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P r o p o s e d  A l t e r n a t i v e s
Accrual of Non-Medical Benefits - PERS
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P r o p o s e d  M e d i c a l  P r o g r a m
Key Features

Key features of post-retirement medical program
[J- Members must retire directly from the Sys tem  to bo eligiblo
*  System  sponsored health plan wuh varying levels of subsidy or cost to 

members
s  Early retirees get “a c c e s s  only* prior to normal rotiromont eligibil ty
■> Defined dollar benefit from normal retirement to Medicare eligibility 

(currently .age 65)
o  Donned health benefit after Medicare eligibility, similar to the current 

program with fhe following koy exceptions
• Method of coordination with Medicare
• Retired members will share in tho cost through premium 

contributions
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P r o p o s e d  M e d i c a l  P r o g r a m
System Sponsored Health Care Plan

^  System  sponsored health plan available to all eligible retirees, but with 
varying levels of pubsidy
Bas ic  plan design elements

Current Plan Alternative Plan
Medical• CoonJ.nuton with MmJ.c.vn• DuducbbUi• Out of PorAtd• OutpdW.t Surgery Con*ur,vic<i
Preechption Drug• Metuil. Gen one- Brand Formulary• B'and Non*Formui,»/y
• M.H Order• Gonenc- Brand FtymuUry• Brand NftfvFormuktfy
Dental. Vition, Audio

Total Allowable Sl50/p*>rson. $4S0/fam*iy $800 100S

00 day supply S4 $8 S8
00 day supply SO SO SO

No OutaQ*

Maintenance of Benefits $2$0/p«r*on. S750-fdnvly $2,500 80%

30 day supply $5 S15 
$30

90 day supply SS SIS S30

V'eraK Human Kevxac* Gonwtog

P r o p o s e d  M e d i c a l  P r o g r a m
Eligibility

rv Normal retirement eligibility for medical benefits will be defined a s  the 
earlier of
* (1) a g e  60 with 10 years of serv ice
• (2) 25 y ea r s  of serv ice (30 years for PERS  "others" retirees).

•v Disabled participants will be  eligible
:• Terminated ves ted  participants are not eligible. A member must retire 

directly from active serv ice in order to receive coverage

3iW*'.r »*r jk Gy tdni
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P r o p o s e d  M e d i c a l  P r o g r a m
Early Retirement

o  Early retirees who have not reached normal retirement eligibility
• Rece ive  “a c c e s s  only" plan
■ Will not be eligible for subsidized retiree health plan costs
• Pay 100% of the pre-Medicare eligible (currently p re-age 65) per 

member per y ea r  (PMPY) claim costs
Dependent sp ou se s  of early retirees will pay 100% of the appropriate 
pre-Medicare or Medicare eligible PMPY claim cost

W«*co» Human ConiofUtj

P r o p o s e d  M e d i c a l  P r o g r a m
■ ' - Normal Retirement to Medicare Eligibility

^  Members who retire directly from the Sy s tem s will b e  eligible for a 
“defined dollar' benefit upon reaching eligibility for normal retirement

z  Fixed dollar subsidy toward system  sponsored health coverage
o  A c c e s s  to system  sponsored retiree medical plan a s  outlined abovo
o  Subsidy amount is b ased  on length of service
o  Subsidy amount indexed each  year by healthcoro inflation up to a  

maximum of 5 percent (with a “catch-up" provision based  on yea r s  
when hoalthcaro inflation is loss than 5%)

Ifn W i*  24
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P r o p o s e d  M e d i c a l  P r o g r a m
Normal Retirement to Medicare Eligibility

o  Upon becoming eligible for Medicare, such members will become 
eligible for (he "defined health" benefit
Pre-Medicare dependent s p -u s e  is eligible for the sam e subs ty a s  
retiree

& Medicare eligible dependent spouse  is eligible for the Medicare 
eligible benefit level, with contribution percentage b ased  on retiree 
length of serv ice

RfrftOu'C* Cof'lUtAq

P r o p o s e d  M e d i c a l  P r o g r a m
Normal Retirement to Medicare Eligibility
\

o  Apply percentages to the applicable subsidy baso  to arrive at the 
appropriate subsidy amount
Dofmed Dollar Subsidy B a s e  Annual PMPY for fiscal year 2004 

Pre Medicare 55.962*
o  Subsidy Percentago

Serv ice (yrij Subsidy %
10-14 30%
15-19 45%
20-24 60%
25*29 75%
30 *  90%

rv Mornber contributions ore determined by subtracting the annual 
subsidy amount from tho annual claims cost for a  given yoar

•V i«  rt+vxs’.m Gy’vX/1



P r o p o s e d  M e d i c a l  P r o g r a m
After Medicare Eligibility

o  Defined health benefit similar to current program
=:■ Retirees who were previously eligible for 100% subsidy of retiree 

health plan co s ts  will now participate in the premium cost.
=5- Contributions are per covered individual

Pre-Medicare dependent spou se s  are eligible to receive a defined 
dollar subsidy with percentage based  on retiree length of service
Medicare eligible dependent spou se s  are eligible to receive the sam e 
defined health benefits a s  the retiree and pay the sam e contributions

Mortar Mufruin HovJurc* Gc/t*u</*g 21

P r o p o s e d  M e d i c a l  P r o g r a m
After Medicare Eligibility

Contribution B a s e  PMPY lor fiscal year 2004:
Medicare Eligible S2,fi67

*  Contribution Percentage
_  s ervice (yrs) Contribution %

10*14 30%
15-19 25%
20-24 20%
25-29 15%
30 * 10%

o  Apply percen tages to the contribution baso  to arrive at the applicable 
contribution amount



t h  R e i m b u r s e m e n t  

u n t s  ( H R A s )
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H e a l t h  R e i m b u r s e m e n t  A c c o u n t s
Overview

Arrangement that:
• Is solely employer prid
• Reimburses employees for medical exp en se s
• Provides reimbursements up to a maximum dollar amount for a 

defined coverage  period
o  Unused funds are carried forward to the next coverage period
o  Usually, but not required to be, assoc ia ted  with high-deductible health 

plans or consumer directed health plans
Includes a sp ec ts  of FSAs

Also known a s
• Hoalth Reimbursement Arrangements
• Defined contribution health care plans

Wrr# »Ĉ%*ri M*»ou'C« Conû g 30



H e a l t h  R e i m b u r s e m e n t  A c c o u n t s
Overview

Funding

ft> Employer only 

f t Employer sets own limits 

f t Notional or funded accounts
• general assets
• VEBA
• other trusts 

E ligibility

Cuirent and former employees (including retired employees), spouses and 
dependents

o  COBRA participants

o  Dependent medical expenses on death of employee

Wtjrcor Human Hutourco Consulting

H e a l t h  R e i m b u r s e m e n t  A c c o u n t s
Overview
%

Bene fits

o  Reimbursements for medical e xp en se s  a s  defined in IRC section 
213(d)

ft- No IRS limit on reimbursements 
^  Employee responsible for substantiating expen se s  
ft- Cannot u se  for over-the-counter drugs
o  Can be used for after tax insurance premium payments (LTC is gray 

area)
•t- Cannot have any right to receive cash  benefit 
f t  Can be used with FSA, but special rules apply

Rm ««y r »  C o n w trq  17



H e a l t h  R e im b u r s e m e n t A c c o u n t s
Overv iew

Plan design 

o  Plan sponsor dictates plan design 

■ Contribution amount

■ Covered expenses

■ Termination provisions 

Tax Treatment 

•=> Requirements for exclusion from employee/retiree income: 

• Employer funding only -  no employee contributions 

jn ly reimbursed for qualified medical expenses 

oubject to non-discrimination rules under IRS code section 105(h)

Mercctr Human Rosourco Consulting 33

. H e a l t h  R e im b u r s e m e n t A c c o u n t s
Comparison o f tax advantaged health care 
accounts

Account rcquiramanta Fund* mukt ba haid In irutt or 
cuftlodul occount No r*qu »am«nt ohan unfun dad No raqiHramanl. ©Ran 

unfundad

Qua' tying a«p«n»»*
M>tcaitanaouk IRC 211(d) 
lipvnu*. Iim.t#d haatth premium 
rauntHirtamanl**

ViacaOanaou* IRC 211(d) a*pan*a*. 
uni.rmtMl pram, urn raWnburaamanta. 
»ub|act to plan daugn

Nikcaiianapua IRC 211(d) 
aipanta* no haadh premium 
rawnbur«amant*

Non qua -r*d withdrawal*
V#*. but taaabla. p'j* 10\ panady 
No pana. fy aba' aga IS. di*ab«,ty 
or daam (no pana fy or In ahar 
daatn If HSA goat to tpouH)

Not allowad Not a'lowad

RoUovtr of unjMd fund* UnuMd fund* roll over indahn Italy A"owad. although vmployvr can • *tat>:>* itmit» Not aiipwad

titui V#* and fu*ly portatda. can taka to 
n#w amployar No. but CORRA right a apply No. hut l»i ltd CORNA nghla 

*pv»i
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a  H e a l t h  R e im b u r s e m e n t A c c o u n t s
Comparison o f tax advantaged health care 
Accounts

Eligibility Individual* (employee*) with high 
deductible plen(HDHP)

employees whose employers make 
available

Employee* whose employers 
make available

Health Insurance 
requirement

Qualified high deductible health 
plan required

None, although employer typically 
requires high deductible coverage None

Contribution* • Soon* employer, employee, or both Employer only Employer, employee or both

of employe* 
contribution* Tea-free Emp'oye* contribution not allowed Tai-free

TaaabWty of employer 
contnbufions

Tea-free to employee, lea 
deductible to employer

Tai-free to employee; tar deductible 
to employer

Tai-free to employee, taa 
deductible to employer

Annuel contribution Imits 
(employee‘employer)

Letter of 100\ uf deductible or 
hied amount (established try lew)

None legally required, employer set* 
II* contribution amount*

None legally required, employer 
set* employee contribution 
limits

Morcer Human Ho* uu Consuitng 35

H e a l t h  R e im b u r s e m e n t A c c o u n t s
£2 Projection scenarios

o  Illustrate the HRA fund value at retirement, the total costs expected to 
be borne by the reti'ee during the pre-Medicare period of retirement 
and the retiree's expected net cost after HRA reimbursements 

^  Four scenarios
• Early hire, 1.0% funding - hire at 25, retire at 55
• Early hire, 1.5% funding - hire at 25, retire at 55
• Late hiro, 1.0% funding - hiro at 40. retire at 60
• Late hiro. 1.5% funding - hiro at 40, retire at 60

^ Key assumptions
• Hiro date of 7/1/2004

• Normal retirement at 25 years or age 60
• Funded as percent of avorago salary for group

• Average salary for group of $35,000

• Wage inflation 4.0%

Wofcu9 Mum*n Hi
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H e a l t h  R e im b u r s e m e n t A c c o u n t s
s p P LP ro je c tio n scenarios

^ Key assumptions (continued)
■ HRA accumulation rate 8.25%
• Early retirement access-only plan as described in the proposed medical 
program

• Normal retirement to Medicare eligibility defined dollar subsidy as 
described in the proposed medical program

• Benefit costs increase at proposed valuation trend
• Retirees transition to defined health benefit plan at Medicare eligibility

<=> Other assumptions
• Participant retires from system and is receiving system-sponsored benefits

• Demographic composition of future pre-Medicare retiree group remains 
constant

• No spend down of HRA durim  active benefit period

Morcor Human Resource Consulting 37

H e a l t h  R e im b u r s e m e n t A c c o u n t s
Projection scenarios

Gross Rotiroo 
 Cost

HRA at 
Rotiromont

Not Rotirco 
Cost

Early Hire. 1.0% 

Early Hire, 1.5% 

Late Hire, 1.0% 

Late Hire, 1.5%

3153.721

5153.721 

S 68,993 

S 68,993

364,622

396,933
S23.052
S34.579

372,348

512,714
344.543
330,580

• > Gross retiree cost is tho total medical premium cost expected to be paid by 
the retiree less any System-sponsored subsidy Does not include retiree cost 
sharing via plan design elements such as deductibles and coinsurance.

>-> HRA at retirement is the beginning fund balance at the year ol retirement.

•> Net retiree cost is the gross retiree cost less expected reimbursements from 
the HRA. HRA balance continues to earn interest after medical expenses are 
reimbursed each year.

Mmov Human »ta«owc# 3fl
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P r o p o s e d  A l t e r n a t i v e s
Alternative 1 -  Normal Cost Rates

"Normal cost" rates for Alternative 1 are expected to be as follows:

Normal Cost Rates
TRS PERS

Medical normal cost rate 3.75% (9.07%) 3.5% (8.68%)

Delined benefit normal cost rate 5.0% (13.90%) 4.5% (11.37%)

Defined contribution rate 8.5% (N/A) 7.0% (N/A)

HRA contribution rate 1.5% (N/A) 1 0% (N/A)

Gross normal cost rate 18.75% (22.97%) 16.0% (20.05%)

Member contribution rate (10.0)% (8.69%) (80)% (6.81%)

Employer normal cost rate 8.75% (14.28%) 8.0% (13.24%)

Normal cost rates for the current program (all tiers) are shown 
in parentheses for comparative purposes.

* jroy MumAn Hovouro* Consufang

. is a j P r o p o s e d  A l t e r n a t i v e s
=22533 Alternative 2 -  Normal Cost Rates

=* "Norm a l cost" ra tes fo r A lte rna tive 2 are expec ted to be as fo llows:

Normal Cost Rates

TRS PERS

Medical normal cost rate 3.75% 3.5%

Defined contribution rate 13.5% 11.5%

HRA contribution rate 1.5% 10%

Gross normal cost rate 18.75% 16.0%

Member contribution rale (10 0)% (8.0)%

Employor normal cost rato 8.75% 8 0%

Mauri* ttottufr* Cortutfvg •3



State of Alaska 
Division of Retirement & Benefits 
Normal Cost Rate and Actuarial Computed Rate from FY 1983 through FY 2006

Valuation 
report date 
June 30

Fiscal 
year of 
rate

Normal 
Cost rate 

PERS

Actuarial
Computed
Rate
PERS

Normal
Cost
rate
TRS

Actuarial 
Computed 
Rate TRS

1980 1983 11.46% 13.78% 11.95% 16.84%

1981 1984 12.03% 13.68% 13.51% 17.42%

1982 1985 11.36% 13.62% 13.64% 17.96%

1983 1986 11.82% 13.59% 13.13% 17.36%

1984 1987 12.31% 13.84% 13.91% 13.28%

1985 1988 11.13% 9.55% 11.62% 13.28%

1986 1989 10.20% 9.38% 9.36% 11.16%

1987 1990 9.23% 9.30% 9.14% 8.19%

1988 1991 10.37% 12.00% 11.86% 12.27%

1989 1992 12.00% 14.20% 13.26% 15.16%

1990 1993 12.83% 13.58% 14.07% 19.65%

1991 1994 10.18% 13.72% 9.05% 15.59%

1992 1995 10.90% 13.70% 8.57% 13.36%

1993 1996 11.29% 12.82% 9.06% 12.48%

1994 1997 10.36% 12.14% 9.70% 14.96%

1995 1998 10.61% 11.90% 10.10% 14.94%

1996 1999 9.85% 7.74% 8.97% 10.52%

1997 2000 9.89% 7.36% 9.21% 13.00%

1998 2001 8.67% 7.03% 8.99% 10.55%

1999 2002 G.07% 6.56% 8.88% 7.09%

2000 2003 10.07% 6.12% 9.40% 8.29%

2001 2004 9.53% 6.77% 10.36% 14.44%

2002 2005 13.31% 24.91% 14.76% 35.57%

2003 2006 13.24% 25.63% 14.28% 38.85%

Normal Cost Rate: present value of benefits, which are expected to bo credited with respect to service 
during the year beginning on the valuation date

Actuarial Computed Rato: aftor comparing plan assets and liabilities, an actuarial rate is computed that wo 
fund the retirement systems over 25 years There are two components: the normal cost rate and tho past f 
nocossnry to pay any unfunded liability. Both rates account for differences between actual experience vei 
anticipated results, changes in actuarial assumptions and I or methods, changes in statutory provisions, ar 
difference between tho rato actually adopted by the Boards for a particular year versus tho computed rate
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1.5(c) Actuarial Projections -  Effect of Economic S< narios 

Key Assumptions

* All assumptions and methods are the same as Section 1.5(a) except

Results are shown only under the l% population growth scenario

The actuarially calculated contribution rate is adopted in each year beginning in FY06, 
but rate cannot increase by more than 5% per year.

Investment returns arc assumed as follows:

Total Portfolio Investment Return Under Each Scenario

V a lu a tio n  R e s u lts

Year Ending Base Prolonged
June 30 Case Growth Recession

2004 15.08% 15.08% 15.08%
2005 8.25% 10.00% -3.50%
2006 8.25% 10.00% -3.50%
2007 8.25% 9.50% 2.10%
2008 8.25% 9.00% 7.75%
2009 8.25% 8.25% 7.75%
2010 8.25% 8.25% 7.75%
2011 8.25% 8.25% 7.75%
2012 8.25% 8.25% 7.75%
2013 8.25% 8.25% 7.75%
2014 8.25% 8.25% 7.75%
2015 8.25% 8.25% 7.75%
2016 8.25% 8.25% 7 75%
2017 8.25% 8.25% 7.75%
2018 8.25% 8.25% 7.75%
2019 8.25% 8.25% 7.75%
2020 8.25% 8.25% 7.75%
2021 8.25% 8.25% 7.75%
2022 8.25% 8.25% 7.75%
2023 8.25% 8.25% 7.75%
2024 8.25% 8.25% 7.75%
2025 8.25% 8.25% 7.75%
2026 8.25% 8.25% 7.75%
2027 8.25% 8.25% 7.75%
2028 8.25% 8.25% 7.75%
2029 8.25% 8.25% 7.75%

Moic >r Human Kosourco Consulting 1 Stato ol Alaska Public Fmployoos' Rntirormmt Systom
iu>« fls ol Juno 30. ?003
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1.5(c) Actuarial Projections -  Effect of Economic Scenarios (continued) 

Contribution Rate

V a lu a tio n  R e s u lts

50%

0%
200-1 2009 201-1 2019 2024 2029

Fiscal Year Ending

—  Prolonged Recession ■ ■ ■ Base Case Growth

Mercer Human Rosourco Consulting
g >mii .*00 W *</«,• hft .•*!1* • tv a' -m 011404 (to:

Slate of Alaska Public Employees' Rollremonl System
as ol June 30, 2003
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1.5(c) Actuaria l Projections -  Effect o f Economic Scenarios

V a lu a tio n  R e s u lts

Key Assumptions

■ A ll assum ptions and m ethods arc the sam e as Section 1.5(a) except:

R esults are  show n only  under the 1% popu lation  grow th scenario

The ac tuaria lly  ca lcu la ted  contribu tion  rale is adopted  in each year beginning  in FYOfi, 
but rate canno t increase by m ore than 5%  per year.

Investm ent re turns a re  assum ed  as follow s:

Total Portfolio Investment Return Under Each Scenario
Year Ending Base Prolonged

June 30 Case Growth Recession
2004 15.08% 15.08% 15.08%

2005 8.25% 10.00% -3.50%

2006 8.25% 10.00% -3.50%

2007 8.25% 9.50% 2.10%
2008 8.25% 9.00% 7.75%

2009 8.25% 8.25% 7.75%

2010 8.25% 8.25% 7.75%

2011 8.25% 8.25% 7.75%

2012 8.25% 8.25% 7.75%

2013 8.25% 8.25% 7.75%
2014 8.25% 8.25% 7.75%

2015 8.25% 8.25% 7.75%

2016 8.25% 8.25% 7.75%
2017 8.25% 8.25% 7.75%

2018 825% 8.25% 7.75%

2019 8.25% 8.25% 7.75%

2020 8.25% 8.25% 7.75%
2021 8.25% 8.25% 7.75%

2022 8.25% 8.25% 7.75%

2023 8.25% 8.25% 7.75%
2024 8.25% 825% 7.75%
2025 8.25% 8.25% 7.75%
2026 8.25% 8.25% 7.75%
2027 8.25% 8.25% 7.75%
2028 8.25% 8.25% 7.75%
2029 0.25% 8.25% 7.75%

Morcor Human Rosourco Consultlna
•j Mi •-» ill U:A :•

Stain of Alaska ToncOots' Rotlromnnt Systom 
ah ol Juno 30. ?003
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1.5(c) Actuaria l Projections -  Effect o f Economic Scenarios (continued) 

Contribution Rate

V a lu a tio n  R e s u lts

(0K.
c
o
3
-Q

80%

75%

70%

65%

60%

55%

50%

45%

40%

35%

30%

25%

20%

15%

10%

/

2004 2009 2014 2019

Fiscal Year Ending

2024 2029

*—  Prolonged Recession ■Base Case -  Growlh

Morcer Human Rosourco Consullmg
Q 4* JOOA't • r*.>,**» ,'%/r̂ Ar • r*.j ,*.» ft 01 Hirt Arc

Slalo ol Alaska "eachon Roliromonl System 
as ol Juno 30, 2003
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P r o p o s e d  A l t e r n a t i v e s
j|3  Cost Projections - P ER S

Contribution Comparison - PERS
35 00%---

30 00%

| 25 00%

20 00%

10 00%

5 00%

0 00%

Fiscal Year Ending

Cu^l Pv • * * - tint T •'
Morc*»r Human Resource Consuhog

P r o p o s e d  A l t e r n a t i v e s
Cost Projections - TRS

W 00%

50 00%

Contribution Comparison - TRS

1000%

000%
s'*" * ? c» — >•  ̂ k c o n r- n* n >• n  ̂ o

fiscal Year Ending
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p u b l i c  E m p l o y e e s ’  R e t i r e m e n t  S y s t e m  

T e a c h e r s ’  R e t i r e m e n t  S y s t e m  

S e n a t e  F i n a n c e  B r i e f i n g  o n  P r o p o s a l s  f o r  N e w  T i e r s

Attached arc two spreadsheets comparing the specific benefit differences in the existing and proposed Tiers for 
PERS and TRS. Outlined below is a summary o f the major benefit changes and a cost comparison.

PERS/ TRS
Current PERS Tier III 
/ TRS Tier II DB Plan

Alternative I 
I)B/DC Plan

Alternative 2 
DC Plan

PERS Employee Contribution 
Rate

6.75% or 7.5 Police/Fire 8% all members 
8.5% Police/Fire 
11.0% School District

8% all members 
8.5% Police/Fire 
11.0% School District

TRS Employee Contribution 
Rate

8.65% 10% 10%

Retirement Age 60 normal - 55 early 
30 years "all others” 
20 Police/Fire 
20 Teachers

Same
Same
25 Police/Fire members 
25 Teachers

Any age

PERS Benefit
Formula/Con t ri bu t ion Ratc

2% up to 2.5% DB 1% DB; 8% DC 
(8% includes HRA)

12.5% DC
(12.5% includes HRA)

TRS Benefit
Formula/Contribution Rate

2% up to 2.5% DB 1% DB; 10% DC 
(10% includes HRA)

15% DC
(15% includes HRA)

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

• Must have 10 years 
o f service. Minimal 
cost share.

• Must retire directly 
from system to be 
eligible.

• Must have 10 years 
o f service.

• Member pays more 
through "cost share" 
design elements.

Same as Alternative 1

Normal Cost Rate PERS 
(does not include unfunded 
liability portion)

13.24%- Current 
Normal Cost Rate

8% reduces normal cost 
rate by 40%

K% reduces normal 
cost rate by 40°..

Normal Cost Rate TRS 
(does not include unfunded 
liability portion)

14.28% - Current 
Normal Cost Rate

8.75" o * this reduces 
normal cost rate by 39%

8.75% • this reduces 
normal cost rate by
39%

Future exposure and volatility 
to loss in investment earnings 
and increasing medical costs.

Employer bears all the 
risk.

Employer continues to 
have risk in two areas: 
1 1) 1% DB component 
and (2) medical 
inflation component.

Minimal Exposure to 
employer in one area 
only: (1) medical 
inflation w< capped %.

liR it.tisG S t.\a 11:F is a s t a: M s v .m  27.2005
F .u n o m  PERSasp TRS Tie r  Ru h m u s Project 2 7



Alaska Division of Rotlromont and Benefits 
Public Employocs' Retirement Systom (PERS) Plan Comparison Chart

Rov. Januaty 15.2005

Tiff I
1/1M1 - w u h

TtorH
EntaiMl on or UK 7/1/M

Tltrlll
Enterad f̂i or altar 7/1/M

Ttar IV Proposed • Allamatlva 1 DB/DC Plan 
Entarad on or after 7/1/7006

Tt*f (V-Altemsttve 2 Pur» DC Plan 
Enttcod on or after 7/1/2006

1 mpV5>«f Pr* t*N Côtr̂Kit-on
6 75% bogfrvog 1/1/B7—a» O0>tr»
7 S\ b*g nn ng 1/1/87—po:«c«» «od No 
0 0% begmrfcng 7/1/90— school

Employee Pre-tar Contribution
6 75% beg nn.no 1/1/87—88 others
7 5*. beg nnmg 1/1/87—police and (no 
9 6% beginning 7/1/09—schoold ytret

trnpV>yw Pro tat Co» tributKKi
6 75% DOQ 1/1/87—«11 otbor*
7 5% bog.ontng 1/1/87—poi*c« nrvl f>fe 
9 0% beginning 7/1/99 -school d itrct

Employee I’rctav Contnfeulon 
8*" all members beginning 7/1/7006 
B 5"v beginning 7/1/7006 - poico and lire 
11 0% beginning 7/1/7006 School District

Employeo Pre-tav Conthbuton 
8*v all men.beis beginning 7/1/7006 
8 5* oegmn ng 7/1/7000 - potce and l.'e 
11 0*. beg nnmg 7/1/2006 School Distnct

1etomt)*r* vrs! w1h 5 yf «** of larvc* Members vcit nth i years of servcc Momb«ys vo yt witfi 5 yoa's o* aonnc# Members vest with 5 years ol sorv.ee 1 CO'. Vested upon enrolment

• PJorm*) retirement ago t* 55
• m>! »emanf age it SO
• PoKflft member* can ret.ro a! any ago 

fther 20 yv*rt 0* DOtcrvl 'O wnrco
• AG oth#f n'ftTtotft can ret*ro at any ago a'ter 

30 yoar* of mambertrvp **'vce

• Normal rel y*men1 iyn tt 60
• Early refrement at n-jn r,J
• facet o) members can rof/o «l any age 

nher 70 years Of pace Vo server
• 'M other* members can reve at any 050 

after 30 yea's 0/ members bp serve*

• Normal rotiromont ac« •» 60
• tarty ro* romont at ago $$
• Pofac&1#e mombon can rot ro at any ago 

aftor 20 yoarj d poKôro *orv<c
• 'Aiiothof' momborscanrot rootanyago 

after 30 yo.irs d momboryhg torvco

• Normal ret.'omonl age is 60
e Eaity retirement at age 6*1
e t’otee.I.re members can fet re at any age 

after 75 years ol poicotre serycc
• ’Another* members can ret.ro at any ago 

alter 30 years ot membershp servee

• Can leave cmptoyment at nny age and taVc 
account balance w>th tnem, leave account 
balance in plan o' ro’over Is anothef qualified 
plan

• 7% rVW<l Oon«M fomxda lot frfit 10 yea** 
nn<) as year* of %onr<o pr̂y to Jo*/ 1. 1 WO

• 25% »or?no no*l 10 years 2.5% per yrar 
v+irtftel (average of r* r«gn t ee 
coroacv/t-** yeary ta'̂ry)

• Po'<et •'*» 2% benaf ?* fomva for Ntl 10 
year* and g.5\ for a. yr*r* a*rer »0

• 714 Oetned benefit formula for MU 10 year*
• 7 75% 'or Ihe neil 10 yea’s, and 2-5% per 

yearthereader DeneM calculators is 
deterrrsned on tre average o' me hgh three 
consecutive years’ sa’ary

• Polcel.ro- 7S trenef t forrrv'a tor f.rsf 10 
years and 7 5% to< a’l years ader 10

• 2% dof nod bonof \ formutsi f<y f.mt 10 yoar*
• 2.25% for ff»on<i«! lOyoa'* and 2.5% par 

yoar thoroafto r |tM*r.f f i caicu’afion i* avorag* 
d lt»o f̂gn ffvt contocutve yoar* *a’ary)

• f*d<o F «ro • 2% bonof t formotj »<y fm 10 
yoa»* and 2.5% 1o* ai yoar* a*tt t 10 (DonoM 
ratryuf-on i* thro* OOntVCutfVl yoar* 
rr*garflio*% d t#r (effocloo 2002)

• 1% det.ned OeneMlormuia
• 8 03. defined contrbution fate
• A portion of the defined Contrbvtpn rale may 

be allocated to an account to prov.de tor 
medcai eipendtures (IfHAt

• flenefilcalcutation is computed on indeted 
career eve rage

. 12 5% oefmed conmoution rate 
• A portion ot’.ho defined contrputon rate may 

be a oeated to an account to provide lor 
medca’ cipend turns (I1HA)

• Med*calcoverago»iprcvOeOtoa9 0eneM 
'*co*nt* and the* e'giA* dependent* Try*
»et 'ee m*j<a> j*an pad try t*e

Medical coverage is proyoed to d safer rants 
reganress of age and bene' 1 rrc-pen's over age 
60 or
• po*<ef re eemfee'i» m 75 years o' 
pc/rs’vr sen rc

• a! omer members <Mb 30 years of 
membe’shp servce

arrj the r r <g'j * dependents The retverrerl 
system pays me relree medca* p/an premise 
ftrlvees anj sonrvors under age 60 must pey I’e 
M  preevjm cos! a me, aant coverage

Modical vano a* Tior II
• Ttcopf «rrx><<Tyoo* mut! aocrvo a mjrvngm 

d 10 yoar* & crodrtad aoo/lco* to h-avo 
»y*tom fwiTj coaorago at ogo 60

• f mpioyoa* ortfi )*\\ than 10 yoa»* r»v*f pay 
tno %;i prom ̂m* a* long a* fhoy o vh !g
cont.rv>o mco<a» co>o»ago

Medical

« Empoyees must reive drectiylfom trie 
system to be etgbie and

• Accrue a mnmjiti oMO jeers of cred ted 
serve*-

• t arty ret'ees get ‘access orV/* prcv lo 
normal retv»ment age ■ must pay pr»mom

. HI1A contnfeuton
r Detned 0>rar bener. tfovn norma'iet.*ement 

is ege 63
r Defned f«>a»'i tife't ahei age 6b (tost 

sha'e tiased on length ot serve*)

Medical

. Employees mjstret'ed reefy Irom the 
System to lie » gb’e arid

. Accrue* rrwemumot 10 years o'c'dJ ted 
servce-

. f any mtirees get ’access un'V pvr to 
ngrmat rîKfrnfnt ag«» - mt>*f pay p'p/n.jm

. MIlAcont/bulon

. Dvined dorar bene't t’om nomvAi r*t rrm*rt 
to ege 6b

• pe< ned lea'’! benefy aher age 6b (cost 
sham based on length of tervvel

• 1»» a_».vT\*!< PIU'A *g Vafed 1986 
aBC**d to ai rrg* a*Ti d fwa 
aa*e

• *ovoma!< PUPA aj vi’meres to dsaoed 
rve-vpers retrees 60 and Over and those 
eho hare revened feene*ts lor 6 years

• Automate PfW»A a d , t o  d *at/od 
riombor* rot ati W and cr»or. aro rov» 
M*x> naro rwo vod bono<̂» *<> 5

• Automa- < PUPA adyvstments lo O sab ed 
merrpfvs retveesCOandorer.A'tsmose 
»ro have race ved benet is lev b yea's

. None

• Â soCop d iM̂ g Acsaarved I0%d 
Daw *.eV» t Mrat* to f rf<ĉ » 
••o»êa '*oĉ«<e*l <" Ata*M iV

• A'atXa Cotl-«r lomg A’oeanre Of t(T* of 
tvsve bene*’ .s [vsfat>e In’ane*t revpentt 
63 or c*Je» or (SsâPy fean*»a rKpees 
irgidasi ot age ate reman o./v\<Sed m 
Asus ada’'e*'e“e't

« A'a%0a Goal dlrwngAVma'vo'i pay*? o fo 
t»-#*f r̂ CC>̂ '  ̂65 Or CAJOr Or Ouf' % 
t#r#tf roctwnti r^ r if« u  d  MhQ 
•t •r̂ > domo^d «n Ala v̂a aha* r»t'om*rd 
Tr  ̂aM>t»*nc# -* 1‘jO (r 10% d  tr  ̂Uiw 
bor̂f tv»<no'*or 11 ya**or

• None • Norse

G ;>ub«u,.<n»h*ha&oc*s'.*'et*'ch*rtcc<oi*dt*'>»i>sc (her I *5011 'C’fvJS* ! la's*;* nclujrs * ’ i t i i ' v U M  a rrti-evv*” ! r<- 2 8



Alaska Division o l Rellremen! and Benefits 
Teachers' Retirement System (TRS) Plan Comparison Chart 

Rev January 15. 2005

Tlsrl
7/1/55-6/30/90

Tier II
Entered on or alter 7/1/90

Tier III
Proposed Alternative 1 - DB/OC Plan 

Entered on or alter 7/1/2006

Tier III
Proposed Altemetlve 2 - DC Plen 

Entered on or efter 7/1/2006

Employee Pro tan Contribution 
6 65% beginning 1/t/9t Employee Pre-tar Contnbubon 

8 65%bcgnnng 1/1/91
Employee Prelu Contnbuton 
10 % beg nnmg 7/1/2005

Employee Pre-ta* Conbibution 
10 % beginning 7/1/2005

Members rest w.Jh 8 years ot service Members vc;t with 8 years ct sennco Members vest with 8 years of service 100% Vested at Kmc ol enrollment

• Normal retirement age is 55

• Earfy ret rement at age 50

• Teachers can retire at any age alter 20 years ot membershp 
service

• Normal retirement age is 60

• Early rotrcmcnt at age 55

• Teachers can rebe at any age after 20 years

• Norma! retirement ago is 60

• Earty retirement at age 55

• Teachers can retire at any age a"nr 25 years

• Can leave employment a! any age and take account balance with 
them, leave account ba'ance m plan or ro/tover lo another 
qua'ifed plan

• 2% defined bencfts formu's tor tne f rst 20 yea-s and all years el 
service prior to July 1,1990

• 2 5% thereafter. Beneft cakci/aVon is determined on tne average 
ot tne h*gh three contract salaries

• 25. def.ned benefit formula lor the frst 20 years

• 2 5% thereafter Benef t calculation is detemvned on the average 
of the bgh three contract satares

• tt, defined benefit formula al years ot service

• 10% defned contnbuton rate
• A pylon ol the defmed contnbuton rate ruy be a’ocated lo an 

accojrt to pro.de tor medtal expenditures (HRA)

• Benef t catcuta’ion is computed on irvteied career average

• 15 0% defned contribution rate
♦ A porter ol the defend cortnbutcr ra'e may be a’ccah-d to «n 

account to prprde tor medcal eiperd/ures (HRAj

• Mcdcal coverage is prov led to as benefit reopens and thee 
olgt/c dependents

• Medcal prcmums aro pad for a: dsabitants rcqi’doss ot age 
and

• Retirees and survivors over age 60 and tor retirees w.m at teatt 
25 years ot service mdudevj elg We dependents

• Rctrres and survivors unde* age 60. win less than 25 yt.vi of 
membershp servos must pay tne tjt premium cost it re* want 
coverage

Medical
• Emptoyecs must reb’ed'ecttylrom the system to be etgt/e and

• Accrue a rnrvmum of 10 yea's ofcredted service’
• Eady rebces get ’access only’ pnor to rvymai rctremcnt age 

must pay premum
• HRA contnbuton
• Defned dbia’ beneft from normal retremyit to age 65

• DcfneJ heath ber«M after age 65 (cost sha'e based on tengtn of 
sernce)

Medical
• Employees must retire drecty from tne system to be etgbe and
• Accrue a nwnum of 10 years otcredtcdservce’
• Eady rctrccs get ‘access ony pny to normal reUemenl age 

must pay premum
• HRA contrbuton
• Defned db«ar beneft horn norma retrement to age 65

• Defned heath beneH ahcr age 65 (cost shs’e based on ir-n̂ncT 
service |

• Autar̂c PRRA legs/ated n 1990 tw‘ed to as members 
rega'dcss of hre dj'e

• Automate PR PA *4us!mentj to d saMed members, re: fees 60 
and over, *n1 those who hare receved bene4 a lor 8 yea’s

• AutnnvKo PRPA adpntrrenrs to dsabed members refeestO 
*'d over and Pdse who he.e rece «ed te-e'fs hr 8 years

None

• A'askj Costof Iinng h e* ance is payable to bene! t rropenrs 
who reman ifcrrtcAsd m A’asta aher re<cfmi;'r Theaiowaxe 
<s 10% c're base bereft

« Alas»J Cos! C/liwgAtiuwsnceiipayable to bene4) rebbenti 
65 or OAJe* or dsabaty beneM red pen’s mga'deis ot age who 
reman rtorrvcied in Alaska aV rctremcnt The aVrwance is 
10% ct me bkse beneft

ttone (tone

(i !« • 'Artprtvo^JOcc(He# 1 /1S*OS)
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E m p lo y e r  S u r v e y  -  P E R S
Key

Tho following pages illustrate tho rosponsos to tho omployer survey sent to all 
PERS employers. In total. 89 employors responded. PERS represents 
employors of various si/os As a way to shew tho five largost employors' 
rosponsos (of those who responded), wo have included tho letters A - E on tho 
charts to roproseni ho>. thoy answered Tho employors have boon assigned 
tho following toilers

» Activo Codo
Employer EmB!9VJ?» Loiter

Stato of Alaska 15.259 A

Anchorage SD 2,it 96 B
Anchor ago. Municipality of 2.351 C
Fairbanks North Star Borough SD 700 D
NorthS opo Borough 788 E

Mu1’ .tr U+uktcc O

E m p lo y e r  S u r v e y  -  P E R S
JO* 1. Long-Service Employees

Ptan should favor Ktog \+r,xo omptoyoos

Importance

v.l IM
Plan should not distinguish 

on account of length of snrvica

ai __i I 1 T XI
1 2 j 4 9 6 7 4 *

I Koy Comment*
________________________ _________________________Z> t\v*/firt/ k«ry i*v « !•••

IWrt/Airi rtl t ** - !■ Da'w |W» * J # r ,,«*f#«tpJ»*MI

.4 r u / ' ^ u ’ i/i rv rt*4* ( « *  r
r » »  .V« f «V* » 4 ^ * 4

Key Implication*
lry wova #~T* I i*

iMr«<44<i twijf j« op»«-tAfV«n>ip.*/ m  ijb*i Hi %
¥#»♦ SfM#*

'm* ,ai Juor*4N*> iW «n49

Mr-.v »0 *wr K4kVT« Ur%-/t/g

30



E m p lo y e r  S u r v e y  -  P E R S
2. Older Employees

Plan should favor oldor employees

. 1 .
Htyh Mod tM

Plan should not distinguish 
on account of ago 

75

Importance

Koy Comments
Length ct M5V« ihoUi mora important tr*on ago m (fahmvnmg nt*t*rr>*n\ bmnatti 

o mutton am cte«vA5«s jj-17 ra«s©5 tnstorcal in tn s«•« nppnfl..ntty m ttu% it/iln

Koy Implications
 ̂ Ri*an*ny OkJf mnpkjywmt luppcyf* eanmr •mptoynwnt

O Untarm ailnraton can f* an rvpori.tni attraction HxJ tn t a tom  tkJiarx to *toaH out lha door0 Mt*n younger •
rf«* Sjrlfum

Mtroir Human Cô ot ng

m
E m p lo y e r  S u r v e y  -  P E R S
3. Benefits Build Up

importance

tty W» t Im

Should Duud up QiKtV. W 
'early leaven* hlvu good heonf.'.v

Doho'its should bu.ld up skMty. to "oarty 
loavort* have M’.lq

Koy Common!*
a rroa *-* i>*im 4V  «*>*wy >»in rVi#*a#

| *MiVl *1/Ui Cia^i

Koy Implications
■** |V#I AU ||M t/*r ̂ Ui'Wr̂ n*̂

fcist N  SfiW«
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E m p lo y e r  S u r v e y  -  P E R S
4. Mid-career Hires

Mid-caroor hires should 
accruo excellent benefits

Koy Commonts
o JhiM offer* the chance to Mt/act empk>yee* eifh npenenco
o They stioukj itart ol the utme pant ot everyone etto eheri ttsdrtg a ho#/jb Ote\%t>vro

Koy Implications

Importance

. 1 .
H igh Mod lo w

It's OK for nud-caroer hires 
to accnre smaller benefits

9 4
■ S M

0
- 1 i i KF ' i1 hi -V- I

9

1 2 3 4 5 6 7 n 0

4- Sutfment benefit i for mr1<o/enr hire j con tx* on enportant too! m order to on red eipenenced talent 
o Proving higher bene fit i equal* h*}her c >5f
3 Md career term* may he UiCnf<t̂ g good t'emfit* to i ertch errpopvrs

Mo'cof Human Unŵrrv Con lo t ng

E m p lo y e r  S u r v e y  -  P E R S
5. Remaining in Alaska

The Systom should not reward 
retiroes who roman in Alaska

Importance

a t  M f l  I n

The System should reward 
retirees who remain in Alaska

Koy Commonts
they %ho*JJ %!erl et the txrie f**rj At f»«r,ti« ehe *Cm*\ xtorbnq a '*•* f it • *<•••»* 

o Lwv ̂ CcXAJ renefH the economy Shodd te n date he ms’mev cJ 9 rvirffii fw , v jr to go*//
\j,en A id tern* 1 they ch.* te *.t

Koy Implications
4 rpiiifi rr S/ifn'n c<**/i t\4 edW'y benefit horn Ja#i f r VWM

*rv/ 0t A u iij

CCU A A . ftlRMl

Uia* *0-N4P MmO/19 CdTlMtA) 7n
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E m p l o y e r  S u r v e y  -  P E R S
6. Med Coverage to Term. Vested Members

Importance

I I
Tho System should provide modical 
covorago to terminated vosted members

Hyh Mid low

Tho Systom should not provide medical 
covorago to terminated vosted members

i, UuUM L Z j^J . lifcSJJ E = m  .
1 2 3 4 a 6 7 8 0

| Koy Commonts
-> This antj noods lo bo rwvrowod and modfiod to holp control costs It ms/ bo nocossary to quail/ toe banoMt or too* 

at pro+t&ng a flat dollar amount fv bonof is with tho rottro* paying lha d'fforonco

o Poehaps tho mod-cal bon of it could mc/ooso toe those *f»o robrv from actvo tonncoAJocfwaso foe Ihoso tonmn.itod 
erst ad mombors

•: Hoips with rocruimmr.t Many ram* to Alaska lo got voximd - iv»» nvml to oncou',*jv this trw*J

Koy Implications
-> Oppytufety toe cost aonnqs ousts by Cuttng baf k mod\at bonof is  toe fomunatod so ,te l mombors 

• > by osnoyatf>g arvpioyor* exxAJ loso Out on a rocnjit'OQ toot

Human Ra\c*,rtm Cori»u.tng 77

E m p l o y e r  S u r v e y  -  P E R S
7. Medical Coverage

rno ret'romen! program should 
provide modical oovorago

H i . tB M
2 2

Koy Commonts
- Ofjjost sohrtj pnatt ai rocrxfÛ • tr̂mUol
•> G v o fo y  UJ roieoos co*A1p*r a kh<ro po 'h^u  fs io ic e i yoeex (V »i

o A must*

Koy Implications

Importance

I .
•v M*d Im

Tho program shook! not 
prov>do mo<3«̂il covorago

i I UnextvncJ mod*a> corotago mAS L.'oo* SftSotn costs uynAr+-Tf i*o* t fo
• / snxratr^ nm>Mat schwmjo im*mJ c*-»4?« * f ,  chjtr*jm Cirrort >iy o'xl to jo e  a r t a r > : t  /• .» J %■ 

a t ooJ •« f*noL>/[+.+*9r>Qi\hJ1iortimol o tfo t*o*o*sto- + %*\K i ro o t rouomt

U*c* H.rr-an Ho*A/f.m CorosA^Q 78
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E m p lo y e r  S u r v e y  -  P E R S
8. Medical Coverage based on Service y j jg  _
»'u Mign Med Low

Tho Systom should provide lovols of medical Tho System should provide the sarno level of
coverage that dopond on years of sorvico medical covorago rogardloss of yoars of servico

»«* 1M

Koy Cjmmonts
I he systom cannot oftonl to provide the same level ot medical coverage Tho yoars of ser\xu should bo considered 

o if wrvk 20-30 years trenehts shook1 bo hghor than someone who vest then quits
> Veiled at 10 years of service is adequate After vested hme is met. same level of covorjtge tor all participants

Koy Implications
•2 Hoaar&ng looj-servK* employees supports career employment
o Employee I »■> same t<er vrth o>f1erny yv,irs of aerv-co could potentially have different levels otmedca! coverage

ttorcer Human Uovou'co Ccriuitng 79

r v j  - 3 E m p lo y e r  S u r v e y  -  P E R S
9. Medical Coverage and Medicare

Importance

l a
IPo System should provide modic.il covorago to .HI 
rotiioos rog.irdioss ol Modicafo oligiMity

Tho Systom should provido modical covorago only to 
thoso ruinous without access to Modic.ro covorago

Koy Commonts
- ri9t''v+\ re<e ,wj at • o,*r*je iho>*tha,e towage pa \̂*ed u/*V the tot fee reachei M*\U .%•* e/e *r*J then i  

khC%Al b+Cume a auppkwiwital f*My end fdedi wu becomes TT>m f̂vrvvy c */'•*"
Cover.vy* before HfecOc-se shouklbe bJi+i un the pv.irs of service current empkjyvent of tr<v ivt've ivrJ rrvmmancontntn/ton

-> Need hi »4/w Uedt we gaps tah be io>r %•]
fv 4 tiv»r*j»’it t* .It siVient duoti the mad

Hoy Implications
•s 1/M^) co*e*0je *<+Af decrease Sy dem cools < t*-*

•J CcnAJr+iJttn i*Mjequote trmt* e! cove'+j* kv Wrt'-» M/Jd ret* 

V»* •  «•«»/(* Conm»Aj
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t» ■. ■■ ■ a  a  ImDOftflflCO
JS & ? E m p lo y e r  S u r v e y  -  P E R S
3 & ? f\ 10. Medical Coverage and Medicare IE§ S3

High M««i Low I
Tho Systom should provide modical covorago lo all Tho Systom should provide modical covorago only lo 
retirees regardless ol Medicare eligibility those rotiroos with access to Medicare coverago

42

r . M  mrCTI R -  -I l~T~TI RiSa s n o , J . .
1 2 3 4 S 0 7 8 0

Key Commonts
o Modical coverage shcxikt supplement Medicare up lo a masimum amount based on a formula determined by numbor 

of years d  service
o Reduce benefits Ahen viy-bk) for fried <arv If rehre early shook! haw option to purchase health insurance
~ Future retirees shook! pj> their own medical if eligible tor Medicare

Koy Implications
-3 Umtmg coverage would decrease System costs over time
o W,thout retneo medical coverage before Medicare, members would be more inclined to work until Medcara eligible

if medical coverage is not offered by tho System to pto-medcarp rof-tws. access to t>e<iith coverage wJI be 
sjgruticantty reduced

J Wore** Human Wosou'co Consulting 81

E m p lo y e r  S u r v e y  -  P E R S
11. Medical Coverage

Importance

I I I
Tho Systom should offor tho same medical covorago 
lo active and rowed members

Mgh low
The Systom should not oiler tho samo rr dical covorago 

to active and retired members

Koy Commont*
•-** b'ro.\S> do&ar amount of nwjicaJ for ret teai Jmedcal coveratje tor act/ve emphiyvvi tvoidu:. twttvr ccver/rjo 

ivhrves Op/KYI t j ftkl*v CO-fkty
•a those who are ivtifvJ aw less able to ptuvrdo coverage

Koy Implications
o cost provnSng /•*#\»r mad**! (.owraga hv rutivrirrerrU+rs
O 0>fft>rmnt b*nof>t fa Mtrve aryl retired members mo/ h.*t to common* oban and potanbal eq>aly Chatpnget

car Human Wokkj'c* GomuBf'g 82
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E m p lo y e r  S u r v e y
12. Retiring Age

P E R S
Importance)

■  I .
Wo wan! to be able to oncourago 
retirement at a particular ago range

High M»d Low
Wo don't care when peoplo rotiro

Koy Commonts
o Employee's productivity and contribution are not subject to age so mandatory retirement at a certain ago may not be

beneficial.
o I bohow wo will need to discourage early retirement as the available workforce decreases 
& 20 and out needs to be changed It anyone should be 20 and out it should bo law enforcement

Koy Implications
& By encouragmg retirement at a particular age. tho Systom may run the nsk o. tsirg productive members loo soon 

and'or unproductive members 'hanging on’ loo long

Morcof Human Rdsourcd Consulting

E m p lo y e r  S u r v e y  -  P E R S
13. Retiring after Years of Service

Wo wan! to bo able to encourage retirement 
after a particular number ot yoars of service

irnrxartance

M.jh Mad tiM
We don't caro when peoplo rotiro

Key Commonts ________________________
IncHMMng tr* rtumtor ol tv/in ol svrvce Mhii nyo is not«/jcrtv. atMr/cducM tho coxt to the rpltvnwnl
system

• ; iVfijle h*jh salary peiipto ,ue a hedge! concern their erpmmriee and m/xwfu* is a tremendous f*tui fur a smalt 
arganuabon

•> At long d« the employee moots /ub Quahf<atmns and is productive this i> the real issue

Koy I m p l l c a ' i o n s _____________________________________
•> By encnuragmg retirement at r particular number ot ye us ot serVKe, Ihu System ftlMyfun tho risk of tosog productive 

tnvmbvn too socri risxfty unproductive members ’b.tngmg on’ too long

Mortar Hunidn Consul!*̂
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E m p lo y e r  S u r v e y
14. Early Retirement

P E R S
Importance

Wo want to bo ablo to oncourago oarty rotiromont 
with ad hoc enhanced bonofits through tho plan

M>d Low
Wo don't caro about oncouraging early 

rotiromont, or will handle it through othor mothods

Koy Commonts
>-> RIP and severance plans wh,ch otter varfy tetvomont haw been shown to haw a detnmental financial effect on Ihv 

rotiromont systom.
-> This would help to manage the workforce and take advantago of the knowledge and skills of older workers

Koy Implications
o Being able to provide ad hoc enhanc.od retirement benefits gives the System and mit.vKlii.il employers an additional 

toot to manage the workforce

M«jrcor Human Resource ConsuN.ng 85

E m p lo y e r  S u r v e y  -  P E R S
15. Retirement ln«~ >me

Importance

I I
Wo want to provide ornployoos with a spocific amount o( 
rotnomcnl income they can count on at retirement

M.yK U. . .  It

Wo will contribute to our omploycos retirement, 
but each employoo should bo ontiroly 

responsible tor managing thou retirement

1 2  3 4 a 0 7 H 0

I Koy Commonts
O Seems ike this a defined teoefis ciadnPubon - which i» the key«» ha debate and cant'd he amwemd ffwa 

easdy ~ d needs economic and market anafyut on png term abAfy to a tfn rt end odam employees
A de/*>ed cent nth/tun f»an wou*J be okvu predKfat-'e M terms Of costs to the retirement syste”  and hr i \ eipensive 
than .i dehned benefit plan

o JWftf# thookJ be resfonnbte tot themiehet Investment ad»Ke shcxAt ta avaiabb
< > Shodd not be a crapshoot

Koy Implications
By not ftmndfj tnembmt wih a Ipet the amount of retrenent mcotrht member* mayndt • etKKigh or t-nsy 
the appropriate nuponuteUy to ensure a comtnrtatie retrement

I.Virw M,.rtwin )(pva.rra Contu&ng
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E m p l o y e r  S u r v e y  -  P E R S
16. Investment Risk Responsibility

Importance

I I
Employees should assume investment nsk

Mwd low
Employer should assumo investment risk

n 
**

II

0
H . . f l& d i l f l i t f iB l

7 B 0

Koy Commonts
Employees should assumo responsjbJity However employers may want to hrrvt investment options to mminme nsk 

o £ mptoyer shoukj not j ssume m vr stment nsk 
^ There should be a balance between the employee and employer.

•>v Implications
. , fearing the investment nsk etposes the Sys*em to cost merea ms and volatiiy tut can also often achm htghet 

returns than an mdrvtdual due to a longer time hon/on and professional management
• 3 Members tan often n,e\t too conservatively or too aggressively for the* gr,en situation itnd needs

Mercer Human Resource Contulmg 87

E m p lo y e r  S u r v e y  -  P E R S
18. Inflation Risk Responsibility
%

Importance

I I
MW low

Employees shoukj assumo 
post-roti/oment inflation nsk

Employers should adjust twnof'ts 
for post rotiromont inflation

?c» \

1 1

a 14
r  * •I• BED 13 .%

Koy Common’s
•: tt needs e<cnorr and matter Km-j term ab-My lo aitnacI and rmia-n empa-,w i
O t  T*(ajt-eef alumm nvve riU lor f*svt*etremenl • Anft-o

I mfOjye* rates i/haAJ refit* I a mote COna»nr4t̂ 9 eH-nated annual miI (wn rate an t annual e^axlrrmis
tho*AJ ha»e an annual rdLabtn cap

Koy Implica tion*
• I'rovSrg at retaemet 1 nAtlo mty pfdectnn m*Al entire that P e *a/.m .V member S Ce er»t alret e • 

cent num fo tem+n at tJVuatVe treuiAjhout Vm* *fet<me 
>r f 'nvt-nVi; frat/mtvemenl rJUhmary pnlecia*ia a nut In the System

Metre* R#wrn Co*h»»1 ng
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E m p lo y e r  S u r v e y  -  P E R S
19. Longevity Risk Responsibility

Importance

■  1
Employees should assume longevity risk

Ugh M»rl Low
Employers should assumo longovity nsk

13
u

e»vc
10 « nrnnai "

11
HP1BI

B 1  f ~n r i m . H . r a r i j i
1 2  3 4 5 0 7 B 0

Koy Commonts
o E mployors can no longer afford to an sumo all future cost mcroase?
o Why it.otAt an Alas* i amp/oyer become tho kfetme guarantor (ami Mot/no nsk taker) for all empkiyves?

t  mp/nyens can assume tins nsk better 
*-> tt shoukj be the employees obkgahon to assume tome nsk

Koy Implications
o Proving longevity protection >s a cost lo the Systom
o By assuming the longevity mk. th*t System could predict and manage it mn-v accurately for the entire gnyjp than any 

employee coukJ do and vidua*y

Weroer Human Resource Consufhng 89

E m p lo y e r  S u r v e y  -  P E R S
20. Savings

Importance

■  I
Tho rotiromon! program shoukj hoav'ty 
encourage savings in tho plan

fho program should poms! 
but no! push savings

1 2 3
l:__ i-i

4
l . - J P

A 0 7
, BHBHU . U 'b__1 ,

n if

I Koy Commonts
a rrmr* cptont - iRAt an] 4S/pLtm Tea at troti cv* t# nw.Vy fvnrwro

•m/ticfta
a  l rv y v u > v > i r w w t a  « > iu e w  m.stn v v x ' s M T y  k*<r+* navr** F V o p a m a  :* tf'.Kt.mf t 1 *JA of» A-.!

anccursyo ,J urv to* fvtswixtffl
a I | ViaU to A .... I to cisifntsjtm aryt mntotnta If »v tolfvnfmri krtf

Koy Implications
W*hOJt ifmngh enc> to CUVnCv** f > *♦>«•# rtfreme** w . f #•*! nof ha,m •^mp*ate hi tel re
lOmtortsbfy

M«»c* M rrwi K»v iyt • TO
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E m p lo y e r  S u r v e y  -  P E R S
21. Cost of Medical Coverage

Importance

( I .
Employeos should sharo in 
the cost ol modical covorago

High M«d Low
Employor should assumo tho 

cost of providing modical covorago

?o
n g a  m

M m M
Koy Commonts

Employers can no lorx;er afford to pay the entire amount for medfcat insurance Employees should share m the cost 
o Toncher'administrator salary does not reflect high wages. * hence this beneft should be provided 
o Jhe mote you share in the cost, tho moro you m.ifce w>se decisions

Koy Implications
o Members nhanrxj in tho cost ol me cheat coverage would provide cost savings to the System over time 
^  Would bo a significant shift from current design and memo so financial bunien on retirees

Mnrcor Hurruin Re*ourco Consulting 91

I E m p lo y e r  S u r v e y  -  P E R S
22. Cost of Medical Coverage

Importance

I I
Employoos should assumo rosponsiOility 
(or modical cost inc/onsos

H î Hid low

Employer should assumo rospo, -hilttv 
(or modical cos! inc.r *

Kr Commonts
L mptor** l shaad part k. pate m medral cost increases 

o I jhra me *m(*oy+e ihcovj ho*1 this resppns'b+fy AOng win some nerp from empt lyw
•> Coif thannq u fNr key then ernployve* w t have an incentive to be imier conujn vr% ar\i the i yttem can manage 
cost increases more efficiently

Koy Implications
•J Ur' C-ii êtumvy ff-e rg>y*v>vr- J, ftv medca1 voat >nc/eases woukfprcmdm t ost savoys to the System over lane 
HW.f be a sh4t from current Jexyn end me /*;».•» ti'an .a Lv'Jen iui reive*j

Ve*Omt *♦ Hev»jl'i*
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E m p lo y e r  S u r v e y  -  P E R S
23. Access to Contributions ■  I

M«v*» Mtii Low

I Employees should have access !o as much ol their Employees should have no access
own reliromonl contributions as legally possible lo plan assets until retirement

M m . e . *  ■ ■ ■ h i
Key Commonts
o Small port>cn should bo as jitoblo for 'emorgoncy only“ situation

o if the employee paid it out it should bo then choice to have it whenever and how much they want

o Employees generally have other deferred comp plans svaJahle to litem lo meet emergency needs PERS‘S not a 
a wings plan, but a long-torm ntnvmont vetuch

Key Implications
o Members may spend retirement mcome during working lifetime and dl 0 result may bo unab\t to rot/o

Tho capabiMy to uio retirement plans for prvretfoment needs such as a homo purchase can bo a vahab/o benefit

Hereof Human Ruvx.rco Consulting 93

E m p lo y e r  S u r v e y  -  P E R S
24. Understandability

*"-VA, iw
Undo stnnd.ibMy is tbo primary concern We ll sacnfco undorHnndabtfity if nocossary to

neb*0vo our worKforco and bonof: objectives
in

1 2 3 4 A 0 7 B V

Koy Commonts
J t  mptoyoos need to understand ttui plan
•> EmfJojori need to pro**lo good romm trwjt%vi nr\l senu u'x to etp/jn ,'-u'u / _f !*e (jjri must be structured 10 i  it 

urnpte enough tor !'+ mofcfiy utpeofJe hi understand
Raise the bar Ash to tm mure retfxvii/>+

» frt'f»r-fem% n*f*j to f># <n,t.Wvf m tf<e* retirement
• - CcOvge shOiAd teach a*

Koy Implications
o General?/ a more comper form: la can rrmet a m\Tet ,anety at tpwi*K 
‘S Mwnle/t nmy pertene mure value #* a retreemnt plan that is fhO/9 urxhrrttanjatAe

Menmr Hy<w Re%TK.nm Con«u*U»g 94

Importance 

■  1 -
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E m p lo y e r  S u r v e y  -  P E R S
25. Tangible and Relevant Plan

importance

- I .

All employees should find iho 
plan tangible and relevant

Magli M ad lo w

It's OK it tho plan is tangible and 
relevant mainly to oldor employees

JH. ■
Koy Commonts

Humor1 natom is such thot rohromoo t tonohts oro v.ihod mont j s  you apprcxtch rvtawmont Ityou WMlIyoung 
omi/u/oox to bocomo mKJty onthuitast/c >tx/ hsvO to gtv* away tho /arm

o All i*mp/cyoos should bo rospunubh for tho* own Uvaxxws
o All ompk)yuo\ nond to tov tho bo no.'its ol tho plan

Key Implications
o Morobots ms/ porc&vo mom vsluo m a totnmont flan that *t long*}** tnd rwtwani

Mofcar Human Resource Con*j

E m p lo y e r  S u r v e y  -  P E R S
26. Predictability and Stability

Importance

I
HV M..I In

Wo want maximum predictability 
and stability ol contnbutions

We're willing to accept volatility 
as part of our asset stratogy

I- ' CVI

Koy Commonts
«-> fo/ bwJgotrq putp<udj •<» nmost s htjh dwjm* cJ pmdolobMy
^  COoWntrmhft /u*t> to tudgot Thoy nood to kr\m  + h j  to o»po>: t 

•> kStfo budget J*v*g i am hart tu Jo*1 wth

■ At an ompJtfynr. woYo w*r*g to lurmf/ /oLLtfy at part at Out asoot thu'ogy jt  at ttucluoln.̂  itnfftx) ifjtr. 
Such •» (rut *KfOOVO 0**r tho r*tt fWO twwt

Koy Implications
■ > VoiabHty >» tho mxi/l <J* ĥ /hot-cu* *• »•* »r<jivgf w*h r^hor fW»rr»i1¥+.».j«

HoMju'xm Cor*u4/*g
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E m p lo y e r  S u r v e y  -  P E R S
27. Change in Cost

Importance
r.lJ I I ' !

_
H>g*i M»«* low

Aggrogalo rotiromont contribute *s Marginal cost increases aro 
should bo loss than they aro now appropnito to moot other dosign goals

in

B3jg FjKfl •« I:

.  « i  ■  E IS iH i" ;
1 2 3 4 5 6 7 0 U

Koy Comments
c Lmpioyee% contnbiAion rotes may hoed to increase"
o Wo understand that costs are maeesmg Want 10 *uvp plans compet'foo *f> Je * onpmQ plan coifs teatonebhf 
o it erxdd be a bury t,i'.» la want aggregate ntirement COntnbdliOns to ce less than they are now

Koy Implications
LaeennQ contnbi/«y)t ed lesi l̂ m generntty tower bvel ot benef it t'vr wi 

*3 System benefit* may or m*y not be competitive aq.i ml fieer group tt benefits are decreased

Mflfrj* Human Nnvju'cm Coruul.ng
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E m p lo y e r  S u r v e y  -  T R S
Key

Tho following pages illustrate lh>j .esponsos to tho ompkiyer survoy sent to nil 
TRS employed In total. 36 employers responded. TRS reprosonis employers 
of vanous sc/os As a way to show tho fivo largest omployors' rosponsos (ol 
thoso who responded), wo havo mcludod tho totters A - E on tho charts to 
represent how they answorod Tho ompoyors havo boon assigned tho 
Mowing totters

« Active Code
Emoiover Employee! Letter

Anchorage SO 3.464 A

Fairbanks North Star Borough SO 968 B
Matanuska-Susrtna Borough SD 036 C

Kona Ponuisuta Borough SO 723 0
JuhOAu Bureau SO 372 E

W « r j r  *tmvxs.m G u r w i V g

E m p lo y e r  S u r v e y  -  T R S
1. Long-Service Employees
X

l|hPOHan.;t>

■ I
iNXiVd Ijity kv>fl

hkvxo
Plan iMxjS not dtttngudh 

run eccOr.'- r (length ol sorVato

f T ^ I

Koy Commonts
»* r* I It iv-u* *♦> v«« *«f) i *«4'
•i k*-«• L~>m r >

iVrV *Mr>« ▼*#■/!

Koy Im p lica tion !

»■ f» 4T* f*t< ftari N/«l«l JA»t M ’*«• .V IV A»»‘ »Nr» •

Ur « »*A«r I

44



E m p l o y e r  S u r v e y  -  T R S
2. Older Employees

Plan should favor okJor omployues

Importance

H V*1 low

Plan should not distinguish 
on account of ago

Koy Commonts
o i  ot sannco ihoo-'J b» rrvyr important than txj* m (Jrtn̂ m,rung raUramant ban*fits

Inflatcn and daaaaias m saiary ra>Kt*s n'v tustoncaim Alaska Young navd to taa opportun.1/ r) lh*s stota 
o kQuai b̂anca rvg.i'Tlbiiot

Koy Implications
•a Raaar&ny cAtor amptoyaa t lupportt caraac pmpti/mant
o Urvtorrn akxaton can t*> an arpon ant a ft'act on toot. t*A aid* i do»*ri to V.i» nut tha door' attan ymaygar 

rramttoft Im.i tha Syiimn

45

E m p lo y e r  S u r v e y  -  T R S
3. Benefits Build Up

Import,m:n

■  I .
W.I (o.

Uonof.ij trxxiti bmkJ up Qu<k’y- VO 
'0.1 fly kinron’ fi.ivo good

ilnnnl.tfs should t)mf<3 up llOAfy. so 'ojffy 
i«f.iv»n' n.iy« wm

;-»p
1 ■#*’ i
p R S ■ 6'.'3)

Koy Comment*
tn irQm* lo f4.« (6tf| n 4 iVrwJ l**r\ |«r#ln •/•■AT K«7ut 4> 4 .*Qm 4rV n#4 ralNw t**n /x .'•41# 4*w Mi
m4T# y«4r! I#

•a f'w 40 i^ r iv "  .* wr»<• li’ w I V  » r .k /*^ i L-i>iW r flf*  of l a i  ,V
^id « ’ • »^4 |itv«lry 4 •'V

Koy Implica tion*
»* f%y *V/ I **•# »*|«fy«vi •Vi fc*4f

1 Un*jr*a akxai** > an ta a* at>+ !»»**■.* f»/ J4rl fj W  (UN
l»# Sf«N̂

Wrt* Hrw llr*.i/ » Cc**kAr*i

45



E m p lo y e r  S u r v e y  -  T R S
'mpgrlgnw

4. Mid-career Hires I .
Mid-caroer hiros should 
nccruo oxcollon! bonefi’.s

H-flh MkI Low
It's OK I or mid-caroor hiros 
to accruo smaller bonofits

l a i w l ,

Koy Commonts
JTuj offer* the chance to attract employees **th eipenence

o Tc,+ er*/admWrators need an nfunon ct m*d-canmr change people W# rant their etpenences and msrghl in a,f.Kout hrt Wo need to not penatie them m rwtvement piacring
Md-camer onjJojeex pr̂hobfy nj,e other beneft*

Koy Implications
*3 Sufficient benet’ti tor md<areet h*ei can be an important toot m order to attract e> pen* need latent 
o PmrKSsHj higher benefit eifua'i higfer cod
o Ud career haet may be **crthc**g good beneU s to **i(h employer*

MefGor Mu man R**osce Coo*o1«r>g 47

E m p lo y e r  S u r v e y  -  T R S
5. Remaining in Alaska

Importance

■ I .
Tho Systvm shoo'd not nm.ud 
retaevs who remain in Alaska

M «» U *  J  I M

tho Systom shoo'd reward 
retirees who roman in Alaska

d .
§ §
S S

Koy Commonts
■-> iSkaAJ Cw »*>:•. f(J »/#/ Aum*
: pnfW r4  retrenmnt IrV them tre Mie*e they <hootm pê t̂y
> AteiAa reejt VO pmtn&e I  N » * r^  » V *

•3 Spend rr**yey m**r+they eer 4 the emf'taym* fat earned i

Koy Implications
•> W/rO'V COM reuAs #» h*jper $,tfem  a u t t MAiaiun » *lVin« AJLn P«»l

•N rk  r  A l l U l  

•I C(XAke re*de*t fn***2et tAeav̂j retdm>.f

SJe* -at * U % r  K m o a «  Hor%u*ry
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E m p lo y e r  S u r v e y  -  T R S
6. Med Coverage to Term. Vested Members

Importance

l m
Kf*. M.,i law

Tho Systom should provtdo modical 
covorflQo to terroinatod vostod members

Tho Systom should not prov»do modical 
covorngo to torminatod vostod mombors

Koy Commonts
Jha tf'iM /HNK?I fo bs fv and modfmS fo f»*$j conbvl coitl ft may f # r^>»vy fo for Of
df /VDvxf/>g « fiat do»*r J/nCvnf Ay banatii */h fnp r*tsp+ (vying thm ijAonmc*

o ff*t>9 * ff> ̂C/UTm*n< ManyC0fT*f0AJ4l*4t0g*1vttt<)»*"r+*1h)Wt»s»gathtitr*nd
>> oo*wtmj9 shotA.1 £>• o»«■’UN* o'fcf aOtf JTûvv; « sy+c/mJ (My (Of Of draft rabromant J

pnoffo 60

Koy Implications
o OppodiruTy hr coif umog* anils by cuttng l+c* ba'^n hf frnrmntfrd
*> Sy •irrwtfop •rrptoy*! *vc*J tola not on* nerving tool

Mir'cmf Human M*VX'C« ConiUtDg

E m p lo y e r  S u r v e y  -  T R S
7. Medical Coverage

Thu rotiromont program should 
provrdo moocal covorago 

M

Importance

Trio program j.’KVA) not 
provvjo mod-cal covorago

Koy Commonts
■ * ftyys? iiing ptW w mniry ♦
S» fĵyr'g JT C<r; firr# pi»Va y-tf | f llr» #l r*

CVv̂ rV* ****-*»*•' M O'rHI COU/»>V r i-*̂ * r»<'» ‘7
«* U»<J<^awi^4 •«7 #*|tvtaV fii (utfi m h nr mIN 1i »•* <./TKf
»«W(1Uv

Koy Implications
u I rvuhi' l/ • rô vvgo *r* aj bnr 5fV»v-i rotfl nyrvvarv, t tw im
o lkwO>vr«iKa[i>»MivuUOiirury(V«r(iarr»iO'mu«ki m alir .O’m rnii/r^a.po  

^ong>tiAaoio»y*tiryr^vf»VhHitw»ir/ii ____________________

CU» » Mna/t# 90
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E m p lo y e r  S u r v e y  -  T R S
8 . Medical Coverage based on Service

Importance

■ l
HV low

Tho System should provido lovols of modical 
covorago that dopond on years of so-vice

Tho System should provido tho same lovol of 
medical coverage regardless of yoars of sorvico

Koy Commonts
■ > CunfriOiAyii f.; M COrV'.i0« OOlAJ r. on . ! s'rt/U [VI y.ai or l.rvn.
i r«.i r»r*o r»«ch*rj w w i
■' tHitMy to fu» nrt/v-'-wnr (JO »»*'») snciX ma*» on* tor to nwto t*n»M■

Koy Implications
J  /-g HTVCf »VWoni (.vh< »r(*1n*fll
O c *fx>y*93 t \  %#7» t+* *<V> O P fr*) yWI O* 1+fV*# «KAJ /Ofe* >N»</ <V

Marts' MuPWl St

E m p l o y e r  S u r v e y  -  T R S
; C 10. Medical Coverage and Medicare I .

las
Tho System shouO pro.vjo r.ed<,il coverage to Ai Tho System vhoml provtfJo modcal covorago only to
rutaeos regard if,s of eUg.0 fy thoso rotaoos with occoss to l.lt\}<A'o covorago

■ B 2 3 S  . i l t j i . K X 3

Key Commonts
COPvrawe M« "•'*•'vrUnhav •< oca mi r« u | (ww rtvihirar»ai 

iVmi ir«  r  ijmKtit*
•> :< r«r«g» * 4 m*#. ̂  *'• W  l.4*»1 •'oi • * ** -M 1,

i* f**r* c/aarv*»
•* Lt'« n  »TkU/ f»> t*  4 U V<

Koy Implications _______
•< i /Vy.; fc%*r*̂ *tvAl nati >»< fr«

l*»pm r*«X<( r»* 0* « * •’>*•{4 -» mu>jUbm f*trt r\»nm1 h: m t% 4rWrnU.**
• rff̂ vli a. vi.o* a^ 1 •» / i.V»f !•> r« f, »r#u»lf«*»*

•0du(04

VW.ar li.tr Hanrra
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E m p lo y e r  S u r v e y  -  T R S
11. Medical Coverage

Importance?

i -
Mvt M*d low

Tho Systom should odor tho samo modical covorago 
to activo and retired i lombors

Tho Systom should not oflor tho samo modical covorago 
to activo and retired mombors

□
Koy Commonts
O PmyOtt ticdlir amount of mpcUrat tor mtirpoy tt medical 097*199# tor act. m emptoymnt prwhipi better cow,*gr>yi 

re trees option to m.t*o co f&y
o 7/tojo *f>o am rvtrvd orv ton oUo to prov*J« cvvennjv

th^ is ecompewtp ol many employvr* hleOxtJ am p negotiated iem at lh* ba'yanng tablo

Koy Implications
o PotontHl cott z im g s  by prond>ng h u e * nedcal covm'ejp tut rot red trm m frt

o C ffprpnt ben+tj hveis for active and robmd member* may had to communtcalxin and perewwed wqoiy cboienges

L*r Hu/'un R*\ou'H Corwi^g W

E m p lo y e r  S u r v e y  -  T R S
12. Retiring Age
X

Importance

■ I
Wo w ant to t)0 a Wo to oncoufago 
rotnemont at a particular ago range

Urn* I mm
Wo oon I Cl/O POOfA’V /ottfi*

f : 1 I— — 1 # J
1 4 ft ft

, . 1 .  1___4 .
7 II

1___ I
0

| Koy Commonts
I pmi+tr+y rn*9 V* me e<i oÛeCttO hfP 10 mtr •' 4

•i f M ^ ' i t T / i ^ *  M IW #P »  IV  Ml M Wfij l\-#t • *1.1 U  f * ^ '/ 1
ttlwf

O ^0 e*m*St tn tie (‘tu t /* ,'j mi tti / |/> lia *n*

Key Implications
•J ( I ;  • »  4  <«•»« i / i >  t r *

^dry^an'koUV

UWrtar Ka-jn I.
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E m p lo y e r  S u r v e y  -  T R S
13. Retiring after Years of Service

Wo wan! to bo ablo to encourago rotr1 men! 
attor a particular number ol yoars ol sorvico

h i -
M*Qh Mad low

Wo don't caro whon pooplo rotiro

Importance

2

Koy Commonts
Increasing the number of yean of xennce required ehen age u not a factor *0Old reduce tho coif to tho ret servant 
system

•3 Wfeto high unary people me a bu-Jjet concern iho-r eipenvnce and erpv'Vie is e tremendous pKjS for a small 
Qfyeniston

o 20 years el least 50years r  age

Koy Implications
*> liy encoufogmg retsement ot 3 partxedar number of years cj ser.ee the System may run the mh of losing ptixlujrtw 

members loo soon ixndor unprrductve members 'heogng on" tea long

Klryrret firmer K#KK"A Coniuft̂ g W

E m p lo y e r  S u r v e y  -  T R S
SJSji| 14. Early Retirement

Importance

l l .
Wo want to bo nbo to encourago earl, rotiromont 
wv.n ad hoc enhanced bonolits through tho plan

HU I —
Wo Oont earo about encouraging oarty 

rotiromont, or w>H handle it through otlier methods

( □ s s  . g m . S 3

Koy Commonts
•> Wi1 *Af m pmni «r>« ̂ < f*m' •»r*y ret/errant fw* stnmn hi have e iSota**m*4al o*mt on fhm

rot+0'~*rM lyifom
•i (̂ trt M K’j%»r i *+petf on IMc force per »»'vr/ th t »̂fr<V *’ • KfcJ fo IN
•> in j? »*'*t i !♦.» •# ui /•) £• T*r»

Koy Im p lica tion !
> ll^v •t* '•< •*** •» »J r n g \e t  me 5r»v r* mdMunM

tx i hi menage r» ao tlrr»
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E m p lo y e r  S u r v e y  -  T R S
15. Retirement Income

Importance

l a
Wo want to provide employees wi'h a specific amount ot 
retirement incomo they can count on at retirement

9

H?n Wtd low

We will contribute to our omployees rotiromont, 
but oach employee should bo entirely 

responsible for managing thoir retirement

I_____ I
4 9

0

fl
, L ____ i

7
|_____ 1 1_____J ,

a o

Koy Commonts
o A fat,nml contribution plan mxjtd bo m an pndtctttble ifi forms of cos. s to tho rvtnvment systom and loss ospon siw 
Ilian .1 fa in t*) honor.! plan

> Should not bo a crop shoot'

o <tomo ty on this rtityht bo usohj

Key Implications
*9 tiy not prcHKlrg mam bani a xpocibc amount ot rabromant irKoma mombon may not bo s-i.-ng anOuQh or 

thti <yyvopo.>to rvyponsM fy fo on$unt a comforUb** ratramant

Uo'car Human RoU-Ki'cm Conujtng

E m p lo y e r  S u r v e y  -  T R S
16. Investment Risk Responsibility

Importance

I I
Employees thoukl assumo investment nsk

►♦V* I mm
Ernpioyw ihoukJ auumo mvovmont ii%k

, d 3 . E 3

Koy Commonts
*- f I ' f * i/*XAJ rvs/oivc-i/y »»>4) **ft ft> Mrvf 9 ' r * <Y/om ft> nu
•' Oxj rrrY*j,-r»i rm9*m ha*a I** Imm nw th* Id a rafrwi+mni (*\
- > /VVW tant'iUjeicn plan* aro baGputtrc paacy t  rrptrymr xfsxAt f* v .* t*  o < i f o  a t#wtax ifutar rtwxlma'4 

fyvyram but a U*Na rKCT’tm lm •n (±aia

Koy Implications
O () A-t-V IN» rire%!"+nl n*» atposax V>1 K) COS! *<'»*»• I $nd ridatUy bdt XT' alui \.*tan tmp+/

nfb/m* tKan an a \ i J > m  to a hon/itn + /vt/»m/vW mar^mmmnt

? Mr '»W'« C-*l t ̂r*l r lOO tWMW>V»V Of taO V/*UV»V A# <J*W> MUVnn f)Wi

'.V * H ŵi M
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E m p lo y e r  S u r v e y  -  T R S
17. Inflation Risk Responsibility

MlQfl Im
Employees should assumo 
pro-rotiromeni inflation nsk

Employors should adjust 
benefits for prorotiromont inflation

Koy Commonts
■3 Employ's should odpjst 0*n*srj tor p rvxvtnm m l mltihon 

o rna sfiouU k ig b y a tv *  ynan

Koy Implications
o VM.S cl bonofits ktr rrmmtmfi wfxj torrrinoto prof to mlxwront con onxlo 0.1*1 Urn from trAotion
•0 Promxy pro-nt.r»m»nl mlt.stxx.iry prclocton is a cost to f**o Systern
*s Tto hutI o.vrjjo poy pHn Jtsxjn pnjvdai styno ootomotic pro-nlxomtmt xflotian protKhon

IM« Human ttovxi'cn Consutmj !/>

E m p lo y e r  S u r v e y  -  T R S
18. Inflation Risk Responsibility

Importance

W.J 1^

Employees should assumo 
post rotirumon! mfla'.on nsk

Employors should adjust benefits 
for post rotiromont inflation

ItXI. RE
Koy Commonts

t  i Tk \A2 m uis** nis *v fv-ii \

2 1 Set tf+K*! t /  * ’*«)+*■• I

tnfrtUgfgju

Koy Implica tion*
■> fMf*l9*QpOO f*' m<A1 *rtt.s+ •».*• .V
tiWflM lu at a «taa(4i f>W kMir*

•> ij«hgp r a t * * * * * Ŝ vV1

g jrovOww-#

W*' •* »t»vju*t• GytwVtg
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I I
E m p lo y e r  S u r v e y  -  T R S
19. Longevity Risk Responsibility

Employees should assumo longevity nsk Employers should assumo longevity nsk

Koy Commonts
o Employers can no longer afford to assume at future cost increases 
•a Employees need to. «• on the baft #n ttys a'ea

Koy Implications
Prvnd*g tongerty pmtecicn is a cost to ne System

o by assumrg tne longevity m*. the System coukJpred<\ end manege 4 more accurately for the entse group than any 
employee coJd do mdandueffy

V«rtjif Human Cor.tutL- j 61

E m p lo y e r  S u r v e y  -  T R S
20. Savings

The feWomon! (vogram should heavily 
onaxjMjo savings in tho (--in

Koy Commonts

Importance

l l .
i*V- vm im

Tho program should pomiit 
but not push savings

*«•1

EEZJ. *SS .L id l . I inm . E . 1 . i r  i „

■J I mpOufees need  lo ecve e i p c n '  / the* iwi>'emeri t * v * ^ t  iAsvJ ttnxLred 10 pJL/.4<* a »1
^  1 ro m«v to#

f lAiaiJ 6a »k •rJ I.- fiorts/* *olr^«v • tetie~erJ Sm̂rty
•) Sarrtgt r> nrcplyi i/cu i r» r u ^ i i r g

Koy Implications
•* trxfyf/y enmuregng men-ier% r;j cgJdt*Ja 1 r*# re»/emer-* r**f'p *«f to

CO**toli6»

IW *» MxiV i■ C»â |
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E m p lo y e r  S u r v e y  -  T R S
t 21. Cost of Medical Coverage

Employees should share In 
tho cost of medical covorago

Importance

H<gh M ed I t

Employer should assumo tho 
cost of providing modical covorago

Key Commonts
o £ mpJoyers can no fcoqer afford to pay the entire amount for rnodKol insurance Empto-yoos should sh.ru m tho cost

Toechor/odmfiistrotor salary docs not reflect "high woges 'hence this benef t shoukj be provided
^ Employees share m the cost of medical coverage and mtrvment bonof its through lhe<r actrvo carver contributions 

They also contnbuto via co-pays, deducth!es and Medicare Pad B premiums

Koy Implications
o Members shnnng m the cost of medical coverage would provide cost savings to the System over time 
o WoukJ be a vgniicant shft from current design and incrnsse fmenua! burJon on retries *

Moic.nt MurrvAn R«*ou*c« Convjtl.ng

E m p lo y e r  S u r v e y  -  T R S
22. Cost of Medical Coverage

Importance

■ l
Employees should assume responsibility 
lor modical cost mcreasos

Employer should assumo ruspcnsWity 
(or modical cost increases

M 1 1
• : ]

r n  l v  1 f  1 ’ — 1l ; J 1 0 .1  1. 1 — • - r i
1 2  3 4 s A 7 ft

Koy Comments
J \tm n,tnrn*nt I ystem tout] t» mpop 11 * c* rh» njrugvimy rJtrm

W JW .lfM  fat (<uf n r»u » l

1 lf.tr> «S4um« f04t r»if*vuO-u,il niMflViV

retre* tVn/ t*

Koy Implications
• > HartiVi iitrvvir* nupunshttf fry rwJcel •. ■>!** n>«i *\sAlpn**+Je (cut M t‘* •i.vm ..rev hmt
■> WcxAtte a th /U n jru ifo r iia a s a jr  arcJrvr+aietrvAhCcalt-sdenor- Krwi

»unr I(*kaa«
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E m p lo y e r  S u r v e y  -  T R S
23. Access to Contributions

Employees should have access lo as much ol Ihoir 
own fotifemenl contributions os legally possible

s A
' ♦/#. 
f *1‘ 3 2 3

■ i ■ ‘

Koy Commonts
o Sn\i J ponton shoo>d be avaJable tor memergency only* Vtuatcn 
o Access should certainly be very l*m>tod 
o Onty wth benefit of understanding the consequent ms

Koy Implications

Importance

i l l -
H ig fl M *d lo w

Employees should have no access 
to plan assets until rotiromont

O Members may sferxj retirement income during working hfetrre and as a result may be unable to retire 
o the capabMy to use retirement plans tor pre-retirement needs AuCh as a home purchase can be a valuable bmnet.t

Me'o&r Human Rovxrc* Con Ki ting 6S

E m p lo y e r  S u r v e y  -  T R S
24. Understandability
• x

Importance

■ I
»< V “** Ix

UndOfSland.ibil.ty is the primary concern Wo II sacnr.ru undorstandabii.ty it necessary to 
ach.ino out wotkfo/co and tiencM objectives

m
m

Koy Commonts
*> t  eyJCfers need to pnx*3* aynrrw..at*.n ahd fo puns the (4*n mud tm Hoc hsed MM it

umyJe *rw/i ter the moiety ui pexfCe to i#vjwrds'ii
■i L e t W i  » t*j mart inmptetMy ar*t % »>cuty do |t> cn t*err own apod bom th i

11 n thee rm%pon%t*ty to ir\tmnj*r»i i
u Ci.ruoa shoukt teach J*

Koy Implications
J Gewmrefy a c •>*•*»*« kfyJa can *^4  a •*.*» i*«V ot r .*»

U * * . ’ « r i  "wy pmnerm ~ « r« i * * 0 *  d  retremmtM fman that tt " v r i  vrxSe'Slm

SJwnar Heeoyca Cmutry
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^  E m p lo y e r  S u r v e y  -  T R S
• - 25. Tangible and Relevant Plan

Importance

All employees should Imd iho 
plan tangiblo and tolovanl

. 1
Nigh M*d low

It’s OK if fhe plan is tangiblo and 
rolovan! mainly lo older employees

I:

Key Comments
> AS on'pkiyv*i lAoukJ undvnUwl and vnJu* tho rotrenxnt p/j/i 

^  Recruiting too!

Key Implications
o Member j moy percorw moru v*tu» m a retirement plsn trial > j tnng»bJv and relevant

K'wcat ♦•lurr.an Revouroa Coowt/ig 17

E m p lo y e r  S u r v e y  -  T R S
26. Predictability and Stability

lmnortar.ee

Ngh M.J low

'.Vo w.v»t monmum p<ocjctjjt>*i:ty 
.inrj itntxtrty of contnbuton*

M
10

Wo'ro wnttog to a.cop: votnM ty 
a\ part of Our Assot strntotfy

Koy Commonts
•V U#« n»*y« rujh dmjrpe L>/p**Kt+Mrp
** Urti Uhoi*I ere # Turh)ed l'*d<iJb*ty end xt»t*ty &e *9̂ y enftCrtenl It +fr*Q\.*'v tu'*jvmj it •
» lh*1 *\d*t*ty z*r> f+ rr\re »a Uf rented

• C-enl Iiwngnfi^.v »*/*>« Uwlgmn,*] 5\*i loo nuch of* %**ng f •?% »4 (tOibUe

Koy Implications
*> inf**.'// it the ,.»* t.*y+>-r\k» mt %mt »>*V.v *4* r*g*mt r»*

VWi w Kynjr Hnn/i • Ci*tt̂ lny
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E m p lo y e r  S u r v e y  -  T R S
27. Change in Cost

l l - f h  M»d Low

Aggregate retirement contributions 
should be loss than thoy aro now

Marginal cost increases aro 
appropriate to meet other design goals

Koy Comments
o Employ*** contribution ratox may nood to mcroaxo'f

Wo ur,dofVand that cor-ti aro wcwasng Want to hoop puma uvnpotitrvo 0/tutv koopmg p/an cm/s rvjtonabtv 
o Wo havtfto contain cati or ovoryon* teoi 
 ̂Coits novd to bo suftiaont to do tho /Ot)

Koy Implications
o Lowmnng ayntnbuhom toiu/t in gocoraty towor hvolo t bonofiit lot rohroos 

o Sytfom ton of,Is m*y or may net bo CompoliNO oQamt poor group J bonof>t i  wo doc/oaxod

Woroot Human Ravxrca Comuit-ng 69

E m p lo y e r  S u r v e y  -  T R S
29. Most Important Questions

JL_I.I2 .Q ].Ba.D .O .C l._,G ,ixi, ___□ ,__ , „c3.l
1 7 1 4 5 6 7 8 0 10 11 12 13 14 15 10 17 18 10 70 71 77 71 74 ?S 70 77 78

(R**pant«S o'* omqfiloQi

The four most Important questions with proferrod spectrum comment 

Quostion * 7: ‘ The retirement program should provide medical coverage'

Question *26: 'Wo want maximum predictability and stability ol contributions*

Quostion *1: 'Plan should favor long-service omployoes'

Quostion *6: (the rosponsos did not indicate a significant Oiltoionco between tho twoj 

'Tho System should provide medical coverage to terminated vested members'

'The System should not provide modical coverage lo terminated vested members'

V»<c* Human Resource ContuXsig hI
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Alaska S ta te  Pension  In v e s tm e n t  Board

Presentation to the Senate Finance Committee: 

The Role of ASPIB and the Treasury Division

G a r y  M .  B a d e r ,  C h i e f  I n v e s t m e n t  O f f i c e r  J a n u a r y  2 7 ,  2 0 0 5

A la s k a  S ta te  P e n s io n  In v e s tm e n t  B o a rd  I



• P r e s e n t  r e a s o n i n g  b e h i n d  c a p i t a l  m a r k e t  p r o j e c t i o n  
p r o c e s s
-  e c o n o m i c  b a c k g r o u n d

-  s p e c i f i c  p r o j e c t i o n s

• D i s c u s s  i m p l i c a t i o n s  g e n e r a l l y

• O u t l i n e  n e x t  s t e p s

A la sk a  S ta te  P e n s io n  In v e s tm e n t  B o a rd 2



C a p i t a l  M a r k e t  P r o j e c t i o n s

( f r o m  C a b a n  A s s o c i a t e s  I n c . ,  J a n u a r y  2 0 0 4 )

A la s k a  S ta te  P e n s io n  In v e s tm e n t  B o a rd



Callan's Capital Market Projection Process

E c o n o m ic  O u t lo o k  D r iv e s  O u r  P r o je c t io n s

•  E v a l u a t e  t h e  c u r r e n t  e n v i r o n m e n t  a n d  e c o n o m i c  o u t l o o k  f o r  t h e  

U . S .  a n d  o t h e r  m a j o r  i n d u s t r i a l  c o u n t r i e s :

-  B u s i n e s s  c y c l e s ,  r e l a t i v e  g r o w t h ,  i n f l a t i o n .

•  E x a m i n e  t h e  r e l a t i o n s h i p s  b e t w e e n  t h e  e c o n o m y  a n d  a s s e t  c l a s s  

p e r f o r m a n c e  p a t t e r n s .

•  E x a m i n e  r e c e n t  a n d  l o n g - r u n  t r e n d s  i n  a s s e t  c l a s s  p e r f o r m a n c e .

•  A p p l y  m a r k e t  i n s i g h t :

-  C o n s u l t a n t  e x p e r i e n c e  -  P l a n  S p o n s o r ,  M a n a g e r  S e a r c h ,  

S p e c i a l t y

-  I n d u s t r y  c o n s e n s u s

-  C l i e n t  P o l i c y  R e v i e w  C o m m i t t e e

•  T e s t  t h e  p r o j e c t i o n s  f o r  r e a s o n a b l e  r e s u l t s .

A la s k a  S ta te  P e n s io n  In v e s tm e n t  B o a rd 4



2004 Capital Market Projections
■ B B B B 3 M C a H m U 3 9 tte B C a S < a a M lc a a a a a a H B n D B n H H B H B H B D M M B n N H M M M B B H H

G u id in g  O b je c t iv e s

•  O u r  b e s t  t h i n k i n g  r e g a r d i n g  t h e  5 - y e a r  o u t l o o k ,  

r e c o g n i z i n g  o u r  m e d i a n  p r o j e c t i o n s  r e p r e s e n t  t h e  

m i d p o i n t  o f  a  r a n g e ,  r a t n e r  t h a n  a  s p e c i f i c  n u m b e r .

•  R e s u l t s  t h a t  a r e  r e a d i l y  d e f e n s i b l e  b o t h  f o r  i n d i v i d u a l  

a s s e t  c l a s s e s  a n d  f o r  t o t a l  p o r t f o l i o s .

•  C o n s c i o u s  o f  t h e  l e v e l  o f  c h a n g e  s u g g e s t e d  i n  s t r a t e g i c  

a l l o c a t i o n s  f o r  D B ,  D C  a n d  f o u n d a t i o n / e n d o w m e n t  c l i e n t s .

•  R e f l e c t  c o m m o n  s e n s e  a n d  r e c e n t  m a r k e t  d e v e l o p m e n t s .

•  B a l a n c e  c o n f l i c t i n g  g o a l s  a n d  c o n f l i c t i n g  o p i n i o n s .

A la sk a  S ta te  P e n s io n  In v e s tm e n t  B o a rd 5



B a c k  i n  B l a c k  A f t e r  t h e

1999 2000

Russell 3000

S& P Super Composite 1500

20.90

20.27

-7.46

-6.98

Russell 1000 

S& P  500

20.91
21.04

-7.79

-9.10

Russell 2000 

S& P 600 Small Cap

21.26

12.40

-3.02

11.80

EAFE ($US) 26.96 -14.17

LB Aggregate 

SB  Non-US Bonds

-0.82

-5.07

11.63

-2.63

90-day T-bill 4.85 6.18

i t v  B e a r  M a r k e t  S i n c e  1 9 3 0 ' s

2001 2002 2003

Avg Ann Return 

Last Five Years

-11.46 -21.54 31.06 0.37

-10.64 -21.31 29.59 0.39

-12.45 -21.65 29.89 -0.13

-11.88 -22.10 28.80 -0.57

2.49 -20.48 47.25 7.13

6.54 -14.63 38.79 9.67

-21.44 -15.94 38.59 -0.06

8.43 10.26 4.10 6.62

-3.54 21.99 18.52 5.21

4.42 1.78 1.15 3.66

A la s k a  S ta te  P e n s io n  In v e s tm e n t  B o ard



An Investment-Led Global Recession

•  T h e  r e c e s s i o n  w a s  t r i g g e r e d  b y  a n  i n v e s t m e n t  b u b b l e  t h a t  r e s u l t e d  i n  e x c e s s  

c a p a c i t y  a n d  r e d u c e d  r e t u r n s  o n  c a p i t a l .

•  T h e  m a n u f a c t u r i n g  r e c e s s i o n  w a s  d e e p  a n d  g l o b a l .

•  D e f l a t i o n  b e c a m e  a  g r e a t e r  c o n c e r n  t h a n  i n f l a t i o n .

•  E x p a n s i o n a r y  f i s c a l  a n d  m o n e t a r y  p o l i c i e s  c u s h i o n e d  t h e  d o w n t u r n .

•  C o n s u m e r s  k e p t  s p e n d i n g  a n d  h o u s i n g  m a r k e t s  b o o m e d .

•  A  s u c c e s s i o n  o f  s h o c k s  i m p e d e d  r e c o v e r y — t e r r o r i s t  a t t a c k s ,  c o r p o r a t e  

g o v e r n a n c e  s c a n d a l s ,  t h e  I r a q  w a r ,  S A R S .

•  I n v e s t m e n t  w i l l  r e c o v e r  a s  e x c e s s  c a p a c i t y  i s  c l e a r e d  a n d  p r o f i t a b i l i t y  

i m p r o v e s .

A la s k a  S ta te  P e n s io n  In v e s tm e n t  B o a rd 7



The Current Economic Environment
R e c o v e r y  R o l ls  A c r o s s  T h e  E c o n o m y

•  T h e  r e c e s s i o n  i s  o v e r ,  b u t  i t  h a d n ' t  f e l t  l i k e  i t  u n t i l  r e c e n t l y  -  i n  p a r t  

b e c a u s e  w e ' r e  f o l l o w i n g  t h e  m i l d e s t  r e c e s s i o n  i n  p o s t w a r  h i s t o r y .

•  E c o n o m y  i s  g r o w i n g ,  b u t  u n e m p l o y m e n t  i s  s t u c k  a t  6 % .

•  B u s i n e s s  i n v e s t m e n t  c o n t i n u e s  t o  b e  w e a k ,  a s  m a n y  o f  t h e  g r o w t h  

i n d u s t r i e s  o f  t h e  1 9 9 0 s  a r e  p l a g u e d  w i t h  o v e r c a p a c i t y .

•  I n f l a t i o n  r e m a i n s  n o n - e x i s t e n t .  L a s t  o v e r  3 %  i n  2 0 0 0 ;  j u s t  1 . 9 %  i n  

2 0 0 3 .

•  I n t e r e s t  r a t e s  a r e  s t i l l  e x t r a o r d i n a r i l y  l o w :

-  T r e a s u r y  b o n d s  y i e l d s  w e r e  a t  t h e i r  l o w e s t  i n  4 0 - y e a r s ,  d u e  t o

•  A g g r e s s i v e  F e d  a c t i o n  t o  l o w e r  i n t e r e s t  r a t e s ,

•  I n v e s t o r s ,  a f r a i d  o f  e q u i t y ,  f a v o r i n g  b o n d s  a n d  d r i v i n g  y i e l d s  l o w e r .

-  F e d  p o l i c y  s t i l l  s e e m s  t o  w o r k ,  a t  l e a s t  o n  c o n s u m e r s . . .

•  C r e d i t  s p r e a d s  a n d  e q u i t y  r i s k  p r e m i u m  h a v e  b e e n  h i g h e r  t h a n  

n o r m a l .

•  C o n s u m e r s  h a v e  b e e n  t i r e l e s s ,  a n d  t h e  f e d e r a l  g o v e r n m e n t  h a s  b e e n  

s p e n d i n g  t o  b o o s t  t h e  e c o n o m y  a n d  f o r  t h e  w a r  i n  I r a q . ___________________________

Alaska State Pension Inves tm en t Board 8



Market Preview:
K e e p  T h o s e  E x p e c t a t i o n s  L o w

•  T h e  e c o n o m i c  r e c o v e r y  w i l l  c o n t i n u e ,  b u t  g r o w t h  w i l l  r e m a i n  

m o d e s t .  C a p i t a l  s p e n d i n g  w i l l  u l t i m a t e l y  f o l l o w  G D P .

•  F e d  w i l l  u l t i m a t e l y  s h i f t  t o  t i g h t e n i n g  m o n e t a r y  p o l i c y .

•  T h e  s t o c k  m a r k e t  r e c o v e r y  w i l l  b e  s l o w .  U . S .  s t o c k s  a r e  s t i l l  

e x p e n s i v e  r e l a t i v e  t o  t h e i r  v a l u a t i o n s  a n d  t o  o t h e r  m a r k e t s .

•  C a l l a n ' s  o u t l o o k  i n  a  n u t s h e l l :  e x p e c t  a  l o w  i n f l a t i o n ,  l o w  

i n t e r e s t  r a t e ,  s i n g l e  d i g i t  r e t u r n  e n v i r o n m e n t .

•  L o w  r e t u r n  e x p e c t a t i o n s  m e a n  8 %  n o m i n a l  r e t u r n  

a s s u m p t i o n s  m a y  b e  d i f f i c u l t  t o  a c h i e v e .  C a l l a n ' s  2 0 0 4  

a s s u m p t i o n s  g e n e r a t e  a n  e x p e c t e d  r e t u r n  f o r  a  6 0 %  

s t o c k / 4 0 %  b o n d  a l l o c a t i o n  o f  7 . 4 %  o v e r  t h e  n e x t  f i v e  y e a r s .  

P l a n s  m a y  n e e d  t o  s h i f t  t h e i r  f o c u s  t o  r e a l  r e t u r n  

e x p e c t a t i o n s .

A la s k a  S ta te  P e n s io n  In v e s t m e n t  B o a rd 9



Now More Reasonably Pnced
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Domestic Equity vs. Bond Yields

S & P  500 Earn ings  Yield vs. 10-Year T rea su ry  Yield

Peak o f interest Stocks

nii'linLit m iniimi. I n mi IMUtt tina n .l -
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C u r r e n t  Y ie ld  X s  A  S t r o n g  P r e d ic t o r  o f  R e t u r n s

Lehman Aggregate Index 5 Year Returns vs. Lagged Yield to Worst
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P r a c t i c a l l y  n o  c h a n g e s  f r o m  l a s t  y e a r ' s  p r o j e c t i o n s !

I n f l a t i o n  i s  h e l d  a t  2 . 6 % ,  d e p i c t i n g  i n f l a t i o n  r i s i n g  f r o m  c u r r e n t  l o w  l e v e l s .  

C a s h  r e t u r n s  r e f l e c t  r i s i n g  s h o r t - t e r m  y i e l d s ,  b u t  s t i l l  l o w  r e a l  r e t u r n  o f  0 . 1 % .  

B o n d  r e t u r n s  h e l d  a t  4 . 7 5 %  :

-  r e f l e c t s  c u r r e n t  y i e l d - t o - w o r s t ,  p l u s  s m a l l  a d j u s t m e n t

-  b u i l d  i n  m o d e r a t e  i n c r e a s e  i n  s h o r t  r a t e s ,  r e l a t i v e l y  s t a b l e  l o n g  r a t e s ,  a  l i t t l e  

m o r e  n a r r o w i n g  o f  c r e d i t  s p r e a d s .

E q u i t y  r e t u r n s  b u i l t  f r o m  f u n d a m e n t a l s :  3 - 4 %  r e a l  G D P  g r o w t h  w h i c h  

m e a n s  5 . 5 % - 6 . 5 %  n o m i n a l  e a r n i n g s  g r o w t h ,  2 %  d i v i d e n d  y i e l d ,  0 . 5 % - l %  

" b u y b a c k "  y i e l d .

R e a l  e s t a t e  r e t u r n  h e l d  a t  7 . 6 % ,  r e f l e c t i n g  i n c o m e  c o m p o n e n t  &  p o t e n t i a l  

v a l u a t i o n  p r e s s u r e .

P r i v a t e  e q u i t y  r e t u r n  h e l d  a t  1 2 % ,  a  3 %  p r e m i u m  o v e r  p u b l i c  m a r k e t s .

P r e m i u m s  o f  i n t e r n a t i o n a l  e q u i t y  o v e r  d o m e s t i c  a n d  s m a l l  c a p  o v e r  l a r g e  c a p  

h a v e  b e e n  n a r r o w e d ,  r e f l e c t i n g  r e c e n t  p e r f o r m a n c e  a n d  r e l a t i v e  v a l u a t i o n s .

A la s k a  S ta te  P e n s io n  In v e s tm e n t  B o a rd 13



2004 Capital Market Projections

Asset  Class Index

Projected 
Annual  R e tu rn

Projected  S tanda rd  
D e l a t i o n  (Risk) Projected Yield 2003 Project ions

Equities
Broad Domestic Equity S&P 1500 9.00% 16.90 2 .1 0 9.00% 17.30

Large Cap S&P 500 8.80% 16.20 2 .2 0 8.70% 16.20

Snvall Cap S&P 1000 10 . 10% 23.50 1.20 10.30% 25.00

International Equity MSCI EAFE 9.30% 20.30 2 .2 0 9.60% 21.50

Emerging Markets  Equity M SCI EM F 9.80% 33.00 0 .0 0 10 . 10% 35.00

F i 'cd  Income
Domestic Fixed LB A ggregate 4.75% 4.50 4.75 4.75% 4.50

Defensive LB Gov't 1-3 Year 3.75% 2.30 3.75 3.75% 2.30

TIPS LB TIPS 4.40% 6 .0 0 4.40 4.40% 6 .0 0
High Yield FB High Yield 6.75% 12 .10 6.75 6.75% 12.30

Non USS Fixed SB Non-US Gov't 4.65% 9.60 4.65 4.65% 9.60

O ther
Real Estate Callan Real Estate 7.60% 16.50 7.(K) 7.60% 16.50

Private Equity Post Venture Cap 12.0 0% 34.(X) 0.(X) I2.(X)% 34.(X)

A bso lu te  Return 6.50% 10.50 O.(X) 6.50% 10.50

Cash Equivalents 90-Day T-Bill 2.70% 0.70 2.70 3.»v '% 0.70

Inflation CPI-U 2.60% 1.40 2.60% 1.40

A la sk a  S ta te  P e n s io n  In v e s tm e n t  B o a rd



2004 Correlation Coefficient Matrix
K e y  t o  C o n s t r u c t in g  E f f ic ie n t  P o r t f o lio s

2004 Correlation Matrix

Broad I LrgCap Sml Cap | Inti Eq Emerg | Dom Fix | Defensive | UPS | Hi Yield NUS Fix Real Est |Pvt Equity| Abs Ret | T-Bill

3road Dom Eq 1.00
Large Cap Eq 0.96 1.00
Small Cap Eq 0.92 082 1.00
Inti Equity 0.72 0.73 0.60 1.00
Emerging Wkts 0.50 0.50 0.44 0.43 1.00
Domestic Fixed 0.25 0.27 0.16 0.22 0.15 1.00
Defensive 0.27 0.29 0.18 0.20 0.00 0.94 1.00

TIPS 0.01 0.01 •0.01 -0.09 -0.14 0.40 0.36 1.00

High Yield 065 0.54 0.58 0.50 0.35 0.41 0.44 0.15 1.00
1.00Non SUS Fixed 0.01 0.03 •0.03 0.20 •003 032 0.40 0.11 0.05

Real Estate 0.62 0.53 0.52 .50 0.35 0.20 0.30 0.00 0.53 0.03 1.00
1.00Pnvete Equity 0.64 063 0.59 0.63 0.55 0.20 020 -0.03 0.45 0.10 0.45

Absolute Return O.w 064 060 0.58 0.33 045 0.44 0.00 0.50 0.15 0.45 0.46 1.00

T-Bills -0.12 -0.10 •0.15 •025 -015 030 028 029 0.07 -005 •0.06 0.07 0.50 1.00

A la sk a  S ta te  P e n s io n  In v e s tm e n t : B o a rd
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Where Do We Go From Here?
I s  T h e r e  S o m e th in g  I  S h o u ld  B e  D o in g ?

•  D e s p i t e  t h e  c h a o t i c  m a r k e t s  a n d  t h e  p a i n  s u f f e r e d  b y  

p e n s i o n  p l a n s ,  f o u n d a t i o n s  a n d  e n d o w m e n t s ,  m o s t  s p o n s o r s  

n a v e  m a i n t a i n e d  a  l o n g - t e r m  f o c u s  a n d  h a v e  r e s i s t e d  t h e  

u r g e  t o  d o  s o m e t h i n g  d r a s t i c .

•  S p o n s o r s  a r e  c a r e f u l l y  r e - e x a m i n i n g  t h e i r  s t r a t e g i c  p l a n s :

-  A s s e t  a l l o c a t i o n ,  a n d  t h e  a s s u m p t i o n s  d r i v i n g  t h e i r  a l l o c a t i o n s .

-  L o n g - t e r m  r e t u r n  a s s u m p t i o n s .

-  A s s e t  c l a s s  p o r t f o l i o  s t r u c t u r e s .

-  N e w  a s s e t  c l a s s e s  o r  i n v e s t m e n t  s t r a t e g i e s

•  R e a l  e s t a t e

•  H e d g e  f u n d s

•  P r i v a t e  e q u i t y

•  M a r k e t  t i m i n g  &  t h e  " n e w "  T A A

•  " A l l - w e a t h e r "  p o r t f o l i o s

A la s k a  S ta te  P e n s io n  In v e s tm e n t  B o ard 16



Asset Class Round-Up
N o  e a s y  a n s w e r s  -  I s s u e s  &  Q u e s t i o n s

« B o n d s ?

-  Y i e l d s  a r e  w e l l  b e l o w  5 % ,  a n d  n o t  l i k e l y  t o  r i s e  m u c h .  M a r k e t  s u f f e r e d  a  

v i o l e n t  c o r r e c t i o n  l a s t  J u l y ,  a s  p r i c e s  p l u m m e t e d  a n d  y i e l d s  s h o t  u p .  T h e  

" b e s t  c a s e "  f o r  b o n d s  i s  a  w e a k  r e c o v e r y ,  w h e r e  c o n s u m e r s  l o s e  

c o n f i d e n c e  a n d  t h e  F e d  h o l d s  o f f  r a i s i n g  i n t e r e s t  r a t e s  -  n o t  e x a c t l y  f e r t i l e  

g r o u n d  f o r  s t r o n g  r e t u r n s  i n  a n y  p a r t  o f  t h e  c a p i t a l  m a r k e t .

•  H i g h  Y i e l d ?

-  C u r r e n t  p r i c i n g  i s  s t i l l  s o m e w h a t  a t t r a c t i v e  b y  h i s t o r i c a l  s t a n d a r d s  -  4 . 5 %  

p r e m i u m  o v e r  T r e a s u r i e s  -  b u t  t h e  b i g  g a i n s  m a y  h a v e  a l r e a d y  h a p p e n e d .

-  C o m p a n i e s  t h a t  s u r v i v e d  s h o u l d  d o  w e l l  a s  t h e  e c o n o m y  e x p a n d s .

-  D e f a u l t s  s o a r e d  d u r i n g  t h e  r e c e s s i o n  - 1 0 . 5 %  o f  b e l o w - i n v e s t m e n t  g r a d e  

c o m p a n i e s  d e f a u l t e d  i n  2 0 0 1 ,  8 . 4 %  i n  2 0 0 2 .  R a t e  f o r  2 0 0 3  w i l l  b e  c l o s e  t o  

6 % ,  l o n g - r u n  a v e r a g e  i s  b e l o w  4 % .

-  I f  g r o w t h  r e m a i n s  s l o w  a n d  i n f l a t i o n  i s  a b s e n t ,  c r e d i t  p r o b l e m s  m a y  l i n g e r .  

O n e  m o r e  a c c o u n t i n g  s c a n d a l . . .

A la s k a  S ta te  P e n s io n  In v e s t m e n t  B o a rd  17



Potential Mixes For IAC Discussion
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100 7 •100 100

Portfolio 
Component 
Large -Cap 
Small Cap 

International Equity 
Domestic Fixed 
Non US$ Fixed 

Real Estate  
Private Equity 

Casl^Equivalents 
High Yield 

Absolute Return

S e t Aside Max 
: ' 0  10C

Other (Agriculture & Energy) 3

Totals 

Expected Return
Standard Deviation

Efficient Frontier Segment
Note the use o f constra in ts & "se t aside"

Note that HY, Absolute Return & Private Equity have all been constrained. 
“Other'” was “set aside” so that it would have minimal effect on the 
optimization process since the inputs were highly subjective.
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E f f i c i e n t  F r o n t i e r  S e g m e n t
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Please note that this graph represents 
only a small portion o f  the efficient frontier.

The "ether" assumptions are "real estate"
like in terms o f  risk and return. The correlations
are sim ilar but not identical lo those used for TIPS.

The "other" weighting was "set aside" while 
Private Equity, Absolute Return and High 
Yield  were constrained in the optimization.

10 11.40
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R a n g e  o f  R e t u r n s  &  T h r e s h o l d  R e t u r n  P r o b a b i l i t i e s

• The graphs on the following pages depict the range of 
returns for ASPIB's current policy and the proposed policy
-  Neither produces an expected return equal to the actuarial discount 

rate. The difference reflects Callan's use of a lower inflation 
assumption than that embedded in the actuary's discount rate.

-  Callan's projection is a 5-year projection while the actuary 
understandably must focus on a much longer horizon.

-  One way to make the assumptions comparable is to consider 
"expected" real returns. A 7.60% nominal return would be 
consistent with a 5% expected real return.

-  We have plotted two threshold return lines on each of the graphs. 
One illustrates the probability of each mix producing a return of 
7.6% while the other illustrates the probability of achieving an 
8.25% annual return.
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1 - Y e a r  R a n g e  o f  R e t u r n  C o m p a r i s o n

30%

R ange o f  Projected Rates o f  Return  
Projection Period: 1 year  
O ptim ization  Set: 2004

O'
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!A 
O
ca

DC

Tz
3
C

2 0 %

1 0 %

0 %

(1 0 % )

10th Percentile 

25th Percentile 

M edian

75th Percentile 

90th Percentile

R S / P E R S Proposed

2 3 .5 7 % 23 .9 4 %

15.78% 16.03%

7 .7 0 % 7 .8 4%

0 .1 8 % 0 .2 2 %

(6 .1 3 % ) (6 .1 7 % )
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F i v e  Y e a r  H o r i z o n
n IF I ■  TU I K M K H B I

T h is  g raph
d em o n stra te s  that the 
p ro p o sed  p o lic y  h as a 
52%  p ro b ab ility  o f 
ach ie v in g  a 5-year 
return  o f 7 .6%  o r 
g reater. T h e  cu rre n t 
p o licy  h as  a 51%  
p ro b ab ility . c3

O

C/5o
ra

"rt3

18%

16%

14%

12%

10%

8 %

6 %

4%

2 %

0 %

(2 % )

Range of Projected Rates o f  Return 
Projection Period: 5 years 

Optimization Set: 2004

4(> 47

1

S.2.V,,
7

T R S /P E R S Proposed

10th Percentile 14.53% 14.76%

25th Percentile 11.24% 11.43%
Median 7 .70% 7 .84%
75th Percentile 4 .27% 4 .36%
90th Percentile 1.28% 1.33%
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1 0 - Y e a r  R a n g e  o f  R e t u r n  C o m p a r i s o n
■M C 3 0 I
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1 4 %

Range o f Projected Rates o f Return 
Projection Period: 10 years 

Optim ization Set: 2004

2 %

T R S /P E R S P rop o se d

1 Oth P e rc e n tile 

2 5 th  P e rc e n tile 
M e d ia n 

7 5 th  P e rc e n tile 

9 0 th  P e rc e n tile

1 2 .4 8 %
1 0 .1 9 %

7 .7 0 %

5 .2 6 %
3 .1 2 %

1 2 .6 9 %

1 0 .3 6 %

7 .S 4 %

5 .3 7 %

3 .1 9 %
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I n v e s t m e n t  R e t u r n s  a n d  F u n d e d  S t a t u s
a M ttK n a B ta a M i ^  "■■■■— ! ■ | l  H IIIIWIIIll ■ —  ■■III ■■!!!■ Ill l l in i lB I

40%
PERS: Cumulative Change in Funded Ratio (MVA)

Over the 10 year 
period, liabilities 
have had the 
more significant 
Impact on the 
decline In funded 
status (MVA 
basis)

-18.5%

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

■  Change in Actual MVA Funded Ratio due to liabilities

□  Change in Actual MVA Funded Ratio due to assets

Mercer Human Resource Consulting
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C h a n g e s  i n  F u n d e d  S t a t u s  -  P E R S  a n d  T R S
• -_l * znz . rz — •__—  - u— - .r -.*£uc.• r = ~-̂ rr cx/ui r̂

M E R C E R M E R C E R

Ja n u a ry  l . - ’ H'S

M» Melanie Millhom
Diiectur ol Retirement and Benefit*
Male o f A l ic ia  
l/cpnrtmcnl o f  Administration 
O n iuon o f Retirement and Bcrirfi'.t 
P .O  Box 11 ()’ »•?
Juneau. \K WUaiM.i

Soe.e-d
C h an g n  In Fundod Statu* - PCRS and T R S

Dear Melanie

P a l of our December ! pi.-iCntjt.oii lo the AlaiCx stale Pension lilt eMincnt Hoard I ASI'IIJ) 
hxuwxJ on vhatiip-* in ft.- landed perccnta)!ci for '‘ I RS and TRS Fnun July I , HWI to Jt.u. to. 
JX ft , '.he funded pervcnlaijc to* the l*l"RS ilcuTmcd from 92 J'< to ?n i f .  h o c ! on lit.- matket 
\.i'iic of assets Hie landed rweeiitani' for TRSdcclins-d liom*J1 o*»loM  7*. Die dollar 
aitsnint mere-ses in ihe inihir.detl accrued habihlict I L  A I.) "  err W 2 billion lor PI RS aid S? Z 
bilTun for 1 RS We found I'u i the MU I clur.p. in funded status lo: the P i:KS aid I RS f e l l  filly 
!. I ’M.' to June to, J i* i ’>» a* doe to asvrl and liability mkmm as follows

r a n Tut

O »  «o* -I.* Ic asset* 
CraigA 8j» Ic «!rat«% 

Tp*»

Clun|« In Iik i*»m  IntlAL ChiJ®* w Incm t* In U/.1
l u i d » *  k l a l u t  ( b illio n .)  F o n i « a  S t a t u s  ( M i a m i

U8>S S i ’ 12 i'f% $96
i*d a) ?•  <70 ei______________16

«2 129 i ; » $2 2
line letter prcn.Jci fur.hrf breAAoui ol the ..anycs hi furdexl stains ail'd' .'able lo lul* lilies 
I !>,* fx-Ti .i-a f.x  I .ne be. i reused sliyllly from Ihnvipmict! ir  the VSI'IH ntvCMK bated on 
further ivtearv '• on l ie cite.'. ol the s arKX.ii fatten

rrn s tus

C h a n * *  la  
l a i M r *  l l a l u i ( k ill Min. |

C h a n g *  M 
F u n k * *  I I A I F I

I n c i » a i «  *n U A L  
|  b illio n s)

»9rf1 .0 9. . V i  8 ( J t l * . I C 2
• t w c t - ' t t K i r c i e  c r " v * | 1 J V • 1 |4  f 0 1
O W ' c l - a x y * l * » l 0  J l t d , 0 ?
3 i - " ' ; v x i h<i  r v * « 4 ill  11 l i t O S
V . i t m k  o W . i ' V - a  c r » .- y > * C> a: < S # i 0  i
1 e*a c rv x  t o  'o  i .*-* *•*» I ' f S A . $2' ; ? e * A . V  rt

Pi.ee :
Jnnn.iry 3. 30Vi 
Ms Melanie Millhom 
Slate of Alaska

Hcalili experience and clurrycs in heal’1' jixsumptimt* were relatively t.irye contribuiors to die 
deeline it' funded rlnlti.s Hener l improvements also contributed to the decline. Pur Ixith Sedans, 
plan elunger include benefit ntiprosenunls enacted by the Icuisldturc. o> ssell u  a.I-hm Post- 
Rciircmcni Pension Adjustments (PHPAs).

I Ihijx* this iiifominiioii is helpful. Please ..ill or email if  you have RU-stioitsot need additional 
information.

Sincerely.

Kolxit V Reynold*, \ S \ .  MAAA 

H'X IjK 

< »»pv
Anselm Slaack 
('hri» Hymen 
Marcia Chapman
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10th Percentile 
25th Percentile 
Median
75th Percentile 
90th Percentile

Range of Returns 
(in dollars)

P E R S  TR S
$8,185,108,000 $3,913,423,000

Proposed Gain/(Loss) Gain/(Loss)

23.94% 1,959,514,855 936,873,466
16.03% 1,312,072,812 627,321,707
7.84% 641,712,467 306,812,363
0.22% 18,007,238 8,609,531

-6.17% (505,021,164) (241,458,199)
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