g o a l  o f  th e  retirem en t sy s tem  is  to  p a y  a ll  
b e n e f its  w h e n  d u e , so  that w e  d o  n o t n e e d  to  f o l lo w  th e  “b ig  b a la n ce” app roach  that r e lie s  
o n  future e a rn in g s  to  p a y  b e n e fits . U n d e r  p a y -a s -y o u -g o , ann u al b e n e fits  are p a id  as  
fo llo w s :

1. C urrent y e a r  con tr ib u tion s are u s e d  to  p a y  b e n e fits  w h e n  due;
2 . I f  c o n tr ib u tio n s  e x c e e d  b e n e fits  in  a n y  year, th e  su rp lu s g o e s  in to  th e  trust fund;
3. I f  c o n tr ib u tio n s  are in su ff ic ie n t  to  p a y  b e n e fits  in  a n y  year, th e  am ou n t o f  th e  

sh o rtfa ll c o m e s  from  th e  trust fund;
4. I f  th e  trust fun d  b a la n ce  is  in su ff ic ie n t  to  p a y  b e n e fits  w h e n  d u e, m o n e y  is  

tran sferred  from  a r eser v e  a c co u n t to  th e  trust fu n d  in  order to  p a y  th e  req u ired  
b e n e fits  a n d  m ain ta in  a m in im u m  trust fu n d  b a lan ce .

T h e  r eser v e  a c c o u n t n e v e r  con ta in s e m p lo y e r  or  e m p lo y e e  con tr ib u tion s; it  c o n s is ts  o f  
d e p o s its  m a d e  b y  th e  S ta te  p lu s earn in gs o n  th e  b a la n ce . A s s e ts  u n der th e  v a r io u s  o p tio n s  
are sh o w n  in  F ig u re  4 .

Figure 4. Trust Fund Assets under Various Options to Phase out PERS Defined Benefit 
Payments Compared to Accrued Liability ($ billions)

B y  r e ly in g  o n  e m p lo y e r  co n tr ib u tio n s, p a y -a s -y o u  g o  can  red u ce  state a ss is ta n c e  to  about  
$ 1 .4 5  b i l l io n  d u rin g  th e  n e x t 2 0  years— a ctu a lly , con tr ib u tin g  th e  entire  am ou n t in  F Y 1 5  
w o u ld  e lim in a te  sta te  a ss is ta n c e  in  th e  future. T h e  req u ired  a m o u n t o f  state a ss is ta n c e  is

1 1 4  1 4  P E R S  F u n d i n g  O p t i o n s . d o c 7 L e g i s l a t i v e  F i n a n c e  D i v i s i o n



s ig n if ic a n t ly  lo w e r  than  th e  (u n d isc o u n ted ) $5  b il lio n  and $ 7  b i l lio n  u n d er  th e  G o v er n o r ’s 
p la n  a n d  th e  b a se  m o d e l, r e sp e c t iv e ly .

N a tu ra lly , th o se  S ta te  sa v in g s  m u s t  b e  o f f s e t  b y  e m p lo y e r  co n tr ib u tio n s. A s  th e  n a m e  
im p lie s , e m p lo y er s  u n d er  a  p a y -a s -y o u -g o  ap p roach  co n tin u e  m a k in g  c o n tr ib u tio n s un til 
a ll b e n e f its  are p a id . T h is  e lim in a te s  th e  r isk  that trust fun d  earn in gs w i l l  b e  in su ff ic ie n t  
to  p a y  a ll future b e n e fits . It a lso  e lim in a tes  th e  p o ten tia l for  r ed u ced  co n tr ib u tio n s i f  
ea rn in g s are h ig h er  th an  an tic ip ated .

A t  th is  p o in t, a  d ig r e s s io n  is  req u ired . E m p lo y e rs  are n ot, an d  w il l  n e v e r  b e , con tr ib u tin g  
2 2 %  o f  p a y r o ll to  th e  trust fun d . T h e  22%  e m p lo y e r  con tr ib u tion  rate a p p lie s  to  the  
d e fin e d  co n tr ib u tio n  p a y r o ll as w e l l  to  th e  d e fin e d  b e n e fits  p a y ro ll. B u t 10%  o f  the  
d e fin e d  co n tr ib u tio n  p a y r o ll g o e s  in to  in d iv id u a l retirem en t a c co u n ts , le a v in g  o n ly  12%  
o f  th e  d e f in e d  c o n tr ib u tio n  p a y r o ll to  g o  in to  th e  trust fund.

•  W h e n  th e  d e f in e d  co n tr ib u tio n  p a y ro ll w a s  in s ig n ific a n t, th e  to ta l rate w a s  ab ou t  
(2 2 % *  100%  D B )+ (1 2 % * 0 %  D C )= 2 2 % .

•  A s  w e  ap p roach  an e v e n  sp lit  on  p a y ro ll, th e  to ta l rate w i l l  fa ll  to  (2 2 % * 5 0 %  
D B )+ (1 2 % * 5 0 %  D C )= 1 7 % .

•  W h e n  th e  o n ly  a c t iv e  e m p lo y e e s  are in  th e  d e fin e d  co n tr ib u tio n  p lan , th e  to ta l rate 
w il l  fa ll  to  (2 2% *0%  D B )+ (1 2 % * 1 0 0 %  D C )= 1 2 % .

T h is  d e c lin e  in  th e  p o r tio n  o f  p a y r o ll that g o e s  in to  th e  tm st  fu n d  is  o n e  rea so n  the  
u n fu n d e d  lia b il ity  is  so  d if f ic u lt  to  e lim in a te  and  e x p la in s  w h y  state  a ss is ta n c e  co n tin u es  
to  c lim b  u n d er  th e  sta tu s q u o . T h e  d e c lin in g  co n tr ib u tio n s to  th e  trust fu n d  are sh o w n  in  
F ig u re  5.

Figure 5. Employer Contributions as a Percent of Total Payroll under Various Options to Fund
PERS Benefits
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A s  sh o w n  in  F ig u re  5 , th e  th ree o p tio n s h a v e  id e n tic a l e m p lo y e r  c o n tr ib u tio n s u n til after  
2 0 3 0 .

•  T h e  $ 7  b i l l io n  o f  sta te  a ss is ta n c e  u n d er  th e  b a se  m o d e l a llo w s  e m p lo y e r  
co n tr ib u tio n s to  g o  to  zero  in  ab ou t 2 0 3 3 .

•  S o o n  after  that date , th e  $5 b i l lio n  in  sta te  a ss is ta n c e  u n der th e  G o v er n o r ’s p la n  
w o u ld  a l lo w  e m p lo y e r  co n tr ib u tio n s to  g o  to  zero .

•  T h e  $ 1 .4 5  b i l lio n  in  sta te  a ss is ta n c e  u n d er  p a y -a s -y o u -g o  b u ild s  n o  large  b a lan ce , 
so  e m p lo y e r  c o n tr ib u tio n s c o n tin u e  u n til a ll  b e n e f its  are pa id . A s  so o n  as p e n s io n  
b e n e fits  fa ll  b e lo w  12%  o f  p a y r o ll, ann ual e m p lo y e r  con tr ib u tion  rates drop  to  the  
le v e l  req u ired  to  p a y  b e n e fits .

In  su m m ary , th e  p a y -a s -y o u -g o  app roach  req u ires n o  “b ig  b a la n c e .” P a y -a s -y o u -g o
1. Is an  e x it  s tra tegy  that d o e s  n o t  r e ly  o n  4 0  y ea rs  o f  h ig h  earn in gs to  sta y  o n  a 

g lid e-p a th ;
2 . H as th e  sa m e  to ta l c o s t  as o ther p la n s— a ll b e n e fits  are p a id  w h e n  due;
3 . R eq u ires far le s s  state  a ss is ta n c e  th an  “b ig  b a la n c e ” p lan s— p a y -a s -y o u -g o  

red u ces th e  d isc o u n te d  state share o f  b e n e f it  p a y m e n ts  to  ab ou t 67%  (from  79%  
and 76 %  u n d er  th e  statu s qu o  and G o v er n o r ’s  p ro p o sa l, r e sp e c tiv e ly );  and

4 . R e lie s  o n  a c o m b in a tio n  o f  r eser v es  and  co n tr ib u tio n s to  p a y  b e n e fits  u n til annual 
b e n e fits  p a y m e n ts  are le s s  than  12%  o f  p a y ro ll. A t  that t im e , b e n e f its  can  b e  paid  
w ith  co n tr ib u tio n  rates o f  12%  or le s s .

Deposits to the Trust Fund versus Deposits to a Reserve Fund

P e o p le  w ith  an  e y e  fo r  d e ta il w i l l  n o tic e  ( in  F ig u re  4 )  that a sse ts  b e g in  to  r is e  e v e n  as 
a c cr u e d  lia b il ity  d e c lin e s  (e x c e p t  u n der th e  G o v e r n o r ’s p lan , w h ere  th e  q u irk  w a s  
o v err id d en ). T h e  is su e  is  that b e n e fit  p a y m e n ts  d e c lin e  b y  ab ou t 5%  a n n u a lly  du rin g  the  
2 0 5 0 s  and  b y  m o r e  than  10%  a n n u a lly  after  2 0 6 0 . T h e  d e c lin e  is  so  rapid  that earn in gs  
e x c e e d  b e n e fit  p a y m e n ts  and  a ssets  in c re a se  w h e n  there is  n o  n e e d  for  th em  to  d o  so .

O n e  so lu t io n  to  “ h a v in g  to o  m u c h  m o n e y ”  is  to  d e p o s it  m o n e y  in to  a reserv e  a cco u n t  
rather than in to  th e  trust fun d . T hat w o u ld  a l lo w  u n n e c e ssa r y  m o n e y  to  b e  r ec o v er ed  b y  
th e  S ta te  an d /or  o th er  e m p lo y er s . F or e x a m p le , F ig u re  6  sh o w s  that d e p o s it in g  $ 1 .4 5  
b il l io n  in to  a  reserv e  fu n d  is  su ff ic ie n t  to  p a y  a ll b e n e f its  w h e n  d u e  w ith o u t h a v in g  extra  
m o n e y  in  th e  trust fund. In  fac t, the r eser v e  fu n d  c o u ld  return o v er  $3  b il lio n  
(u n d isc o u n ted ) to  th e  S ta te  in  2 0 5 4 .
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Figure 6. Trust Fund Assets under Various Options to Phase out PERS Defined Benefit 
Payments Compared to Accrued Liability ($ billions)

A  r eser v e  fu n d  o ffe r s  n o  c o s t  ad van tage; i f  r e se r v e s  are c o m m in g le d  w ith  trust fu n d s for  
in v e stm e n t p u rp o se s , to ta l earn in gs w o u ld  b e  id e n tica l w ith  or w ith o u t a  reserv e  fund.
T h e  b e n e fit  o f  a  re ser v e  fu n d  is  that it w o u ld  r e m o v e  the r isk  a sso c ia te d  w ith  fo l lo w in g  a 
4 0 -y e a r  g lid e -p a th  to  e x it  th e  sy s te m . M o n e y  w o u ld  b e  transferred  fro m  r eser v es  to  p a y  
b e n e fits  as n e c e s sa r y , w ith  ex tra  r eser v es  a v a ila b le  to  return to  th e  S ta te  an d /or  a ll 
e m p lo y er s .

T h e  d isa d v a n ta g e  o f  a  r e ser v e  fu n d  is  that it c a n n o t b e  c o u n te d  as part o f  th e  trust fund. 
T h is  w o u ld  a ffe c t  c a lc u la t io n s  o f  o f f ic ia l  fu n d in g  ra tios and  c o u ld  a ffe c t  b o n d  ra tin gs ( i f  
th e  ratin g  a g e n c ie s  d id  n o t  c o n s id e r  that A la sk a  w a s  m o v in g  to w a rd  a p a y -a s -y o u -g o  
m e c h a n ism  an d  that trad ition a l m ea su res o f  fu n d in g  a d e q u a cy  w e r e  n o t  v a lid  m ea su res o f  
s y s te m  h ea lth ).

T h e  g o o d  n e w s  h ere  is  that th e  “trust fu n d  v e r su s  reserv e  fu n d ” d e c is io n  is  n o t a ll or 
n o th in g . In stea d  o f  d e p o s it in g  th e  fu ll a m o u n t o f  lu m p  su m  sta te  a ss is ta n c e  in  e ith er  the  
trust fu n d  o r  a  r e ser v e  fund, th e  fu ll a d v a n ta g e  o f  a  reserv e  fu n d  can  b e  a c h ie v e d  b y  
d e p o s it in g  ab ou t o n e -th ird  to  r eser v es  and  tw o -th ir d s  to  th e  trust fund.

A  r eser v e  fu n d  is  s im p ly  a  w a y  to  m in im iz e  th e  r isk  a sso c ia te d  w ith  p ro jec tin g  future  
earn in gs; it  c a n  b e  u s e d  w ith  a ll o f  th e  o p tio n s  p resen ted  b u t is  n o t  a  c r itica l e le m e n t o f  
a n y  o f  th e  o p tio n s .
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C o m p a r i n g  C o s t s  u n d e r  V a r io u s  O p t io n s

I f  th e  a m o u n t o f  sta te  a ss is ta n c e  req u ired  for  a  sm o o th  e x it  w e r e  th e  o n ly  co n cern , F igu re  
7  sh o w s  that th e  p a y -a s -y o u -g o  o p tio n — w ith  its  s in g le  p a y m e n t o f  $ 1 .4 5  b il lio n — is  the  
o b v io u s  c h o ic e . T h e  G o v er n o r ’s p lan  h a s a  larger  first y ear  d e p o s it  and requires  
ad d itio n a l d e p o s its  for  2 0  y ea rs , b r in g in g  to ta l sta te  a ss is ta n c e  to  $5  b illio n . T h e  b a se  
scen a r io  h a s  n o  ex tra  d e p o s it , bu t h ig h er  ann u al le v e ls  o f  state  a ss is ta n c e  b rin g  th e  to ta l to  
$ 7  b illio n .

Figure 7. Cumulative State Assistance to PERS under Various Exit Strategies
($ billions)

B u t sta te  a ss is ta n c e  is  n o t th e  o n ly  c o n cern . W e  k n o w  that the to ta l c o s t  o f  b e n e fits  w il l  
b e  th e  sa m e  u n d er  a ll o p tio n s  and  that a ll o p tio n s  p a y  b e n e fits  w h e n  du e. T h e  o b v io u s  
im p lic a t io n  o f  lo w e r  state  a ss is ta n c e  is  that a  larger  share o f  c o s ts  w i l l  b e  p a id  b y  
e m p lo y er s  ( in c lu d in g  th e  S ta te ). Further, w e  k n o w  that p a y m e n ts  are req u ired  at d ifferen t  
t im e s  u n d er  d iffe re n t o p tio n s .

H a v in g  m u ltip le  p a y ers  m a k in g  p a y m e n ts  o f  d iffe r in g  am ou n ts at d iffe r in g  tim es  
c o m p lic a te s  a  co m p a ra tiv e  a n a ly s is . A s  sh o w n  in  F igu re  8 , c a sh  f lo w s  c a n  b e  d isc o u n ted  
to  o b ta in  n e t p r e se n t v a lu e s  u n d er  e a ch  o p tio n . U n fo rtu n a te ly , c o n c lu s io n s  b a sed  o n  n et  
p r esen t v a lu e s  are h ig h ly  d ep en d en t o n  th e  d isc o u n t rate a p p lied . F or e x a m p le , F igu re  8 
u s e s  a  d isc o u n t rate  o f  8% — th e sa m e  rate a s  th e  a ssu m e d  rate o f  return o n  in v estm en ts . 
A t an 8%  d isc o u n t  rate, p a y -a s -y o u -g o  is  ab ou t $1 b il lio n  le s s  e x p e n s iv e  to  the S ta te  than  
th e  o ther o p tio n s . A t  lo w  d isc o u n t rates, p a y -a s -y o u -g o  is  th e  m o s t  e x p e n s iv e  op tion .
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Figure 8. Net Present Value of Options to Phase out PERS Defined Benefit Payments
8% Discount Rate 

($ billions)

T h ere  is  su c h  a  th in g  a s o v e r -a n a ly z in g  th e  o p tio n s . F or e x a m p le , m o s t  p e o p le  k n o w  that 
p a y in g  c a sh  fo r  a  h o m e  is  th e  le a s t  e x p e n s iv e  p u rch a se  o p tio n , b u t b orrow ers are ty p ic a lly  
lo o k in g  fo r  th e  m o st  a ffo rd a b le  o p tio n , n o t th e  le a s t  e x p e n s iv e  o p tio n . A  3 0 -y e a r  term  is  
th e  m o s t  p o p u la r  m o r tg a g e  d e sp ite  s ig n if ic a n tly  h ig h er  c o s ts  than  sh orter-term  o p tio n s . 
T h e  p o p u la r ity  o f  3 0 -y e a r  m o r tg a g e s  i s n ’t b e c a u se  b orrow ers are ign oran t, it  is  b e c a u se  
a ffo rd a b ility  is  th e  k e y  fa c to r  in  d e term in in g  h o w  th e y  w is h  to  p a y  a  debt. T h e  sam e  
c o n c e p t  m a y  a p p ly  to  f in d in g  a n  e x it  s tra tegy  fo r  retirem en t fu n d in g .

P a y -a s -y o u -g o  o p tion s:
1. req u ire  far le s s  s ta te  a ss is ta n c e  than o th er  o p tio n s— th e y  are m o r e  a fford ab le;
2 . m in im iz e  r isk  a ss o c ia te d  w ith  in v e stm e n t returns— i f  targets are n o t a c h ie v e d  

u n d er  “b ig  b a la n c e ” p la n s , th e  l ik e ly  resu lt is  a d d itio n a l state a ss is ta n ce; and
3. m in im iz e  c o n c er n s  a b o u t liq u id ity — in  th e  a b se n c e  o f  c o n tr ib u tio n s, ca sh  

req u irem en ts to  p a y  b e n e fits  w o u ld  m a k e  a c h ie v in g  8%  in v e stm e n t returns  
d iff icu lt . L o w e r  in v e s tm e n t returns w o u ld  req u ire  a  larger b a la n ce  to  rem ain  o n  
th e  4 0 -y e a r  g lid e -p a th  to  a  sm o o th  ex it.
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