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Sec 5. AS 34.45 is amended by adding a new section to read:

See. 34.45.175 Certain property distributed in insurance company reorganizations.

Property distributable in the course of a demutualization or related reorganization of an insurance 

company shall be deemed abandoned as follows:

(A) any funds, two years after the date o f tire demutualization or reorganization, if  the 

funds remain unclaimed, and the owner has not otherwise communicated with the holder or its 

agent regarding the property as evidenced by a memorandum or other record on file with the 

holder or its agent;

(B) any stock or other equity interest, two years after the date o f the demutualization or 

reorganization if instruments or statements reflecting the distribution are either mailed to the 

owner and relumed by the post office as undelivcrablc, or not mailed to the owner because o f an 

address on the books and records o f  the holder that is known to be incorrect, and the owner has 

not otherwise communicated with the holder or its agent regarding the property as evidenced by 

a memorandum or olher record on file with the holder or its agent,

(C) property not subject to subsection (A) or (B) above within two years of the 

distribution shall remain reportable under other sections o f this chapter.
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Subject: Prudential Amendment to SB 231 
From; todd.thakar@prudentiaI.com 
Date: Fri, 16 Apr 2004 07:54:33 -0700 
To: racheljcw is @revenue.state,ak.us

Good M o rn in g  R a c h e l — th a n k  y o u  f o r  g e t t i n g  b a c k  t o  me. As we d i s c u s s e d ,
1 am f o r w a r d in g  P r u d e n t i a l ' s  p r o p o s e d  am endm ent t o  SB 231 w h ic h  w i l l  e n a b le  
u s  t o  a l s o  e s c h e a t  u n c a s h e d  c h e c k s  s tem m ing  fro m  o u r  d e m u t u a l i z a t i o n .  I t  
i s  my u n d e r s t a n d i n g  t h a t  t h i s  am endm ent w i l l  i n c r e a s e  o u r  i n i t i a l  
d e m u t u a l i z a t i o n  e s c h e a tm e n t  to  A la s k a  b y  a b o u t  $ 1 0 0 ,0 0 0 . I t  i s  a l s o  my 
u n d e r s t a n d i n g  t h a t  t h i s  la n g u a g e  s h o u ld  b e  i d e n t i c a l  t o  t h e  ACS la n g u a g e .  
P l e a s e  l e t  me know i f  y o u  n e e d  a n y th in g  f u r t h e r  — I  c o u ld  t e s t i f y  a t  th e  
c o m m itte e  h e a r i n g  i f  n e e d  b e .  T h an k s  a g a in  f o r  y o u r  a s s i s t a n c e  an d  
c o n s i d e r a t i o n .
R e g a rd s ,
Todd T h a k a r
V ico  P r e s i d e n t ,  G o v ern m en t A f f a i r s  
9 1 6 -4 4 2 -3 4 2 3
  F o rw a rd e d  b y  T odd T hakar/L A W /P ru  on  0 4 /1 6 /2 0 0 4  0 7 :4 9  AM ---------

Ju n o  T r a l le .

S h a r e h o ld e r  S e r v i c e s  
Todd T h a k a r /L A W /P ru @ P ru d e n tia l

P ho n e  N um ber: 9 7 3 -8 0 2 -6 3 4 8

TO:

c c :

F ax  N um ber: 9 7 3 -8 0 2 -3 5 4 4 S u b j e c t :  M odel
la n g u a g e

T h u r s c  [ A p r i l  8, 2004 0 3 :3 6  PM

(S ee a t t a c h e d  f i l e :  M odel SG 1 2 2 2 0 3 v 3 .d o c )

P l W . c k d  o f  k W n u e

mailto:todd.thakar@prudentiaI.com


Comparison Original Bill to Committee Substitute 

SB 231 to CSSB231 (STA)

The main puipose for the CS is to bring Alaska’s unclaimed property law more in 

conformity with the most current Uniform Unclaimed Property Act, which has been 

adopted by 13 states to date. The original bill addressed time periods for presumption of 

abandoned and did not address other Uniform Act language.

The CS deletes Section 2 AS 34.45.140(b) which had a proposed time period 

change from seven years to five years for money payable on a money order or similar 

written instrument. The CS revises Section 3 by deleting subsections (4) and (5) o f AS 

34.45.160(a). This change ensures that all property of an owner covered by the section, 

whether known or unknown by the owner, wiil fall under the protection of the Act. The 

CS revises Section 4 AS 34.45.170 (a) by deleting the second sentence. The first sentence 

covers the property referred to in the second sentence.

The CS adds a new section. AS 34.45.175 which deals with demutualization 

proceeds. This type of property interest was not addressed in the prior Uniform Acts and 

is a relatively new type o f property.

The original bill made changes to AS 34.45.200(a), (b), (c) and (e) in Sections 6 -

9. However, the CS repeals and readopts AS 34.45.200 so that it more closely mirrors the 

Uniform Unclaimed Property Act dealing with stock and other intangible interests in 

business associations and financial organizations.

<1/7/200-1
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AS 34.45.270 which deals with burden of proof, is added for conformity to the 

Uniform Act.

Other statutes which are affected by the CS are AS 34.45.280(f) making the 

reporting requirement only applicable to holders o f abandoned intangible property which 

has a total accumulative value in excess o f $750, AS 34.45.290 changes requests for 

reports and examination o f records, AS 34.45.300(a) changes the retention o f records, 

and AS 34.45.310 changes the notice and publication requirements. The CS makes 

changes to definitions listed under AS 34.45.760.

All other sections of the bills remain the same except for the effecti >/e date section 

which now provides that the Act becomes effectively immediately in accordance with AS 

01.10.070(c).



DEPARTMENT OF REVENUE

A p r il 21, 2004 OFFICE OF THE COMMISSIONER

F R A N K  H . M U R K O W S K I , G O V E R N O R

PO. BOX 110400 
JUNEAU, ALASKA 99811-0400 
TELEPHONE: (907) 405-2300 
FACSIMILE: (907) 465-2389

The Honorab le Gary W ilken ,
C o -C ha ir -  Senate Finance Comm ittee 
A laska State Leg is la tu re 
Juneau, A laska

Re: SB 231 Shorten ing tim e uncla imed property presumed abandoned,

Dear M r. Chair:

Thank you fo r hearing SB 231 in the Senate Finance Comm ittee on A p r il 16.

There are many benefits to the passage o f SB 231. There w il l be a h ighe r success rate in locating 
owners w ith a shorter abandonment period. The holders o f property w i l l be re lieved o f the 
lia b ility  o f ca rry in g o ld accounts and uncashed checks on the ir books. A laskans w i l l benefit 
because the funds are held and w il l accrue interest w ith in the state’ s uncla imed property trust 
fund and in the general fund. These funds w il l then be availab le fc r leg is la tive appropriations.

There are tw o more necessary amendments to SB 231: The comm ittee considered an amendment 
requested by the insurance industry using the industry standard language fo r demutualization. 
Department o f Law has prepared the necessary amendment fo r the industry demutualization 
language, to con fo rm w ith A laska sta tu to ry d ra ftin g style. Department o f Revenue supports this 
amendment, and is attached fo r you r review .

Leg is la tive A ffa irs  Legal Service^ has also requested an amendment, co rrec ting punctuation and 
redundant language. Department o f Revenue supports that amendment as w e ll, and is attaching it 
fo r you r review .

Y ou r support fo r the passage o f this leg is la tion th is leg is la tive session is very much appreciated.
I f  you have questions, please ca ll me at 465-3669 or Rachel Lew is at 465-5885.

- ' 'T o m  Bou t
Deputy Comm iss ione r

A ttachments

cc: Members, Senate Finance Committee u/attachments

0-1O2LH printed on recyctod pat*



LEGAL SERVICES

(907) 465-3867 or 465-2450 
FAX (907) 465-2029 
Mail Stop 3101

DIVISION OF LEGAL AND RESEARCH SERVICES 
LEGISLATIVE AFFAIRS AGENCY 

STATE OF ALASKA State Capitol 
Juneau, Alaska 99801-1182 

Deliverie- to: 129 6th St., Rm. 329

M E M O R A N D U M April 2, 2004

SUBJECT: CSSB 23l(ST A ) relating to unclaimed property 
(Work Order No. 23-G S1151\D)

TO:

FROM:

Senator Gary Stevens 
Chair, State Affairs Comm ittee 
Attn: Katrina

k heresa L. Bannister 
Legislative Counsel

This memo accompanies the committee substitute described above. At your request the 
proposed language was not changed, except for a correction, two com m as in 
sec. 34.45.200(d), one spelling change in the definition o f "mineral", one stylistic and 
grammatical change in the definition of "mineral proceeds", and replacing "this chapter 
with "34.45.110 - 34.45.780" throughout the bill.

1. Definition. The new definition of "last known address" does not work where it occurs 
throughout the chapter. It appears in nine sections of the chapter. As an exam ple, please 
look at AS 34.45.120, and, in particular, at paragraph (4) of that section. If the new 
definition was designed for a particular section, you could retain the current definition 
and define the term only for that particular section.

2. Conforming amendment. AS 34.45.320(d) contains a reference to "ownership interest 
under AS 34.45.200." AS 34.45.200 has been rewritten and now uses "equity interest." I 
recommend that AS 34.45.320(d) be amended to use the new term. AS 34.45.330(c) also 
uses the term "ownership interest," but if may be acceptable there.

TLB:med
04-364.med

Enclosure

committee; c o p y



Department of Revenue
T re a su ry  D iv is io n  Unclaimed Property Unit

State of Alaska

R e a s o n s  fo r  P r o p o s e d  U n c la im e d  P ro p e r ty  L e g is la tiv e  C h a n g e s
C S S B  231 (STA)

1. This change to section AS 34.45.110(a) will make the general abandoned period for 
property not defined in other parts of the Act three years instead of five years.

2. This change will make section AS 34.45.150(a) consistent with the Uniform Unclaimed 
Property Act. Time period for money payable on a negotiable instrument is changed 
from seven years to five years.

3. The change will make section AS 34.45.160(a) consistent with the Uniform Unclaimed 
Property Act. Ensures all property regardless of known or unknown by the owner will fall 
under the protection of the Act.

4. This change will make section AS 34.45.170(a) consistent with the Uniform Unclaimed 
Property Act. When life endowment and annuity contracts do not mature by actual proof 
of death, but the insured or annuitant has reached the limiting age of mortality, they 
should be reported consistent with other forms of life and endowment insurance.

5. Adds a new section AS 34.45.175 for distributions in insurance company 
reorganizations. Mutual companies are owned by their policyholders. In order to create 
capital or enhance financial strength mutual companies demutualize and convert to a 
stock form of ownership. Policyholders are entitled to receive compensation in the form 
of cash or stock.

Mutual companies do not have reoccurring contact with fully paid policyholders. Contact 
only occurs when a policyholder’s estate files a claim for benefits.
Alaska’s current statutes do not take into consideration the fact that virtually all 
policyholders were lost as of the date of the demutualization and have in fact been lost 
for decades prior.

6. Deleting AS 34.45.200 (b) allows companies to report unclaimed property based on 
inactivity or lack of owner contact. Alaska’s current language requires the company to 
make seven distributions before property is considered unclaimed. E.g. a company may 
issue stock splits every two or three years. In that case, it could take fourteen to twenty- 
one years before it would become reportable as unclaimed property.

7. This change will make section AS 34.45.220(a) consistent with the Uniform Unclaimed 
Property Act by shortening the dormancy period from five years to three years.

8. This change will make section AS 34.45.240(a) consistent with the Uniform Unclaimed 
Property Act by shortening the dormancy period from five years to three years.

F R A N K  M U R K O W S K I ,  G O V E R N O R

333 WILLOUGHBY AVENUE. 11™ FLOOR 
PO BOX 110403 

JUNEAU. ALASKA 99811-0405 
PHONE: (907)465-3726 

FAX: (907)465-2394



9. Adds a new section, AS 34.45.270 Burden of Proof consistent with the Uniform 
Unclaimed Property Act. This language clearly specifies an obligation exists between a 
Holder and an Owner as evidenced by a check or draft. The Holder must defend 
satisfaction, discharge or want by the owner of the consideration in order to exclude the 
item as an outstanding obligation.

10. This change to AS 34.45.280(f) allows holders of unclaimed property to aggregate and 
report property with a value greater than $750.

11 .This change makes AS 34.45.290 consistent with the Uniform Unclaimed Property Act. 
The new language allows the department to examine company records to verify 
compliance. Current statute allows examination if there is a reason to believe based on 
reporting discrepancies.

12. AO 34.45.300 (a) increases the record retention period to 10 years. Holder's records are 
vital to verifying an owner’s claim.

13. Replacing AS 34.45.310 allows the department to evaluate technological 
advancements, promotional resources and cost effective methods to notify owners of 
unclaimed property. Current statute mandates publishing a notice in newspapers 
throughout the state. Last year’s publication cost was $30,000. Publication costs are 
expected to continually increase in the future.

14. AS 34.45.760 (10) Alaska has natural resources yet the unclaimed property statute 
does not clearly define mineral and mineral proceeds. These types of property are often 
missed during a Holder’s reporting process. These definitions are consistent with the 
Uniform Unclaimed Property Act.

15. AS 34.45.760(11) Current last known address definition limits the identification of 
owners located in Alaska. Holders may have had addresses for owners and destroyed 
them or replaced them with comments such as “bad address.” Many types of 
information can help determine an owner’s reporting state, such as computer codes, 
branch locations, agent sales codes, etc.

16. AS 34.45.760 (18) Gift certificates are no longer just a piece o f paper. Gift obligations 
are in many forms such as electronic cards, on-line gift accounts, stored-value cards, 
etc. This description helps define a gift obligation as any commitment between a holder 
and a purchaser where an exchange of money for future goods or services has 
transpired. (19) adds definition for mineral, section (20) adds definition for mineral 
pioceeds consistent with Uniform Act.

17. Standard transition language

18. Effective date



F r a n k  H . M u r k o w s k i 
G o v e r n o r

G O V E R N O R @ G O V . S T A T E . A K . U S

S t a t e  o f  A l a s k a
O F F IC E  O F  T H E  G O V E R N O R  

J U N E A U

P . O .  B O X  1 1 0 0 0 1  

J U N E A U ,  A L A S K A  9 9 8 1  1 - 0 0 0 1  

( 9 0 7 )  4 6 5 - 3 5 0 0  

F A X  ( 9 0 7 )  4 6 5 - 3 5 3 2  

W W W . G O V . S T A T E . A K . U S

May 20, 2003

The H onorable Gene T h erriau lt 
P residen t of the Senate 
A laska S ta te  Legislature 
S ta te  Capitol, Room 107 
J u n e a u , AK 99801-1182

D ear P residen t T herriault:

U nder the au thority  of art. Ill, sec. 18, of the A laska C onstitution, I am  
transm itting  a bill th a t would am end  AS 34.45, the Uniform  Unclaimed Property Act, to 
sh o rten  the tim e periods after w hich certain  unclaim ed property  is p resum ed  to be 
abandoned  and m u st be transferred  to the custody of th e  sta te .

A laska’s cu rren t unclaim ed property s ta tu te s  are b ased  on the 1981 version of the 
Uniform Unclaimed Property Act adopted by the N ational Conference of Com m issioners 
on Uniform  S tate  Laws. T hat Act, and  A laska's Act, are  in tended  to prevent people from 
losing their right to property th a t is justifiably theirs by requ iring  th a t unclaim e 1 
property  be transferred  to the s ta te  to act as  custod ian  once the  property is pre°iim ed 
abandoned . In 1995, the uniform  law com m issioners revised their Act to stream line th e  
process by which sta tes deal w ith unclaim ed property  a n d  b e tte r pro tect property  
owners.

One of the changes proposed in the 1995 revision is a  general shorten ing  of the 
tim e periods after which m ost unclaim ed property is p resum ed  to be abandoned  and  
m u st be transferred  to the custody  of the state. S horten ing  the time period benefits bo th  
the  s ta te  and  the owner of the  unclaim ed property. As th e  custod ian  for the  unclaim ed 
property, the property is available to the s ta te  as a  source of revenue, pending  the  
rightful owner’s claim. The rightful owner benefits by having  the  property transferred  a t 
an  earlier date to a  perpetual custod ian  with the stability to a ssu re  th a t the  property  will 
be there  w hen the owner com es forward to claim it.

I urge your early and favorable consideration of the  bill.

Sincerely,

Governor

mailto:GOVERNOR@GOV.STATE.AK.US
http://WWW.GOV.STATE.AK.US


SENATE COMMITTEE REPORT 
First Committee of Referral

DATE: 5/21/03 FURTHER:

Date of 5-Day Notice: ______  DATE TURNED
(in accordance with Uniform Rule 23) IN TO OFFICE:

State Affairs Committee considered SENATE BILL NO. 231

SB 231 DECREASE TIME TO CLAIM UNCLAIMED PROPERTY

"An Act shortening the time periods after which certain unclaimed property is presumed to be abandoned; 
and providing for an effective date."

and recommends: Senate Bill:

be replaced with______  CS _) S^Hiew title
House Bill:

[ ] adopt previous __  CS_________________________  ( ) [ ] same title
[ ] technical title

[ ] attached amendment(s) [ ] new: SCR #____

[ ] adopt Letter of Intent b y _________________________  Committee

[ ] further referral to __________________________  Committee

NEW FISCAL NOTE(S): PREVIOUS FISCAL NOTE(S):

Department Date Fiscal Zero FN#

[ ] APPROPRIATION - no fiscal note



SENATE FINANCE COMMITTEE

S I G N - I N

SB 231-DECREASE TIM E TO CLAIM  UNCLAIM ED PROPERTY

NAME: L p c o i  ^ LOT Subject/Bill NoT

C o . / D e p t , / T i t l e : ^ 0 ^ /  ^  Phone:

Address: ^ f ) f e  / l ^ - f l e c n ____________________ Zip:.

Do you wish to testify? V Y es No .Respond To Questions

NAME:

Co./Dept./Title: 

A ddress:______

Do you wish to testify? Yes No

Subject/Bill No:

Phone:------------

Zip:_________

.Respond To Questions

NAME:

Co./Dept./Title: 

Address:______

Do you wish to testify? Yes No

Subject/Bill No:

Phone:------------

Z ip:___________

.Respond To Questions

NAME:

Co./Dept./Title: 

Address:----------

Subject/Bill No:

Phone:------------

Z ip:___________

Do you wish to testify? Yes No .Respond To Questions

SFC-04
SB 231

4/26/04



s i t e : Off nets S U B J E C T  O F  M E E T I N G :

C O M M IT T E E : SFIN B I L L #  S B 2 3 1

DATE: 4 /2 6 / 0 4 U P D A T E #;

DO YOU WANT

PRINT YOUR NAME COMMUNITY REPRESENTING/AFFILIATION TESTIFY
Y o r N

T o d d  T h a k a r P r u d e n t i a l  F i n a n c i a l A n s .  ? ’ s



S I T E : ANCHORAGE S U B J E C T  O F  M E E T I N G  OR B I L L  #;

S B  2 3 1
C O M M IT T E E : SFIN

DATE: 4 - 2 6 - 0 4 U P D A T E #.*

DO YOU WANT

P RI N T YOUR NAME COMMUNITY REPRESENTING/AFFILIATION TESTIFY
Y o r N

Mary Ellen Beardsley Anchorage A. G. office Ans ? SB 231



SENATE FIN A N CE CO M M ITTEE 

S I G N - I N

SB 231-DECREASE TIM E TO CLAIM  UNCLAIM ED PRO PERTY

Co./Dept./Title: t m m J o n

Addr, , ,  ^ p 6

Do you wish to testify? Yes No

Zip:.

.Respond To Questions

NAME:

Co./Dept./Title: 

A ddress:_______

Do you wish to testify? Yes  No

Subject/Bill No:

P hone:------------

Z ip :___________

.Respond To Questions

NAME:

Co./Dept./Title: 

Address:_______

Do you wish to testify? Yes  No

Subject/Bill No:

P hone:------------

Z ip :___________

.Respond To Questions

NAME:

Co./Dept./Title: 

A ddress:_______

Do you wish to testify?

SFC-04
SB 231

Yes  No

Subject/Bill No:

Phone:------------

Z ip :___________

.Respond To Questions

4/16/04



S I T E : ANCHORAGE

C O M M IT T E E : SFIN 

DATE: 4 - 1 6 - 0 4

SUBJECT OF MEETING OR BILL #: 

S B  2 3 1  

U P D A T E #:

P R I N T  YOUR NAME COMMUNITY REPRESENTING/AFFILIATION

DO YOU WANT

TESTIFY
Y o r N

M a r y  E l l e n  B e a r d s l e y A n c h o r a g e A t t o r n e y  G e n e r a l  O f f i c e \ n s  ? s  S B  2 3 1



s i t e : Off nets S U B J E C T  O F  M E E T I N G :

C O M M IT T E E : S F IN B I L L  # S B 2 3 1

DATE: 4/16/04 U P D A T E #;

P R I N T  Y O U R  NAME COM M UNITY REPRESENTING/AFFILIATION

DO YOU WANT
TESTIFY  
Y or N

T o d d  T h a k a r P r u d e n t i a l  F i n a n c i a l A n s ,  ? ’ s
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IOUSE COMMITTEE REPOI
(ii)
Date Referred to Committee: May 7, 2004 FURTHER REFERRALS:

Date of Committee Action:

Tlie FINANCE Committee considered: CSSB 232(FIN)

CS FOR SENATE BILL NO. 232(FIN) RETIREMENT:TEACHERS/JUDGES/PUB EMPLOYEES
"An Act relating to federal tax requirements for and other provisions of the teachers' retirement system, the public 
employees' retirement system, and the judicial retirement system; removing village public safety officers from the public 
employees' retirement system; eliminating the public employees' retirement system conditional duty to refund contributions 
under $1,000 to inactive employees; limiting service credit for village public safety officer service in the public employees' 
retirement system to five years; and providing for an effective date."

Recommends it be replaced with [ ] IICS or [ ] CS for_______________________________________ (__________)
For Senate Bills with new title: [ ] Technical Title [ ] New Title: IICR_________ [ ] Same Title [ ] New Title

[ ] attach amendments
[ ] add new referral t o ______________Committee
[ ] Letter of Intent____________ Committee
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Abbrev 
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COR
CRT
EED
DEC
DFG
GOV
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LAW
LWF
MVA
DNR
Dl'S
REV
DOT
UA
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FISCAL NOTE

Revision Dale/Time (Note if correction): 2-9-04 11:41 a.m. Dept. Affected]_____
T it le  An Act relating lo federal requirements for novemmenlal plan R DU v a r io u s
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Expenditures/Revenues_____________________________ (Thousands of Dollars)

STATE OF ALASKA Fiscal Note Number;
2004 LEGISLATIVE SESSION Bill Version:
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DEPARTMENT OF ADM INISTRATION

PO BOX 110203 
JUNEAU. AK 99811-0203 
TDD: (907) 465-2805
FAX: (907) 4G5-3086
PHONE: (907) 465-4460
TOLL-FREE 1-800-821-2251

F R A N K  H . M U R K O W S K I ,  G O V E R N O R

DIVISION OF RETIREMENT AND BENEFITS

Sectional Analysis 
2004 Session -  CSSB 232 (FIN)

This is an A ct relating lo federal tax requirements for and other provisions of the 
teachers’ retirem ent system, the public em ployees’ retirement system, and the judicial 
retirement system; rem oving village public safety officers from the public em ployees’ 
retirement system, delete requiring the PERS from refunding accounts under $1,000 to 
inactive employees.

The changes introduced with this substitute add the changes requested by the Internal 
Revenue Service. It also repeals prior legislation (SB 145, 2001 Legislative Session) 
which would have allowed village public safely officers (VPSO) employed under the 
village public safety officer program to become members of the public em ployees’ 
retirement system. The repeal of the inclusion o f VPSOs in PERS results directly from a 
specific negative Private Letter Ruling that does not allow for the inclusion of VPSOs in 
PERS as specified in SB 145.

Section 1 States that the purpose of this Act is that the retirement systems continue 
lo meet governmental plan qualifications of the Internal Revenue Code. To also make 
changes so members can take advantage o f changes in federal lax laws to better plan 
retirement.

Sect ions 2 - 1 5  re la te  to the T each ers’ R etirem ent System

Section 2 Provides for a new subsection that stales that no amendment to the TRS 
statutes are meant to provide a vested right to a benefit if  the IRS determines that the 
amendment would result in disqualification of the plan under the Internal Revenue Code.

Section 3 Uses the broader definition of “member or m em ber’s” versus the previous
use o f “teacher or teacher’s” . A member is more in line with how the IRC refers to plan 
participants.

(This reference change to “member(s)” versus “teacher(s)” or “em ployee(s)” is 
throughout the entire legislation.)

Section 4 Makes the claiming of BIA service optional. The prior language makes
the service claim mandatory.

Section 5 M akes the reinstatement of prior service, because of a previous refund of
contributions, optional. The prior language makes the reinstatement mandatory.
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Section 6 Specifies m ember(s) rather than teacher(s) in the affected statute.

Section 7 Allows additional sections in TRS to be paid for by pre-tax transfers and
contributions, not previously included.

Section 8 Further clarifies the tax law requirements relating to the purchase o f
sendee credits through a salary reduction program and conform s the statute to those rules
acceptable to the IRS. It adds additional sections where contributions would be 
acceptable, highlights the fact that the selection is irrevocable, and when contributions 
must cease.

Section 9 Further clarifies the tax law requirements relating to the purchase o f
service credit through transfers from other plans, and the coordination required with a 
salary reduction program.

Section 10 Updates the sections related to purchase o f  service credits. Conforms this 
subsection to new additions in other subsections.

Section 11 Conforms the referenced section o f  the system statute with the IRC date o f
applicability.

Section 12 Conforms the referenced section o f  the system  statute with the IRC date o f
applicability.

Section 13 Makes the requirement that the assumptions, factors, and methods that
form the basis o f  actuarial adjustment factors m ust be specified in regulation.

Section 14 Indicates that “ teacher” or “ member” is intended to be used
interchangeably (the purpose lo reduce confusion as to whom a particular section applies 
to).

Sections 1 5 -1 9  rela te  to the Jud ic ia l R etirem en t System

Section 15 Further specifies when a Judge or Justice becom es a member in JRS.

Section 16 Further specifies when the administrative director o f the Alaska court
system becom es a member o f  JRS.

Section 17 Makes the stipulation that no amendment to the JRS statutes are meant to 
provide a vested right to a benefit if  the IRS determines that the amendment would result 
in disqualification o f  the plan under the Internal Revenue Code.

Section 18 Specifies vesting criteria in the event o f term ination o f  the JRS plan.

Section 19 Makes the requirement that the assumptions, factors, and methods that
form the basis o f  actuarial adjustment factors must be specified in regulation.
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Secl.iQii.5_2i) - 30 re la te  to the Public E m ployees’ R e tirem en t Svstem

Section 20 Makes the stipulation that no amendment to the PERS statutes are m eant 
lo provide a vested right to a benefit i f  the IRS determines that the amendment would 
result in disqualification o f  the plan under the Internal Revenue Code.
Section 21 Removes Village Public Safety Officers employed by a nonprofit regional
corporation as included PERS members by virtue o f  their employment status with the 
nonprofit regional corporation.

Section 22 Further clarifies the tax law requirements relating to the purchase o f
service credits through a salary reduction program and conforms the statute to those rules 
acceptable to the IRS. It adds additional sections where contributions would be 
acceptable, highlights the fact that the selection is irrevocable, and when contributions 
m ust cease.

Section 23 Further clarifies the tax law requirements relating to the purchase o f 
service credit through transfers from other plans, and the coordination required with a 
salary reduction program.

Section 24 Removes the requirement for a m em ber to cash out their account if  they
have less than five years o f  service and less than $1,000 in their refundable balance.

Section 25 Part o f  the coordinated VPSO changes.

Section 26 Conforms the referenced section o f the system statute with the IRC dale o f
applicability.

Section 27 Conforms the referenced section o f  the system statute w ith the IRC date o f
applicability.

Section 28 Makes the requirement that the assumptions, factors, and methods that
form the basis o f  actuarial adjustment factors must be specified in regulation.

Section 29 Part o f  the coordinated VPSO removal. Removes a nonprofit regional
corporation who employees VPSOs as an eligible employer.

Section 30 Part o f  the coordinated VPSO removal.

U ncodifed Law C hanges related  to indicated  nlans

Section 31 Stipulates when certain statutes apply to conform them with the Internal
Revenue Code.

Section 32 Repeals a prior part o f  the Uncodificd Law that applied to certain
contributions that could not take place until the IRS approved them.
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Section 33 A reviser’s instruction to change section titles in PERS and TRS.

Effective Pate

Section 34 Immediate effective date of the Act.
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TA X  EXEMPT A N D  
GOVERNMENT E N TIT IE S  

DIVISION

DEPARTMENT OF THE TREASURY
IN T E R N A L  R E V E N U E  S E R V IC E  

W A S H IN G T O N , D .C . 2 0 2 2 4

AUG I 3 2D03

State of Alaska 
PO Box 110203 
Juneau, AK 99811-0203

Attn: Melanie A. Millhorn, Director
Public Employees' Retirement System of Alaska

R E C E I V E D

AUG 1-9 2003
Div. of Ret. & Benefits

Legend:

State

Department B 

Plan X

Group C Employees

Statute D

ActE

Code F 

Manual G 

Program H 

Community Officers

= State of Alaska

= Alaska Department of Public Safety

= Public Employees' Retirement System 
of Alaska

= Employees of the State of Alaska and its 
political subdivisions, public corporations and 
public organizations, and employees of other 
employers whose participation in the Public 
Employees' Retirement System of Alaska 
is authorized by Statute D

= Alaska Statutes Title 39. Chapter 35.
Sections 39.35.010 et seq.

= The Alaskan Native Claims Settlement Act of 
1971, 43 U.S.C. Sections 1601 et seq.

= Alaska Administrative Code

= Village Public Safety Officer Field Manual

= Village Public Safety Officer Program

= Village Public Safety Officers

Number J = Eighty-five



2

K Corporations = Aleutian Pribilof islands Association,
Association of Village Council Presidents, 
Bristol Bay Native Association,
Chugachmiut,
Kodiak Area Native Association,
Kawerak,
Tanana Chiefs Conference,
Maniilaq Manpower,
Central Council Tlingit Haida Indian Tribes of 
Alaska

Dear Ms. Millhorn:

This is in response to correspondence dated October 16,2001, as supplemented 
by additional correspondence dated February 1, 2002, March 15, 2002, May 16, 
2002, November 1, 2002, November 15, 2002, November 27, 2002, December 6, 
2002, March 31,2003 and May 6, 2003, from your authoriz -'resentatl'/e, in 
which you request a ruling on whether the status of P lan'  ^mmental
plan under §414(d) of the Internal Revenue Code (“the f  ,e adversely
affected by the inclusion of Community Officers.

The following facts and representations have been submitted:

Pursuant to Statute D, the State created Plan X (also referred to herein as “the 
System") in 1961 as a defined benefit pension and retirement system to provide 
retirement and other benefits for Group C Employees. Plan X is intended to meet 
the qualification requirements of Code §401 (a) to the extent that section applies 
to a governmental plan within the meaning of §414(d) of the Code.

Effective January 1,1987, all participating employees are required to contribute a 
percentage of their compensation to Plan X. No option to receive this amount in 
cash has ever been permitted. Statute D also allows the State to pick up and pay 
the mandatory contributions to Plan X pursuant to §414(h) of the Code. As of 
January 1,1987, the State has treated the employee contributions in a manner 
consistent with §414(h)(2).

In 1985, the State established Program H within Department B pursuant to State 
Statute. Program H was established to assist local governments and villages in 
protecting life and property in rural areas of the State and to provide probation 
and parole supervision services. Program H, however, was not designed to be a 
village or community police force. Under Program H the role of a Community
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Officer is more than just law enforcement, and the vast majority of requests for 
the services of a Community Officer are for non-criminal matters. The Community 
Officer provides (1) support in the rendering of emergency medical services, (2) 
search and rescue support, (3) fire safety and prevention support, (4) water and 
boating safety, and (5) minor law enforcement service to a community, primarily 
the handling of misdemeanor infractions of the State’s criminal code. Community 
Officers are not obligated to respond to or participate in any type of armed 
conflict. In accordance with Code F, Community Officers are prohibited under the 
state funding grants from carrying firearms in the regular course of their duties, 
except in an emergency.

Community Officers are employed by certain K Corporations established 
pursuant to Act E. All K Corporations (which may be nonprofit or for profit) 
employing Community Officers intended to be covered by this ruling are 
organized under state law as nonprofit corporations and have been in existence 
prior to the establishment oFProgram H. Under Act t ,  Native Indians of the State 
own the stock in the K Corporations. The State, including Department B, does 
not participate in the selection of the board of directors for the K Corporations. 
The involvement of K Corporations in Program H is separable from the other 
activities and functions of the K Corporations.

Program H is funded through grants issued by Department B. Department B and 
the K Corporations enter into a written grant agreement detailing the Program 
responsibilities and duties. Program H sets fo ih  detailed policies and procedures 
that must be followed in order for a grant to be approved and maintained. In 
addition, several key personnel positions are required by the Program H enabling 
legislation to ensure that Program H operates as intended and in accordance 
with State Statutes. The written agreement between Department B and a K 
Corporation must also name the K Corporation as the employer, for all purposes, 
of a Community Officer.

State Troopers are Department B employees. A State Trooper is responsible for 
making periodic visits to a village or community in which a Community Officer 
has been assigned, acting as a mentor and as a liaison between the Department 
and the community or Community Officer, providing on-the-job training to the 
Community Officer, reviewing the Community Officer’s log book, monitoring the 
Community Officer for compliance with applicable rules and providing the K 
Corporation with an evaluation of the Community Officer’s performance. Slate 
Troopers, however, do not supervise the daily activities of Community Officers. 
The State Trooper is responsible for providing state law enforcement services to 
a village or community to which a Community Officer is assigned. The
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Community Officer is not a police officer, and ultimate responsibility for criminal 
law enforcement lies with the State Trooper, particularly in regard to crimes more 
serious in nature than mere misdemeanor violations.

State Trooper superiors participate in the review of certain Program H 
documentation required to be provided by the K Corporation to Department B. 
The Program H Coordinator is a Department B position that has responsibility for 
overseeing the overall operation of the Program. The K Corporation Coordinator 
is an employee of the K Corporation who has responsibility for evaluating the 
performance of Community Officers, as well as allocating and distributing the 
funds supplied by a grant.

The K Corporation may not use grant money to employ a Community Officer for 
a particular village unless the village, through its governing body, enters into a 
written agreement with the K Corporation. According to relevant provisions of 
Code F, the village or community, in its agreement with the K Corporation, sets 
out the job description for the Community Officer, specifying duties that the 
community expects the officer to perform. The community also names a local 
supervisor to assume the daily control of the Commur 'ty Officer’s work and to act 
as a liaison between the Community Officer and the community. The party 
responsible for supervision of the daily activities of a Community Officer is 
identified in Code F as the “governing body" of the village or community. The 
“governing body" means the elected city council, traditional council, or elders 
council that the State recognizes as having governmental functions and that the 
K Corporation accepts as appropriate to supervise ihe daily activities of a 
Community Officer. All non-criminal activity (the majority of the work) conducted 
by the Community Officer is at the direction and priority of the village councils. 
Currently there are approximately the Number J of villages or communities to 
which a Community Officer has been assigned.

The written agreement between the K Corporation and the village or community 
recognizes that the Community Officer is an employee of the K Corporation. In 
the resolution of any dispute arising under the agreement, including the removal 
of a Community Officer from the position and the position from the village or 
community, the President of the K Corporation, or his or her designee, has final 
and conclusive authority to resolve the dispute.

The State represents that Department B has control over Program H by virtue of 
the fact the K Corporations and the Community Officers are subject to 
regulations, policies and procedures that are found in the Program H authorizing 
legislation, the grant agreement, Code F and Manual G. The State maintains that 
these rules, policies and procedures that the K Corporations and Community 
Officers must adhere to are enforceable by Department B by (1) controlling the
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grant of authority and funding, (2) monitoring of Community Officers by the State 
Trooper, and (3) the requirement by authorizing legislation of a State Trooper, K 
Corporation Coordinator, and a Program H Coordinator to ensure that the 
program operates as intended.

The State proposes to permit the K Corporations to adopt the System as the 
retirement benefit plan for persons employed as Community Officers. Based on 
the foregoing facts and representations, you requested the following rulings:

1. That the adoption of the System by certain K Corporations with respect 
to Community Officer employees only, will not adversely affect the 
System’s status as a governmental plan within the meaning of Code 
§414(d).

2. That the mandatory employee contributions paid to the System by the 
State on behalf of the Community Officer employees, will qualify as 
“picked-up" contributions within the meaning of §414(h)(2) of the Code.

Section 414(h)(2) of the Code provides that, in the case of any plan established 
by the government of any State or political subdivision thereof, or by any agency 
or instrumentality of any of the foregoing, where the contributions of employing 
units are designated as employee contributions but where any employing unit 
picks up the contributions, the contributions so picked up wili be treated as 
employer contributions.

Section 414(d) of the Code provides that a governmental plan means a plan 
established and maintained for its employees by the Government of the United 
States, by the government of any State or political subdivision thereof, or by any 
agency or instrumentality of any of the foregoing.

Revenue Ruling 89-49,1989-1 C.B. 117, provides that a plan will not be 
considered a governmental plan merely because the sponsoring organization 
has a relationship with a governmental unit or some quasi-govemmental power.
It holds that one of the most important factors to be considered in determining 
whether an organization is an agency or instrumentality of the United States or 
any state or political subdivision thereof is the degree of control that the federal 
or state government has over the organization's everyday operations. Other 
factors listed in Revenue Ruling 89-49 include: (1) whether there is specific 
legislation creating the organization; (2) the source of funds for the organization;
(3) the manner in which the organization's trustees or operating board are 
selected; and (4) whether the applicable governmental unit considers the
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employees of the organization to be employees of the applicable governmental 
unit. Although all of the above factors are considered in determining whether an 
organization is an agency of a government, the mere satisfaction ci one or all of 
the factors is not necessarily determinative.

In the instant case, applying the principles set forth in Revenue Ruling 89-49, 
we find the degree of control exercised by the State over the daily operations of 
the Community Officers to be minimal, with control in the hands of the K 
Corporation and the village or community to which a Community Officer is 
assigned.

As represented, a Community Officer is subject to monitoring by a State Trooper, 
an employee of Department B. The State Trooper’s superior participates in the 
review of certain Program H documentation that must be provided by the K 
Corporation to Department B. The Program H Coordinator is a Department B 
position that has responsibility for overseeing the overall operation of the 
Program.

The State has not demonstrated that the aforementioned Departmental positions 
control or supervise the daily activities o f Community Officers. The monitoring 
provided by the State Trooper consists of periodic visits with Community Officers, 
mentoring and other administrative duties. There has been no representation that 
the Program H Coordinator is involved with the daily activities of a Community 
Officer. In addition, Manual G, a Department B field manual for Community 
Officers, states that the K Corporation Coordinator, an employee of the K 
Corporation, is responsible for evaluating the performance of Community 
Officers. The Manual further provides that in completing the evaluation, the 
"community representative" responsible for the Community Officer’s supervision, 
the individual Community Officer and the assigned State Trooper are contacted 
for comment.

Further, the K Corporation may not employ a Community Officer for a particular 
village unless the village, through its governing body, enters into a written 
agreement with the K Corporation setting forth the duties that the village or 
community expects the Community Officer to perform. In Code F, the term 
"village" is defined to mean a community with a population of less than 1,000 
individuals. The community representative responsible for supervision of the daily 
activities of a Community Officer is identified in Code F as the “governing body" 
of the village or community. The "governing body” means the elected city council, 
traditional council, or elders council that the State recognizes as having 
governmental functions and that the K Corporation accepts as appropriate to 
supervise the daily activities of a Community Officer.
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Considering the other factors set forth in Rev. Rul. 89-49, the enabling legislation 
for Program H did not establish the K Corporations or specify that the K 
Corporations would be the vehicle or medium to implement Program H. The K 
Corporations were already in place throughout the State when Program H was 
established.

Funding for Program H is provided entirely by Department B through grants to 
the K Corporations. The State maintains that it controls the K Corporations due to 
the fact that Department B, in its discretion, may terminate a grant if the K 
Corporation or a participating village or community is not complying with all the 
Program policies and procedures. However, the State's argument that it controls 
the K Corporations and the Program, through funding, is diminished by the fact 
that the K Corporation Coordinator, a K Corporation employee, has responsibility 
for the allocation and distribution of funds supplied by the state grant. The K 
Corporations formally employ the Community Officers, enter into contracts 
specifying the terms of Proqram H and pay officers’ salaries with the funds 
granted by the State. Although Program H is supported by State funds, we do not 
find this factor to be determinative of agency or instrumentality status in this case 
because the K Corporations possess the authority to allocate the funds. No 
funded Community Officer position can be assigned to a requesting village or 
community unless the K Corporation, not the State, enters into a written 
agreement with the village or community.

The State, including Department B, does not participate in the selection of the 
board of directors for the K Corporations. Pursuant to Act E, the management of 
the K Corporation is vested in a board of directors, all of whom shall be 
stockholders over the age of eighteen (the stockholders of the K Corporations 
are Native Indians of the State). Due to the fact that the State does not 
participate in the selection process, the board of directors is not controlled by the 
State. Thus, the State does not possess the requisite degree of control over the 
K Corporation decision-making process in the day to day implementation of 
Program H (i.e., through lack of control over key personnel such as the K 
Corporation Coordinator).

Finally, Community Officers are not employees of the State or a political 
subdivision thereof. State Statute requires that Department B and the K 
Corporation enter into an agreement in which, among other requirements, there 
must be a provision that names the K Corporation as the employer, for all 
purposes, of a Community Officer. The K Corporation may not use grant money 
to employ a Community Officer to serve in a particular village or community 
unless the village or community, through its governing body, enters into a written 
agreement with the K Corporation. The written agreement between the K
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Corporation and the village or community recognizes that the Community Officer 
is an employee of the K Corporation, and that in the resolution of any dispute 
arising under the agreement, including the removal of a Community Officer from 
the position, the President of the K Corporation, or his or her designee, has final 
and conclusive authority to resolve the dispute.

The State has represented that the villages or communities to which a 
Community Officer has been assigned, as incorporated municipalities or 
unincorporated villages, are political subdivisions of the State. Although we find 
that the village or community may exert a significant degree of supervision over 
the daily activities of a Community Officer, we must conclude that the Community 
Officer is an employee of the K Corporation and that the K Corporation exerts the 
ultimate degree of control over a Community Officer's employment.

Thus, we conclude that the K Corporalion(s) is not an agency or instrumentality 
of the State or a political subdivision thereof. Accordingly, as for the first ruling 
requested, we find that the inclusion in Plan X of Community Officers, who are 
employees of a K Corporation which does not qualify as an agency or 
instrumentality of the State or a political subdivision of the State, will adversely 
affect the status of Plan X as a governmental plan under §414(d) of the Code.

Similarly, because we have determined in accordance with Revenue Ruling 89- 
49, that a K Corporation does not qualify as an agency or instrumentality of the 
State or a political subdivision thereof, it is concluded with respect to ruling 
request two that the applicability of the provisions of §414(h)(2) of the Code to 
Plan X will be adversely affected by including as members therein the 
Community Officer employees of the K Corporations, and that the mandatory 
contributions of such employees to Plan X which may be assumed and paid by 
the State will not qualify as "picked-up" contributions within the meaning of 
§414(h)(2) of the Code.

This ruling is directed only to the taxpayer that requested it. Section 6110(k) of 
the Code provides that it may not be used or cited by others as precedent.
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A copy of this ruling is being sent to your authorized representative pursuant to a 
power of attorney on file in this office. Should you have any questions pertaining 
to this ruling, you may contact Denise Y. Bowen (ID #  50-21343) of this office at 
(202) 283-9580.

Enclosures:
Deleted Copy of the Ruling
Notice of Intention to Disclose, Notice 437

cc: Thomas M. Mayer
400 One Financial Plaza 
Minneapolis, MN 55402

EP Area Manager Pacific Coast Area, STOP 7000 
Internal Revenue Service 
300 N. Los Angeles Street 
Los Angeles, CA 90012-3335

Sincerely yours,

Donzell H. Littlejohn Acting Manager, 
Employee Plans Technical Group 1
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IN THE LEGISLATURE OF THE STATE OF ALASKA 

TW ENTY-THIRD LEGISLATURE - SECOND SESSION

BY T H E  SEN A TE  F IN A N C E  C O M M IT T E E

Offered :
Refer red :

Sponsor(s ) : SE N A T E  RU LES  C O M M IT T E E  BY R EQ U EST  O F  T H E  G O V ER N O R

A BILL 

FOR AN ACT ENTITLED 

"An Act relating to federal tax requirements for and other provisions of the teachers' 

retirement system, the public employees' retirement system, and the judicial retirement 

system; removing village public safety officers from the public employees' retirement 

system; eliminating the public employees' retirement system conditional duty' to refund 

contributions under SI,000 to inactive employees; limiting sendee credit for village 

public safety officer service in the public employees' retirement system to five years; and 

providing for an effective date."

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

* Section 1. The uncodified law o f the State o f A laska is amended by adding a new section 

to read:

PURPOSE. The purpose o f this Act is to

(1) ensure that the teachers' retirement system, the public employees' 

retirement system, and the judicial retirement system continue to m eet governmental plan

CS FOR SENATE BILL NO. 232(FIN)
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1 qualifications set by the Internal Revenue Service so that those plans may qualify for

2 favorable federal tax treatment; and

3 (2) implement changes in those retirement system s so that members can take

4 advantage o f changes in federal tax laws and better plan their retirem ent.

5 * Sec. 2. AS 14.25.010(b) is amended by adding a new subsection to read:

6 (c) An amendment to this chapter does not provide a person with a vested

7 right to a benefit if  the Internal Revenue Sendee determ ines that the amendment will

8 result in disqualification o f  the plan under the Internal R evenue Code.

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

10 (a) Except as provided in (c) o f  this section, beginning January 1, 1991, each

11 m em ber ITEACHER1 shall contribute to the system an am ount equal to 8.65 percent

12 o f the m em ber's  ITEACHER'Sl base salary accrued from  July 1 to the following

13 June 30. The emplover shall deduct the contribution from the m em ber’s

14 [TEACHER'S] salary at the end o f each navroll period, an d  th e  con tribu tion  shall be

15 credited bv the svstcm  to the m em ber con tribu tion  account. The contributions

16 shall be deducted from employee compensation before the computation o f applicable

17 federal taxes and shall be treated as employer contributions under 26 U.S.C. 414(h)(2).

18 A member may not have the option o f making the payroll deduction directly in cash

19 instead o f  having the contribution picked up by the employer.

20 * See. 4. AS 14.25.060(a) is amended to read:

21 (a) If  a member first joined the svstcm [SERVICE1 before July 1, 1990, and

22 has military service or A laska Bureau o f Indian Affairs (BIA ) sendee, or if  a member

23 ioined the svstem before Julv 1. 1978. and has creditable outside service, the m em ber

24 m av claim  this sendee. I f  the m em ber claims the sen d ee , the member is indebted

25 to the system as follows:

26 (1) a t [AT] the time o f first becoming a m em ber o f  the system, the

27 arrearage indebtedness is seven percent o f the base salary multiplied by the total

28 number o f  vears o f creditable outside, military, and A laska BIA service: the [. THE]

29 administrator shall add compound interest at the rate prescribed by regulation to the

30 arrearage indebtedness beginning July 1, 1963, or at the time the member first

31 becomes eligible to claim the sendee, whichever is later, to  the date o f payment or the

L
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date o f  retirem ent, whichever occurs first^ [.]

(2) if [IF] a member term inates from the system and is subsequently 

reemployed as a member, the arrearage indebtedness to the system for outside, 

military, or A laska BIA service accumulated in the interim is seven percent o f  the base 

salary upon reentering membership service, m ultiplied by the number o f  years of 

interim outside, military, and Alaska BIA service: compound [. COMPOUND] 

interest at the rate prescribed by regulation shall be added to tire arrearage 

indebtedness beginning July 1, 1963, or the date o f reemployment as a member, 

whichever is later, to the date o f payment or the date o f retirement, whichever occurs 

First.

* See. 5. AS 14.25.062 is amended to read:

Sec. 14.25.062. Reinstatement indebtedness. A member [TEACHER] who 

has received a refund o f contributions in accordance with AS 14.25.150 forfeits 
corresponding credited sendee under this chapter. A member may elect to 
reinstate credited sendee associated with the refund by repaving the total amount 
of the refund. If an election is made under this section, an indebtedness [IS 

INDEBTED] to the system in the amount o f  the total refund shall be established. 
Compound interest at the rate prescribed by regulation shall be added to the 

reinstatem ent indebtedness from the date o f the refund to the date o f repaym ent or he 

date o f  retirem ent, whichever occurs first.

* Sec. 6. AS 14.25.070 is amended to read:

Sec. 14.25.070. C ontribu tions by em ployer. An employer shall contribute to 

the system an am ount equal to the percentage, as certified by the administrator, o f the 

sum total o f  the base salaries o f  all m em bers [TEACHERS] that is required in 

addition to m em b er [TEACHER] contributions to provide the benefits o f this chapter 

times the sum total o f the base salaries paid to m em bers [TEACHERS], including any 

adjustments to contributions required by AS 14.25.173(a), by the employer.

* Sec. 7. AS 14.25.075(a) is amended to read:

(a) An employee who is eligible to purchase credited service under 

AS 14.25.047 or 14.25.048, a member who is eligible to purchase credited service 

under AS 14.25.048. 14.25.050. 14.25.060 [AS 14.25.060], 14.25.061, 14.25.062,

-3-
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[OR] 14.25.100, or 14.25.107, or a teacher who is eligible to purchase credited service 

under AS 14.20.345, AS 14.25.050, 14.25.062, or 14.25.105 [IS A MEMBER FOR 

PURPOSES OF THIS SECTION. A MEMBER], in lieu o f m aking payments directly 

to die system, may elect to have the member's em ployer make paym ents as provided 

in this section.

* See. 8. AS 14.25.075(b) is amended to read:

(b) A member may elect to have the em ployer make paym ents for all or any 

portion o f the amounts payable for the member's purchase o f  credited service through 

a salary reduction program as follows:

(1) the amounts paid under a salary reduction program  are in lieu o f 

contributions by the member making the election; the electing member's salary or 

other compensation shall be reduced by the amount paid by the em ployer under this 

.subsection [SECTION];
(2) the member shall make an irrevocable election under this 

subsection [SECTION] to purchase credited service as perm itted in AS 14.20.345, 

AS 14.25.047, 14.25.048, 14.25.050, 14.25.060, 14.25.061. AS 14.25.062, 14.25.100, 

[OR] 14.25.105. or 14.25.107 before the member's term ination o f  employment; the 

irrevocable election must specify the number o f payroll periods that deductions will 

be made from the member's compensation and the dollar am ount o f  deductions for 

each payroll period during the specified number o f  payroll periods: the deductions 
made under this paragraph cease upon the earlier of the member's termination 
of employment with the employer or the member's death: amounts paid bv an 
employer under (f) of this section may not be applied toward the payment of the 
dollar amount of the deductions representing the portion of the credited service 
that is being purchased bv the member through payroll deduction in accordance 
with the member's irrevocable election under this paragraph;

(3) [A MEMBER WHO MAKES AN ELECTION UNDER THIS 

SECTION TO HAVE THE EMPLOYER M AKE PAYM ENTS FOR LESS THAN 

ALL OF THE AMOUNTS PAYABLE FOR THE M EM BER’S PURCHASE OF 

CREDITED SERVICE MAY SUBSEQUENTLY ELECT TO HAVE THE 

EMPLOYER M AKE PAYMENTS FOR ALL OR ANY PORTION OF THE

CSSH 232(F1N) -4-
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1

1 REM AINING AMOUNTS PAYABLE FOR THE M EM BERS PURCHASE OF

2 CREDITED SERVICE;

3 141] amounts paid bv an em ployer under this subsection TSECTIONl

4 shall be treated as employer contributions for the purpose o f determining tax treatment

5 under 26 U.S.C. (Internal Revenue Code); the amounts paid by the em ployer under

6 this section may not be included in the member's gross income for income tax

7 purposes until those amounts are distributed by refund or retirement benefit payments.

8 * See. 9. AS 14.25.075(f) is amended to read:

; 9 (f) The [TO THE EXTENT THAT A PAYM ENT UNDER THIS SECTION

10 DOES N O T ALTER, AMEND, OR REVOKE ANY ONE OR MORE CURRENTLY

11 EFFECTIVE ELECTIONS MADE BY THE EMPLOYEE, THE] board may accept

12 rollover [EM PLOYEEl contributions from a member, and direct transfers as

13 described in the subsection, for the purchase, in whole or in part, of forfeited

14 credited service under this section for the reinstatement, in whole or in part, of

15 forfeited credited service under AS 14.25.062. Contributions made under this

16 subsection mav not be applied to purchase sendee being paid under (b) of this

17 section. A rollover contribution or transfer as described in this subsection L

18 WHICH] shall [ALSO] be treated as em ployer contributions for the purpose o f

19 determining tax treatment under the Internal Revenue Code and mav be m ade [. FOR

20 THE PA Y M EN T FOR CREDITED SERVICE PURCHASES MADE UNDER THIS

21 SECTION IN W HOLE OR IN PART,] by any one or a combination o f  the following

22 methods:

23 (1) subject to the limitations prescribed in [26 U.S.C. 401(a)(3) AND]

24 26 U.S.C. 402(c), accepting eligible rollover distributions directly from one or more

25 retirement program s o f another employer that are qualified under 26 U.S.C. 401(a) or

26 accepting rollovers dircctlv from a m em ber IAN EMPLOYEE];

27 (2) subject to the limitations prescribed in 26 U.S.C. 40S(d)(3)(A)(ii),

28 accepting from a member [AN EMPLOYEE] conduit rollover contributions that are

29 received bv the member [EMPLOYEE1 from one or more conduit rollover individual

30 retirement accounts previously established bv the member [EMPLOYEE];

31 (3) subject to the limitations prescribed in 26 U.S.C. 403(b)(13),

L
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accepting direct trustee-to-trustee transfers o f all or a portion o f  the accounts of the

m em ber [EMPLOYEE], on o r [AND] after January 1, 2002, from a tax sheltered

annuity described in 26 U.S.C. 403(b);

(4) subject to the limitations prescribed in 26 U.S.C. 457(e)(17),

accepting direct trustee-to-trustee transfers o f all or a portion o f  the accounts o f the

m em ber [EMPLOYEE], on o r [AND] after January 1,2002, from an eligible deferred 

compensation plan o f a tax-exempt organization or a state or local government 

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

(5) accepting direct trustee-to-trustee transfer from an account 

established for the benefit o f  the member in AS 39.30.150 - 39.30.180 (Alaska 

Supplemental Annuity Plan).

* Sec. 10. AS 14.25.075(i) is amended to read:

(i) On satisfaction o f the eligibility requirements o f  AS 14.20.345, 

AS 14.25.047, 14.25.048, 14.25.050, 14.25.060, 14.25.061, 14.25.062, 14.25.100, 

[OR] 14.25.105, o r 14.25.107, the requirements o f this section, and the administrative 

filing requirements specified by the board, the system shall adjust the member's 

credited service history and add any additional service credits acquired.

* Sec. 11. AS 14.25.110(k) is amended to read:

(k) F o r svstcm fiscal years beginning a fte r D ecem ber 31. 1975. and 

no tw ithstand ing  [NOTW ITHSTANDING] any other provision o f  this chapter, the 

projected annual benefit provided by this chapter and the benefit from all other defined 

benefit plans required to be aggregated with the benefits from this system under the 

provisions o f  26 U.S.C. 415 may not increase to an amount in excess o f  the amount 

permitted under 26 U.S.C. 415 at any time. In the event that any projected annual 

benefit o f  a member exceeds the limitation o f  26 U.S.C. 415 for a lim itation year, the 

system shall take any necessary remedial action to correct an excess accrued annual 

benefit. The provisions o f  26 U.S.C. 415, and the regulations adopted under that 

statute, as applied to qualified defined benefit plans o f  governmental employers are 

incoiporated as part o f the terms and conditions o f the system. This subsection applies 

to any m em ber o f this system.

* See. 12. AS 14.25.165(h) is amended to read:
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New T ex t Underlined [DELETED TEXT BRACKETED)



1 ♦
•

1

23-GS1009U

(h) Unless otherwise speci fied, the provisions o f this section apply to calendar

2 years beginning on or after January 1, 1983 [1989].

3 * Sec. 13. AS 14.25.220(2) is amended to read:

4 (2) "actuarial adjustment" means tire adjustment necessary to obtain

5 equality in value o f  the aggregate expected paym ents under two different forms o f

6 pension paym ents, considering expected mortality and interest earnings on the basis o f

7 assumptions, factors, and methods specified in regulations issued under the

8 system that arc formally adopted under AS 14.25.022 bv the board and that

9 clearly preclude employer discretion in the determination of the amount of any
10 member’s benefit [TABLES REFERRED TO IN THE INFORMATION

11 HANDBOOK PUBLISHED UNDER AS 14.25.030(5)];

12 * Sec. 14. AS 14.25.220(42) is amended to read:

13 (421 "teacher" and fORl "member" are used interchangeably under

14 this chapter and mean [MEANS] a person eligible to participate in the system and

15 who is covered by the system, limited to

16 (A) a certificated full-time or part-time elementary or

17 secondary teacher, a certificated school nurse, or a certificated person in a

18 position requiring a teaching certificate as a condition o f employment in a

19 public school o f the state, the Departm ent o f Education and Early

20 Development, or the Department o f  Labor and W orkforce Development;

21 (B) a full-time or part-time teacher o f the University o f Alaska

22 or a person occupying a full-time adm inistrative position at the University o f

23 Alaska that requires academic standing; the approval o f the administrator must

24 be obtained before an administrative position qualifies for membership in the

25 system; however, a teacher or administrative person at the university who is

26 participating in the optional university retirem ent program under AS 14.40.661

27 - 14.40.799 is not a member under this system;

28 (C) a state legislator who elects membership under

29 AS 14.25.040(b);

30 * Sec. 15. AS 22.25.011 is amended to read:

31 Sec. 22.25.011. Contributions of judges and justices. Each justice and

L
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judge appointed after July 1, 1978, is a member under the judicial retirement 
system as of the date of the justice's or judge's appointment and shall contribute 

seven percent o f the base annual salary received by the justice or judge  to the judicial 

retirement system. Contributions shall be made for all creditable service under this 

chapter up to a maximum o f 15 years. This contribution is made in  the form o f a 

deduction from compensation, at the end o f  each payroll period, and is made even if 

the compensation paid in cash to the justice or judge is reduced below  the minimum 

prescribed by law. The contributions shall be deducted from the justice 's or judge's 

compensation before the computation o f  applicable federal taxes and shall be treated 

as em ployer contributions under 26 U.S.C. 414(h)(2). A m em ber m ay not have the 

option o f  making the payroll deduction directly in cash instead o f  having the 

contribution picked up by the employer. Each justice and judge is considered to 

consent to the deduction from compensation. Payment o f  com pensation less the 

deduction constitutes a full discharge o f  all claims and dem ands for the sendees 

rendered by the justice or judge during the period covered by the paym ent, except as 

to the benefits provided for under this chapter. The contributions shall be credited to 

the judicial retirement fund established in accordance with AS 22.25.048.

* See. 16. AS 22.25.012(a) is amended to read:

(a) A n administrative director o f  the Alaska court system appointed under art. 

IV, sec. 16 o f  the state constitution is a member under the judicial retirement 
system as of the date of the administrative director’s appointment and is entitled 

to retirement benefits under this chapter on the terms and conditions applicable to a 

superior court judge appointed after July 1, 1978, except that an administrative 

director m ay receive retirement benefits only with service as adm inistrative director 

for 10 or more years.

* Sec. 17. AS 22.25.025 is amended by adding a new subsection to read:

(b) An amendment to this chapter does not provide a person with a vested 

right to a benefit if  the Internal Revenue Service determines that the amendment will 

result in disqualification o f  the plan under the Internal Revenue Code.

* Sec. 18. AS 22.25.048(i) is amended to read:

(i) If the judicial retirement system is terminated.
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(1) a member whose contributions have not been refunded, 
regardless of the member's employment status at the date of the termination of 
the system, shall be considered fully vested in the member's adjusted accrued 
retirement benefits as of the date of the termination of the system; and

(2) if [IF, UPON TERMINATION OF TH E SYSTEM,] all liabilities 

are satisfied, any excess assets arising from erroneous actuarial computation shall 

revert to the employer.

* Sec. 19. AS 22.25.900(1) is amended to read:

(1) "actuarial equivalent" means the adjustment necessary to obtain 
equality in value o f  the aggregate expected payments under two different forms o f 

pension payments, considering expected mortality and interest earnings on the basis o f 

assumptions, factors and methods specified in regulations issued under the 
system that are formally adopted under AS 22.25.027 bv the commissioner of 
administration that clearly preclude employer discretion in the determination of 
the amount of any justice's, judge's, or member's benefit [TABLES REFERRED 

TO IN THE INFORMATION HANDBOOK PUBLISHED UNDER AS 22.25.025];

* Sec. 20. AS 39.35.010 is amended by adding a new subsection to read:

(d) An amendment lo this chapter does not provide a person with a vested 

right to a benefit if  the Internal Revenue Service determines that the amendment will 

result in disqualification o f  the plan under the Internal Revenue Code.

* Sec. 21. AS 39.35.120 is am ended to read:

Sec. 39.35.120. Commencement of participation, (a) An employee o f the 

state shall be included in this system upon com mencement o f employment with the 

state, or on January 1, 1961, whichever is later. Unless an employee has elected to 

participate in the optional university retirement program  under AS 14.40.661 -

14.40.799, an employee o f  a political subdivision or public organization that becomes 

an employer shall be included in the system on the effective date o f the employer's 

participation or the date o f  the employee's com mencement o f employment with the 

employer, whichever is later. [UNLESS THE V ILLA GE PUBLIC SAFETY 

OFFICER WAIVES COVERAGE UNDER AS 39.35.127, A VILLAGE PUBLIC 

SAFETY OFFICER EM PLOYED UNDER THE V ILLAGE PUBLIC SAFETY
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OFFICER PROGRAM ESTABLISHED IN AS 18.65.670 IS INCLUDED IN THIS 

SYSTEM ON THE EFFECTIVE DATE OF THIS BILL SECTION OR UPON THE 

OFFICER'S COMM ENCEM ENT OF EM PLOYM ENT WITH THE EMPLOYER, 

W HICHEVER IS LATER.]

(b) Inclusion in the system is a condition o f  employment for an employee 

except as otherwise provided for

(1) an elected official;

(2) an employee making an election under AS 39.35.150(b); and
(3) an employee o f the university who has elected to participate in the 

optional university retirem ent program under AS 14.40.661 - 14.40.799 [; AND

(4) A VILLAGE PUBLIC SAFETY OFFICER EMPLOYED BY A 

NONPROFIT REGIONAL CORPORATION AS SET OUT IN AS 39.35.127].

* Sec. 22. AS 39.35.165(b) is amended to read:

(b) An em ployee may elect to have the em ployer make payments for all or any 

portion o f  the amounts payable for the employee's purchase o f credited sendee 

through a salary reduction program as follows:

(1) the amounts paid under a salary reduction program are in lieu o f 

contributions by the employee making the election; the electing employee's salary or 

other compensation shall be reduced by the amount paid by the employer under this 

subsection;

(2) the employee shall make an irrevocable election under this section 

to purchase credited service as permitted in AS 39.35.310, 39.35.330, 39.35.340, 

39.35.342, 39.35.345, 39.35.350, 39.35.360, 39.35.370, 39.35.375, or 39.35.381 and 

before the employee's termination o f employment; the irrevocable election must 

specify the number o f  payroll periods that deductions will be made from the 

employee's com pensation and the dollar amount o f  deductions for each payroll period 

during the specified num ber o f payroll periods; the deductions m ade under this 
paragraph cease upon the earlier of the member's termination of employment 
with the employer or the member's death; amounts paid bv an employer under 
If) of this section mav not be applied toward the payment of the dollar amount of 
the deductions representing the portion of the credited service that is being

CSSIt 232(FIN) -10-
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purchased bv the member through payroll deduction in accordance with the 
member's irrevocable election under this suhsection;

(3) [AN EMPLOYEE WHO M AKES AN ELECTION UND ER THIS 

SECTION TO HAVE THE EMPLOYER M AKE PAYM ENTS FOR LESS THAN 

ALL OF THE AM OUNTS PAYABLE FO R THE EM PLOYEE’S PURCHASE OF 

CREDITED SERVICE MAY SUBSEQUENTLY ELECT TO HAVE THE 

EM PLOYER M AKE PAYMENTS FOR ALL OR ANY PORTION OF THE 

REMAINING AM OUNTS PAYABLE FOR THE EMPLOYEE'S PURCHASE OF 

CREDITED SERVICE;

(4)] amounts paid by an em ployer under this subsection [SECTION] 

shall be treated as employer contributions for the purpose o f determining tax treatment 

under the Internal Revenue Code; the amounts paid by the employer under this section 

may not be included in the member's gross incom e for income tax purposes until those 

amounts are distributed by refund or retirement benefit payments.

* Sec. 23. AS 39.35.165(f) is amended to read:

(f) The [TO THE EXTENT THAT A PAYM ENT UNDER THIS SECTION 

DOES N O T ALTER, AMEND, OR REVOKE ANY ONE OR M ORE CURRENTLY 

EFFECTIVE ELECTIONS MADE BY THE EM PLOYEE, THE] board may accept 

rollover [EMPLOYEE] contributions from a member and direct transfers, as 
described in this subsection, for the purchase, in whole or in part, of credited 
service for the reinstatement, in whole or in part, of forfeited credited service 
under AS 39.35.350. A rollover contribution or transfer as described in this 
subsection [, WHICH] shall also be treated as em ployer contributions for the purpose 

o f determining tax treatment under the Internal Revenue Code and mav be made [, 
FOR THE PAYM ENT FOR CREDITED SERVICE PURCHASES M ADE UNDER 

THIS SECTION IN WHOLE OR IN PART,] by any one or a com bination o f  the 

following methods:

(1) subject to the limitations prescribed in 26 U.S.C. 401(a)(3) and 26 

U.S.C. 402(c), accepting eligible rollover distributions directly from one or more 

retirement program s o f another employer that are qualified under 26 U.S.C. 401(a) or 

accepting rollovers directly from a member [AN EMPLOYEE];
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(2) subject to the limitations prescribed in 26 U.S.C. 408(d)(3)(A)(ii), 

accepting from a member [AN EMPLOYEE] conduit rollover contributions that are 

received by the employee from one or more conduit rollover individual retirement 

accounts previously established by the member [EMPLOYEE];

(3) subject to the limitations prescribed in 26 U.S.C. 403(b)(l3), 

accepting direct trustee-to-trustee transfers o f all or a portion o f  the accounts o f the 

member [EMPLOYEE], on or [AND] after January 1, 2002, from a tax sheltered 

annuity described in 26 U.S.C. 403(b);

(4) subject to the limitations prescribed in 26 U.S.C. 457(e)(17), 

accepting direct trustee-to-trustee transfers o f all or a portion o f  the accounts o f the 

member [EMPLOYEE], on or [AND] after January 1, 2002, ifom  an eligible deferred 

compensation plan o f  a tax-exempt organization or a state or local government 

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

(5) accepting direct trustee-to-trustee transfer from an account 

established for the benefit o f  the member in AS 39.30.150 - 39.30.180 (Alaska 

Supplemental Annuity Plan).

* See. 24. AS 39.35.200(b) is amended to read:

(b) [IF, UPON TERM INATION OF EM PLOYM ENT, AN EMPLOYEE 

HAS CREDITED SERVICE OF LESS THAN FIVE YEARS AND HAS LESS 

THAN $1,000 IN THE EM PLOYEE CONTRIBUTION ACCOUN T, A REFUND OF 

THE EMPLOYEE CONTRIBUTION ACCOUNT M UST BE M ADE UNLESS THE 

EMPLOYEE INDICATES IN WRITING THAT FUTURE RETIREM ENT IS 

INTENDED AND CONTRIBUTIONS SHOULD N O T BE REFUNDED.] An 

employee who is reemployed with an employer and w hose contributions have not 

been refunded before reemployment is not eligible for a refund.

* Sec. 25. AS 39.35.342(a) is amended to read:

(a) A [EXCEPT FOR EM PLOYM ENT FOR W HICH THE EMPLOYEE 

WAIVED COVERAGE UNDER AS 39.35.127, A] vested em ployee is entitled to 

credited service for employment as a village public safety officer under the program 

established under AS 18.65.670 for which the employee has not otherwise received 

credited service under this system. An employee is not entitled to credited service for
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employment as a village public safety officer unless the em ployee was employed as a 

village public safety officer for at least one year. The credited service claimed 
under this section may not exceed five years. Benefits are not payable on credited 

sendee for village public safety officer sendee under this section unless the employee 

makes retroactive contributions to the system for the period o f  time that sendee credit 

is claimed.

* Sec. 26. AS 39.35.370(i) is amended to read:

(i) For system fiscal years beginning after December 31. 1975, and 
notwithstanding [NOTW ITHSTANDING] any other provision o f  this chapter, the 

projected annual benefit provided by this chapter and the benefit from all other defined 

benefit plans required to be aggregated with the benefits from this system under the 

provisions o f  26 U.S.C. 415 may not increase to an am ount in excess o f the amount 

permitted under 26 U.S.C. 415 at any time. In the event that any projected annual 

benefit o f  a member exceeds the limitation o f  26 U.S.C. 415(g) for a limitation year, 

the system shall take any necessary remedial action to correct an excess accrued 

annual benefit. The provisions o f 26 U.S.C. 415, and the regulations adopted under 

that statute, as applied to qualified defined benefit plans o f governmental employers 

are incorporated as part o f  the terms and conditions o f  the system. This subsection 

applies to any m em ber o f  this system.

* See. 27. AS 39.35.371(h) is amended to read:

(h) Unless otherwise specified, the provisions o f  this section apply to calendar 

years beginning on or after January 1 .1983 [1989].

* See. 28. AS 39.35.6S0(2) is amended to read:

(2) "actuarial adjustment" means the adjustm ent necessary lo obtain 

equality in value o f the aggregate expected paym ents under two different forms o f 

pension payments, considering expected mortality and interest earnings on the basis o f 

assumptions, factors and methods specified in regulations issued under this 
system that a re  formally adopted under AS 39.35.042 hv the board that clearly 
preclude employer discretion in the determination of the amount of any 
member's benefit [TABLES REFERRED TO IN THE INFORMATION 
HANDBOOK PUBLISHED UNDER AS 39.35.060(8)];
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* Sec. 29. AS 39.35.680(17) is amended to read:

(17) "employer" means

(A) tire State o f Alaska; o r

(B) [A N ONPROFIT REGIONAL CORPORATION, BUT 

ONLY WITH RESPECT TO V ILLA GE PUBLIC SAFETY OFFICERS 

EM PLOYED BY THE CORPORATION UND ER AS 18.65.670 V/HO HAVE 

N O T TERMINATED PARTICIPATION IN THE SYSTEM UNDER 

AS 39.35.127; OR

(C)] a political subdivision or public organization o f  the state 

that participates in the system;

* Sec. 30. AS 18.65.670(d); AS 39.35.127, and 39.35.285 are repealed.

* Sec. 31. The uncodified law o f the State o f  A laska enacted in sec. 49, ch. 59, SLA 2002,

is amended by adding a new subsection to read:

(f) Notwithstanding AS 14.25.177 and AS 39.35.547, the following provisions 

o f this A ct are retroactive to January 1,1993:

(1) AS 14.25.163, enacted by sec. 9 o f  this Act;

(2) AS 22.25.022, enacted by sec. 19 o f  this Act;

(3) AS 39.35.195, enacted by sec. 32 o f  this Act.

* See. 32. Section 48, ch. 59, SLA 2002, is repealed.

* Sec. 33. The uncodified law o f  the State o f  A laska is amended by adding a new section to 

read:

REVISOR'S INSTRUCTION. The revisor o f  statutes is instructed to change the 

catchline for

(1) AS 14.25.050 from "Contributions by teachers" to "Contributions of

members";

(2) AS 39.35.546 from "Tax exem ption" to "State and federal taxation o f

benefits."

* Sec. 34. This Act takes effect immediately under AS 01.10.070(c).
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CS FOR SENATE BILL NO. 232C )

IN THE LEGISLATURE OF THE STATE OF ALASKA

TW ENTY-THIRD LEGISLATURE - SECOND SESSION

BV T H E  SENA TE  F IN A N CE  C O M M IT T E E

O ffe red :
R e f e r r e d :

S pouso r( s ) :  SENA TE  RULES  C O M M IT T E E  BV REQUEST O F  T I IE  G O V E R N O R

A BILL 

FOR AN ACT ENTITLED 

"An Act relating to federal tax requirements for and other provisions of the reachers' 

retirement system, the public employees' retirement system, and the judicial retirement 

system; removing village public safety officers from the public employees' retirement 

system; eliminating the public employees' retirement system conditional duty to refund 

contributions under S I,000 to inactive employees; limiting service credit for village 

public safety officer sendee in the public employees' retirement system to five years; and 

providing for an effective date."

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

* Section 1. The uncodified law o f the State o f Alaska is amended by adding a new section 

to read:

PURPOSE. The purpose o f  this Act is to

(1) ensure that the teachers' retirement system, the public employees' 

retirem ent system, and the judicial retirement system continue to meet governmental plan
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qualifications set by the Internal Revenue Service so that those plans may qualify for 

favorable federal tax treatment; and

(2) im plem ent changes in those retirem ent systems so that mem bers can take 

advantage o f changes in federal tax laws and better plan then retirement.

* Sec. 2. AS 14.25.010(b) is amended by adding a new subsection to read:

(c) An am endment to this chapter does not provide a person with a vested 

right to a benefit i f  the Internal Revenue Sendee determines that the am endm ent will 

result in disqualification o f the plan under the Internal Revenue Code.

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

(a) Except as provided in (c) o f this section, beginning January 1, 1991, each 

member [TEACHER] shall contribute to the system an amount equal to 8.65 percent 

o f the member's [TEACHER'S] base salary accrued from July 1 to the following 

June 30. The em ployer shall deduct the contribution from the member's 
[TEACHER'S] salary at the end o f each payroll period, and the contribution shall be 
credited bv the system 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 em ployer contributions under 26 U.S.C. 414(h)(2). 

A member may not have the option o f  making the payroll deduction directly in cash 

instead o f  having the contribution picked up by the employer.

* Sec. 4. AS 14.25.060(a) is amended to read:

(a) If a m em ber first joined the svstcm [SERVICE] before July 1, 1990, turd 

has military service or Alaska Bureau o f Indian Affairs ( J iLA) sendee, or if  a m em ber 

joined the system before July 1, 1978, and has creditable outside service, the member 
mav claim this service. If the member claims the sendee, the member is indebted 

to the system as follows:

(1) a t [AT] the time o f  first becom ing a member o f  the system, the 

arrearage indebtedness is seven percent o f the base salary multiplied by the total 

number o f  years o f  creditable outside, military and Alaska BIA sendee; the [. THE] 

administrator shall add compound interest at the rate prescribed by regulation to the 

anearage indebtedness beginning July 1, 1963. or at the time the m em ber first 

becomes eligible to claim the service, w hichever is later, lo the date o f  payment or the

WORK DRAFT WORK DRAFT 23-GS1009VI
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date o f retirement, whichever occurs firsts [.]

(2) if [IF] a member terminates from the system and is subsequently 

reemployed as a member, the arrearage indebtedness to the system for outside, 

military, or Alaska BIA service accumulated in the interim is seven percent o f the base 

salary upon reentering membership service, multiplied by the number o f years o f 

interim  outside, military, and Alaska BIA service; com pound [. COMPOUND] 

interest at the rate prescribed by regulation shall be added to the arrearage 

indebtedness beginning July 1, 1963, or the date o f reemployment as a member, 

w hichever is later, to the date o f  paym ent or the date o f retirement, w hichever occurs 

first.

* See. 5. AS 14.25.062 is amended to read:

Sec. 14.25.062. R einstatem ent indebtedness. A m em ber [TEACHER] who 

has received a refund o f contributions in accordance with AS 14.25.150 forfeits 

co rrespond ing  credited service u n d e r this chap ter. A m em ber m av elect to 

re in sta te  credited  service associated w ith  the refund  bv repaving  the to ta l am ount 

of the refund . If  an election is m ade u n d e r this section, an indebtedness [IS 

INDEBTED] to the system in the am ount o f  the total refund shall be estab lished . 

Compound interest at the rate prescribed by regulation shall be added to the 

reinstatem ent indebtedness from the date o f the refund to the date o f  repaym ent or the 

date o f  retirement, whichever occurs first.

* Sec. 6. AS 14.25.070 is amended to read:

Sec. 14.25.070. C ontribu tions by em ployer. An employer shall contribute to 

the system an amount equal to the percentage, as certified by the administrator, o f the 

sum total o f  the base salaries o f all m em bers [TEACHERS] that is required in 

addition to m em ber [TEACHER] contributions to provide the benefits o f  this chapter 

times the sum total o f the base salaries paid to m em bers [TEACHERS], including any 

adjustments to contributions required by AS 14.25.173(a), by the employer.

* Sec. 7. AS 14.25.075(a) is amended to read:

(a) An employee who is eligible to purchase credited service under 

AS 14.25.047 or 14.25.048, a member who is eligible to purchase credited sendee 

under AS 14.25.048. 14.25.050, 14.25.060 [AS 14.25.060], 14.25.061, 14.25.062,
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[OR] 14.25.100, o r 14.25.107, or a teacher who is eligible to purchase credited sendee 

under AS 14.20.345, AS 14.25.050, 14.25.062, or 14.25.105 [IS A M EM BER FOR 

PURPOSES OF THIS SECTION. A MEMBER], in lieu o f  making payments directly 

to the system, may elect to have the member's em ployer make paym ents as provided 

in this section.

* Sec. 8. AS 14.25.075(b) is amended to read:

(b) A member may elect to have the employer make paym ents for all or any 

portion o f the amounts payable for the member's purchase o f  credited service through 

a salary reduction program as follows:

(1) the amounts paid under a salary reduction program are in lieu o f 

contributions by the m em ber making the election; the electing member's salary or 

other compensation shall be reduced by the amount paid by the em ployer under this 

subsection [SECTION];

(2) the member shall make an irrevocab le  election under this 

subsection [SECTION] to purchase credited service as perm itted in AS 14.20.345. 

AS 14.25.047, 14.25.048, 14.25.050, 14.25.060, 14.25.061. AS 14.25.062, 14.25.100, 

[OR] 14.25.105, o r 14.25.107 before the member's term ination o f employment; the 

irrevocab le  election must specify the number o f payroll periods that deductions will 

be m ade from the member's com pensation and the dollar am ount o f  deductions for 

each payroll period during the specified number o f payroll periods: the deductions 

m ade u n d e r  this p a rag rap h  cease upon the earlie r o f the  m em ber's  term ination  

of em ploym ent w ith the em ployer o r the  m em ber's dea th ; am ounts paid  bv an 

em ployer un d er (0  o f this section m ay not be applied  tow ard  the paym ent of the 

d o lla r am ount o f the deductions rep resen ting  the po rtion  of the credited  sendee 

th a t is being purchased  bv the m em ber through payro ll deduction  in accordance 

w ith the  m em ber's  irrevocab le election un d er this p a ra g ra p h ;

(3) [A M EM BER W HO MAKES AN ELECTION UNDER THIS 

SECTION TO HAVE THE EM PLOYER MAKE PAYM ENTS FOR LESS THAN 

ALL OF THE AMOUNTS PAYABLE FOR THE M EM BER’S PURCHASE OF 

CREDITED SERVICE MAY SUBSEQUENTLY ELECT TO HAVE THE 

EM PLOYER MAKE PAYM ENTS FOR ALL OR ANY PORTION OF THE

WORK DRAFT WORK DRAFT 23-GS1009\I
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REMAINING AM OUNTS PAYABLE FOR THE M EM BER’S PURCHASE OF 

CREDITED SERVICE;

(4)] amounts paid by an em ployer under this subsection [SECTION] 

shall be treated as em ployer contributions for the purpose o f  determining tax treatment 

under 26 U.S.C. (Internal Revenue Code); the amounts paid by the em ployer under 

this section may not be included in the member's gross income for income tax 

purposes until those am ounts are distributed by refund or retirement benefit payments.* 

* Sec. 9. AS 14.25.075(1) is amended to read:

(I) The [TO THE EXTENT THAT A PAYM ENT UNDER THIS SECTION 

DOES NOT ALTER, AMEND, OR REVOKE ANY ONE OR MORE CURRENTLY 

EFFECTIVE ELECTIONS MADE BY THE EM PLOYEE, THE] board may accept 

rollover [EMPLOYEE] contributions from  a m em ber, and  d irect tran sfe rs  as 

described in the subsection , for the purchase , in w hole o r  in part, o f  forfeited 

credited  sendee u n d e r  this section for the re in sta tem en t, in whole or in part, of 

forfeited credited service un d er AS 14.25.062. C o n trib u tio n s  m ade u n d er this 

subsection may n o t be applied  to purchase service being paid un d er fb) of this 

section. A ro llover con tribu tion  or tra n s fe r  as described  in this subsection [, 

WHICH] shall [ALSO] be treated as em ployer contributions for the purpose of 

determining tax treatm ent under the Internal Revenue Code an d  mav be m ade [, FOR 

THE PAYMENT FOR CREDITED SERVICE PURCHASES MADE UNDER THIS 

SECTION IN WFIOLE OR IN PART,] by any one or a combination o f the following 

methods:

(1) subject to the limitations prescribed in [26 U.S.C. 401(a)(3) AND] 

26 U.S.C. 402(c), accepting eligible rollover distributions directly from one or more 

retirement programs o f another employer that are qualified under 26 U.S.C. 401(a) or 

accepting rollovers directly from a m em ber [AN EM PLOYEE];

(2) subject to the limitations prescribed in 26 U.S.C. 408(d)(3)(A)(ii), 

accepting from a m em b er [AN EMPLOYEE] conduit rollover contributions that are 

received by the m em ber [EMPLOYEE] from one or more conduit rollover individual 

retirement accounts previously established by the m em ber [EMPLOYEE];

(3) subject to the limitations prescribed in 26 U.S.C. 403(b)(13),

WORK DRAFT WORK DRAFT 23-GS1009\l
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accepting direct trustee-to-trustee transfers o f  all or a portion o f  the accounts o f  the 

m em ber [EMPLOYEE], on or [AND] after January 1, 2002, from a tax sheltered 

annuity described in 26 U.S.C. 403(b);

(4) subject to the limitations prescribed in 26 U.S.C. 457(e)(17), 

accepting direct trustee-to-trustee transfers o f all or a portion o f  the accounts o f  the 

m em ber [EMPLOYEE], on o r [AND] after January 1, 2002, from an eligible deferred 

compensation plan o f a tax-exempt organization or a state or local government 

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

(5) accepting direct trustee-to-trustee transfer from an account 

established for the benefit o f the member in AS 39.30.150 - 39.30.180 (Alaska 

Supplemental Annuity Plan).

* See. 10. AS 14.25.075(i) is amended to read:

(i) On satisfaction o f the eligibility requirements o f AS 14.20.345, 

AS 14.25.047, 14.25.048, 14.25.050, 14.25.060, 14.25.061, 14.25.062, 14.25.100, 

[OR] 14.25.105, o r 14.25.107, the requirements o f this section, and the administrative 

filing requirements specified by the board, the system shall adjust the member's 

credited service history and add any additional service : edits acquired.

* See. 11. AS 14.25.110(k) is amended to read:

(k) F o r system  fiscal years beginning a fte r  D ecem ber 31. 1975, and 

no tw ithstand ing  [NOTWITHSTANDING] any other provision o f  this chapter, the 

projected annual benefit provided by this chapter and the benefit from all other defined 

benefit plans required to be aggregated with the benefits from this system under the 

provisions o f  26 U.S.C. 415 may not increase to an amount in LAcess o f the amount 

permitted under 26 U.S.C. 415 at any time. In the event that any projected annual 

benefit o f a member exceeds the limitation o f 26 U.S.C. 415 for a limitation year, the 

system shall take any necessary remedial action to correct an excess accrued annual 

benefit. The provisions o f 26 U.S.C. 415, and the regulations adopted under that 

statute, as applied to qualified defined benefit plans o f  governmental employers are 

incorporated as part o f the terms and conditions of the system. This subsection applies 

to any m em ber o f this system.

* Sec. 12. AS 14.25.165(h) is amended to read:

WORK DRAFT WORK DRAFT 23-GS1009M
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(h) Unless otherwise specified, the provisions o f this section apply to calendar 

years beginning on or alter January 1,1983 [1989].

* Sec. 13. AS 14.25.220(2) is amended to read:

(2) "actuarial adjustment" m eans the adjustment necessary to obtain 

equality in value o f the aggregate expected payments under two different forms of 

pension paym ents, considering expected m ortality and interest earnings on the basis of 

assumptions, factors, and methods specified in regulations issued under the 

system that are formally adopted under AS 14.25.022 bv the board and that
clearly preclude employer discretion in the determination of the amount of any
member’s benefit [TABLES REFERRED TO IN THE INFORMATION
HANDBOOK PUBLISHED UNDER AS 14.25.030(5)];

* Sec. 14. AS 14.25.220(42) is amended to read:

(42) "teacher" and [OR] "member" are  used interchangeably under 

this chapter and mean [MEANS] a person eligible to participate in the system and

who is covered by the system, limited to

(A) a certificated full-tim e or part-tim e elementary or

secondary teacher, a certificated school nurse, or a certificated person in a 

position requiring a teaching certificate as a condition o f  em ploym ent in a 

public school o f the state, the Departm ent o f Education and Early

Development, or the Department o f  Labor and W orkforce D evelopm ent;

(B) a full-time or part-time teacher o f  the University o f  Alaska 

or a person occupying a full-time administrative position at the University o f 

A laska that requires academic standing; the approval o f  the adm inistrator must 

be obtained before an administrative position qualifies for m em bership in the 

system; however, a teacher or adm inistrative person at the university who is 

participating in the optional university retirement program under AS 14.40.661 

- M .40.799 is not a member under this system;

(C) a state legislator who elects m em bership under

AS 14.25.040(b);

* Sec. 15. AS 22.25.011 is amended to read:

Sec. 22.25.011. C ontribu tions of ju dges and justices. Each justice and

-7-
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judge appointed after July 1, 1978, is a member under the judicial retirement 
system as of the date of the justice's or judge's appointment and shall contribute 
seven percent of the base annual salary received by the justice or judge to the judicial 

retirement system. Contributions shall be made for all creditable service under this 

chapter up lo a maximum of 15 years. This contribution is made in the form of a 

deduction from compensation, at the end of each payroll period, and is made even if 

the compensation paid in cash to the justice or judge is reduced below the minimum 

prescribed by law. The contributions shall be deducted from the justice's or judge's 

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. Each justice and judge is considered to 

consent to the deduction from compensation. Payment of compensation less the 

deduction constitutes a full discharge of all claims and demands for the sendees 

rendered by the justice or judge during the period covered by the payment, except as 

to the benefits provided for under this chapter. The contributions shall be credited to 

the judicial retirement fund established in accordance with AS 22.25.048.

* See. 16. AS 22.25.012(a) is amended to read:

(a) An administrative director of the Alaska court system appointed under art. 

IV, sec. 16 of the state constitution is a member under the judicial retirement 
system as of the date of the administrative director's appointment and is entitled 
to retirement benefits under this chapter on the tenns and conditions applicable to a 

superior court judge appointed after July 1, 1978, except that an administrative 

director may receive retirement benefits only with service as administrative director 

for 10 or more years.

* Sec. 17. AS 22.25.025 is amended by adding a new subsection to read:

(b) An amendment to this chapter does not provide a person with a vested 

right to a benefit if the Internal Revenue Service determines that the amendment will 

result in disqualification of the plan under the Internal Revenue Code.

* Sec. 18. AS 22.25.048(i) is amended to read:

(i) If the Judicial retirement svstcm is terminated.

CSSft 232(FIN) -8-
New T ex t Underlined [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

(1) a member whose contributions have not been refunded, 
regardless of the member's employment status at the date of the termination of 
the svstcm, shall be considered fully vested in the member's adjustc 1 accrued 
retirement benefits as of the date of the termination of the svstcm: and

(2) if [IF, UPON TERMINATION OF THE SYSTEM,] all liabilities 
are satisfied, any excess assets arising from erroneous actuarial computation shall 

revert to the employer.

* Sec. 19. AS 22.25.900(1) is amended to read:
(1) "actuarial equivalent" means the adjustment necessary to obtain 

equality in value of the aggregate expected payments under two different forms of 

pension payments, considering expected mortality and interest earnings on the basis of 

assumptions, factors and methods specified in regulations issued under the 
system that are formally adopted under AS 22.25.027 bv the commissioner of 
administration that clearly preclude employer discretion in the determination of 
the amount of any justice's, judge's, or member's benefit [TABLES REFERRED 
TO IN THE INFORMATION HANDBOOK PUBLISHED UNDER AS 22.25.025];

* Sec. 20. AS 39.35.010 is amended by adding a new subsection to read:
(d) An amendment to this chapter does not provide a person with a vested 

right to a benefit if the Internal Revenue Service determines that the amendment will 

result in disqualification of the plan under the Internal Revenue Code.

* Sec. 21. AS 39.35.120 is amended to read:
Sec. 39.35.120. Cor’mcncemcnt of participation, (a) An employee of the 

state shall be included in this system upon commencement of employment with the 

state, or on January 1, 1961, whichever is later. Unless an employee has elected to 
participate in the optional university retirement program under AS 14.40.661 -

14.40.799, an employee of a political subdivision or public organization that becomes 

an employer shall be included in the system on the effective date of the employer's 

participation or the date of the employee's commencement of employment with the 

employer, whichever is later. [UNLESS THE VILLAGE PUBLIC SAFETY 

OFFICER WAIVES COVERAGE UNDER AS 39.35.127, A VILLAGE PUBLIC 

SAFETY OFFICER EMPLOYED LINDER THE VILLAGE PUBLIC SAFETY

WORK DRAFT WORK DRAFT 23-GS1009M
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OFFICER PROGRAM ESTABLISHED IN AS 18.65.670 IS INCLUDED IN THIS 

SYSTEM ON THE EFFECTIVE DATE OF THIS BILL SECTION OR UPON THE 

OFFICER’S COMMENCEMENT OF EMPLOYMENT WITH THE EMPLOYER, 

WHICHEVER IS LATER.]

(b) Inclusion in the system is a condition of employment for an employee 

except as otherwise provided for

(1) an elected official;

(2) an employee making an election under AS 39.35.150(b); and
(3) an employee of the university who has elected to participate in the 

optional university retirement program under AS 14.40.661 - 14.40.799 [; AND

(4) A VILLAGE PUBLIC SAFETY OFFICER EMPLOYED BY A 

NONPROFIT REGIONAL CORPORATION AS SET OUT IN AS 39.35.127],

* Sec. 22. AS 39.35.165(b) is amended to read:

(b) An employee may elect to have the employer make payments for all or any 

portion of the amounts payable for the employee's purchase of credited service 

through a salary reduction program as follows:

(1) tire amounts paid under a salary reduction program are in lieu of 

contributions by the employee making the election; the electing employee's salary or 

other compensation shall be reduced by the amount paid by the employer under this 

subsection;

(2) the employee shall make an irrevocable election under this section 
to purchase credited service as permitted in AS 39.35.310, 39.35.330, 39.35.340, 

39.35.342, 39.35.345, 39.35.350, 39.35.360, 39.35.370, 39.35.375, or 39.35.381 and 

before the employee's termination of employment; the irrevocable election must 
specify the number of payroll periods that deductions will be made from the 

employee's compensation and the dollar amount of deductions for each payroll period 

during the specified number of payroll periods; the deductions marlc under this 
paragraph cease upon the earlier of the member's termination of employment 
with the employer or the member's death: amounts paid by an employer under 
(f) of this section niav not be applied toward the payment of the dollar amount of 
the deductions representing the portion of the credited service that is being

WORK DRAFT WORK DRAFT 23-GS1009M
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purchased bv the member through payroll deduction in accordance with the 

member's irrevocable election under this subsection;

(3) [AN EMPLOYEE WHO MAKES AN ELECTION UNDER THIS 

SECTION TO HAVE THE EMPLOYER MAKE PAYMENTS FOR LESS THAN 

ALL OF THE AMOUNTS PAYABLE FOR THE EMPLOYEE'S PURCHASE OF 

CREDITED SERVICE MAY SUBSEQUENTLY ELECT TO HAVE THE 

EMPLOYER MAKE PAYMENTS FOR ALL OR ANY PORTION OF THE 

REMAINING AMOUNTS PAYABLE FOR THE EMPLOYEE'S PURCHASE OF 

CREDITED SERVICE;

(4)] amounts paid by an employer under this subsection [SECTION] 

shall be treated as employer contributions for the purpose of determining tax treatment 

under the Internal Revenue Code; the amounts paid by the employer under this section 

may not be included in the member's gross income for income tax purposes until those 

amounts are distributed by refund or retirement benefit payments.

* Sec. 23. AS 39.35.165(f) is amended to read:

(f) The [TO THE EXTENT THAT A PAYMENT UNDER THIS SECTION 

DOES NOT ALTER, AMEND, OR REVOKE ANY ONE OR MORE CURRENTLY 

EFFECTIVE ELECTIONS MADE BY THE EMPLOYEE, THE] board may accept 

rollover [EMPLOYEE] contributions from a member and direct transfers, as 

described in this subsection, for the purchase, in whole or in part, of credited 

service for the reinstatement, in whole or in part, of forfeited credited service 

under AS 39.35.350. A rollover contribution or transfer as described in this 

subsection [, WHICH] shall also be treated as employer contributions for the purpose 

of determining tax treatment under the Internal Revenue Code and may be made [, 

FOR THE PAYMENT FOR CREDITED SERVICE PURCHASES MADE UNDER 

THIS SECTION IN WHOLE OR IN PART,] by any one or a combination of the 

following methods:

(1) subject to the limitations prescribed in 26 U.S.C. 401(a)(3) and 26 

U.S.C. 402(c), accepting eligible rollover distributions directly from one or more 

retirement programs of another employer that are qualified under 26 U.S.C. 401(a) or 

accepting rollovers directly from a member [AN EMPLOYEE];

WORK D R A F T  WORK D R A F T  23-GS1009M
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(2) subject to the limitations prescribed in 26 U.S.C. 408(d)(3)(A)(ii), 

accepting from a member [AN EMPLOYEE] conduit rollover contributions that are 

received by the employee from one or more conduit rollover individual retirement 

accounts previously established by tire member [EMPLOYEE];

(3) subject to the limitations prescribed in 26 U.S.C. 403(b)(13), 

accepting direct trustee-to-trustee transfers of all or a portion of the accounts of the 

member [EMPLOYEE], on or [AND] after January 1, 2002, from a tax sheltered 

annuity described in 26 U.S.C. 403(b);

(4) subject to the limitations prescribed in 26 U.S.C. 457(e)(17), 

accepting direct trustee-to-trustee transfers of all or a portion of the accounts of the 

member [EMPLOYEE], on or [AND] after January 1, 2002, from an eligible deferred 

compensation plan of a tax-exempt organization or a state or local government 

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

(5) accepting direct trustee-to-trustee transfer from an account 

established for the benefit of the member in AS 39.30.150 - 39.30.180 (Alaska 

Supplemental Annuity Plan).

* Sec. 24. AS 39.35.200(b) is amended to read:

(b) [IF, UPON TERMINATION OF EMPLOYMENT, AN EMPLOYEE 

HAS CREDITED SERVICE OF LESS THAN FIVE YEARS AND HAS LESS 

THAN $1,000 IN THE EMPLOYEE CONTRIBUTION ACCOUNT, A REFUND OF 

THE EMPLOYEE CONTRIBUTION ACCOUNT MUST BE MADE UNLESS THE 

EMPLOYEE INDICATES IN WRITING THAT FUTURE RETIREMENT IS 

INTENDED AND CONTRIBUTIONS SHOULD NOT BE REFUNDED.] An 

employee who is reemployed with an employer and whose contributions have not 

been refunded before reemployment is not eligible for a refund.

* Sec. 25. AS 39.35.342(a) is amended to read:

(a) A [EXCEPT FOR EMPLOYMENT FOR WHICH THE EMPLOYEE 

WAIVED COVERAGE UNDER AS 39.35.127, A] vested employee is entitled to 

credited sendee for employment as a village public safety officer under the program 

established under AS 18.65.670 for which the employee has not otherwise received 

credited sendee under this system. An employee is not entitled to credited service for

WORK DRAFT WORK DRAFT 23-GS1009U
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employment as a village public safety officer unless the employee was employed as a 

village public safety officer for at least one year. The credited service claimed 
under this section mav not exceed five years. Benefits are not payable on credited 
sendee for village public safety officer service under this section unless the employee 

makes retroactive contributions to the system for the period of time that service credit 

is claimed.

* See. 26. AS 39.35.370(i) is amended to read:

(i) For svstcm fiscal years beginning after December 31, 1975. and 
notwithstanding [NOTWITHSTANDING] any other provision of this chapter, the 
projected annual benefit provided by this chapter and the benefit from all other defined 

benefit plans required to be aggregated with the benefits from this system under the 

provisions of 26 U.S.C. 415 may not increase to an amount in excess of the amount 

permitted under 26 U.S.C. 415 at any time. In the event that any projected annual 

benefit of a member exceeds the limitation of 26 U.S.C. 415(g) for a limitation year, 

the system shall take any necessary remedial action to correct an excess accrued 

annual benefit. The provisions of 26 U.S.C. 415, and the regulations adopted under 
that statute, as applied to qualified defined benefit plans of governmental employers 

are incorporated as part of the terms and conditions of the system. This subsection 

applies to any member of this system.

* See. 27. AS 39.35.371(h) is amended to read:

(h) Unless otherwise specified, the provisions of this section apply to calendar 

years beginning on or after January 1, 1983 [1989].

* Sec. 28. AS 39.35.680(2) is amended to read:

(2) "actuarial adjustment" means the adjustment necessary to obtain 

equality in value of the aggregate expected payments under two different forms of 

pension payments, considering expected mortality and interest earnings on the basis of 

assumptions, factors and methods specified in regulations issued under this 
system that are formally adopted under AS 39.35.042 bv the board that clearly 
preclude employer discretion in the determination of the amount of any 
member's benefit [TABLES REFERRED TO IN THE INFORMATION 
HANDBOOK PUBLISHED UNDER AS 39.35.060(8)];

WORK DRAFT WORK DRAFT 23-GS1009U
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* See. 29. AS 39.35.680(17) is amended to read:

(17) "employer" means

(A) the Stale of Alaska; or

(B) [A NONPROFIT REGIONAL CORPORATION, BUT 

ONLY WITH RESPECT TO VILLAGE PUBLIC SAFETY OFFICERS 

EMPLOYED BY THE CORPORATION UNDER AS 18.65.670 WHO HAVE 

NOT TERMINATED PARTICIPATION IN THE SYSTEM UNDER 

AS 39.35.127; OR

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

that participates in the system;

* Sec. 30. AS 18.65.670(d); AS 39.35.127, and 39.35.285 are repealed.

* Sec. 31. The uncodified law of the State of Alaska enacted in sec. 49, ch. 59, SLA 2002, 

is amended by adding a new subsection to read:

(f) Notwithstanding AS 14.25.177 and AS 39.35.547, the following provisions 

of this Act are retroactive to January 1, 1993:

(1) AS 14.25.163, enacted by sec. 9 of this Act;

(2) AS 22.25.022, enacted by sec. 19 of this Act;

(3) AS 39.35.195, enacted by sec. 32 of this Act.

* Sec. 32. Section 48, ch. 59, SLA 2002, is repealed.

* Sec. 33. The uncodified law of the State of Alaska is amended by adding a new section to 

read:

REVISOR'S INSTRUCTION. The revisor of statutes is instructed to change the 

catchlinc for

(1) AS 14.25.050 from "Contributions by teachers" to "Contributions of

members";

(2) AS 39.35.546 from "Tax exemption" to "State and federal taxation of

benefits."

* Sec. 34. This Act takes effect immediately under AS 01.10.070(c).
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The Committee Substitute for Senate Bill No. 232 places into law those changes to the statutes of 
the Alaska Public Employees’ System, Alaska Teachers’ Retirement System, and the Alaska 
Judicial Retirement System that are required as result of a detailed review of each plan by the 
Internal Revenue Service. These changes must be implemented so that all three plans remain 
proper qualified plans under the Internal Revenue Code.
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Analysis of Differences 
CSSB 232(STA) v. CSI-IB 331 (STA)

This is an Act relating to federal tax requirements and other provisions of the teachers’ 
retirement system, the public employees’ retirement system, and the judicial retirement 
system; removing village public safety officers from the public employees’ retirement 
system, delete requiring the PERS to refund accounts under $1,000 to inactive 
employees.

>B 232 and HB 331 were both originally introduced as identical bills to put into law 
those changes in statute specifically requested by the Internal Revenue Service. The IRS 
has already issued positive Plan Determination Letters, and related Private Letter Rulings 
(including a negative ruling on VPSOs) for the Public Employees’, Teachers’, and 
Judicial Retirement Systems. A voluntary compliance agreement has been entered into 
and the agreed upon compliance fees paid.

Ai» of the above IRS rulings are specifically conditioned on the passage of enacting 
into statute the changes required by the IRS (which reflect the applicable requirements 
of the Internal Revenue Code). The deadline is the last day of the session. If the changes 
arc not enacted into law as requested and agreed to with the IRS, in the form required by 
the IRS, the PERS, TRS, and JRS will not be in compliance, and will not comply with 
qualified plan status. The Division is under an affirmative duty to inform the IRS of such 
non-compliance if the legislation is not passed in its proper form.

SB 232 was amended by CSSB 232(STA). The Attorney General’s Office had supplied a 
work draft that was in an approved form. However, it was amended in further drafting in 
such a manner that it contains changes that would be unacceptable to ’he IRS and do not 
follow the language specified by the IRS. The changes, while conforming to certain 
drafting rules, and well intentioncd, would clearly not use the language specified by the 
IRS in certain critical areas. Further, those changes would not conform to the agreed to 
language with were arrived at with the IRS after 12 draft iterations and two years worth 
of work.

The CBHB 331 (STA) corrects the changes attempted in CSSB 232(STA), and is in a 
form that would he acceptable. Following is an explanation of the major differences. 
The underlined reference takes you to the section where the difference is; in the text of 
the explanation are other specific line references that refer to the change. The references 
arc keyed to the Adobe PDF versions.

“232” refers to CSSB 232(STA) [SB0232B; 23-GS1009\D]. 
“331” refers to CSHB 331(STA) [HB0331b; 23-GIl 1009\H].

CSSB 232(STA) v. CSIIB  331(STA)
n f  Hilli'rcfin's

Page 1 of 3 4/28/2004



Sec. 7. (232, page 3. line 28) v. Sec. 7. (331, page 3, line 28) - TRS 
331 specifically refers to “employee” verses the use of the word “person” in 232. Only 
employees can first set up a purchase of credited service. This is in conformance with the 
rest of the plan. The use of word “person” is unacceptable because it is too general and 
undefined for purposes of Plan Document tax law compliance. A “person” is not 
necessarily an employee or teacher, which are specifically defined terms. The use of the 
word “person” in the specific statute section will raise immediate issues with the IRS.

Sec. 8. (232. page 4. line 6) v. Sec. 8. (331, page 4. line 6) - TRS 
331 replaces a major piece of language deleted in 232 - lines 22 through 26 in 331. The
language deleted in 232, although referred to in a later section in another manner, was 
specifically added by the IRS.

Sec. 9. (232. page 5. line 4) v. Sec. 9. (331. page 5. line 8) - TRS
At line 13 and 15 (in 331), the word “forfeited” is used a specific modifier for credited
service; it was deleted in 232.

Sec. 13. (232. page 6. line 29) v. Sec. 13. (331. page 7. line 3) - TRS 
The language contained in 331, lines 7 and 8, specifies the use of the specific regulation 
method to indicate what assumptions, factors, and methods arc used for an actuarial 
adjustment. This is excluded in 232.

This was actually a compromise by the IRS; softening their stance by allowing 
regulations to be used by inclusion of the language so that the state would not be forced 
lo do this in statute. This resulted after a very involved five month negotiation on this 
specific issue.

Sec. 14. (331. page 7. line 12) v. Excluded in SB 232 Altogether - TRS
331 includes a change to the definition of a “teacher” and “member" so that term can be
used interchangeably. 232 excludes this important change altogether.

Sec. 18. (232. page S. line 15) v. Sec. 19. (331. page 9. line 8) - JRS 
The language contained in 331, lines 12 - 14, specifics the use of the regulation method to 
indicate what assumptions, factors, and methods for an actuarial adjustment are lo be 
used for an actuarial adjustment. This is excluded in SB 232.

Sec. 21. (232. page 9. line 19) v. Sec. 22. (331. nage 10. line 13) - PERS
Certain language in line 28, and line 29 through line 2, page 11, in 331, related to service
purchase credit was excluded in 232.

CSSB 232(STA) v. CSI1B 331 (STA) 
Analysis o f Differences
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Sec. 22. (232. page 10. line 17) v. Sec. 23. (331. page 11. line 15) - PERS
At line 21 in 331 the word “forfeited" was excluded by 232. In 232, page 10, at line 24- 
25 certain language was added to make up for an exclusion in 232, Sec. 21, page 10, at 
lines 3 and 4 where it was originally.

Sec. 21. (232. page 12. line 26) v. Sec. 28. (331. page 13. line 23) - PERS 
The language contained in 331, lines 27 and 28, that specify the use of the regulation 
method to indicate what assumptions, factors, and methods are used for an actuarial 
adjustment, were excluded in 232, section 27.

Sec. 31. (232. page 13, line 21) moved to Sec. 33. (331. page 14, line 20) - PERS and 
TRS

Sec. 32. (232. page 13. line 29) - TRS
Deleted altogether. Passage of IRS changes would support the issuance of the Plan 
Determination Letter and Private Letter Ruling, and would resolve the issue.

Sec. 33. (232, page 14. line 7) - PERS
Deleted altogether. Passage of IRS changes would support the issuance of the Plan 
Determination Letter and Private Letter Ruling, and would resolve the issue.

Sec. 34 and 35. (232, page 14. line 16 and IS respectively) - PERS and TRS 
Deleted as they correspond to sections 32 and 33 previous.

Sec. 36. (232. nage 14, line 20) v. Sec. 34. (331. page 14, line 28)
Effective date section conformed for changes in 232, sections 21, 34, and 35 — that relate 
to a purchase of service credit effective date. The passage of IRS changes in the form 
indicated in 331 would resolve the issue.

CSSB 232(STA ) v. .I1B 3 3 1 (STA ) 
Analysis o f Differences
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Sectional Analysis 
2004 Session Committee Substitute - SB 232

This is an Act relating to federal tax requirements for and other provisions of the 
teachers’ retirement system, the public employees’ retirement system, and the judicial 
retirement system; removing village public safety officers from the public employees’ 
retirement system, delete requiring the PERS from refunding accounts under $1,000 to 
inactive employees.

The changes introduced with this substitute add the changes requested by the Internal 
Revenue Service. It also repeals prior legislation (SB 145, 2001 Legislative Session) 
which would have allowed village public safety officers (VPSO) employed under the 
village public safety officer program to become members of the public employees’ 
retirement system. The repeal of the inclusion of VPSOs in PERS results directly from a 
specific negative Private Letter Ruling that does not allow for the inclusion of VPSOs in 
PERS as specified in SB 145.

Section 1 States that the purpose of this Act is that the retirement systems continue
to meet governmental plan qualifications of the Internal Revenue Code. To also make 
changes so members can L.ke advantage of changes in federal tax laws to better plan 
retirement.

Sections 2-15 relate to the Teachers’ Retirement System

Section 2 Provides for a new subsection that stafes that no amendment to the TRS 
statutes are meant to provide a vested right to a benefit if the IRS determines that the 
amendment would result in disqualification of the plan under the Internal Revenue Code.

Section 3 Uses the broader definition of “member or member’s” versus the previous
use of “teacher or teacher’s”. A member is more in line with how the IRC refers to plan 
participants.

(This reference change to “member(s)” versus “tcacher(s)” or “employee(s)” is 
throughout the entire legislation.)

Section 4 Makes the claiming of BIA service optional. The prior language makes
the service claim mandatory.

Section 5 Makes the reinstatement of prior service, because of a previous refund of
contributions, optional. The prior language makes the reinstatement mandatory.

Section 6 Specifics member(s) rather than teacher(s) in the affected statute.

Section 7 Allows additional sections in TRS to be paid for by pre-tax transfers and
contributions, not previously included.
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Section 8 Further clarifies the tax law requirements relating to the purchase of
service credits through a salary reduction program and conforms the statute to those rules 
acceptable to the IRS. It adds additional sections where contributions would be 
acceptable, highlights the fact that the selection is irrevocable, and when contributions 
must cease.

Section 9 Further clarifies the tax law requirements relating to the purchase of
service credit through transfers from other plans, and the coordination required with a 
salary reduction program.

Section 10 Updates the sections related to purchase of service credits. Conforms this
subsection to new additions in other subsections.

Section 11 Conforms the referenced section of the system statute with the IRC date of
applicability.

Section 12 Conforms the referenced section of the system statute with the IRC date of
applicability.

Section 13 Makes the requirement that the assumptions, factors, and methods that
form the basis of actuarial adjustment factors must be specified in regulation.

Section 14 Indicates that “teacher” or “member” is intended to be used
interchangeably (the purpose to reduce confusion as to whom a particular section applies 
to).

Sections 15 -19 relate to the Judicial Retirement System

Section 15 further specifies when a Judge or Justice becomes a member in JRS.

Section 16 Further specifies when the administrative director of the Alaska court
system becomes a member of JRS.

Section 17 Makes the stipulation that no amendment to the JRS statutes are meant to 
provide a vested right to a benefit if the IRS determines that the amendment would result 
in disqualification of the plan under the Internal Revenue Code.

Section 18 Specifies vesting criteria in the event of termination of the JRS plan.

Section 19 Makes the requirement that the assumptions, factors, and methods that
form the basis of actuarial adjustment factors must be specified in regulation.

Sections 20 - 30 relate to the Public Employees’ RgtirnncnLS.vstePi

Section 20 Makes the stipulation that no amendment to the PERS statutes are meant 
to provide a vested right to a benefit if the IRS determines that the amendment would 
result in disqualification of the plan under the Internal Revenue Code.
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Section 21 Removes Village Public Safety Officers employed by a nonprofit regional 
corporation as included PERS members by virtue of their employment status with the 
nonprofit regional corporation.

Section 22 Further clarifies the tax law requirements relating to the purchase of
service credits through a salary reduction program and conforms the statute to those rules 
acceptable to the IRS. It adds additional sections where contributions would be 
acceptable, highlights the fact that the selection is irrevocable, ano when contributions 
must cease.

Section 23 Further clarifies the lax law requirements relating to the purchase of 
service credit through transfers from other plans, and the coordination required with a 
salary reduction program.

Section 24 Removes the requirement for a member to cash out their account if they 
have less than five years of service and less than $1,000 in their refundable balance.

Section 25 Part of the coordinated VPSO changes.

Section 26 Conforms the referenced section of the system statute with the IRC dale of
applicability.

Section 27 Conforms the referenced section of the system statute with the IRC date of 
applicability.

Section 28 Makes the requirement that the assumptions, factors, and methods that
form the basis of actuarial adjustment factors must be specified in regulation.

Section 29 Part of the coordinated VPSO removal. Removes a nonprofit regional
corporation who employees VPSOs as an eligible employer.

Section 30 Part of the coordinated VPSO removal.

Uncodifed Law Chances related to indicated plans

Section 31 Stipulates when certain statutes apply to conform them with the Internal 
Revenue Code.

Section 32 Repeals a prior part of the Uncodificd Law that applied to certain 
contributions that could not take place until the JRS approved them.

Section 33 A reviser’s instruction to change section titles in PERS and TRS.

Section 34 Immediate effective date of the Act.
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K Corporations

Dear Ms. Millhorn:

This is in response to correspondence dated October 16,2001, as supplemented 
by additional correspondence dated February 1, 2002, March 15, 2002, May 16, 
2002, November 1,2002, November 15, 2002, November 27, 2002, December 6, 
2002, March 31, 2003 and May 6, 2003, from your authorized representative, in 
which you request a ruling on whether the status of Plan X as a governmental 
plan under §414(d) ui the Internal Revenue Code (“the Code") will be adversely 
affected by the inclusion of Community Officers.

The following facts and representations have been submitted:

Pursuant to Statute D, the State created Plan X (also referred to herein as “the 
System") in 1961 as a defined benefit pension and retirement system to provide 
retirement and other benefits for Group C Employees. Plan X is intended to meet 
the qualification requirements of Code §401 (a) to the extent that section applies 
to a governmental plan within the meaning of §414(d) of the Code.

Effective January 1,1987, all participating empbyees are required to contribute a 
percentage of their compensation to Plan X. No option to receive this amount in 
cash has ever been permitted. Statute D also allows the State to pick up and pay 
the mandatory contributions to Plan X pursuant to §414(h) of the Code. As of 
January 1,1987, the State has treated the employee contributions in a manner 
consistent with §414(h)(2).

In 1985, the State established Program H within Department B pursuant to State 
Statute. Program H was established to assist local governments and villages in 
protecting life and property in rural areas of the State and to provide probation 
and parole supervision services. Program H, however, was not designed to be a 
village or community police force. Under Program H the roie of a Community

-  Aleutian Pribilof Islands Association, 
Association of Village Council Presidents, 
Bristol Bay Native Association,
Chugachmiut,
Kodiak Area Native Association,
Kawerak,
Tanana Chiefs Conference,
Maniilaq Manpower,
Central Council Tlingit Haida Indian Tribes of 
Alaska
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Officer is more than just law enforcement, and the vast majority of requests for 
the services of a Community Officer are for non-criminal matters. The Community 
Officer provides (1) support in the rendering of emergency medical services, (2) 
search and rescue support, (3) fire safety and prevention support, (4) water and 
boating safety, and (5) minor law enforcement service to a community, primarily 
the handling of misdemeanor infractions of the State’s criminal code. Community 
Officers are not obligated to respond to or participate in any type of armed 
conflict. In accordance with Code F, Community Officers are prohibited under the 
state funding grants from carrying firearms in the regular course of their duties, 
except in an emergency.

Community Officers are employed by certain K Corporations established 
pursuant to Act E. All K Corporations (which may be nonprofit or for profit) 
employing Community Officeis intended to be covered by this ruling are 
organized under state law as nonprofit corporations and have been in existence 
prior to the establishment ofProgram H. under Act b, Native Indians of the State 
own the stock in the K Corporations. The State, including Department B, does 
not participate in the selection of the board of directors for the K Corporations. 
The involvement of K Corporations in Program H is separable from the other 
activities and functions of the K Corporations.

Program H is funded through grants issued by Department B. Department B and 
the K Corporations enter into a written grant agreement detailing the Program 
responsibilities and duties. Program H  sets forth detailed policies and procedures 
that must be followed in order for a grant to be approved and maintained. In 
addition, several key personnel positions are required by the Program H enabling 
legislation to ensure that Program H operates as intended and in accordance 
with State Statutes. The written agreement between Department B and a K 
Corporation must also name the K Corporation as the employer, ior all purposes, 
of a Community Officer.

State Truopers are Department B employees. A State Trooper is responsible for 
making periodic visits to a village or community in which a Community Officer 
has been assigned, acting, as a mentor and as a liaison between the Department 
and the community or Community Officer, providing on-the-job training to the 
Community Officer, reviewing the Community Officer's log book, monitoring the 
Community Officer for comp:iance with applicable rules and providing the K 
Corporation with an evaluation of the Community Officer’s performance. State 
Troopers, however, do not supervise the daily activities of Community Officers. 
The State Trooper is responsible for providing state law enforcement services to 
a village or community to which a Community Officer is assigned. The
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Community Officer is not a police officer, and ultimate responsibility for criminal 
law enforcement lies with the State Trooper, particularly in regard to crimes more 
serious in nature than mere misdemeanor violations.

State Trooper superiors participate in the review of certain Program H 
documentation required to he provided by the K Corporation to Department B. 
The Program H Coordinator is a Department B position that has responsibility for 
overseeing the overall operation of the Program. The K Corporation Coordinator 
is an employee of the K Corporation who has responsibility for evaluating the 
performance of Community Officers, as well as allocating and distributing the 
funds supplied by a grant.

The K Corporation may not use grant money to employ a Community Officer for 
a particular village unless the village, through its governing body, enters into a 
written agreement with the K Corporation. According to relevant provisions of 
Code F, the village or community, in its agreement with the K Corporation, sets 
out the job description for the Community Officer, specifying duties that the 
community expects the officer to perform. The community also names a local 
supervisor to assume the daily control of the Community Officer’s work t id to act 
as a liaison between the Community Officer and the community. The party 
responsible for supervision of the daily activities of a Community Officer is 
Identified in Code F as the ‘‘governing body” of the village or community. The 
"governing body" means the elected citycouncil, traditional council, or elders 
council that the State recognizes as having governmental functions and that the 
K Corporation accepts as appropriate to supervise the daily activities of a 
Community Officer. All non-criminal activity (the majority of the work) conducted 
by the Community Officer is at the direction and priority of the village councils. 
Currently there are approximately the Number J of villages or communities to 
which a Community Officer has been assigned.

The written agreement between the K Corporation and the village or community 
recognizes that the Community Officer is an employee of the K Corporation. In 
the resolution of any dispute arising under the agreement, including the removal 
of a Community Officer from the position and the position from the village or 
community, the President of the K Corporation, or his or her designee, has final 
and conclusive authority to resolve the dispute.

The State represents that Department B has control over Program H by virtue of 
the fact the K Corporations and the Community Officers are subject to 
regulations, policies and procedures that are found in the Program H authorizing 
legislation, the grant agreement, Code F and Manual G. The State maintains that 
these rules, policies and procedures that the K Corporations and Community 
Officers must adhere to are enforceable by Department B by (1) controlling the
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grant of authority and funding, (2) monitoring of Community Officers by the State 
Trooper, and (3) the requirement by authorizing legislation of a State Trooper, K 
Corporation Coordinator, and a Program H Coordinator to ensure that the 
program operates as intended.

The State proposes to permit the K Corporations to adopt the System as the 
retirem nt benefit plan for persons employed as Community Officers. Based on 
the foregoing facts and representations, you requested the following rulings:

1. That the adoption of the System by certain K Corporations with respect 
to Community Officer employees only, will not adversely affect the 
System’s status as a governmental plan within the meaning of Code 
§414(d).

2. That the mandatory employee contributions paid to the System by the 
State on behalf of the Community Officer employees, will qualify as 
"picked-up" contributions wi.hin the meaning of §414(h)(2) of the Code.

Section 414(h)(2) of the Code provides that, in the case of any plan established 
by the government of any State or political subdivision thereof, or by any agency 
or instrumentality of any of the foregoing, where the contributions of employing 
units are designated as employee contributions but where any employing unit 
picks up the contributions, the contributions so picked up will be treated as 
employer contributions.

Section 414(d) of the Code provides that a governmental plan means a plan 
established and maintained for its employees by the Government of the United 
States, by the government of any State or political subdivision thereof, or by any 
agency or instrumentality of any of the foregoing.

Revenue Ruling 89-49,1989-1 C.B. 117, provides that a plan will not be 
considered a governmental plan merely because the sponsoring organization 
has a relationship with a governmental unit or some quasi-governmental power.
It holds that one of the most important factors to be considered in determining 
whether an organization is an agency or instrumentality of the United States or 
any state or political subdivision thereof is the degree of control that the federal 
or state government has over the organization's everyday operations. Other 
factors listed in Revenue Ruling 89-49 include: (1) whether there is specific 
legislation creating the organization; (2) the source of funds for the organization;
(3) the manner in which the organization's trustees or operating board are 
selected, and (4) whether the applicable governmental unit considers the
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employees of the organization to be employees of the applicable governmental 
unit. Although all of the above factors are considered in determining whether an 
organization is an agency of a government, the mere satisfaction of one o ' all of 
the factors is not necessarily determinative.

In the instant case, applying the principles set forth in Revenue Ruling 89-49, 
we find the degree of control exercised by the State over the daily operations of 
the Community Officers to be minimal, with control in the hands of the K. 
Corporation and the village or community to which a Community Officer is 
assigned.

As represented, a Community Officer is subject to monitoring by a State Trooper, 
an employee of Department B. The State Trooper's superior participates in the 
review of certain Program H documentation that must be provided by the K 
Corporation to Department B. The Program H Coordinator is a Department B 
position that has responsibility for overseeing the overall operation of the 
Program.

The State has not demonstrated that the aforementioned Departmental positions 
control or supervise the daily activities of Community Officers. The monitoring 
provided by the State Trooper consists of periodic visits with Community Officers, 
mentoring and other administrative duties. There has been no representation that 
the Program H Coordinator is Involved with the daily activities of a Community 
Officer. In addition, Manual G, a Department B field manual for Community 
Officers, states that the K Corporation Coordinator, an employee of the K 
Corporation, is responsible for evaluating the performance of Community 
Officers. The Manual further provides that in completing thu evaluation, the 
“community representative" responsible for the Community Officer’s supervision, 
the individual Community Officer and the assigned State Trooper are contacted 
for comment.

Further, the K Corporation may not employ a Community Officer for a particular 
village unless the village, through its governing body, enters into a written 
agreement with the K Corporation setting forth the duties that the village or 
community expects the Community Officer to perform. In Code F, the term 
"village" is defined to mean ? nmunity with a population of less than 1,000 
individuals. The community representative responsible for supervision of the daily 
activities of a Community Officer is identified in Code F as the "governing body" 
of the village or community. The "governing body" means the elected city council, 
traditional council, or elders council that the State recognizes as having 
governmental functions and that the K Corporation accepts as appropriate to 
supervise the daily activilies of a Community Officer.



Considering the other factors set forth in Rev. Rul. 89-49, the enabling legislation 
for Program H did not establish the K Corporations or specify that the K 
Corporations would be the vehicle or medium to implement Program H. The K 
Corporations were already in place throughout the State when Program H was 
established.

Funding for Program H is provided entirely by Department B through grants to 
the K Corporations. The State maintains that it controls the K Corporations due to 
the fact that Department B, in its discretion, may terminate a grant if the K 
Corporation or a participating village or community is not complying with all the 
Program policies and procedures. However, the State's argument that it controls 
the K Corporations and the Program, through funding, is diminished by the fact 
that the K Corporation Coordinator, a K Corporation employee, has responsibility 
for the allocation and distribution of funds supplied by the state grant. The K 
Corporations formally employ the Community Officers, enter into contracts 
specifying the terms of Program H and pay officers’ salaries with the funds 
granted by the State. Although Program H is supported by State funds, we do not 
find this factor to be determinative of agency or instrumentality status in this case 
because the K Corporations possess the authority to allocate the funds. No 
funded Community Officer position can be assigned to a requesting village or 
community unless the K Corporation, not the State, enters into a written 
agreement with the village or community.

The State, including Department B, does not participate in the selection of the 
board of directors for the K Corporations. Pursuant to Act E, the management of 
the K Corporation is vested in a board of directors, all of whom shall be 
stockholders over the age of eighteen (the stockholders of the K Corporations 
are Native Indians of the State). Due to the fact that the State does not 
participate in the selection process, the board of directors is not controlled by the 
State. Thus, the State does not possess the requisite degree of control over the 
K Corporation decision-making process in the day to day implementation of 
Program H (i.e., through lack of control over key personnel such as the K 
Corporation Coordinator).

Finally, Community Officers are not employees of the State or a political 
subdivision thereof. State Statute requires that Department B and th. ’< 
Corporation enter into an agreement in which, among other requirements, there 
must be a provision that names the K Corporation as the employer, for all 
purposes, of a Community Officer. The K Corporation may not use grant money 
to employ a Community Officer to serve in a particular village or community 
unless the village or community, through its governing body, enters into a written 
agreement with the K Corporation. The written agreement between the K
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Corporation and the village or community recognizes that the Community Officer 
is an employee of the K Corporation, and that in the resolution of any dispute 
arising under the agreement, including the removal of a Community Oificerfrom 
the position, the President of the K Corporation, or his or her designee, has final 
and conclusive authority to resolve the dispute.

The State has represented that the villages or communities to which a 
Community Officer has been assigned, as incorporated municipalities or 
unincorporated villages, are political subdivisions of the State. Although we find 
that the village or community may exert a significant degree of supervision over 
the daily activities of a Community Officer, we must conclude that the Community 
Officer is an employee of the K Corporation and that the K Corporation exerts the 
ultimate degree of control over a Community Officer’s employment.

Thus, we conclude that the K Corporation(s) is not an agency or instrumentality 
of the State or a political subdivision thereof. Accordingly, as for the first ruling 
requested, we find that the inclusion in Plan X of Community Officers, who are 
employees of a K Corporation which does not qualify as an agency or 
instrumentality of the State or a political subdivision of the State, will adversely 
affect the status of Plan X as a governmental plan under §414(d) of the Code.

Similarly, because we have determined in accordance with Revenue Ruling 89- 
49, that a K Corporation does not qualify as an agency or instrumentality of the 
State or a political subdivision thereof, it is concluded with respect to ruling 
request two that the applicability of the provisions of §414(h)(2) of the Code to 
Plan X will be adversely affected by including as members therein the 
Community Officer employees of the K Corporations, and that the mandatory 
contributions of such employees to Plan X which may be assumed and paid by 
the State will not qualify as Upicked-up" contributions within the meaning of 
§414(h)(2) of the Code.

This ruling is directed only to the taxpayer that requested it. Section 6110(k) of 
the Code provides that it may not be used or cited by others as precedent.
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A copy of this ruling is being sent to your authorized representative pursuant to a 
power of attorney on file in this office. Should you have any questions pertaining 
to this ruling, you may contact Denise Y. Bowen (ID # 50-21343) of this office at 
(202)283-9580.

Enclosures:
Deleted Copy of the Ruling
Notice of Intention to Disclose, Notice 437

cc: Thomas M. Mayer
400 One Financial Plaza 
Minneapolis, MN 55402

EP Area Manager Pacific Coast Area, STOP 7000 
Internal Revenue Service 
300 N. Los Angeles Street 
Los Angeles, CA 90012-3335

Sincerely yours,

Donzell H. Littlejotrh Acting Manager, 
Employee Plans Technical Group 1
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