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A few years ago. defined-contribution plans were hot. Now they're not. 

B O D Y :

In the mid-1960s, the N eb raska  legislature embarked on what would ultimately turn out 
to be a very expensive experiment. N eb raska  had just decided to provide all state and 
county workers with retirement benefits, som ething that the state had done two decades 
earlier for its teachers and judges in the form o f  a traditional "defined-benefit" pension 
plan. But in the spirit o f  the '60s, the state decided to blaze new ground, selecting an up- 
and-com ing idea called "defined contribution" for the state and county workers.

W here defined-benefit plans gave employees a fixed am ount o f  m oney at retirement, 
usually based on their salary and years o f  service, the new defined-contribution plans 
created individual employee savings accounts, allowing workers to invest the money on 
their own. As the 20th century drew to a close, N eb rask a 's  decision seemed positively 
prescient. M any other state governments were considering legislation to adopt similar 
plans, which had already caught fire in the private sector in the form o f 401 (k) accounts.

But Nebraskans' feelings about such plans changed in the ye;ir 2000, after a large-scale 
study o f  the state pension system. The results shocked even those who already had 
doubts about the defined-contribution approach. During the period from I9S3 to 1999, 
state and county workers averaged a 6 percent return on their m oney-versus an 11 
percent return for the state's professional investors handling the traditional pension 
money.

Faced with such a disparity, legislators acted almost immediately to change the system, 
ending the defined-contribution plan for new hires and giving all other workers the option



to switch into a hybrid plan. "W e had to take a look in the m irror and think, is this really 
providing a true p nsion?" says Anna Sullivan, executive director o f  N eb rask a  Public 
Em ployee Retirement Systems. "It's really sad what they retire with. It's nothing 
com pared to what people in our defined-benefit plan receive."

N eb rask a 's  experience is unlike that o f  any other s ta te - in  the duration o f  the plan, the 
level o f  data collected and the abrupt shift aw ay from defined contribution. But 
N eb rask a 's  experience was a harbinger for a nationwide trend. M omentum for defined- 
contribution plans, which peaked nationwide with the red-hot stock market o f  the late 
1990s, has slowed significantly in the wake o f  the m arket downturn. Since then, no states 
have adopted new plans and participation in optional plans is far below projected levels. 
"1 don't think N eb rask a  is unique," says Sullivan, who has worked for the state pension 
system for 28 years. "I read every article I can get m y hands on, and the patterns are very 
similar."

FLEXIBILITY VS. RISK

Virtually all governments started out offering their workers defined-benefit plans: As 
long as employees worked the number o f  years required to be vested in the system, they 
were guaranteed a fixed, annual amount based on their salaries and years o f  service. In 
the 1980s, the private-sector shift to defined-contribution plans took o ff as small 
em ployers realized they offered a way to provide retirement benefits with essentially no 
financial risk. Younger workers, who tend to change jobs frequently, appreciate the 
portability. When they leave a job, they rpn take the contributed funds with them.

O f the nearly two-thirds o f  private-sector workers who had pension plans in 2000, 22 
percent were in defined-benefit programs; 42 percent were in defined-contribution plans. 
In contrast, 90 percent of government workers are in defined-benefit, with only 10 
percent in defined-contribution programs. It is increasingly common, however, for 
governm ents to offer supplemental defined-contribution plans, in addition to their 
defined-benefit plan.

The most important difference between the two plans boils down to who is left holding 
the bag if  investments turn sour. In a defined-benefit plan, the risk lies with the employer. 
If  an em ployer-private or public—is lax in its funding, or i f  it invests its money poorly, it 
is still on the hook to pay employees their guaranteed benefits. With governments under 
constant fiscal pressures, underfunding o f  pension plans is not uncommon. In one o f  the 
worst such cases in the early 1990s, the W est V irginia teachers' pension fund had a total 
liability o f  S3.2 billion and had assets o f  less than S300 million. The few places that are 
still considering defined-contribution p lans-no tab ly  New York and M assachusetts-are 
doing so mainly because o f concerns about their ability to fund a traditional plan.

Defined-contribution plans have no possibility o f  incurring a funding deficit, because 
each em ployee has his or her own money already saved in an account. "Defined- 
contribution plans mean that there's no future liability that has to be paid for," says 
Trevor Martin, director o f the commerce and economic development task force for the



American Legislative Exchange Council. With the defined-benefit plan, on the other 
hand, i f  pension funds "default or underperform severely, it all boils down to costing 
taxpayers," Martin says.

To force itself to straighten out its finances, W est Virginia switched to a defined- 
contribution plan in 1993. The funding is now stable, but teachers are asking to switch 
back to a defined-benefit p la n -a  proposal that the legislature is considering this session.

It turns out that, as N eb rask a  learned, em ployees are not comfortable investing their own 
money. "It's like sitting in a car and you've nevei seen a steering wheel before, and they 
say to drive this thing," says David Haney, executive diiector o f  the West Virginia 
Education Association. "You may figure it out eventually, but it may wreck in the 
process." Haney contends that an aggressive education program is a necessary component 
o f  a defined-contribution plan, and that W est Virginia teachers weren't given any 
semblance o f  an education.

Even in N ebraska, where employees w ere given the option o f taking o ff work to attend 
full-day financial seminars, investment perform ance was woeful. "I don't think that 
people have the discipline, the time or the temperament to manage their own defined- 
contribution account and to have that be their whole retirement," says Sullivan.

TEPID INTEREST

The Hip side o f the risk in defined-contribution plans comes when an employee invests 
well and ends up fiush in retirement money. I f  investments don't pan out as expected, 
however, it's the individual employee's retirement savings on the line. For that reason, 
employee enthusiasm for defined-contribution plans often mirrors the Dow Jones index. 
"W hen the market is doing well, people are very excited about defined contribution," says 
ALEC's Martin. "When the market is doing poorly, people get excited about defined 
benefit."

Florida learned that lesson the hard way. The state enacted a law in 2000 creating a 
defined-contribution plan and also m aking reforms to its defined-benclit plan, such as a 
shorter vesting period. The measure, passed at the height o f  the stock market boom, was 
designed mainly to compete for younger workers tempted by the private sector. It was 
estimated at the time that 30 percent o f the state's 600,000 eligible public em ployees 
would switch into the defined-contribution plan.

Two years later, when it came time for people to make a decision, the market was 
severely battered. Furthermore, the nation had grown very familiar with the fate o f  some 
Enron workers :md the complete evaporation o f their retirement savings. Even though 
government defined-contribution plans don't allow risky investments in a single 
company, employees were skittish about the market and frightened about their retirement 
savings. Thus far, only 3 percent o f  Florida employees have actually exercised their 
option to switch p lans-far below the 30 percent projection.



O ther states that recently established optional defined-contribution plans saw similar 
results. In Ohio, a defm ed-contribution plan and a hybrid plan for teachers have attracted 
only 2.5 percent o f  existing em ployees and 25 percent o f  new hires. Even though the 
market was still soaring when M ichigan introduced its defined-contribution plan in 1997, 
only 6 percent o f  em ployees decided to join.

The issue o f risk also recently propelled the city o f  A lexandria, Virginia, to begin the 
process o f  switching from a defined-contribution plan to a defined-benefit plan for i ts 
police and firefighters. "W ith the changes in the stock m arket, we started asking 
ourselves, why do the em ployees have the investment risk," says finance director Daniel 
Neckel. "Why doesn't the city have the investm ent risk?"

HYBRIDS TO THE RESCUE?

Even though the stock market rebound is boosting investment returns, state and local 
governm ents still face intense budge, pressures, and some are looking to hybrid plans for 
relief. On the brink o f  fiscal disaster, the state o f  Oregon was forced to com pletely 
overhaul its unusually generous pension system. A m ong the reforms, the state legislature 
agreed on a mandatory hybrid plan for new and existing employees.

Under the plan, which went into effect this year, em ployer contributions go into a 
defined-benefit fund, with a guaranteed retirement benefit. Employee contributions go 
into a defined-contribution fund, which em ployees ean invest as they please and take with 
them i f  they leave the job. In som e ways, the plan provides the best o f  both worlds. "That 
could be the tTend," says Randy Taylor, senior vice president o f  CitiStreet, a private 
com pany that administers government defined-contribution plans. "A hybrid program 
giving members defined benefits but also allowing som e self-direction."

N eb rask a 's  solution is also a hybrid, called a cash balance plan. W orkers w ere given the 
option to keep whatever money was in their defined-contribution accounts, and to 
transfer it into the new cash balance account. All em ployees in the new plan still get a 
quarterly statement with their account balance, and can take w hatever is in their account 
with them if  they leave. But they no longer have control over the investments in the 
account. The money is now pooled and invested by the state, with ^ guaranteed return.

For Sullivan, the new plan provides an acceptable com prom ise. She is siill frustrated by 
em ployees who cash out their savings for a big purchase when they leave government.
But she is much more at ease with the investm ent acliv’tv. "1 think that in a defined- 
benefit plan, your dollars work harder for you," she says. "For the same amount o f 
money, you can provide a better benefit."
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B u s h  P o i n t s  t o  a  R e t i r e m e n t  S y s t e m  W i t h  M i x e d  
R e s u l t s
By P e te r  G . G o sse lin  and Edw in Chon , T im es S ta ff W filors

KIRTLAND, Ohio — President Bush came to Ohio on Friday 
to highlight a state retirement savings system that he said 
showed that Americans would he better o(T handling their 
own old-age investments through personal accounts than 
relying on traditional Social Security.

But that state's version of personal accounts has attracted few 
takers among the people eligible — Ohio’s 750,000 public 
employees. And records show that the most widely chosen 
version of llie stale-offered accounts lias racked up a five-year 
earning record of 1.86%, about the same return tha he 
president says Social Security produces.

"Boy, does he have a hard sell ahead of him in using Ohio as 
his example," said Keith Brainard, research director of the 
National Assn. of State Retirement Directors, which 
represents virtually all of the nation's public employee 
pension plans.

"Ohio’s individual account programs are only a few years old, 
and in the short time they've been around, investment returns 
have been relatively weak." Brainard said.

Coming two weeks before the end of his "60 Stops in 60 
Days" campaign to convince the nation that Social Security 
needs to lie reshaped. Bush's Ohio appearance illustrated the 
difficulty the president faced in promoting his plan to a nation 
edgy about a still-uncertain economic recovery and a stock 
market that had taken a steep dive in recent days.

Bush has proposed allowing workers under 55 to divert a 
pinion of their Social Security taxes into private stock and 
Umd accounts. In return, they would agree lo a cut in their 
traditional Social Security benefit.

The president has said the private accounts should Iv part of a 
broader plan to shore up the shaky finances of the Social 
Security system Hint broader, still-undefined plan might 
include further benefit cut: or tax increases.

But .several recent polls show the president's proposal losing 
ground amid concerns tlial private accounts would require 
Americans to shoulder more economic risk for the possibility 
of a greater rew ard
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And the president's ciiu.se was unlikely lo be helped by a stock market that wrapped up its 
worst w eek in two years Friday, with the Dow Jones industrial average diving 191 jK>ints.
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Tlit; Dow slumped 3.6% for the week, and the tech-heavy Nasdaq index fell nearly 5%.

None of this appeared to faze Bush, however, as he took the stage al Lakeland Community 
College in Kinland to lavish praise on an Ohio public employee retirement system that he 
said held important lessons for the White House and Congress in how to restructure Social 
Security.

"We need to come together in Washington ... to work on a permanent fix (for Social 
Security], All options are on the table," Bush declared.

But he quickly suggested that any overhaul include personal accounts, which congressional 
Democrats have said they will adamantly oppose if — as Bush has proposed — they 
involve diverting payroll tax revenue from the existing system.

Part o f any Social Security fix, the president told his audience, should be "to trust people 
with their own money, lo devise a system that would work similar lo the state of Ohio, that 
would say, 'We're going to let you earn a better rate of return for your money.'"

But in the biggest of Ohio's several state retirement programs, the popularity of the private 
accounts and the returns they produce are relatively low.

Ohio is one of half a dozen stales that have begun to offer 401 (k)-likc retirement accounts 
through which eligible employees can invest in a handful of state-screened mutual funds or 
other portfolios.

Employees who choose accounts risk losing money if the value of their investments falls, 
but reap most of the reward if the value rises.

Ohio has continued to offer traditional pensions, where the state bears the risk and promises 
to pay retirees a certain amount for as long as they live. Employees can choose between the 
traditional pension and the private accounts, or pick a plan that mixes the two.

The state began offering the private accounts to state college faculties in 1998, and 
extended them to oilier workers early in this decade. Ohio has five major retirement 
systems for teachers, police, firefighters and other public employees.

It was unclear from the president's remarks and from an administration-issued news lclease 
which of the five plans Bush was discussing in his appearance Friday, or what option he 
was focusing on. The White House referred calls lo spokesman Trent DufTy, who could not 
be reached.

But in the biggest of the state's plans — the 522,000-member Ohio Public Employees 
Retirement System, or OPHRS — the personal account option has not proven particularly 
popular among state workers, or delivered a particularly good rate of return.

About 10,000 of those eligible for personal accounts — less than 5% — have signed up for 
the accounts since they became available at the start of 2003, according to Laurie Eiori 
Hacking, Ol’KRS' executive director.

Of those who have chosen the accounts, most have directed that their money be invested in 
the system's "moderate" or "aggressive" pre-mixed portfolios, according to spokesman 
Richard Baker.

OPLRS records show that the "moderate" account lost money in two of the last four years 
and during the first three months o f this year. It posted a five-vear annuali/cd return of
1.86%.

Hint compares lo the 1.8% that Bush said Friday was the rate of return for Social -security 

Hie t JPI-.RS "aggressive" portfolio had a live-vear return of 0.26%.
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From: I-ois Maine < lhdiic@noiihsiiibM2.uk.us>
T o : Foil bonks. JJO @ ley s.su iJo .ak .u s

Please be cnroful when making decisions or. this retirement system. As 
an individual we already are putting money away for our retirement, J 
don't want to have more taken out and put into place.s whore we have 
no control of them. You ate taking over the rights of individuals ' 
with this bill, PI car; o look into other areas, such as lengthening the 
time needed Lo retire, reducing medical benefits, hut implementing a 
Health Savings Account that allows us to put,away money from our 
chocks to pay  for deductibles and other medical costs in retirement.

.1 pray that you will make wise choices that will protect our benefits 
and those of future employees and also protect the state, Thank you. 
Loj.s lining

•1 A?.V2005 4’ 17 I'M
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April 23, 2005 

To W hom It Concerns:

I urge the rejection of SB 141 (also, sim ilar bills MB 177 & HB 170).

There may be serious problems within the TRS & PERS retirement systems. However, 
the Legislature’s reliance on sole source statistics must raise a Red Flag to all 
concerned voters, those In the PERS & TERS systems, and any elected representative 
seriously concerned with representing the people o f Alaska. The statistics, especially 
the assumptions used to derive the numbers, need to be examined by a second, 
independent source acceptable to both political parties. IF adopted, SB 141 will 
negatively impact thousands of hard working Alaskan public servants. The accuracy 
and reliability of its statistical conclusions must be thoroughly verified before the 
draconian solutions offered by SB 141 are considered.

I labeled the changes made by SB 141 as draconian. The impacts on current nnd 
future PERS and TERS employees are highly negative. Hikes in the employee 
contributions to PERS and TERS, loss of disability & death benefits, other health care 
benefit reductions are draconian measures.

Forcing future employees Into a defined contribution system (41 OK) will guarantee that 
top level managers & supervisors will not work for the state. When I moved to Alaska in 
1985, the quality of the retirement programs in PERS & TERS were a key factor. T ier 1 
and Tier 2 were excellent programs. Tier 3 is marginal, but at least somewhat 
competitive, The proposed T ier 4 is simply a joke. If the state thinks there is a loss of 
its young to the lower-48 now, it will be shocked when its children moved outside rather 
than work for the state.

I will retire in just a few years. I had planned to remain in Alaska after retirement. The 
loss o f the COLA for retirees in SB 141 sends a message to me and many others who 
helped build this state.

I will be blunt. There are two senators from the Mat-Su region I will be criticizing in the 
future. One I will be honored to vote against. Over 25 friends are now committed to 
vote against one or the other. Carl Gato, I live in your district. You voted SB 141 out of 
committee. IF SB 141 passes, expect to lose a substantial number of fire service votes.

S O  ' d O B  1 9 9 / . E Z . 0 6  ‘ O N  X W on nsivw ud t>s:eo iys so-ea-yjy
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CSSB 141 Overview
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141 (FIN) - Retirement Security Act CSSB 141 OvGFView

The Retirement Security Act will
• Strengthen Management & Fiduciary Oversight
• Improve Our Ability to Predict and Control Costs
• Constrain the Growth of the Unfunded Liability
• Provide Near Term Financial Relief to Employers
• Pave the Way For Developing a Long-term Financial Fix

While still maintaining our principle objectives of

• Ensuring the Solvency of Alaska’s Retirement System
• Maintaining the Attractiveness of Public Sector Employment
• Recruiting and Retaining Talent

RSA Improves the Long-term Health and Security o f Our Retirement System



CSSB 141 (FIN) - Retirement Security Act CSSB 141 Overview

CSSB 141 -  Key Elements:
Replaces the existing boards (PERS, TRS, ASPIB) with a new 
9-member Alaska Retirement Management Board (ARMB)

Provides more employer representation on the board; 
strengthens the board’s fiduciary responsibilities; gives the 
board responsibility for setting employer contribution rates and 
for adopting actuarial assumptions

Transfers the responsibility for hearing waivers and appeals to 
the Office of Administrative Hearings

Increases payroll contributions for existing employees by 0.5% 
annually until employers and employees share normal costs 
50/50

Establishes a Defined Contribution (DC) Plan, Retiree Medical 
Benefit and Health Reimbursement arrangement for new 
employees



CSSB 141(FIN) - Reliremenl Security Act

f jw r * * - - ; -] By: The Senate Finance ( ommitlcc
1*  Oalc: A p ril 19"'. 2005



A dm in  & Inves tm ent  E xpenses

A S P I B  &  D i v  o f  
R e t i r e m e n t / B e n e f i t s

E m p lo y e r  C on tr ibu t ions
P E R S  &  T R S  

B o a r d s

T i e r  S t r u c t u r e  &  
S t a t u t e s

PERS/TRS Control & Oversight J

A S P I B

Board Restructuring

M e m b e r  Contr ibu t ions

T i e r  S t r u c t u r e ,  
L e g i s l a t u r e  &  S t a t u t e s

CSSB 141(FIN) - Retirement Security Act

Benefits & Refunds  Paid

Investment Losses

By: The Senate Finance Committee
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CSSB 141 (FIN) - Retirement Security Act Board Restmc

Current Retirement System Organization

Adopt PERS policies and Adopt TRS policies and
regulations regulations

Act as an Appeals Board Act as an Appeals Board

Set Annual PERS Set Annual TRS Employer
Employer Contribution Rate Contribution Rate

Adopt actuarial Adopt actuarial
assumptions assumptions i

Establish Investment 
Policies

Manage and Invest 
Retirement Trust Funds

Ily : 'lire Sen,lie linance C i
Dale; A pril IV ". 2005

', 7 n r ' "

iminillce

I'age: 25



CSSB 141(FIN) - Retirement Security Act Board Restructurinp

Retirement System Oversight Should Be Designed To:

• Guide and evaluate system performance

• Provide long-term strategic and financial planning

• Ensure the assets and liabilities of the systems are 
balanced

• Implement formal system of checks and balances

• Work in the best interests of the state and it’s public 
employees

By: The Senate l  inance Committee
Date: A p ril 19"'. 2005



CSSB 141 (FIN) - Retirement Security Act____________________ Bo c it 'd  Restructurinp

X

Retirement Board Must Be

• Representative of all system stakeholders

• Experienced and knowledgeable in relevant financial, 
accounting and investing issues

• Empowered to address systemic problems

• Impartial

• Independent

l$y: The Sci..itc Finance Committee
■ r ' f x j / r  Dale: A pu l 19 ". 2005

Piiyc: 27



CSSB 141(FIN) - Retirement Security Act Board Restructuring

SB 141 Board Restructuring is Designed to:
• Strengthen the fiduciary oversight of the entire retirement system

• Place system assets and liabilities within the purview of one authority

• Increase the frequency of reviewing, adopting and reporting actuarial 
assumptions

• Increase employer representation on the board

• Establish minimum professional qualifications for board membership

• Move the quasi-judicial appeals process to the Office of Administrative 
Hearings

• Empower the Commissioner of Administration to set policies and 
regulations for day to day system operations



141(FIN) - Retirement Security Act Board HesUvcturing

SB 141 Retirement System Organization
Dept of Administration

Office of 
Administrative 

Hearings

Div of Retirement 
& Benefits

Hear Appeals Adopt policies and 
regulations

!•-* a*-.
By:

'SSL'-■■‘■ if
The Senate Finance Cuininiltcc

Date: A pril 19"'. 2005

Dept of Revenue

A l a s k a  R e t i r e m e n t  
M a n a g e m e n t  B o a r d  

( A R M B )

Conso lidated Board 
Responsib il it ies

Manage and invest Trust 
Assets in a manner that is 
sufficient to meet the liabilities 
and obligations of the system 

Establish Investment Policies 
and Options 

Set Annual PERS/TRS 
Employer Contribution Rates 

Review and Adopt Actuarial 
Assumptions

Treasury Division

Investment Advisory Counc i l  (Optional) 

Investment Consultant

Actuary

Nine Trustees
C om m is s ion e r  o( R e v en u e

C om m is s io n e r  of Administration

3 Public members ; A laska residents w ho  
arc not beneficiaries o l the s ystem

1 finance officer of a political subdiv is ion

1 f inance officer of a  sch oo l  district

1 P E R S  m ember  (active or retired)

1 T R S  m em ber  (active or retired)

Trustees must be professionally credenlialed 
or have recognized competence in one or 
more fields of investment management, 
finance, banking, economics, accounting, 
pension administration, or actuarial analysis.

Pape: 2«)
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CSSB 141(FIN^ - Retirement Security Act Board Restructurinp
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Board Adopted EmplovgiiQontribution Rates -  FY VO thru FY ‘07

P E R S  * TRS
Mercer Board Rate PERS Employe\ Past Actuarial Board Diff TRS Employer Past Actuarial Board Diff

Data Adopt for Funding Normal if Service = Computed - Adopted Computed Funding Normal +  Service = Computed - Adopted — Computed
Year Year FY Ratio ^  Rate J Rate Rate Rate Rale Ratio Rate Rate Rate Rate Rate

1987 1988 I 1990 100,0% 9.23% 0.07% 9.30% 9.30% 0.00% 101.0% 9.14% -0.95% 8.19% 11.64% 3.45%
1988 1989 | 1991 93.0% 10.37% 1.63% 12.00% 12.00% 0.00% 98.8% 11.86% 0.41% 12.27% 10.54% -1.73%
1989 1990 1992 91.6% 12.00% 2.20%. 14.20% 14.20% 0.00% 95.0% 13.26% 1.90% 15.16% 11.87% -3.29%
1990 1991 1993 97.2% 12.83% 0.75% 13.58% 13.58% 0.00% 87.7% 14.07% 5.58% 19.65% 12.00% -7.65%
1991 1 1992 1994 88.1% 10.18% 3.54% 13.72% 13.72% 0.00% 85.7% 9.05% 6.54% 15.59% 12.00% -3.59%
1992 | 1993 1995 91.2% 10.90% 2.80% 13.70% 13.70% 0.00% 89.7% 8.57% 4.79% 13.36% 12.00% -1.36%
1993 | 1994 1996 95.4% 11.29% 1.53% 12.82% 12.82% 0.00% 93.1% 9.06% 3.42% 12.48% 12.00% -0.48%
1994 1995 1997 94.8% 10.36% 1.78% 12.14% 12.14% 0.00% 89.6% 9.70% 5.26% 14.96% 12.00% -2.96%
1995 | 1996 1998 96.5% 10.61% a  1.25% 11.90% A 8.00% -3.90% 90.9% 10.10% 4.84% 14.94% 12.00% -2.94%
1996 1997 1999 105.8% 9.85% -2.11% "7.74% 1 7.74% 0.00% 97.2% 8.97% 1.55% 10.52% 12.00% 1.48%
1997 1998 2000 106.3% 9.89% -2.53% 7.36% 7.74% 0.38% 94 .tr’ 9.21% 3.79% 13.00% 12.00% -1.00%
1998 1999 2001 105.9% 8.67% -1.64% 7.03% 7.40% 0.37% 97.7% 8.99% 1,56% 10.55% 12.00% 1.45%
1999 i 2000 2002 105.5% 8.07% -1.51% 6.56% 6.75% 0.19% 102 5% 8.88% -1.79% 7.09% 11.00% 3.91%
2000 I 2001 2003 101.1% 5.43% 0.69% 6.12% 6.75% 0.63% 99.6% 9.40% -1.11% 8.29% 11.00% 2.71%
2001 2002 2004 100.9% 5.42% , r 1.35% 6.77% _ .  6.77% 0.00% 95.0% 10.33% 4.11% 14.44% 12.00% -2.44%
2002 2003 : 2005 75.2% 13.31% T 11.60% 24.91% T 11.77% -13.14% 68.2% 14.76% 20.81% 35.57% 16.00% -19.57%
2003 2004 i 2006 72.8% 13.24% 12.39% 25.63% 16.77% -8.86% 64.3% 14.28% 24.57% 38.85% 21 00% -17.85%
2004 2005 2007 70.2% 13.32% 14.87% 28.19% TBD TOO 62.8%) 13.76% 28.02% 41.78% TBD TBD

Currently, the PERS/TRS boards set the annual Employer Contribution Rate 

When the boards adopt a rate below the Employer Normal Cost Rate, the unfunded liability 
may increase 

SB 141 requires the Board to adopt an Employer Contribution Rate no-less-than the 
Employer Normal Cost Rate

,\r«i *'/-'V ►*'-* liy: H ieS m a ie  FinanceComnniice
Dale; A pril I**'". 2005

V O xif.- Pane: 30



141(FIN) - Retirement Security Act

1‘ i i c i t ' " ) ' )  By: The Senate Finance Committee
Date: A p ril 19'". 2005

I'ape: .11
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Office of Administrative Hearings (OAH)

• Office was established by SB 203 (ch. 163, SLA
2004) with the goals of

- Providing better public service through a higher 
level of due process

- Improving hearing efficiencies for both government 
and public

- Cutting hearing costs io both government and 
public

- Improving impartial decision-making

141 (FIN) - Retirement Security Act_______ Moving Appeals to OAH
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141(FIN) - Retirement Security Act________MoviriQ Appeals to OAH

Office of Administrative Hearings (OAH)

• Conduct administrative appeals, evidentiary hearings, 
dispute resolution and adjudication for

- Child support services
- Occupational licensing (including tobacco 

enforcement and real estate surety claims)

- Permanent Fund Dividend eligibility
- Other (taxation, contracts/procurement, permitting, crime 

victim compensation, benefits programs)

• All these types of appeals of decisions made by 
government impact people’s families, their 
businesses, their income

By: The Senate Finance Committee
Date: A p ril I9 'h, 2005

Page: 5.1

CSSB



CSSB 141(FIN) - Retirement Security Act Moving Appeals to OAH

. x
Benefits of Transfer of Appeals Hearing Function

• Operates under the supervision of a chief 
administrative law judge

• Impartial and highly trained adjudicator to hear cases

• Timely resolution for appellants

• Cost savings: 1 administrative law judge replaces 10 
board members

• Decisions of the OAH may still be appealed to 
Superior Court

By: The Semite Finance Committee

l),llc: A Pril l9 "'' 2005 Page: 34
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Increasing Contribution 
Rates for Existing Public 
Employees
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CSSB I41(FIN) - Retirement Security Act
of Existing Employees
Increasing Contribution Rates

Contribution Rate Setting Process

Each year, the actuary computes the Normal Cost Rate for the next 
contribution year

• The Normal Cost Rate is simply the percent of payroll required to pay for 
the benefits expected to be earned by all members during the coming 
contribution year

• The process runs two fiscal years in advance -  for example, the FY 07 
Normal Cost Rate was estimated this month by the state’s actuary

FY 07 Normal Costs

PERS TRS

Medical cost component 

Pension component 11.27%

8 .86%

13.69%

8.75%

Normal Cost Rate 20.13% 22.44%

By. Hie S'cihiic I i i u h i l c  Cnmiimicc



CSSB 141 (FIN) - Retirement Security Act
of Existing Employees
Increasing Contribution Rates

Contribution Rate Setting Process

If our economic, demographic, and financial projections were always 
correct -  the annually reviewed Normal Cost Rate would fully fund the 
retirement system

Unfortunately, those projections can never be 100% accurate

If too much was contributed, the system is overfunded; if too little, it is 
underfunded

The actuary amortizes the unfunded amount over 25 years and computes 
a Past Service Rate

The Past Service Rate is the additional percent of payroll required to 
begin paying off the unfunded liability



CSSB 141 (FIN) ~ Retirement Security Act Ijicreasin^ Contnbution Rates

X
Contribution Rate Setting Process

of Existing Employees

Once the Normal Cost Rate and the Past Service Rate are known, the 
employer’s total contribution rate is calculated as follows:

FY 07 Contribution Rates
PERS TRS

Normal Cost Rate 20.13% 22.44%

Less Employee Contribution* (6.81)% (8.68)%

Equals Employer Normal Cost 13.32% 13.76%
Plus Past Service Rate 14.87% 28.02%

Total Employer Contribution 28.19% 41.78%

• lim p loycc  t'o iiiriln iiion  Ka le  shown is llie  average rale lo t .ill inenilieis o f l l i c  systems. Actual talcs vaty by em ployee c lass ami are fi.75'a , 7  S 'I o r 
'I <><■< fo r I ’ I KS ami H I.V  i o r ') f.S'a lo i I KS

I ll> : The Senate l inanee Cominiliee
. V  D a te : A p r i l  10"', 2005

1 Page: .18



CSSJB 141(FIN) - Retirement Security Act Increasing Contribution Rates
,  of Existing Employees

Weaknesses of the Process
• The Employee Contribution rate is set in statute, so any increase in the 

Normal Cost Rate is borne entirely by the employer
FY 07 Contribution Rates

Less

Normal Cost Rate 

Employee Contribution*

PERS 
N v  20.13%

TRS
22.44%

<^J6.81)% (8.68)%^)

Equals Employer Normal Cost 13.32% 13.76%
Plus Past Service Rate 14.87% 28.02%

Total Employer Contribution 28.19% 41.78%"}

v:

These are the actuary’s recommended rates....currently, the PERS and 
TRS boards may adopt different rates

When the boards adopt lower rates, our unfunded liability increases

• r.m p loy ic  ('on lritn ilin n  Kale shown is llie  astraye  ra le lo i a ll nrcm licrs o l llie  sysienis Actual rales vary hy employee class ami are (>.75% . 7 V,? o r 
for IT .K S  anil Kh.V .i nr O.fiS'.i lo r TUN

Us: 'l lie Senate Finance C’<
-7 ^ . , ‘ y;' Dale: A pril I ‘I"'. 2005

omnnllee

I'apc: .VJ



CSSB 141(FIN - Retirement Security Act
of Existing Employees
Increasing Conthbu Rates

SB 141 Addresses these Weaknesses

1. Sets the employee’s contribution to the greater of:

• Current statutory rate or

• 1/2  of the Normal Cost Rate

• With the additional provision that the increase may not

2. Requires the new Alaska Retirement Management Board (ARMB) 
to adopt a contribution rate that is no less than the actuarially 
computed Employer Normal Cost Rate

exceed 0.50% annually



of Existing Employees

Historical & Projected Total Normal Cost Rate
■ TRS Total Normal Cost

■ PERS Tolal Normal Cost

FY 2007

Experience A

24.92%

23.47 i o

19.92%

PERS

36%
16.35% v  16.05%

25.0%

20.0%

CSSB 141 (FIN) - Retirement Security Act Increasing Contribution Rates

FY‘83 - FY '07
PERS TRS

Moan: 17.82% Moan: 19.22%

StdDov: 1.17% StdDov: 1.99%

Rnngo: 10.05% - Low Range: 10.35% • Low

20.14% - High 23 47% - High

FY ‘08 -  FY *32
PERS TRS

Mean: 19.52% Mean: 23.13%

Range: 19.21% • Low Rango; 21.71%- Low

19.92% -H igh 24.92% - High

10.0% T "  ”■ 1 T-------- ------- '------1------1------------ ' '  ,------------------- .------------   1-------rJ —,-----1------1------ ,------1------1 1------------ :------;----- 1------ ,------.------1------1------1 I I------1 1 | 1 1 1 
1983 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2095 2007 2009 2011 2013 2015 2017 2019 2021 2023 2025 2027 2029 2031

i .v, r  r * j.
IV.

I ] l l y  T l i e  Senate- P i i m i r c  C o i n r  i l t c e
|)a :e  A pril I 2005

Page: 41



CSSB 141(FIN) - Retirement Security Act Increasing Contribution Rates
’S it of Existing Employees

Employers are Paying the Majority of the Normal Cost

FY 07 Normal Cost Rates
PERS Share TRS Share

Total Normal Cost 20.13% 100% 22.44% 100%

Employee Cost*] 6.81% 33.8% 8.68% 38.7%i i _ _

(^^mployer Cost 13.32% 66.2% 13.76% 61^3%^

Currently, increases in the Normal Cost are borne entirely by 
the employer

* Kmployec OmiIi ihtilion Kate shown is the average rate fin all locmbci.s of the systems. Actual rates vary hy employee class ami ate 
(..75',;, 7 .5 ',• or 0.6',.' lor I'l RS and 8.65C or 9.65'.; lor TRS

' * ' i  lly : "llie Senate l inance Committee
Dale: A pril 19"', 2005 ,,aj!c: J2



CSSB 141(FIN) - Retirement Security Act Increasing Contribution Rates
of Existing Employees

 V-V?_________________________________________________________________________________________

Employee Contribution Rates Haven’t Increased 
Since 1987 in PERS and 1991 in TRS

Statutory Changes in Employee Contribution Rates
_ _ _ _ _ _P E R S Before

1/1/87
Since
1/1/87

Since
7/1/99

FY 07 
Average

Police/Fire 5.00% 7.50% 7.50%
All Others 4.25% 6.75% 6.75% 6.81%
School Districts* 9.60%

T R S . * * i bm . • • » , * <. ’
v  ■ ?  y

Before
1/1/91

Since
1/1/91

FY 07 
Average

Most Members 7.00% 8.00% 8.68%Supplemental Plan** 8.65% 9.65%

• * Beginning in 7/1/99, school district PERS members can elect the higher 9.6% contribution rate and receive a lull year o f
service credit for 9 months vs. contributing 6.75% for 12 months

• * * TRS M embers who joined the system before 7/I/S2 and elected to participate in the supplemental contributions provision
are required to contribute an additional I % o f their salaries

r i j c *  •*•) I Hy: 'l l ie  Senate Finance Conimitiec
rjJ /iV  Date: A p ril I9 ,h. 2005

I'age: >15



141(FIN) -  Retirement Security Act Increasing Contribution Rates
of Existing Employees

Constitution of the State of Alaska
Artic le  X II -  Section 7

Retirem ent Systems. Membership in employee retirement systems o f the State 
or its political subdivisions shall constitute a contractual relationship. Accrued 
bene fits o f these systems shall not be diminished or impaired

Normal Cost Rate is the cost of benefits expected to be earned during the 
coming contribution year

• We contend that employee contributions applied towards the Normal Cost Rate are 
not part of the accrued benefit to which members are entitled

• An accrued benefit is one that has already been earned -  not one that has yet to be 
earned

• Benefit rights accrue as they are earned -  year to year

• Employee contributions cannot be changed retroactively to pay for past benefits 
(Past Service Costs or any unfunded liability), but they can be changed 
prospectively to pay for future benefits

■ V ■■ Vi
]") By: The Senate Finance Committee

’i l ' V - 4 Dale: A p ril I')"', 2005
Page: 44
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CSSB 141(FIN) - Retirement Security Act Increaslrcj Contribution Rates

PERS Employee Normal Rate Projections ° f  Existin9 Employees

SB 141 Proposes 
to split the Total 
Normal Cost 50/50 
between Employer 
and Employee

\  However, the Employee 
' Rate could never increase 

by more than 0.50% a year

Based on current Mercer 
projections, it would take 
6 years to reach the 

\  50/50 shared rate

If Normal Costs drop in 
the future, employer 
and employee rates 
would drop accordingly

PERS - Average All Employees
Projections at Current Rate Projections at SB 141 Rate

Rate
for
FV

I

Total 
• Normal 
! Cost

1
i

Employee 
Normal 

Cost Rate

Employee 
Share of 

Total 
Normal 
Cost

Employer 
( Share of 

Total 
Normal 

Cost

50% of 
Total 

Normal 
Cost

SB 141 
Employee 

Rate

Resulting
Employee

Share

Increase
Over

Previous
FY

2006 I 20.05% 6.81%! 34.0% 66.0% 10.03% 7.33% 36.6% 0.50%
2007 19.80% 6.81% 34,4% 65.6% 9.90% 7.83% 39.5% 0.50%
2008 19.73% 6.81% 34.5% 65.5% 9 87% 8.33% 42.2% 0.50%
2009 19.66% 6.81% 34.6% 65.4% 9.83% 8.83% 44.9% 0.50%
2010 19.58% 6.81% 34.8% 65.2% 9.79% 9.33% 47.7% 0.50%
2011 , 19.52% 6.81% 34.9% 65.1% 9.76% 9.76% 50.0% 0.43%
2012 19.44% 6.81% 35.0% 65.0% 9.72% 9.72% 50.0% -0.04%
2013 ! 19.38% 6.81% 35.1% 64.9% 9.69% 9.69% 50.0% -0.03%
2014 19.31% 6.81% | 35.3% 64.7% 9.66% 9.66% 50.0% -0.04%
2015 19.25% 6.81% 35.4% 64.6% 9.63% 9.63% 50.0% -0.03%
2016
2017
2018
2019
2020 
2021 
2022
2023
2024

19.26%
19.23%
19.21%
19.24%
19.27%
19.31%
19.36%
19.42%
19.52%

6.81% 
6.81% 
6.81 % j 
6.81% 
6.81% 
6.81% 
6.81% 
6.81% 
6.81%

35.4%
35.4%
35.5%
35.4%
35.3%
35.3%
35.2%
35.1%
34.9%

64.6%
64.6%
64.5%
64.6%
64.7%
64.7%
64.8%
64.9%
65.1%

9.63% 
9.62% 
9.61% 
9.62% 
9.64% 
9.66% 
9.68% 
9.71 . 
9.76%

9.63%
9.62%
9.61%
9.62%
9.64%
9.66%
9.68%
9.71%
9.76%

50.0%
50.0%
50.0%
50.0%
50.0%
50.0%
50.0%
50.0%
50.0%

0.00%
-0.01%
-0.01%
0.01%
0.02%
0.02%
0.03%
0.03%
0.05%

2025
2026 |
2027
2028 !
2029 '
2030
2031
2032

19.63%
19.76%
19.92%
19.86%
19.79%
19.73%
19.68%
19.63%

6.81%
6.81%
6.81%
6.81%
6.81%
6.81%
6.81%!
6.81%

34.7%
34.5%,
34.2%
34.3%
34.4% |
34,5%
34.6%
34.7%

65.3%
65.5%
65.8%
65.7%
65.6%
65.5%
65.4%
65.3%

9.82%
9.88%
9.96%
9.93%
9.90%
9.87%
9.84%
9.82%

9.82%
9.88%
9.96%
9.93%
9.90%
9.87%
9.84%
9.82%

50.0%
50.0%
50.0%
50.0%
50.0%
50.0%
50.0%
50.0%

0.05%
0.06%
0.08%

-0.03%
-0.04%
•0.03%
-0.03%
-0.03%

l!y : T h e  S e m ite  F in a n c e  C o m m it te e

D a te :  A p t i l  19" ', 2005
I ’nee: 46
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For jast with SB 141 Language
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CSSB 141(FIN) - Retirement Security Act___________Increasing
of Existing Employees

Effect of Employee Contribution Rate Increases on Average PERS Employee

■
Normal Cosl

50% Norma1 
Cosl

Current Rate 
@

SB 141 Proposed Pre-Tax Payroll Deductions (every 2 weeks)

FY Pn< , FY 07 FY 08 FY 09 FY 10 FY 11 FY 12
Cumulative

Increase

20.13% 10.07% 6.75% 7.25% 7.75% 8.25% 8.75% 9.25% 9.75% 10.07% 3.32%

P E R S  2004 Annual Earnings
Monthly
Earnings

2-Weok Pay

ASEA GG 1-A Range 5-A S 20.436.00 S 1,703.00 S 851.50 S 57.48 S 61.73 S 65.99 S 70.25 $ 74.51 S 78.76 S 83.02 S 85.70
Yr lo Yr Increase S 4.26 S 4.26 s 4.26 S 4.26 s 4.26 S 4.26 S 2.68 S 28.23

ASEA GG 1-A Range 10-A s 27.168.00 S 2,204.00 s 1.132.00 S 76.41 S 82.07 S 87.73 s 93 39 s 99.05 s 104.71 S 110.37 S 113.94
Yr to Yr Increase S 5.66 S 5.66 s 5.66 s 5.66 s 5.66 S 5.66 s 3.57 S 37.53

ASEA GG 1-A Range 15-A s 37,260.00 S 3,105.00 s 1.552.50 S 104.79 S 112.56 S 120.32 s 128 08 s 135.84 s 143.61 s 151.37 s 156.26
Yr lo Yr Increase S 7.76 S 7.76 s 7.76 s 7.76 s 7.76 s 7.76 $ 4.89 S 51.47

ASEA GG 1 • A Range 17-A s 42,852.00 S 3,571.00 s 1.785.50 S 120.52 S 129.45 S 138.38 s 147.30 s 156.23 s 165.16 s 174.99 s 179.71
Yrlo  YrIncrease s 8.93 S 8.93 s 8.93 s 8.93 s 8 93 s 8.93 s 5.62 S 59.19

Average PERS Members s 43,823.00 s 3,651.92 s 1,825.96 S 123.25 s 132.38 S 141.51 s 150.64 s 159.77 s 168.90 s 178.03 s 183.78
Yr lo Yr Increase s 9.13 S 9.13 s 9.13 s 9.13 s 9.13 $ 9.13 s 5.75 S 60.53

ASEA GG 1-A Range 27-A s 79,320.00 s 6,61000 s 3,30500 S 223.09 s 239.61 S 256.14 s 272.66 s 289.19 s 305.71 s 322.24 s 332.65
Yr to Yr Increase s 16.53 s 16.53 s 16.53 s 16.53 s 16.53 s 16.53 s 10.41 S 109.56

Estim ate is based on FY 07 Total Normal Cost lor PERS “O ther” and assumed to be fixed for FY 07 to FY 12

ft
Hy: The icnaie Finance Committee
Date: April I O’". 2005■ I age: -in
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CSSB 141(FIN) - Retirement Security Act Increasing Contribution Rates

V  TRS Employee Normal Rate Projections of Existing Employees
TRS - Average Rate

Rate 
for FY

Total
Normal
Cost

Projections at Current Rate

Employee 
Normal 

Cost Rate

Projections at SB 141 Rate

Employee Employer
Share of Share of 50% of Increase

Total Total Total SB 141 Resulting Over
Normal Normal Normal Employee Employee Previous
Cost Cost Cost Rate Share FY

2006 22.97% 8.69% 37.8% 14.287c 11.49% 9.21% 40.1% 0.50%
2007 21.71% 8.69% 40.0% 13.02% 10.8 6 % 9.71% 44.7% 0.50%
2008 21.72% 8.69% 40.0% 13.03% 10.86% 10.21% 47.0% 0.50%
2009 21.81% 8.69% 39.8% 13.12% 10.91% 10.71% 49.1% 0.50%
2010  ! 21.87% 8.69% 39.7% 13.18% 10.94% 10.94% 50.0% 0 .22%
2011 21.90% 8.69% 39.7% 13.21% 10.95% 10.95% 50.0% 0 .01%
2012 21.93% 8.69% 39.6% 13.24% 10.97% 10.97% 50.0% 0 .01%
2013 21.81% 8.69% 39.8% 13.12% 10.91% 10.91% 50.0% -0.06%
2014 21.94% 8.69% 39.6% 13.25% 10.97% 10.97% 50.0% 0.07%
2015 22.06% 8.69% 39.4% 13.37% 11.03% 11.03% 50.0% 0.06%
2016 22.24% 8.69% 39.1% 13.55% 11.12% 11. 12% 50.0% 0.09%
2017 22.44% 8.69%, 38.7% 13.75% 11.2 2 % 11.2 2% 50.0% 0 .10%
2018 2 2 .66% 8.69% 38.3% 13.97% 11.33% 11.33% 50.0% 0 .11%
2019 2 2 .88% 8.69% 38.0% 14.19% 11.44% 11.44% 50.0% 0 . 11%
2020 23.05% 8.69% 37.7% 14.36% 11,53% 11.53% 50.0% 0.09%
2021 23.16% 8.69% 37.5% 14.47% 11.58% 11.58% 50.0% 0.05%
2022 23.30% 8.69% 37.3% 14.61% 11.65% 11.65% 50.0% 0.07%
2023 23.60% 8.69% 36.8% 14.91% 11.80% 11.80% 50.0% 0.15%
2024 23.92% 8.69% 36.3% 15.23% 11.96% 11.96% 50.0% 0.16%
2025 24.11% 8.69% 36.0% 15.42% 12.06% 12.06% 50.0% 0 .10%
2026 24.27% 8.69% 35.8% 15.58% 12,14% 12.14% 50.0% 0.08%
2027 24.81% 8.69% 35.0% 16.12% 12.41% 12.41% 50.0% 0 27%
2028 24.81% 8.69% 35.0% 16.12% 12.41% 12.41% 50.0% c .0 0%
2029 24.82% 8.69% 35.0% 16.13% 12.41% 12.41% 50.0% 0 .01%
2030 24.85% 8.69% 35.0% 16.16% 12.43% 12.43% 50.0% 0 .01%
2031 24.88% 8.69% 34.9% 16.19% 12.44% 12.44% 50.0% 0 .0 1%
2032 24.92% 8.69% 34.9% 16.23% 12.46% 12.46% 50.0% 0 .0 2%

Based on current Mercer 
projections, it would take 
5 years to reach the 
50/50 shared rate in TRS

ll ie  Semite Finance CiMimtillce
• A pu l I ') * ,  2005

I’acc; 50



CSSB 141 (FIN) - Retirement Security Act

TRS Forecast with SB 141 Language
r
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CSSB 141(FIN) - Retirement Security Act Increasing Contribution Rates
of Existing Employees

• v\

Effect of Employee Contribution Rate Increases on Average TRS Employee

t 1»'• I.* •»'
Normal Cosl 50% Normal 

Cost
Current Rate 

@

SB 141 Proposed Pre-Tax Payroll Deduclions (every 2 weeks)

FY 06 FY 07 FY 08 FY 09 FY 10 FY 11
Cumulalive

Increase

22.97% 11.49% 8.69% 9.19% 9.69% 10.19% 10.69% 11.19% 11.49% 2.80%

T R S  2004 Annual Earnings
Monthly
Earnings 2-Wook Pay

ASD Toachor BA Slep 1 S 35,284 00 S 2,940.33 S 1,470.17 S 127.76 S 135.11 S 142.46 S 149.81 S 157.16 S 164.51 S 168.85
Yr to Yr Increase S 7.35 s 7,35 s 7.35 S 7.35 S 7.35 $ 4.34 S 41.09

ASD Teacher BA+1B Slep 4 S 40,251.00 s 3,354.25 S 1.677.13 S 145 74 s 154.13 s 162.51 s 170.90 S 179.28 s 187.67 S 192.62
Yr lo Yr Increase s 8.39 s 8.39 s 8.39 s 8.39 s 8.39 S 4.95 S 46.88

ASD Teacher BA+36 Slep 9 S 47,274.00 s 3,939.50 S 1.969.75 S 171.'.' s 181.02 s 190.87 s 200.72 s 210.57 s 220.42 s 226.23
Y rlo  YrIncrease s 'LBS s 9.85 s 9.85 s 9.85 s 1.85 s 5.81 S 55.05

Average TRS Member S 53,94800 s 4,495.67 S 2.247.83 S 195.34 s 206.58 s 217.82 s 229.05 s 240.29 s 251.53 s 258.16
Yr lo Yr Increase s 1 1 24 s 11.24 s 11.24 s 11.24 s 11.24 s 5 63 S 62.83

ASD Teacher BA +72 Slep19 S 61,319.00 s 5,109.92 S 2,554.96 3 222 02 5 234.80 c 247.58 s 260.35 s 273.1^ s 285.90 s 293.44
Yr lo Yr Inc <? 12.77 S 12.77 s 12.77 s 12.77 s 12.7 ; s 7.54 S 71.41

Rg 4 • Mid Level Piincipal S 80,893.00 s 6,741.08 S 3,370.54 S 292.90 s 309.75 S 326.61 s 343.46 s 360.31 s 377.16 s 387.11
(216 Days - Slep D) Yr lo Yr Increase s 16.85 s 16.85 s 16.85 s 16.85 s 16.85 s 9.94 s 94.21

Estimate is bused on FY 07 Total Normal Cost lor TRS and assumed to be fixed for FY 07 to FY 11. Salaries are based on 
the 2004-05 Anchorage School District salary schedule

T**T

lly : ‘O il- Senate l-iiiani'C CoinmiHcc
Hale: A pril I9 "1, 2005
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Defined Contribution Plan
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141(FIN) - Retirement Security Act____________

We considered the Administration’s 2004 Tier Committee 
work during our analysis and in our solutions

Tier Committee Data Reviewed:

• Tier Alternative Recommendations

• Employer siuyey

• Member focus group results

• Benchmarking

• Benefit levels

• Demographic projections

• Implications o f Medicare changes

• 'Trends, issues and alternatives

• Cost analysis and projections

"  Hy Tile Senate Finance Committee■*f)
April 2005 Page: 54



CSSB 141(FIN) - Retirement Security Act Defined Contribution Plan

Defined Benefit Plan Defined Contribution Plan

• Benefit level is fixed • Contribution level is fixed

• Benefit is based on a formula 
involving salary, years of 
service, age, etc.

• Benefit is based on the amount 
of money invested and earned 
in employee’s account

• Benefit is paid for life and to ; 
qualified survivors

• Benefit is paid until account runs 
out

• Future benefit payments are 
NOT driven by investment 
performance

• Future benefit payments are 
driven by investment 
performance

Examples: PERS & TRS Examples: SBS & Deferred Compensation

Defined Benefit (DB) vs Defined Contribution (DC)

'■) lly . The Senate I 'inancc Committee



CSSB 141(FIN) - Retirement Security Act Defined Contribution Plan

Defined Benefit 
System

Defined Contribution 
System

Active Member

v  $$

M oney ava ilab le  for 
re tirem ent is d irectly 
dependant on the 
am ount put into the 
em p loyee ’s account 
during his working 
years and the 
cum ula tive  investm ent 
earnings.

Active M em ber

C um ulative benefit 
payout over m em bers 
retired life time is not 
necessarily  
representative of 
what they deposited 
during the ir active 
career

Retired M em ber

Employer

Retired M em ber W hen the account is 
depleted, there is no 
fu rther benefit.

Pension is paid out 
base on a set 
formula.

atf] By: 'In c  Senate Finance Committee
Dale: A p ril 19”1. 2005

Page: 56
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V

Defined Benefit Plan
Advantages:

• Pooling o f longevity risk
Guaranteed income stream 
System favors longer-service 
enployees

Challenges:

Employer bears in vestment risk
• Estimation o f Liabilities
• Rising health costs
• Unpredictable or controllable costs

Defined Contribution Plan
Advantages:

Portability
Self-directed investing

• Contribution equity among emplo, -  j s

• Predictability
• Stable costs
• No long-term administrative costs

Challenges:

• Workforce management 
Employee bears investment risk

• Employee education
• Accurate retirement planning

Defined Benefit (DB) vs Defined Contribution (DC)

The Senate l inance Committee



CSSB 141(FIN) - Retirement Security Act Defined Contribution Plan

<5
TRS Tier I

7/1/55 - 6/30/90
IRS Iierll

Entered on or after 7/1/90
SB 141

Proposed DC Plan l 

Entcicd on or after 7/1/2006

Employee Pre-tax Contribution: 
8 .65%  Ixginning I/1A>I

Employee l ’ ie-lax Ginlrilxifion: 
8.65%) lie ginning 1/1/91

D ip liy e e  Pre-lax Contribution: 
8 .0  %.lxginning 7/1/2005

M i i ix r s  vest with 8 yea is o f  service. M nJ ie rs  vest with 8 yeais ofseivicc. •  Diqikiyee is imnediaiely vested in tlteirown contiilxitkms
• fjiqilnyee's gradually vest in enqiloyercontnlxitixis

•  25%' after twoyeais
•  50%  after three yeais
•  75%. tiller four yeais
• 100%) after five yeais

• N xm il retirement age is 55
•  Duty retirement a l age 50
• Teaclieis can retiie a l any age after 20  years n frte in lx ish ip  

service.

•  fo rm a l iv lic n rn t age is 60
•  D u ly  leliiemenl at age 55
•  Teticheis can teliie a l any age tiller 2 0  years

•  Retirement .Savings: D ip liy e e  ean lemunaie at any age and Life vested 
account liatmco with them, leave il in llie ptin o r m llovcrio another 
ijtialificd ptin.

•  M'dii'til llcneliLs: M m lx r is  eligible liirlxncfits if:
• 65  yeais o l age and a l least 10 years ofservice; or
• 50  yeais o f  service

• 2% defined benefits tonm ili for die fust 20  years and a ll years o f  
service p i io r to  Ju ly  1 ,1990

•  2.5% theieaftcr. Benefit cakulalion is determined on llie average o f  
tlic liigli Uaee contract salaries.

•  2%. defined benefit fixm iLi lor tlx: fust 20  years
• 2.5%) thciualler. Ile i efit calculation Ls detcmiiiicd ihi t lx  average o f  tlx  

high Ouve contract sa lines.

•  8.25%,eiiqiliyerconinbuik)ii luoken ixit as:
•  4.25%> lo  employee teiiienent savings account
•  1.75%. to retiree uedkra! ptin
•  2.00% lo  1 Faith Reininusenent /Vcixint

•  M ’dicalcoverage is provided nr a ll benefit tecipienls and llrcir 
eligible dependents.

•  M d ica l premium, aie p ik l for all disabilitaitls regardless o f  age and
• Retirees and survivvxs overage 6 0  and for retirees with at la s t  25 

years ofservice including eligible ilc|xndcnLs.
•  Retirees and sun ions under age 60. with less than 25 years o f 

nem leix liip  service m ist pay the lull premium cost if t lx y  want 
coverage.

•  liruj/liyecs m ist retire directly tnim t lx  system with a in in iin iinof lOyeats 
ofservice to Ix  eligible lor nedical p lm  and access to 1 IRA

•  D u ly  re lives  gel ,,aceess"to reliree medical plan hut must pay full pieuium 
until i lx y  reach age o fM tdka re  ehgaNlity

• Once reaching NLdxare age ebgliiluy, reliree pays only a pinion o l in  sillily 
piemium based on yeais ofservice
• 1 01 4  yeais = Retiree piys 3O'.,' o f  premium
• 15-19 yeais --Retiree pays 25% o f premium
•  20-24 yeais = Rciuee pays 20% o f premium
• 15-29 yvtiis = R e liv e  |viys 15%. of|item inm
•  3 0 r years Retuee pays 10% o f  premium

• Auiomiiic I’KI’A leg islilcd in 1990 applied lo  all t te n ie is  
teganlless ot hire elite.

• (3  >1A  r> payable torecqiients who le iro in  donteilcd in Alaska titter 
iCUrenenl. f t  HA  is 10% n l the base Ixncfit.

•  A ittom ilic l’K I ’AadjusUtenis to disabled n e n ix is ,  retirees 6 0  and 
over, andthusc vvlxrliavc received benefits for 8 yeats.

• f t  HAts jviytible to tecipienls 65 oro ldcrord isah ib iy  lencfu recipients 
teganlless o f  age vvtui renuin domiciled in A lisha after reuictnctiL 
(T )IA r>  10% o flx ise  Ixne lil.

None

. .. » - * iV.<i J*V
Hy: The Senate Finance Committee
Dale: A p ril I*)"'. 2005

' u 7 ^ Pape: 58



CSSB 141 (FIN) -  Retirement Security Act Defined Contribution Plan

IT H S 'Ilc r! 
1/V61-<MM

r a s ' i i c r n
tillered on u n if ie r 7/1/N6

F l 'J G lk r n
I )  lie red on o r id ler 7/l/9n

1 7“ *1". |  »' 'v

S Il 141 
I'm  posed lXJIXnn 

Filtered o il ornner7/l/2006

fimpk>>cc I’rc-ta* CoiMibulion:
6.75% l>c^biuhi{* I/I/H7—allotlicrs 
7.5% bcgimir-g 1 /I/87—|iobcc and fuc 
9.6% beginning 7/1/99—school d is uid

Employee Pre-lax Contribution:
6.75% beginning 1/1/87—nil others 
7.5% beginning 1/1/87—police and fire 
9.6% beginning 7/1/99—school district

limployce trie-lax Conlribulion:
6.75% beginning 1/1/87—aII oilicis 
7.5% beginning 1/1/87—police ami Cue 
9.6%. beginning 7/1/99—schooldislricl

linpkijvc Prc-b\xO*i0ixa>ai: 
8.0 t t lv g im ig  7/1/2005

M.*mhcrs with 5 yean ofservice. Members vest wilt 5 years ofservice. Members vest vvidi 5 yeais of service. •  linptoyec is iiiied iile ly  vested iidieiro\viictiiliJiul»»is

• lirn'toyccs gradually vest in cnpiuycr ciiufxitMts

• 25% altcrlun years
• 50%aftcrduvc yeais
• 75%a(lcr(uur years
• I00%nficr five years

• Nomial ictncmcnt age is 55
• Maily iciKcmcnt age ts 50
• I’okc/fitc members can retire al any age after 20 

seals ofpohcc/fire service
• All oilier members can iclne al any age aftci .10 >eais 

o f members hip service.

• Normal reliremenl age is 60
• fiaily ictiicmcnl at age 55
• Poke/lire members can retire al any age after 20 

years of poke/lire service
• "AHother” members can retie ai any age after 30 

years nf membership service

. N'oimal/clacnicnlagc is 611
• Hailv rclscmcnl alagc 55
• I'obcc/lirc members can retire al any age alter 20 years of 

police/lire service
• "AH oilier" inembcis can relire al any Jgc after 30 yeais ol 

membership service

• Itcliivnx nt Savings: liip tiycc can icinnviic al any age and late 
vested account txihncc vvididvm leave« iiilie  ptmnrnitLiverto 
aixxlKTipialified ptin.

• M r Cent ItciKriLs: M il le r s  chyabL’  IxleivT ls if:

•  65yeais ofage andal Fas! 10years ofscivxe; tv
•  25 yeais ofscivre pulre/fiiefeilileis
• .10 yeais ofservice all Uleis

• 2% defined benefit fomtula for first 10 )eais and all 
years ofservice prior ro July 1.1986

• 2.25% for the next 10 years: 2.5%pcr year thereafter 
(average of the high ihrcc consecutive years’ salary).

• Poke/Tiic - 2% benefils formula for ftrsi 10 years and 
2.5^'r for all years after 10.

• 2%dclined benefit forrmila hr frsl 10 years
• 2.25% for ibc next 10 years, and 2.5% per year 

thereafter, benefit calculation b determined on tl:c 
aveugc oftlie high ih rrr consecutive yeais*salary

• Pole* Tire • 2%bcncfit formula for first 10 years and 
2 5% i>r all years after 10

• 2%ilcfined benefit formula for first 10 years
• 2.25% for die nest 10 years, and 2.5% per year Ibercaflcr 

(benefit calculation u average of die high live cnnsccubvc 
years' salary).

• I'otrcc/Irire ■ 2%bcncftl foirnuU for firvl III yeais and 2.5% 
for all years alter 10 (bcncfr cabotarion iv drive consecutive 
years regardless of lie r (e flee live 20021

• 8,25%cnpkiverciiirilviti«ihifi'n m as:

•  4.25% to ciiplviycc n'laenent:  a vugs acciiui
• 1.75% In a live  iivdc.il ptin
•  200% to 1 L-nldi Kciitxusclicm Acvrxui

• H'dlcalcoverage r. provided lo all benefit iccrpienlv 
and their elighlc dcpc dcnls Die reliree metical plan 
picmiuni iv paid by the reliremenl syvlem.

M ’dkalcoverage tv provided to drsahibtanis. regardless of 
age and benefit recipients over age 60 or

• pokc/fiic members with 25 years of poke/fire service
• all other members with 30 years of membership service 

and then eligible dependents. Die rrtaemcnt system pays 
the iciircc medical plan premium Kciirces and survivors 
under age 60 must pay the full premium cost .f they want 
coverage.

M'dlcal varne av Ter IL
• F.iccpi. employees must accrue a minimum of 10 years of 

(led ilrrl service', to liave system-paid coverage alagc 60,
• Cmpioytcv wnIi less di.rri 10 years must pay die full 

picrnaims as long as Ibcy wish lo continue medical 
coverage

• Iriployecs iiusl alee devdlv (p.'idie system will a inm iiiiiio flO  
yeais of scisice lo Ic  digHe fen  i  deal plan and access In 1HA

• laity retirees gel 'access"!,> a'tiree nedcalptoi |K  itnsl [Viy fvitl 
licimun luni d cy  rvadi age of M d i aie clg., ,.<y

• f le e  readung Mitv.ne age ctiglsbly. ivliec guys nilya p m  not 
mxilily preniunitsiscd on yeais ofscn ic

• 10-14 yeais = Relive piyv KW rifpviinun
• 15-19 yvais = Relive piys 25% o fpc iiiim
• 20-24 yeais = Relive (xiys 20%'cif pviinini
•  25-29 years= Relive ,nys 15'vofpvimun
• K it year, = Rclirvc ptiys K / 'o f  pvimun

• Ibc automate I’KI'A IrgtvLttcd in 1986 applied lo all 
inembcis regardless of hire dale.

• I 'O IA o f 10% ofluxc benefit is payable In be nek 
rccipirnis who re nun dnmcilcd et Abvk after 
reiiemeni.

• Aulomalu PKPA adjustincntv to doubled incniherv. 
retirees 60 and over, ami those who have received 
benefits for 5 yeah

• COIA of 10*.' of base benefit iv puyahb to benefit 
recipients 65 oroUerurdrvabilfy benefit iccipicntv 
regardless of age who icmaii domiciled t i Alivka alter 
reliremenl.

Anloinaiic i ’ KI’A adjustments lodivalilcd members, iciireev 
60 and over, and those who base icccoed bene fils for 5 
yeais.

• CO! A  tv payable lo beliefs rccipiciiis 65oiuHcror
dtubdny benefil ircipcnls icgardlcst ofage vvbo remain 
domrcricd n  Alasla a Her rcracmcnt live aOwvancc iv J50or 
10% of llie . ivc benefit, whichever is greater

N»c

w

By; ‘llie Senate Finance Committee
Date; April 19"’. 2005 I’age: .89



CSSB 141(FIN) -  Retirement Security Act Defined Contribution Plan

FY 06 Normal Cost Comparisons -  TRS Tier II & PERS 
Tier III vs. Proposed DC Plan*

Medical normal cost r< 
refined contribution rate 

HRA contribution rate

FY 06 Normal Cost Rates

TRS II PERS III DC Plan
7.23% 1.75%

12.43% 10.32%
0 .0% 0.0% 2.00%

Gross normal cost rate 20.36% 17.55% 16.25%
Member contribution rate (8.65)% (6.81)% (8.00)%
Employer normal cost rate 12.71% 10.74% 8.25%

* See Appendix i I for FYOfi Normal Cost Comparisons for All Tiers and Appendix I for FY07 Normal Cost Comparisons for All Tiers

" r*r .y1 i\m **

Hy: The Senate Finance Committee
J y /  Date: A p iil 19"', 2005

Pane: 00



p, CSSB 141 (FIN) -  Retirement Security Act Defined Contribution Plan

Factors that drive the contribution rate discussion

• Investment Return Assumptions

• Cost/Benefit Balance for the Employer

• Total Acceptable Normal Cost

• Keeping Competitive in Northwest Region

Date: A p ril 19"', 2005
By: The Senate Finance Committee



CSSB 141(FIN) -  Retirement Security Act

Medical Benefits for New 
Employees

By. 'Hie Senate Finance Committee



CSSB 141 (FIN) -  Retirement Security Act Medical Benefits for New
Employees

What are the medical benefits?

• Access to the retiree major medical plan and the health 
reimbursement arrangement (HRA)

• “Access”to the major medical plan means a person 
may not be denied coverage except for failure to pay 
the required premium

• Participation in the retiree major medical insurance plan 
is not required to participate in HRA

• Member must make irrevocable decision of coverage by 
age 70 1/2 or termination of employment, whichever is
later

y l l i e  S e iu lc  F rn jncc  C iin iim ilc e  
ale: A p n l |9 " \  :(H)S



CSSB 141 (FIN) - Retirement Security Act_____________ for
~

Who is eligible for retiree medical benefits?

• A member is eligible for medical benefits after they 
meet the requisite age and/or service requirements:

• Age 65 with 10 years of service; or

• 25 years of service for peace officers/firefighters;

• 30 years of service for all others

• Coverage includes the member, member’s spouse, and 
member’s dependent children

• Coverage includes the surviving spouse and children of 
the eligible member who are dependent on the surviving 
spouse

By llie Scnnlc Im .incc ( ’niiitiiitii'c



CSSB 141(FIN) -  Retirement Security Act Medical Benefits for New
Employees

What are the medical contributions?

Health Trust Fund 

• Employer pays 1.75% of employee compensation
• Tier Committee initiative projected employer medical 

normal costs at 3.75% for TRS and 3.50% for PERS

• Eliminating employee subsidy between ages 60 and 65 
reduces these rates to 1.50% for TRS and 1.40% for PERS

Health Reimbursement Arrangement■■ — — ■ ■ . . .  ■■ ^  ■ i

• Employer pays 2.00% of average employer group 
compensation into an employee’s HRA

Hy. Tlie Senate I'lttanee (\»mnnttce
Date: A pn l 19"'. 2M 5



CSSB 141 (FIN) -  Retirement Security Act Medical Benefits for New
Employees

Major medical plan premiums
• “Early retirees” are members and surviving spouses who 

meet the service requirements for eligibility but are not 
eligible for Medicare

> Pays one of the full monthly group premiums for coverage 
( r e t i r e e  o n l y ,  r e t i r e e + s p ^ " ° e ,  r e t i r e e + f a m i l y ,  r e t i r e e + c h i l d r e n )

• Medicare eligible (currently age 65) members and 
surviving spouses pay a portion based on the member’s
years of service >30% for 10-14 years 

>25% for 15-19 years 
>20% for 20-24 years 
>15% for 25-29 years 
> 10% for 30+ years



75 CSSB 141(FIN) -  Retirement Security Act Medical Benefits for New
" m o , _ *—  ■ f •

’

Rationale for cost sharing only after Medicare

• 75% of the costs associated with the current 
AlaskaCare plan occur between the time a 
member retirees and the date they become 
Medicare eligible

• Alaska has an early retirement age compared 
to most states

• 25 states have a normal retirement age of 65, 
including

> Arizona, Idaho, Nevada, and Washington

My; The Senate l :inancc C'txiniuilcc



CSSB 141(FIN) -  Retirement Security Act Medical Benefits for New
Employees

Medical Cost Comparisons

• Every 1% of base payroll = $21.6 million

Medical Normal Cost Rates

Employer
Group

Total FY 06 
Estimated Base 

Payroll Current DB Plans
Tier Redesign 

Initiative
SB 141

PERS $1,587,594,875 8 .6 8 % 3 .5 0 % 1.40%

TRS $573,410,095 9.07% 3.75% 1.50%

PERS Medical Cost in $137,803,235 155,565,821 $22,226,328

TRS
Dollars

$52,008,296 $21,502,879 $8,601,151

Total Annual Medical $189,811,531 $77,068,699 $30,827,480
Total Payroll $2,161,004,970 Savings $112,742,832 $158,984,051

4* I'*-4’:

✓~  j ;•ift*

'J tn  Hy: T lic  Sun:ile Fiiui
‘ V  D ate -A pril 10"'. 2005

mice Coinniitice

I’ajjc: 68



CSSB 141 (FIN) -  Retirement Security Act Medical Benefits for New
jiL__  Employees

/

Example: Medical premium costs

• FY 2004 Medicare projected claim cost: $2,667

• Employer contribution % based on length of service of the 
member

Member's 
Years of 
Service

Annual Employee 
Contribution

Annua! Employer 
Contribution

10-14 30% $800 $1,867 70%

15-19 25% $667 $2,000 75%
20-24 20% $533 $2,134 80%

25-29 15% $400 $2,267 85%

30+ 10% $267 $2,400 90%

Hy: The Senate l inance Committee



CSSB 141 (FIN) -  Retirem ent Security Act

Health Reimbursement 
Arrangement (HRA)

-- .

W J$
Hy: The Senate Finance Connnittce
Dale: A p ril IT " , 2005

I’age: 70



CSSB 141QFIN) -  Retirement Security Act HRA Overview

What is a Health Reimbursement Arrangement?

■ Reimburses employees for qualified medical expenses 
during retirement years

■ Intended as a supplement for medical expenses or a 
bridge between “early” retirement and Medicare

■ Employer paid group (or pooled) fund

■ Funds accumulate over working lifetime of employee

■ Tax-free earnings and tax-free withdrawals

■ Employer-determined flexible plan design (contributions, 
covered expenses, termination provisions)

, .v T̂ v V V
K J ri—'-ii]") Hy; The Senate Finance Committee

Date: A pu l 10"’. 2(105
I ’ajtc; 71



P P I  CSSB 141 (FIN) - Retirement Security Act HRA Overview
t t .A  ‘ A  V x /jt»-*-   _ _ —  _ . .    . . .

V v ,

SB 141 HRA Plan Design

• Employer contributes 2% of the average employer group 
compensation

• Annual payment on behalf of each active employee into 
group fund

• Contributions recorded to individual account balances 
(also tracked by employer)

• Fund managed by Alaska Retirement Management 
Board (ARMB)

• Interest credited annually to individual accounts, rate 
determined by ARMB



CSSB 141 (FIN) -  Retirement Security Act HRA Overview

SB 141 HRA Plan Design

• Total Reimbursements limited to member’s individual 
account balance until exhausted

• Terminated employees forfeit rights to HRA unless

• The person returns to work for an employer in the system within 5 
years

• Account balance restored as of date of termination (accrues no 
additional interest)

• Employer may use forfeited funds as credits towards 
future HRA contributions

* * *•*" ,
( ■ £ « . By :  H ie S c im IC I ' i i m i h c t" iiim n t iic c

I'ugc: 73

■ by- The Semite I iii.ii
Date: April I 2005



CSSB 141(FIN) -  Retirement Security Act HRA Ovorviow

Who is elidible to draw HRA reimbursements?v*>

• A member is eligible after they meet the requisite age 
and/or service requirements:

• Age 65 with 10 years of service; or

• 25 years of service for peace officers/firefighters;

• 30 years of service for all others

• Surviving spouse of an eligible member

• Dependent children of an eligible member if both the
member and surviving spouse have died

Hy: T in Senuto Immuhcc ( 'o inm illcc



i| CSSB 141 (FIN) -  Retirement Security Act HRA Overview

What costs are eligible for reimbursement?

• Premiums for a major medical plan (participation in State’s 
retiree medical plan is not required)

• Qualified medical expenses under 26 U.S.C 213(d)

• An eligible member

• Member’s spouse and

• Dependent children

y: The Senate Pinnnec ( onm iilicc
ate: A p ril IV ", 2005

l ’aj!c: 7.S



CSSB 141(FIN) -  Retirement Security Act HRA Overview

sx f

Projected HRA account balance
• HRA is a retention tool as it clearly favors longevity

Interest: 8.25% P ro je c te d  HRA A c c o u n t B a la n c e s

Fiscal
Year

Years of 
Service

1% no cap
SB 141

1.5% no cap 2.0% no cap 2.5% no cap 3.5% no cap

2016 10 56,611 $9,917 $13,223 $16,528 $23,140
2021 15 $13,535 $20,303 $27,071 $33,838 $47,374
2026 20 $24,631 $36,946 $49,261 $61,577 $86,207
2031 25 $42,100 $63,150 $84,200 $105,250 $147,350
2036 30 $69,256 $103,884 $133,513 $173,141 $242,397

e re s t : 6 .00% P ro je c te d  HRA A cco u n t B a la n c e s

Fiscal
Year

Years of 
Service

1% no cap 1.5% no cap I
SB 141

2.0% no cap 2.5% no cap 3.5% no cap

2016 10 $5,928 $8,893 $11,857 $14,821 $20,749
2021 15 $11,446 517,169 $22,893 $28,616 $40 062
2026 20 $19,592 $29,387 $39,183 $48,979 $68,571
2031 25 $31,418 $47,127 $62,835 $78,544 $109,962
2036 30 $48,370 $72,555 $96,741 $120,926 $169,296

Other assumptions; FY 2006. beginning salary $35,000
Salary inflation 5.5% first 5 years; 4% thereafter
Projected Anchorage CPI (1.8017% to 4.8859%)

Hy: The Senate Finance Committee

■'fait?'W jJ #  Date: A p t i l i n  2005 1>;lgc; 76


