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1994
1994 6,852,262
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

1994

1995

7,403,413
7,442,146

19951

Slate of Alaska PERS & TRS Combined

1996
7.962.757
7,991,239
8.130,009

1996

1994 S7.381,591 $7,939,650 S8,521,560

1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

$7,884,639 .$8,456,536

S$7.920.395

| IJy: Hie Senate Fnance Committee

Date: March 10", 2005

Financial Projections (‘OttO om itted)

1997
8.540.481
8,552,339
8.746.883
9,005,532

1997
$9,115,400
$9,048,884
$8,487,521
$8,854,185

0N o H a e

Total Assets

1998
9,126,369
9,121,335
9,390.408
9,553.907

10.017.632

1999
9.718,047
9,696,836
9,932,211

10,127.253
10,573.292
10,831.973

Total Liabilities

199S|
9.716,804
9,650,517
9.077.740
9,431,123
9.732.748

$
$
$
$
$
$

1999
10.324,287
10,259,243

9,682,606
10,041.501
10,300.514
10.369.627

R A )

2000
10,310.885
10,275,690
10.467.611
10,710,618
11,151.933
11,402,246
11,638,773

2000
10.939.115
10.870.257
10.296,517
10.664.838
10.908.027
10.919,801
11.575,780

2001
10,908.394
10,855.836
10,991,735
11.295.186
11.748,209
12.011.278
12,291,658
12.313.985

2001
$ 11,553.458
$ 11,487.771
$ 10.917.084
$ 11,267.255
$ 11,516,013
$ 11.530.751
$ 12,225,797
$ 12,471,721

Discount Rate

Population Growth

2002
11,504,225
11,438,471
11,524,613
11,880,566
12,340,047
12.619.155
12.949,182
12,947.946
[1.101.S69

2002
$ 12,164.713
$ 12.100,792
$ 11,537,170
$ 11,878,841
$ 12,105.062
$ 12,135,844
$ 12,893.954
$ 13,052,584
$ 15.271,234

8.25%
1.00%

Appendix C

Actual

8.61%
8.93%
9.54%,
9.96%,
9.59%
9.23%
8.73%,
6.22%
5.86%

Actual

6.81%
3.59%
6.25%,
7.16%
7.03%
7.79%
7.78%
9.51%
9.27%
7.24%

2003
2003 Projcctior Growth
12,094355 6.52%
12,018,413 6.17%
12,068,061 5.81%
12,471,231 5.58%
12,935,217 5.25%
13315,400 5.10%
13,600,013 5.33%
13,600,150 5.09%
11,493,903 3.53%
11,439366
2003
2003 Projcctior Growth
$ 12,770,934 6.28%
$ 12,707,516 6.15%
$ 12,158,936 6.31%
$ 12,495,041 5.91%,
$ 12,694397 5.46%,
S 12,715,143 5.23%
S 13346351 5.38%
S 13,649350 4.62%
S 16,045,872 5.07%
$ 16397362
5.60%

page: 17
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Analysis of Valuation

Cumulative Change in Average Employer Contribution Rate

Type of Gain or Loss

Assumption Changes

Investment Experience

Health Experience

Demographic Experience

Asset Valuation Method

Contri Shortfall Due to 2 Year Calculated Rate
102% Funding Ratio Adjustments
Ad hoc PRPA

System Benefit Changes

Salary Experience

Past Service Amortization Change

v Hate: Ma‘arcﬁe ?W Committee

1998 through 2003

Impact Years

1998, 2000, 2002
All

2002

All

2000, 2002

2003

1998, 2001,2003
1998 thru 2002
2001,2002

All but 2000
2002

Weighted
Absolute
Change

(34.19%)
(11.62%)
(11.28%)
(8.89%)
(4.42%)
(3.37%)
(2.02%)
(1.56%)
(0.64%)
6.47%
15.52%

100.00%.

PERS
Absolute
Change

1998-2003
11.15%
3.19%
3.68%
2.90%-
1.44%
1.10%
0.66%.
0.51%.
0.21%
2.11%
5.06%

32.61%.

AppOfldix D

Payroll
Impact
(000's)
$ (77,050)
$ (26,190)
$ (25,430)
$ (20,040)
$ (9,951)
$ (7,601)
$ (4,561)
$ (3,524)
$ (1,451)
$ 14581
$ 34,966

$ 225,344

oI 28
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Type of Gain or Loss (as of June 30)
Health Experience
Salary Experience
Investment Experience
Demographic Experience
Net Gains & Loss Due to Experience

Asset Valuation Method

102% Funding Ratio Adjustments

Past Service Amortization Change
Contribution Shortfall compared to average
Employer Calculated rate

Assumption Changes

System Benefit Changes

Ad hoc PRPA

Total Non-Recurring Changes
Composite (Gain) or Loss During Year
beginning Average Employer Contribution Rate

«tiding Average Employer Contribution Rale

Mutual Payroll <(XK)'s)
Annual Contribution
Yr to Yr Change

By: He Senate finance Committee
Date: March Ift", 2005

PERS Analysis of Valuation

Cumulative Change in Average Employer Contribution Rate

Weighted
Absolute
Change
11.28%
6.47%
11.62%
8.89%

4.42%
2.02%
15.52%

3.37%
34.19%
0.64%
1.56%

100.00%

Absolute
Chance

3.68%
2.11%
3.79%
2.90%

1.44%
0.66%
5.06%

1.10%
11.15%
0.21%
0.51%

32.61%

1998 to 2003

Total
3.68%

(2.11%"
3.79%
2.90%

8.26%

1.44%
0.66%
(5.06%)

1.10%
11.15%
0.21%)
0.51%

10.01%

2004

0.00%

0.00%

0.00%

25.63%

25.63%

2003
0.00%
(0.19%)
0.31%.
0.40%.
0.52%

0-%
(0.90%)
0.00%

1.10%
0,00%
0.00%.
0.00%

0.20%
0.72%
24.91%
25.63%
1460783

363881
268919

2002
3.68%
(0.20%)
7.24%
1.21%

11.93%

4.11%.
0.00%
(5.06%)

6.98%
0.04%
0.14%

6.21%
18.14%
6.77%
24.91%
1402686

94962
11705

2001
0.00%
(1.03%)
0.11%.
9.77%.

(0.15%)

0.00%
0.57%

0.0¥%

0.00%
0.17%
0.06%

0.80%
0.65%
6.12%
6.77%
1360401

83257
-3433

Appendix D

2000
0.00%
0.00%

(0.12%)
(0.81%)
(0.93%.)

(2.67%.)
0.00%
0.00%

3.09%
0.00%
0.07%

0.49%
(0.44%)
6.56%
6.12%
1321480

86689
-3544

1999

0 00%.
(0.23%.)
(0.49%)
0.21%
'0.51%0

0.00%
0.00%
0.00%

0.00%
0.00%
0.04%

0.04%
(0.47%)
7.03%
6.56%
1283549

90233
-695

@

1998
0.00%
(0.46%)
(3.26%)
1.12%
(2.60%)

0.00%

0.99%
0.00%

1.08%
0.00%
0.20%.
2.27%

(0.33%)

7.36%.

7.03%.

1235439
99928

Paj,c: 20
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SB 141 - Retirement Security Act

Factors Contributing to TRS Employer Rate Increase”
(% of Cumulative 1998 to 2003 Rate Increase Attributed to Each Factor)

<25.40";»
Assumption Pornographic
Changes Experience

Investment
Exporionco

Health
Exporionco

CRS System
Implementation

" TRS Employer Rate increased 25.85% from 13.0% in 1998 to 38.85% in 2003

o' W/

R By: Tiic Senate Finance Committee

n

Date: March 16". 2005

<2.64")

Contri Shortfall
Duo to 2 Year
Calculated Rato

Appendix E
@

17.12%

2.54';

<0.32%)
5V, |

Actuarial Loss (Increased Employer Rate)

Actuarial Gain (Decreased Employer Rate)
AdhocPRPA  SystomBeneli*. Asset Valuation Salary Past Sorvico
Changes Mothod Experience Amortization

Chango

Page: 30
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Type of Gain or Loss

Assumption Changes

Demographic Experience

Investment Experience

Health Experience

CRS System Implementation

Contri Shortfall Due to 2 Year Calculated Rate

Ad hoc PRPA

System Benefit Changes

Asset Valuation Method

Salary Experience

Past Service Amortization Change

Dale: March 16", 2005

Impact Years

2000, 2002
All

All

2002

2001

2003

1998 thru 2002
2001

2000. 2002
All but 2002
2002

Analysis of Valuation

Cumulative Change in Average Employer Contribution Rate
1998 through 2003

Weighted
Absolute
Change

(25.49%)
(16.31%)
(13.25%)
(7.26%)
(6.58%)
(2.64%)
(2.53%)
(0.32%)
2.54%
5.98%
17.12%

100.00%

TRS
Absolute
Change
1998-2003
13.52%
8.65%
7.03%
3.85%
3.49%
1.40%
1.34%
0.17%
1.35%
3.17%
9.08%

53.05%

Appendix E

Payroll
Impact
(000's)
(16,106)
(10,305)
(8,375)
(4,586)
(4,158)
(1,668)
(1,596)
(203)
1,608
3,776
10,817

63.197

A < A A = T A T Y 2 |

w

@)

Page: 31



Si> 141 - Retirement Security Act

Tyne of Gain or Loss (as of June 30)
Health Experience
Salary Experience
Investment Experience
Demographic Experience
Net Gains & Loss Due to Experience

Asset Valuation Method
CRS System Implementation
Past Service Amortization Change
Contribution Shortfall compared to average
Employer Calculated rate
Assumption Changes
System Benefit Changes
Ad hoc PRPA
Total Non-Recurring Changes

Composite (Gain) or la»ss During Year
Beginning Average Employer Contribution Rate
Ending Average Employer Contribution Rate
Annual Payroll (000's)

Annual Contribution
Yr to Yr Change

Xrnf ft) HV: H “" SE ‘ ‘c [minccCommittee

Dale: March 116"'.2%())5

TRS Analysis of Valuation

Cumulative Change in Average Employer Contribution Rate

Weighted
Absolute
Change
7.26%
5.98%
13.25%
16.31%

2.54%
6.58%
17.12%

2.64%
25.49%
0.32%
2.53%

100.00%

Absolute
Change

3.85%
3.17%'
7.03%
8.65%'

1.35%
3.49%
9.0S%

1.40%
13.52%
0.17%
1.34%

53.05%

1998 to 2003

Total
3.85%
(3.17%)
7.03%
8.65%
16.36%-

(1.35%)
3.49%
(9.08%)

1.40%
13.52%
0.17%
1.34%

9.49%

2004

0.00%

0.00%

0.00%

38.85%

38.85%

2003
0.00%
0.10%>
0.43%'

1.35%
1.88%

0.00%
0.00%.
0.00%

1.40%
0.00%
0.00%
0.00%

1.40%

3.28%

35.57%

3S.85%

532630

189456
115894

2002
3.85%
(0.11%)
15.03%
4.21%

22.98%

0.03%
0.00%
(9.08%)

6.84%
0.00%
0.36%

(1.85%)
21.13%
14.44%
35.57%
509437

73563
32429

2001
0.00%
(1.68%)
1.35%
2.66%

2.33%

0.00%
3.49%
0.00%

0.00%
0.17%
0.16%

3.82%
6.15%
8.29%
14.44%
496188

41134
6920

Appendix E

2000
0.00%
0.00%.

(3.35%)
(0.91%)
(4.26%)

(1.38%)
0.00%
0.00%

6.68%
0.00%'
0.16%
5.46%

1.20%
7.09%.
8.29%

482571

34214
-14992

1999
0.00%
(0.64%.)
(3.73%)
0.80%
(3.57%)

0.00%
0.00%
0.00%

0.00%
0.00%
0.11%

0.11%
(3.46%)
10.55%
7.09%
466414

49207
-11820

3)

1998
0.00%
(0.84%)
(2.70%)
0.54%

(3.00%)
0.00%

0.00%
0.00%

0.00%
0.00%
0.55%

0.55%
(2.45%)
13.00%

10.55%

469433
61026

Page: 32
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Assumptions:
Demographic Assumptions Relate to the plan’s populations and how they are expected to change over time

Disability Rate
Assumed Retirement Date if Bek 9Age 50

Total Turnover Rate
Retirement Rates

Mortality Rates
Economic Assumptions Relate to the expected long-term financial experience of the plan
Annual investment return

Post Retirement Health Premium Trend

Total Inflation
Annual Salary Increases
Actuarial Assumptions In addition to Demographic and Economic Assumptions, the following additional

assumptions are inputs in the actuarial analysis

Target Funding Ratio COLA - % of retirees receiving

Spouse’s Age Dependent Children

Contribution Refund Rates New entrants

Post-Pension Retirement Adjustments Expenses
Marital Status

Assumption Changes:

As a result of a 2000 experience study in which system experience was compared to actual ial assumptions, a new set of
assumptions was adopted in December of 2000. The net effect of the change resulted in an actuarial loss of 3.09% in PERS

and 6.68% in TRS.

As a result of the 2002 Actuarial Audit performed by Milliman USA, a new set of actuarial assumptions were adopted effective
June 30, 2002. Assumption changes included Health Cost Trends, Mortality, % of Retirees receiving COLA, Turnover Rates,

Assumed Retirement Ages. For 2002, changes in the health cost trend assumption only, resulted in an actuarial loss in TRS

of 6.84% and in PERS by 6.98%.

By: The Senate Finance Committee
't>  Pate: March 10". 2005 »age: 3}
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@

Investment Experience:
Adjustments as a result of differences between assumed investment results and actual investment experience (results).

In 2002, the board changed the asset valuation method and immediately recognized s* deferred losses. This resulted in an
actuarial loss in PERS of 7.24% and in TRS of 15.03%.

Health Experience:
Adjustments as a result of differences t jtween assumed health expenses and actual health experience (costs).
On June 30, 2002, the assumed total blended Health premium was reset to the actual total blended premium for FY03. The

resetting increased the total employer contribution rate by 3.85% in TRS and 3.68% in p ERS. Going forward, the difference
between the assumed rate and the actual rate will be tracked annually and reduced if the gap becomes to wide.

Demographic Experience:

Adjustments as a result of comparing assumptions about the demographic statistics (i.e. population) of the system, with the
actual statistics. Factors include - number of active participants, average age of participants, average credited service, number

of beneficiaries, number of vested/terminated, etc.

CRS System Implementation:

The Div of Retirement & Benefits implemented a new administrative system (CRS) in 2000 for TRS . The new system
provides more accurate data to be used in the annual actuarial valuations. Due to the differences in the data between the old
and new systems, there were one-time data adjustments which affected the liabilities calculated for the System. The net effect

of these changes was to increase the 2001 employer contribution rate in TRS by 3.49%.

Contribution Shortfall:

2003: An average e...,jloyer calculated rate are determined 2 years prior to the fiscal year. So the 2003 valuation is setting the
FYO5 and FYO06 rates. When the next year's valuation is finished, the difference between the new calculated rate and the one

from the year prior determines the shortfall.

JJ By: ilic Senate Finance Committee
Page: 34

Date: March 16", 2006
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Asset Valuation Method:

PERS:

Prior to 2002, in developing asset valuations, PERS used what’s calleu me corridor method. Investment returns are expected
to be equal to the investment assumption of 8.25%. The valuation assets, plus (minus) the outstanding balance of previously
amortized amounts, are then compared to a 5% corridor around the market value of assets. Any amount outside the corridor is
amortized and applied to the employer contribution rates as a level percentage of the present value of pay over 20 years
under the 1% population scenario. For 2000, recognition of additional investment gains outside the corridor resulted in an

actuarial gain of 2.67%.

Effective June 30, 2002 - As a result of the Actuarial Audit performed by Milliman USA in 2002, the Board adopted a new
asset valuation method. This new smoothing method - recognizes 20% of the investment gain or loss in each of the current
and preceding four years. This method is being phased in over the next five years. Due to this change, the accumulated
adjustment from the corridor method is now included in the amortization of the unfunded liability. Elimination of the corridor

adjustment created a 2002 actuarial loss of 4.11% in PERS.

TRS:

Prior to 2000, in developing asset valuations, TRS used a smoothing technique to smooth over five years the difference
between actual and expected return. One purpose was to adopt a method which better accomplished the goal of smoothing
volatility in investment returns.

Beginning in 2000, TRS began using the corridor method instead of the smoothing method. The corridor adjustment for 2000
resulted in an actuarial gain of 1.38%.

Effective June 30, 2002 - As a result of the Actua.ial Audit performed by Miliman USA in 2002, the Board adopted a new asset
valuation method. This new smoothing method - recognizes 20% of the investment gain or loss in each of the current and

preceding four years. This method is being phased in over the next five years. Due to this change, the accumulated
adjustment from the corridor method is now included in the amortization of the unfunded liability. Elimination of the corridor

adjustment created a 2002 actuarial loss of .03% in TRS.

ji By: The Senate Finance Committee
*  Date: March 16". 2005 )
Page: 35
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%

102% Funding Ratio Adjustments:

1998: PERS Board adopted an actuarial method that would target an ultimate funding ratio of 102%. An adjustment is made to
the current and projected unfunded accrued liability so that the projected employer contributions to the System will result in an

ultimate fi ding ratio of 102%. The 1998 adjustment created an actuarial loss of 0.99%.
2001 « The adjustment for the 102% Target Funding Ratio created an actuarial loss of 0.57%

2003: Effective June 30, 2003, the PERS Board eliminated the requirement that the average employer contribution rate be
calculated based on 102% of the system's accrued liability and instead adopted a target ratio of 100%. The change created an

actuarial gain of 0.90%.

Ad hoc PRPA

1998: An ad hoc Post Retirement Pension Adjustment (PRPA) was granted which increased benefit payments to many Tier |
(hired before July 1, 1990) retirees and producing an actuarial loss to TRS of approx. $28,954,000 and PERS of $28,204,000.

1999: An ad hoc PRPA was granted producing an actuarial loss to TRS 0of$5,681,000/PERS of $6,084,000

2000: An ad hoc PRPA was granted producing an actuarial loss to TRS 0f$8,410,000 & PERS of $9,495,000

2001: An ad hocPRPA was granted producing an actuarial loss to TRS of $8,226,000 & PERS of $8,897,000
2002: An ad hocPRPA was granted producing an actuarial loss to TRS of $19,456,000 & PERS of $20,105,000

lDy: 'llic Senate I'i tancc Committee
Pepe: 36

Date: March 16". 2005
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(5)

System Benefit Changes:

2001 - TRS/PERS - Effective June 30, 2001, all retired member over age 60 an all members who retire with at least twenty-
five years of membership service become eligible for full System-paid post employment healthcare benefits, regardless of hire
date.

2002 - PERS - Effective June 30, 2002: For all Police/Fire member, the number of years for calculation of average monthly
compensation is now 3 years; the occupational death benefit for survivors of Police/Fire members is not the greater of 50% of
the member's final salary or 75% of the normal retirement benefit the member would have earned had the member survived to
normal retirement age; upon reaching normal retirement age, a disabled Police/Fire member now receives the greater of

his/her disability benefit or his/her normal retirement benefit.

Salary Experience:
Adjustments as a result of differences between assumed salary increases and actual salary experience. For both PERS and
TRS, salary increases over the past several years have been less than anticipated which has resulted in net actuarial gains to

both systems.

Past Service Amortization Change:

As a result of the 2<X)2 Actuarial Audit performed by Milliman USA in 2002, effective June 30, 2002, the Board adopted a 25-
year fixed period level percentage of pay amortization of the Unfunded Accrued Liability. This change is consistent with the 5-
year recognition of gains or losses used in the new asset valuation method. The change in the Past Service Amortization

methodology caused an actuarial gain in TRS of 9.08% and PERS of 5.06%.

1*,c Senate Finance Committee
Date: March 16". 2005
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*Base Case - - - *Growth

nw Serate |;inancc Committee
Dale: March 16", 2005

Prolonged Recession

Appendix G
(v

Assuming an Annual Population Increase 1%

Page: 38
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70%
60%
50%

[0

a.

§ 40%

3

0

g 30%

0

H 20%
10%
0%

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2U17 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029

mBase Case - - - -Growth Prolonged Recession
Assuming an Annual Population Increase 1%

To Catch Up, We're Now Facing Untenable Contribution Rates

*

] X 8y. The Senate Finance Committee
Date: March 1(>". 2005 Page; 39
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SB 141 Walk Through

(Rif* | )| By; Thesenate financc Committee
Date: March 17*. 2005



SB 141 - Retirement Security Act SB 141 Walk-throuah

Our analysis looked at both
components ofthe problem

Structural Component Financial Component

To lIdentify the system ic To ldentify the causes of

problems in PERS/TRS our liability grow th

With the goal of
developing solutions

1. How do we prevent thisfrom L How can we stabilizefuture
happening again? employer contribution rates?
2.  How can we fix the system and 2. How can we provide near term
bring it back into balance? financial reliefto employers?
3.  How can we better predict and 3. How do we develop a long term
control costs going forward? solution tofunding the $5.0
billion gap?

By- 'Hie Senate Finance Committee
Dete: March 17". 2005



SB 141 - Retirement Security Act SB 141 Walk-through

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

Tier Committee Data Reviewed:

Tier Alternative Recommendations

. Employer survey

. Member focus group results

. Benchmarking

. Benefit levels

. Demographic projections

. Implications of Medicare changes

Trends, issues and alternatives

Cost analysis and projections

(fcjf jia By: "He Semate FHnance Committee
: h 17",
Dele: Marc 2005 Page: 4
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Defined Benefit Plan

® Benefitlevelis fixed

® Benefitis based on a formula
involving salary, years of

service, age, etc.

o Benefitis paid for life and to

gualified survivors
. Future benefitpayments are

NOT affected by the plan’s

funding level

Examples: PERS & TRS

SB 141 Walk-through

Defined Contribution Plan

® Contribution levelis fixed

* Benefitis based on the amount
ofmoney invested and earned

in employee’s account

o Benefitis paid untilaccountruns
out
o Future benefitpayments are

driven by investment

performance

Examples: SBS & Deferred Compensation

Defined Benefit (DB) vs Defined Contribution (DC)

The Senate Finance Committee
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Defined Benefit Plan

Advantages:
. Pooling of longevity risk
Guaranteed income stream
. System favors longer-service
employees
Challenges:
Employer bears investment risk
. Estimation of Liabilities
. Rising health costs
. Unpredictable or controllable costs

SB 141 Walkthrough

Defined Contribution Plan

Advantages:

. Portability
. Self-directed investing
Contribution equity among employees
. Predictability
Stable costs
. Shifting of investment risk
No long-term administrative costs

Challenges:

Workforce management
. Employee education
Accurate retirement planning

Defined Benefit (DB) vs Defined Contribution (DC)

By: The Senate Finance Committee
Dale: March 17". 2005
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14 S I

Current PERS Tier I/l & Current PERS Tier II/111

TRS Tier 1 DB Plan & TRS Tier Il DB Plan Senate Bill 141 DC Plan
zsriibi?opr:oé(;fe 6.75% other 6.75% or 7.5 Police/Fire 8% all members
7.5% Police/Fire 7.5% Police/Fire voluntary % up to IRS limits
9.6% school district 9.6% school district
TRS Employee Contribution
Rate 8.65% 8.65% 8% all members
Vesting 5 years PERS 5 years PERS Immediate for employee
contributions
8 year TRS 8 year TRS Fully vested in employer
contributions after 5 years.
Retirement Age 55 normal - 50 early 60 normal - 55 early Any age
30 years “all others" 30 years “all others"
20 Police/Fire 20 Police/Fire
20 Teachers 20 Teachers
PERS and TRS Benefit 2% up to 2.5% multiplier per 2% up to 2.5% multiplier per 11.5% per year to DC account +
Formula year DB year DB investment earnings.
multiplier x years of service x ~ multiplier x years of service x  HRA account accumulated over
high 3 years avg salary high 3 (TRS) or 5 (PERS) working lifetime

years avg salary

Overview of New Tier Benefits

-\
lméf' i oA Hie Senate Finance Committee
Date March 17 *.2005



SB 141 - Retirement Security Act SB 141 Wcllk-thrOUCIh

Current PERS Tier I/l & c¢. ¢ jut PERS Tier /Il

TRS Tier 1 DB Plan P TRS Tier 11 DB Plan Senate Bill 141 DC Plan

Medical Do not have to retire directly Do not have to retire directly Must retire directly from system

from system to be service or from system to be service or with minimi, n of 10 years of

age eligible for medical age eligible for medical service for medical coverage and

coverage. coverage. access to HRA,

Medical plan premium paid by Must have 10 years of service Access to medical coverage at age

retirement system for all for system-paid coverage over 65 with 10 years of service, or at

retirees and dependents. age 60. any age after (1) 25 years for

peace officer/firefighter, or (2) 30
years for all others.

Except, Tier Il retirees and Employees with less than 10 Retiree and survivors pay full
survivors pay full premium years pay full premium for premium until Medicare eligible.
under age 60. access to coverage.

After Medicare age eligible, retiree
shares cost based on years of
service.

Reimbursed for qualified medical
expenses from HRA.

Normal Cost Rate - PERS 13.24% - Curre. Normal Cost 13.24% - Current Normal Cost 8.25% - reduces normal cost rate

Rate Rate by 38%

unfunded liability portion 12.39%- Past Service Rate 12.39%- Past Service Rate N/A

Normal Cost Rate - TRS 14.28% - Current Normal Cost 14.28% - Current Normal Cost 8.25% - reduces normal cost rate
Rate Rate by 42%

unfunded liability portion 24.57% Past Service Rate 24.57% Past Service Rate N/A

Future exposure and Employer bears all the risk. Employer bears all the risk. Employer risk is minimal: medical

inflation with a capped percentage

volatility in investment
and shared with employee.

earnings and increasing
medical costs.
Employee bears investment dsk.

Overview of New Tier Benefits

The Senate Finance Committee
March 17". .1005 page- 8



SB 141 - Retirement Security Act SB 141 Walk-through

“Normal cost” rate comparisons under Public Employees’
Retirement System

Normal Cost Rates

DC Plan PERS
Medical normal cost rate 3.75% 8.68%
Defined contribution rate 11.50% 11.37%
HRA contribution rate 1.00% 0.0%
Gross normal cost rate 16.25% 20.05%
Member contribution rate (8.00)% (6.81)%

Employer normal cost rate 8.25% 13.24%

By: 'Qll-Senate Finance Committee
Date: March 17,h 2005 Pape: 9



SB 141 - Retirement Security Act SB 141 Walk-through

“Normal cost” rate comparisons under Teachers’
Retirement System

Normal Cost Rates

DC Plan TRS
Medical normal cost rate 3.75% 9.07%
Defined contribution rate 11.50% 13.90%
HRA contribution rate 1.00% 0.0%
Gross normal cost rate 16.25% 22.97%
Member contribution rate (8.00)% (8.69)%
Employer normal cost rate 8.25% 14.28%

W t By. The Senate Finance Comnittee
Date: March 17, 245 Pae: 10



SB 141 - Retirement Security Act

of Alaska

Divlslw~of Retirement & Benefits
Normal Cost rate and Actuarial Computed Rate from FY 1983 through FY 2006

Valuation Fiscal
report date year of
June 30 rate
1980 1983
1981 1984
1982 1985
1983 1986
1984 1987
1985 1988
1986 1989
1987 1990
1988 1991
1989 1992
1990 1993
1991 1994
1992 1995
1993 1996
1994 1997
1995 1998
1996 1999
1997 2000
1991 2001
199) 2002
2001 2003
2UU1 2004
2002 2005
2003 2006

Annual Contribution Rate Must Equal Normal Cost Rate

Hy: ‘'flic Senate Finance Committee
Dete: March 1712005

Normal
Cost
rate

11.46%

12.03%

11.36%

11.82%

12.31%

11.13%

10.20%
9.23%

10.37%

12.00%

12.83%

10.18%

10.90%

11.29%

10.36%

10.61%
9.85%
9.89%
8.67%
8.07%

10.07%
9.53%

13.31%

13.24%

SB

PERS

Actuarial Board Normal

Computed Adopted Unfunded . Cost
Rate Rate Liability rate
13.78% -2.32% 11.95%
13.68% 0 -1.65% 13.51%
13.62% -2.26% F-\ 13.64%
13.59% d -1.77%  J 13.13%
13.84% a -1.53%, ; 13.91%
9.55% ; 1.58% ' 11.62%
9.38% 0.82% i 9.36%
9.30% 9.30% -0.07%: L 9.14%
12.00% 12.00% -1.63%; J 11.86%
14.20% 14.20% -2.20% , 13.26%
13.58% 13.58% -0.75% f*1 14.07%
13.72% 13.72% -3.54%r , 9.05%
13.70% 13.70% -2.80% 8.57%
12.82% 12.82% -1.53%r * 9.06%
12.14% 12.14% -1.78%-4 9.70%
11.90% 8.00% -1.29% F 10.10%
7.74% 7.74% 2.11%i y 8.97%
7.36% 7.74% 253% i 9.21%
7.03% 7.40% 1.64%t 8.99%
6.56% 6.75% 151% i 8.88%
6.12% 6.75% 3.95% i 9.40%
6.77% 6.77% 2.76% 10.36%
24.91% 11.77% -11.60% J 14.76%
25.63% 16.77% -12.39% 14.28%

141
TRS
Actuarial Board
Computed Adopted
Rate Rate
16.84% |
17.42% 0
17.96%
17.36% d
13.28% a
13.28% t
11.16%

8.19% 11.64%
12.27% 10.54%
15.16% 11.87%
19.65% 12.00%
15.59% 12.00%
13.36% 12.00%
12.48% 12.00%
14.96% 12.00%
14.94% 12.00%
10.52% 12.00%
13.00% 12.00%
10.55% 12.00%

7.09% 11.00%

8.29% 11.00%
14.44% 12.00%
35.57% 16.00%
38.85% 21.00%

Unfunded
Liability

-4.89%
-3.91%
-4.32%
-4.23%
0.63%
-1.66%
-1.80%
0.95%
-0.41%
-1.90%
-5.58%
-6.54%
-4.79%
-3.42%
-5.26%
-4.84%
-1.55%
-3.79%
-1.56%
1.79%
1.11%
-4.08%
-20.81%
-24.57%

W slk-thrO U Q h

Page: 11



SB 141 - Retirement Security Act SB 141 Walk-through

Alaska Public Employees' and Teachers' Retirement Systems
Valuatftn Data as of June 30, 2003 (Actuarial Valuation Tables 1.3(a))
Projections Going Forward Based on 1% Population Growth

-< PERS I- TRS
Total Employer One-Hall Change Total Employer One-Hall Change
I Normal Member Normal Normal to Normal Member Normal Normal to

Fiscal Cost Contribution Cost Cost Employee; Cost Contribution Cost Cost Employee
Year Rate Rate Rate Rate Cost Rate Rate Rate Rate Cost
2006 v 20.05% 6.8VC 13.24% 10.03% 3.22% ’ 22.97% 8.69% 14.28% 11.49% 2.80%
2007 19.80% 6.81% 12.99% 9.90% 3.09% 21.71% 8.69% 13.02% 10.86% 2.17%
2008 F 19.73% 6.81% 12.92% 9.87% 3.06%, 21.72% 8.69% 13.03% 10.86% 2.17%
2009 19.66% 6.81% 12.85% 9.83% 3.02% i 21.81% 8.69% 13.12% 10.91% 2.22%
2010 19.58% 6.81% 12.77% 9.79% 2.98%: » 21.87% 8.69% 13.18% 10.94% 2.25%
2011 3 19.52% 6.81% 12.71% 9.76% 2.95% 21.90% 8.69% 13.21% 10.95% 2.26%
2012 19.44% 6.81% 12.63% 9.72% 2.91%: 21.93% 8.69% 13.24% 10.97% 2.28%
2013 19.38% 6.81% 12.57% 9.69% 2.88% k* 21.81% 8.69% 13.12% 10.91% 2.22%
2014 /m 19.31% 6.81% 12.50% £.66% 2.85% L 21.94% 8.69% 13.25% 10.97% 2.28%
2015 19.25% 6.81% 12.44% 9.63% 2.82% ; 22.06% 8.69% 13.37% 11.03% 2.34%
2016 &_ 19.26% 6.81% 12.45% 9.63% 2.82% i 22.24% 8.69% 13.55% 11.12% 2.43%
2017 L 19.23% 6.81% 12.42% 9.62% 2.81% ; 22.44% 8.69% 13.75% 11.2° _ 2.53%
2018 .\] 19.21% 6.81% 12.40% 9.61% 2.80% J. 22.66% 8.69% 13.97% 11.3 oJ 2.64%
2019 4 19.24% 6.81% 12.43% 9.62% 2.81% | 22.88% 8.69% 14.19% 11.4 % 2.75%
2020 19.27% 6.81% 12.46% 9.64% 2.83% 23.05% 8.69% 14.36% 11.53% 2.84%
2021 i 19.31% 6.81% 12.50% 9.66% 2.85% 4 23.16% 8.69% 14.47% 11.58% 2.89%
2022 si 19.36% 6.81% 12.55% 9.68% 2.87% 23.30% 8.69% 14.61% 11.65% 2.96%
2023 19.42% 6.81% 1—61 % 9.71% 2.90% f 23.60% 8.69% 14.91% 11.80% 3.11%
2024 19.52% 6.81% 12.71% 9.76% 2.95% 23.92% 8.69% 15.23% 11.96% 3.27%
2025 19.63% 6.81% 12.82% 9.82% 3.01% | 24.11% 8.69% 15.42% 12.06% 3.37%
2026 r, 19.76% 6.81% 12.95% 9.88% 3.07% ; 24.27% 8.69% 15.58% 12.14% 3.45%
2027 19.92% 6.81% 13.11% 9.96% 3.15% 24.81% 8.69% 16.12% 12.41% 3.72%
2028 19.86% 6.81% 13.05% 9.93% 3.12% ;. 24.81% 8.69% 16.12% 12.41% 3.72%
2029 19.79% 6.81% 12.98% 9.90% 3.09% ( 24.82% 8.69% 16.13% 12.41% 3.72%
2030 19.73% 6.81% 12.92% 9.87% 3.06% 24.85% 8.69% 16.16% 12.43% 3.74%
2031 @ 19.68% 6.81% 12.87% 9.84% 3.03% - 24.88% 8.69% 16.19% 12.44% 3.75%
2032 19.63% 6.81% 12.82% 9.82% 3.01% 24.92% 8.69% 16.23% 12.46% 3.77%

Information from Mercer Human Resources Consulting

Employee Contribution Greater of Statutory Rate or Normal Cost Rate

" H) By: The Senate Finance Committee
Date: March 17"\ 2005



SB 141 - Retirement Security Act

Refunded Accounts By System

PERS Tier 1
>5
3-5
<3
Tier 2
Tier 3
Total

TRS Tier 1
>8
6-8
<6
Tier 2
Total

PERS/TRS Total

5,251
5,292
31,179
14,999
7,667
64,388

388
369
10,008
2,534
13,299

71687

SB 141 Walk-through

All these members refunded their
contributions when they left state
service.

However, they can come back, set up
their indebtedness, pay off the
indebtedness, serve until vested and
then get a benefit from the system.

5,639 members are already vested.

They can be rehired, pay their indebtness,
leave immediately and have 100% system
paid medical at retirement.

Refunded Accounts Represent a Looming Liability for the System

lly:  The Senate Finance Cnmmiltcc
Dale: March 17". 2005



SB 141 - Retirement Security Act SB 141 Walk-through

Age Distribution of PERS & TRS Refunded Accounts

Age

Refunded Accounts Represent a Looming Liability for the System

»y; The Senate Finance ( ominittec
"G Dale: March 17, 2005 Page: 14



SB 141 - Retirement Security Act SB 141 Walk-through

Benefit enhancing legislation added to
our unfunded liability in 2001 alone

Passed in 2001, HB 242

Enhanced medical benefits to existing employees by providing full system paid medical to
retired members over age 60 and all members who retire with at least 25 years of service (TRS
& Police/Fire) and 30 years of service (PERS) regardless of hire date.

 When it passed, the bill increased our system liabilities by $23.7 Million

e Using today's health cost trends, that number has grown to $37.7 Million

This Session, there are several new bills that if passed would enrich
benefits for existing employees and increase our unfunded liability:
HB 6 - Allowing Fish & wildlife enforcement officers to calm credit as peace officers
HB 40 - Allowing retired peace officers medical benefits after 20 years instead of 25

SB 21 - Adding child or vulnerable adult protection workers to the police/fire employee class

We Need Belter Fiscal Analysis Before Enacting Legislation Affecting Benefits

G *
Dale March 17\ 200 Pane: I*



SB 141 - Retirement Security Act SB 141 Walk-through

X
PRPA Awarding History
Monthly Benefit Increase
PRPA Resulting
Date PERS TRS Total Actuarial Loss
1995 Paid in '97 Paid in '97 NA
1996 Paid in '97 Paid in '97 NA
1997 $ 2,289,639 $ 2,877,374 $ 5,167,013
1998 $ 171,502 % 149,500 $ 321,002 $ 57,158,000
1999 $ 163,715 $ 147,366 $ 311,081 $ 11,765,000
2000 $ 158,034 $ 133,226 $ 291,260 $ 17,905,000
2001 $ 508,787 $ 445,192 $ 953,979 $ 17,123,000
2002 $ 585,443 $ 502,968 $ 1,088,411 $ 39,561,000

AdHoc PRPA’s Have a Huge Effect on Future Liabilities

ifef kjj ™y TTieSenate Finance Conimidcc
March 171?(X)5



SB 141 Walk-throUC]h

SB 141 - Retirement Security Act

PlRPA ELIGIBILITY AND CALCULATION

PRPA Issued Eligibility Requirements Calculation

:Ad Hoc July 1st of every year. :Must be a Tier | PERS or TRS 13 Step calculation:
Members must meet eligibility member. (Appx 24,500) 1) Determine the % difference in the current
Must be a change in the CPI1% less the CP1% at retirement. Multiply the |

Consumer Price Index (CPI) base benefit by this percentage.
from date of retirement to date 2) Determine the 4% c

of PRPA issuance.

requirements as of July 1st.

1Automatic July 1st of every year.. « 1) Must be age 60, or If member meets minimum age or servce
Members must meet eligibility 2) have been receiving eligibility, receives 50% of the % change in CPI
requirements as of July 1st. retirement benefits for 5 yrs applied to the base benefit plus any prior PRPAs
(PERS), 8 yrs (TRS), or granted. Disability recipients and members who
3) be receiving disability are age 75 receive 75% of the % of change in
benefits. CPI.

AdHoc PRPA's Have a Huge Effect on Future Liabilities

AT:

t . ) Hy: Inc Senate f inance Committee

Date: March 17*. 2005 rage: 17



(Ve ,'|

INTHE SUPERIOR COURT FOR THE STATE OF ALASKA

THIRD JUDICIAL DISTRICT AT ANCHORAGE

A. John Gallant, ct. al.,

Plaintiff,
VS.

Public Emplo3'ees' Retirement
System, et. al.,

Defendant.
Case No. 3AN-02-9748 Civil

ORDER

Plaintiffs are beneficiaries of Alaska’s public emp ovee pension
system, denominated Public Employees' Retirement Sysu m (PERS), or
Teacher Retirement System (TRS) for educators. All plaintilfs live outside
Alaska or plan to do so. The}lrepresent the class of all similarly situated
beneficiaries. Their class action lawsuit challenges cost of I ving provisos,
AS 39.35.480 (PERS) and AS 14.25 142 (TRS), which add i ten per cent
cost-of-living allowance to the basic monthly benefit of retirees or
disabled pensioners residing in Alaska, but not to pensioners residing
elsewhere, or to those traveling away from their Alaska residences for
more than ninety days. Plaintiffs allege this proviso violai :s the right to
travel and to migrate interstate, in violation of stat and federal
constitutional guarantees.

The parties have not submitted their constitutional dispute to the
court for resolution. Instead, they have sLipul?aed to rc olution of the
3AN-02-9748 Civil A

A John Gallant ¢1 al.., v« PERS, ct al.
Order on Motion for Summary Judgment

tA tr .iouicJd
_hR 1 u i a

i>lo'fv\'c\c
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ancillary issue of severability of the allegedly offending residency and
physical presence requirements of the respective statutes. Thus, for
purposes of tire instant cross-motions for summary judgrr jnt regarding
severability, the State concedes arguendo a violation of a protected right
to travel.

By way of relief, the Plaintiffs seek a ruling that the cost of living
allowance should be severed from the impermissible residency and
phj'sical presence requirements, thereby rendering all beneficiaries
equally eligible for the supplement, regardless of their licales. They
argue this result is required by .Alaska’s common law c.f severability.
They also argue that the cost of living provisos cannot be invalidated in
their entirety if the offending residency and physical prescr :e clauses arc
deemed non-severable under Alaska common law, the normal
consequence of a non-severability finding. This is because Article XII, § 7
of the Alaska Constitution precludes diminishmcnt or npairment of
accrued retirement system benefits. Since the ten pe cent benefit
cannot be eliminated for Alaska residents, and since the constitutionally
infirm limitation excluding non-Alaskans is void, the effee ive result is a
constitutionally mandated severance; the residency claut ; is void, but
the benefit grant itself cannot be eliminated.

Plaintiffs intend to seek unspecified past damages fcr those denied
the supplement, presumably reaching backward as per fitted by any

applicable statute of limitations, and injunctive relief decreeing the

3AN-02-9748 Civil 3
A.John Gallanl et. ol... vs. PERS, et Al
Order or. Motion for Summary Judgment

- i
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prospective entitlement of all to the supplement, The State, in contrast,
seeks a ruling that the demise of the residency and physical presence
clauses so implicates the core intent of the enacting legislature that
those clauses are not severable; to cure the right to travel violadon, the
entire ten per cent supplement must fall, as to residents and non-
residents alike. The State contends the constitutional accrued benefits
clause does not bar this outcome, because of an implied-in law caveat in
the employment contracts of the class, to the effect th.it only those

benefits conferred by a constitutional statute are piotected from

diminishment.

A. rs THE TEN PER CENT SUPPLEMENT AN ACCRI ED BENEFIT
THAT MAY NOT BE DIMINISHED OR IMPAIRED?

AS 39.35.480 reads in relevant part as follows:

Cost-of-living allowance, (a) While residing the state, a
person receiving a benefit under this chapter who is 65 j'ears
of age or older or who is receiving a disabi'ity benefit is
entitled to receive a monthly cost-of-living allowance in
addition to the basic benefit. The amount of Ilis allowance
shall be $50 or 10 percent of the basic benefit whichever is

greater.

AS 14.25.142 is identical in substance. Article XII, Secdon 7 of the

Alaska Constitution states:

Retirement Systems. Membership in employ ie retirement,
systems of the State or its political subd visions shall
constitute a contractual relationship. Accru d benefits of
these systems shall not be diminished or impaired.

Participants in the statutorily created PERS and TRF plans have a

contractual relationship with their employers. The Alaska constitution’'s

3AN-02-9746 Civil 3

A John Gallantet. al.., vh.PERS. et. ill,,
Order on Motion for Summary Judgment

r.
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public employees’ benefit clause “equates retirement benefits with
contract rights”; statutory retirement benefits are considered a
bargained-for consideration, which vest at the time ofemployment rather
than at retirement. Duncan v. Retired Public Employees of Alaska. 71
P.3d 882, 891 (Alaska 2003).

The State, conceding arguendo a right-to-travel viols don, in effect
argues that this violation triggers an implied condition subcoquent in the
employment contract: the vesting of the ten per cent si pplement for
resident beneficiaries is impliedly dependent on the outcome of
subsequent constitutional litigation. Thus, the Court must determine
whether such a condition subsequent is implied in the cor xact between
beneficiaries and their respective employers. Does Al ska’s law' of
contract require such a finding, or does Article XII, 8 7 precludes such an
outcome independently of the law of contract?

The answer to both questions is implied in the clos ;ly analogous
case State v. Allen, 625 P.2d 844 (Alaska 1981). There, Alaska voters
had repealed, by referendum, an unpopular enhanced pe sion plan for
elected officials. The State, as here, took the position thai the statutory
overturn triggered a contractual implied condition subseq icnt, relieving
the state of the duty to provide the benefits to already .'csted public
officials, such that Article XII, 8 7 no longer applied.

The Alaska Supreme Court disagreed, both on co? tract and on

constitutional grounds. As to the contract argument, the C >urt held:

3A.N-02-9748 Civil 4
A d,]ohn Gallant ft' zél vs. PERS, cl. Al,
Order on Motion for Summary Judgment
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The Restatement defines "condition subsequent” as a
condition which, ifit occurs, “will extinguish a duty to make
ejmpensation for breach of contract after th.: breach has
occurred.Because conditions subsequent hir-ve the effect
of causing a forfeiture of contract rights that ire otherwise
due and enforceable, they are not favored b} the
law...Generally speaking, “the intent to creatr a condition
subsequent must appear expressly or by clear implication" if
such a condition is to be found. (Ild. p. *48, citations

omitted).

The Court at that point factored in a constitutional analysis

Further, we share appellees” apprehension that finding a
condition subsequent to be implicit in the omtract under
consideration would undermine article XII, Section 7. We
believe that if the possibility of repeal of a law <ould function
as an implicit condition subsequent to a contract formed
under that law, the protection of contract righ s afforded by
article XII, section 7, would be seriously e oded, Even
assuming the extreme likelihood of the subsea -lent repeal of
a legislative enactment...we are of the view that article XIlI,
section 7, and AS 01.10.100(a) [stating that rep :al of any law
does not extinguish rights vested thereunder preclude the
finding of an implicit condition subsequent in the contracts
under consideration. Id. at 848-849.

It is scarcely conceivable, in light of the holding of State v. Allen, supra.,

that our Supreme Court would find that Article XII, 8 7 per nits divesture

of clearly

stated contract rights of residential bcncfic iries, merely

because the constitutional rights of non-resident beneficia ics have been

infringed by unequal treatment.

Plaintiffs' Motion for Partial Summary Judgment, on f‘irticlc XII, 8 7

grounds, is styled ns a request for a finding of constitutic rally required

severability. The Court instead grants partial summary ju gment on the

related rationale that Article XII, 8 7 prohibits reduction if the ten per

3AN-02-0748 Civil
A John Gallant et. id.., vn. PERS, et. al.,
Order on Motion for Summary Judgment

P, OB/14
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cent supplement as to class members, while they are Ala: ita residents.
The reason for this limited holding is as follows.

The contract rights of the class derive from the pla i meaning of
the PERS/TERS statutes. Under the plain wording of those statutes,
class members who remain in Alaska have a contract right to the cost of
living supplement, and those who depart do not. Ifall class members are
here found entitled to the supplement, that result will flew either from
Alaska’s common law of severability”, to the effect that under certain
circumstances unconstitutional language can be excised f: 3m a statute,
leaving the remainder intact; or from the constitutionally based law of
remedies for right to travel violations.

Both Plaintiffs and the State assume in their briefing hat a finding
that all class members are entitled to die supplement regardless of
locale, will necessarily vest that right in all, so that a fut re legislature
could not enact a constitutionally viable cost of livii'g differential
applicable to current employees. This Court does not Vire adopt the
mutual assumption of the parties that any relief mandate i by common
law severability principles or constitutional right to trave remedies, as
opposed to contract principles, implicates Article XIlI, 8 7 the contract
based no-diminishmcnt clause. The parties have not thor jughly briefed
this issue, and the Court takes no oosition thereon at this me.

B. IS THE ENTIRE CLASS ENTITLED TO THE SUPPLEMENT AS A

RIGHT TO TRAVEL VIOLATION REMEDY AS A MATTER OF
CONSTITUTIONAL LAW?

3AN’-Q2.07<;a Civil 5
A. John QaUant et. al.., vs, PERS, ct. al.,,
Order on Morjon for Summary Judgment
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In Saenz v. Roe, supra, the United States Supreme Court reviewed a
California statute imposing a durational residency requirement on newly
arrived citizens, limiting their welfare benefits during the first year of
residency to the benefit level of their states of prior residerce. The trial
court found the statute violative of the federal right to travel, because it
“produces substantial disparities in benefit levels ani makes no
accommodation for the different costs of living that exist in different
states”, Id. p. 494, and decreed that new citizens should receive the full
benefits accorded all others. The Supreme Court affirmed that decision.

Similarly, in Alaska Pacific Assurance Comvanu v. Bn um, 687 P.2d
264 (Alaska 1984), the Alaska Supreme Court reviewed < statute that
reduced workers compensation benefits for out-of-state recipients, based
on the lower wage rates prevailing in other states. The C<urt heid that
the statute imposed a substantial penalty upon die right t.f the Plaintiff
class to travel outside of Alaska, and that the State had fai'.id to meet its
high burden ofjustification. Therefore, all workers were to ie treated the
same, and to receive benefits at the Alaska rate.

The PERS/TERS statutes arc different in form, tk >ugh not in
substance, because they purport to grant Alaskans a supplement, rather
than to den}' non-Alaskans a benefit received by Alaskans Elimination
of the COLA statute, aitogcther, as opposed to severance and elimination
the residency and physical presence components in ordcr to create a

residence neutral supplement, is the state's proposed reme The State

3AN-02-9748 Civil y
A John Gillian; cl. al.., va. PERS, ct. al.,
Order on Motion for Summary Judgment
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argues that this elimination of the supplement for all is mandated by-
Alaska’s common law principles of statutory const) action in a
severability determination. In fact, both parties focus oi the issue of
severability as central to this case, and stipulate to resolution of this
issue even before predicate issues of constitutionality are definitively
resolved.

The Court, however, concludes that severability is largely a moot point
in this case. This is because the public retirement benefit: clause of the
Alaska constitution trumps the common law severability 0l tcome sought
by the State. The State wishes that the benefit be obliterr ted for all; as
noted above, Alaska’s constitution prevents that outcome. If this Court
found that the residency and physical presence clauses we re unalterably
integral to the statutory scheme, and therefore struck th «entire COLA
provision, the right to travel violation would be perpetuated, rather than
eliminated. The public benefits constitutional clause precludes
elimination of vested contract rights; the class has a vest d right to the
supplement during Alaska residency, but not otherwise; and absent
residence-neutral enabling legislation, non-residents v ould not be
entitled to the supplement. Thus, residents would conti ue to get the
supplement, and non-resident would not. The right to t avel violation
would endure.

On these facts, the form of the statute as conferrin ' a benefit on

Alaskans only, rather than as subtracting a benefit from n<..a-Alaskans in

3AN-02-974S Civil g
A. John Gallant et. al.., vs. PERS, et. at,
Order on Motion for Summary Judgment
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a discrete statutory section that can be surgically struck, cannot compel
this Court to engage in a severability determination that c:>uld end. in a
constitutionally impermissible result. The normal outgrowth of a right to
travel violation, as illustrated by Saenz and Alaska Pacific Assurance
Company v. Brown, supra, is to confer on the non-resic ent the same
benefit received by the resident. This is particularly appropriate where,
as here, the non-residents are residual holders of the right in any event;
under the statutes, they become re-eligible for the ben::fit simpty by
returning to Alaska.

On these unique facts, the constitutionally requir d remedy for
this presumed right to travel violation is a holding thut all present
employees are entitled to the supplement, unless and until the Alaska
legislature enacts a constitutionally permissible cost of liv ng differential

applicable to non-residents.

C. ARE THE PERS/TRS RESIDENCY AND PHYSICAL PRESENCE
RULES SEVERABLE, SO THAT FUTURE EMPLOYE IS ALSO GEr

THE SUPPLEMENT?

As noted above, present employees and bcncficiries have a
constitutional trump card. Those who reside in Alaska, nd those who
have departed Alaska but elect to return, arc constitution dly entitled to
the ten per cent supplement, without diminishment. All present

employees must be treated equally. Thus, a detem nation as to

severability cannot affect present employees. It can affect future
employees, however. If the COLA survives as a residencc-ncutral
3AN-02-97<6 Civil o
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provision, new employees will get the supplement; otherv.ise, they vail

not.

Alaska’s common law severability standard was mmounced in

Lvnden Transport, Inc. v. State, 532 P.2d 700, 713 (Alaska 1975):

The test for determining the severability of a statute is twofold. A
provision wall not be deemed severable “unless it appears both
that, standing aione, legal effect can be given to it and that the
legislature intended the provision to stand, in case oi hers included
in the act and held bad should fall”. (Citation omitted).

The first prong of the test turns upon whether the text re naming when

offending provisions are struck makes logical sense on its own. State of

Alaska v. Kenaitze Indian Tribe, 894 P.2d 632 (Alaska 199 5). Here, the

redacted AS 39.35.480 would read:

3AN-02-9745 Civil

Sec. 39.35.480. Gest-of-living—afAlJlli wance. @
While- reskiing in- the—state—a [Ajperso. receiving a
benefit under this chapter who is 65 years of age or older
or who is receiving a disability benefit is entitled to
receive a monthly eost-of-iiving allow'ance in addition to
the basic benefit. The amount of this allo\ ance shall be
S50 or ten percent of the basic benefit, whichever is

greater.

fo)A—person—receiving—a-eost wancff-under

tills—seedon—shall-—notify themadnilnistra
person—expects—te—be—absent—from—the -state—for—a
continuous—period- that—exceedsm90—dayf — After—that
notification the-person io no longer mntii cu L» 4t V.Clvv.
the—monthly—eost-of-living—allowance,—e eepfc—that—ft
person-may-be-absent from-the state for i et-moie-than
)St-of-Uvir yahowanoe-if
.dred-by-ofder
h—Upon-rer-urning-to he-stater-and

upon notification--to the -administrator)—
seost-of living

-wifch—tiie-first rn

payment-mnde-after-notifc-ation-of-the-pera nvietum -:

10
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(b)(c)W hile-residing in the state--a [A] publ c employee of
the Territory of Alaska who participated in the Public
Employees’ retirement Act established bt ch, 41 SLA
1949, and who retired before June 22, 191 7is entitled
to the coot of living [an] allowance equal tc 25 percent of
the amount received under ch. 41 SLA 194'-'.

{d)-For-puppeses-of-this section—Iresiding -in the wtate”
means-domiciled- and—physioaUj'-present--in the--stater
Being-absenc-from the state for-a-eem inuotiaperiod-ef-90

days or-less or six months Gr lese when--ordered by a
physieian-dees not change-a person-s-otah 3 as—esiding

in the state.”
W ith the offending provisions struck, the remainder make: logical sense
on its own, affording 65-year-olds and the disabled a suppl. ment.

To paraphrase Kenaitze, supra at p. 639, whether the legislature
would have intended the subsection as redacted to stand had it known
that the residency and physical presence limitations vould be held
unconstitutional on right-to-travel grounds is a question which cannot
be answered with complete confidence. Alaska’s genei ¢ severability
statute, AS 01.10.030, creates a “siight presumption” if severability
which, when coupled with the need to preserve an important state
interest such as subsistence hunting, has previously carri d the day in a
severability determination. Kenaitza. supra.

The PERS statute includes a statement of Icgislatf e purpose, as

follows:

The purpose of this chapter is to cncoc cage qualified

personnel to enter and remain in the sendee c. the state or a

political subdivision or public organisation cl the state by

establishing a system for the payment of redrerncnt,

disability, and death benefits to or on behalf o: employees.
3AN-02-9748 Civil
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The TRS statute has an analogous provision. The State ai :fues that the
cost-of-living clauses have a secondary purpose, to encc urage benefit
recipients to remain in Alaska, not only by affording them the means to
remain in a high cost locale, but also by discouraging rrigration away
from Alaska to places "where their benefits, including the SOLA, will go
further”. State’s Opposition Memo., p.19. This formulatici fails on two
grounds. There is no legislative history demonstrating a purpose to
discourage egress from Alaska by retirees or the disabled, a fact, such a
purpose would be misguided, for the State has no reasons ble interest in
preventing her aged citizens from moving to warmer and entler climes,
her disabled citizens to superior medical facilities or better idewalks, her
grandparents to the proximity of grandchildren, or her golfers to the
links. Such a purpose would not only be malign, it wot: id violate that
component of the right to travel affording all citizens free et -ess, the right
to leave. See Saetiz v. Roe. 526 U.S. 4S9, 119 S.Ct. 151* , 143 L.Ed.2d
689 (1999).

The reasonably inferable intendment of the legislatu i in the COLA
provision is to afford Alaskans who chose to remain relief from our
generally higher cost of living, by reallocating to them a portion of the
benefits of those who move to less expensive locales And who can
purchase an -equal standard of living with a dimir shed benefit
M aintaining the legislatively envisioned standard of li\:ng of Alaska
retirees and disabled persons is a goal furthered by sever; bility, and not
3AN-02-974S Civil . 12
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by elimination of the benefit, the effect of a finding of non-severability of

the unconstitutional provisions. Similarly, the overarching goal of the

entire retirement statute, to encourage qualified workers to work for the

State, is furthered by retention of the benefit for Alaskans.

Dated this 4th day of August, 2003 at Anchorage, Alaska.

lcertify that on acopy
of this order was mailed to counsel
at their address of record.

Ray Brown
John Gaguine

Addendum to Order

Plaintiffs Motion for Partial Summary Judgment to he effect that

the residency and physical presence requirements arc severable is

granted consistently with this opinion.

Dated this 7th day of August, 2003 at Anchorage, Ala Kka.

3AN-02-9748 Civil 13

A John Gallant et. al.., vs, PERS, et, al.,
Order on Motion for Summary Judgment



| certify that on ~ n a copy
of this order was moiled to counsel
a: their address of record.

Ray Brown
John Gaguinc
Keith Levy

Administrative Assistant

3AN-02-9748 Civil
A. John Gallant et. al.., vs. PERS, et. id.,
Order on Motion for Summary Judgment
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Topics

Firm background

Asset Allocation Concepts & Practices
- M odeling approach
- PERS& TRS

- Industry perspective

Current challenge
- In flation sensitivity

- A ctuarial discou it rate



Callan Associates Inc

Independent employee owned pure investmentconsulting firm serving

289 plan sponsor clients as of 12/31/04.

171 em ployees including dedicated specialists in guantitative

m odeling, manager research, and perform ance m onitoring

Largestinvestm ent consulting practice serving public funds
- 88 Public fund clients w ith aggregate assets of $692 billion

- average more than 22 asset liability and 100 asset allocation
studies annually
- last conducted an asset lia b ility study in 2003

- annually update asset allocation only analysis



Gl

Empirical Evidence

On average,

return .

Table based on

2003):
AR
Rate of Retum
Large Cap Stocks 10.4%
Small Cap Stocks 12.7%
LT Corporate Bonds 5.9%

T-bills 3.9%

Averae Risk
Premum over T-0ils
6.5%
8.8%
2.0%
0.0%

bearing greater risk has produced greater

annual returns for 4 assettypes (1926 -

Stancerd
Deviation
23.1%
40.1%
7.8%
1.6%



Annual Stock Market Returns
1926-2003

O # of times

Below 0% 0%-8% 8% -12% Above 12%

Graph & data obtained from Vanguard web site. Based on data from S&P (1926-1970)
and Dow Jones Wilshire 5000 Composite Index (1971-2003). Over the 78 years,
stocks were below their long-term average (10.4% plus or minus 2%) in 31 years.



Measuring Risk

The generally accepted view o frisk involves the
spread o freturns in relation to an average level o

perform ance
T he average is the arithm e tic m ean.

The spread is expressed in term s o f standard

deviation around the m ean return

This view assumes all returns can be statistically

represented by a norm al distrib ution

R isk-adjusted returns are returns adijusted by the

standard deviation
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Measuring Risk

A n Illu stra tion

Expected Annual Return 9.0 %

Standard Deviation of Return 16.9%

2 out of 3 years, the return is expected to fall within a
range of one standard deviation = -7.9 to 25.9%

95% of the time, the return is expected to fall within
a range of two standard deviations = -24.8 to 42.8%

7



Measuring Risk

Standard Deviation -Measures the

Variability of Returns from Their Mean
Mean

Return Standard Deviation



(%)

Returns W ill Go Up and Down

1990 1901 1992 1993 1994 19% 19% 1997 1998 199 2000 2001 2002 2003



Gil

(%)

Return

Perfect Correlation (+1)

10



Return (%)

Perfect Negative Correlation (-1)
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12

Return (%)

1088

Correlation and Diversification

P ortfolio V o latility Reduced

Asset Class B

Asset Class A



Key to Diversification

The key is to diversify across assets (or
managers) that are sensitive to different

macroeconomic variables,

Combining assets (ormanagers) with
low correlations improves
diversification.

Combining assets (or managers) with
high correlations provides little orno
diversification benefits.



Efficient Portfolios

For any given rate o freturn, no other

p ortfolio has less ris k.

For any given level o frisk, no othertr

p ortfolio provides superior returns.

E fficient portfolios lie som ewhere on the
e fficient frontie r.

In practice, it is notuncomm on to find

p ortfolios th rt are ine fficient in a ris k -

re tum context.



Asset Liability Concepts

Benefits = C ontributions 4+ Earnings - Expenses

B enefits - traditional retirem ent benefits dependent on future
in flation im pacting salaries and postretirement adjustm ents
Contributions - dependent on funding status, plan dem ographics,
expected earnings & discount rate, actuarial budgeting approach
Earnings - dependent on asset allocation policy, manager success

and cost (frequently dominated by size factors but also varied by

asset type).

O ften misunderstood reality = actuarial loss is failure to achieve

assumed actuarial return. (8.25% per year for A K ). Sim ply failing

to earn anything over 3 years results in a SI1 m illion liability

becoming a S 1.268 liability



C allan

Asset Class

E quities

Broad Domestic Equity
Large Cap

Small/Mid Cap
International Equity

Fixed Income
Domestic Fixed
Non-USS Fixed

Other

Real Estate
Private Equity
Cash Equivalents

Inflation

Asset Pro

jections

2005-2009 R isk/R eturn A ssum ptions

Index

Russell 3000
S&P 500

Russell 2500
MSCI EAFE

LB Aggregate
C'iti Non-US Gov't

Callan Real Estate
VE Post Venture Cap
90-Day T-Bill

CPI-U

Projected Annual Projected Standard
Return Deviation (Risk)
9.00% 16.90
S5.85% 16.40
9.85% 22.70
9.25% 20.10
4.75% 4,50
4.65% 9.60
7.60% 16.50
12.00% 34.00
3.25% 0.80
2.60% 1.40

Our Capital M arket Projections define uncertainty

W e arc not predicting a specific return,

the likelihood o ftheir occurrence

but the breadth o f possible returns and

Risk, equal to standard deviation o freturn, means how wide the range of

returns can be around the expected return



Efficient Frontier Mixes & Proposed
Asset M ix Policies

Portfolio

Component Max Military Mix1 Mix 2 Mix 3 i Mix 4 Judicial PERS/TRS
Large Cap ' 1001 24 18 > 22 26, 31 « yv. 32 30"
Small/Mid Gap. 100 T “
jintemationail Equity 100 16
Domestic Fixed ' 100
Private Equity

8
100 ,100 100 100-. 1 100 e .100 7 100 . 100-

Please note that the optimizer was not allowed to select “absolute return”
or “other”. llliquid investments in private equity and “other” were not made
available for use in the Judicial or Military mixes. Real estate & private
equity were also excluded from consideration for the Military program.



Efficient Frontier Graph

-Efflcent Frontier
2005 Adjusted Optimization Set

9.0

87 -
84 -
81 -
18 -
15

12 H
6.9

Projected Return

6.6
6.3

6.0 — i
70 8.0 9.0 10.0 11.0 12.0 130 140 150 160
Projected Risk

PRS/TRS Is above the efficient frontier hecause asset
categories not available to the optimizer are included in the

policy (absolute return & other)
Gil



Unique Factors

M edical program

- extraordinary health

- projecting m ed:i
projected return

for next 5 years
- term inal project
CPIl projection
Em bedded salar
C allan in flation

in current fin anc

in clusio

in fla tio n

n

cal in flation atr

at bad tim e

ates w ell in excess o f

s for any asset class (i.e. 1

)

ed in flation
of2.6%

y in fla tio n
p rojection

ial m arke

A ctuary is assuming less

rate

= 5% wvers

assum ption

&

ts (e

th a n

in fla tio n

.g. TIP S)

5 % “re al

0% or more

us C allan

greater than

em bedded

”

re turn
19



Gil

PERS/TRS Multiple Time Horizons

Range of Projected Rales of Return
PERS/TRS

Optimization Set: Mdjustcd
1v Sveai vears
2385 1472 12.66%
1598 1140 103%
783 783% 783«
025% 437% 537
129 135 3 2y

By striving for a
slightly higher
expected return,
the PERS/TRS
policy achieves
a slightly greater
probability of
exceeding a 5%
real return.

The inclusion of
“other” also
slightly reduces
theé downside
return
possibility (90th
percent|le¥.

20



Asset Allocation Versus Public Funds
Asset Class Weights vs CAl Public Fund Sponsor Database

cp
‘3
£
Domestic Domestic short Real International ~Intll Alternative
Equity Fixed Term/Cash Estate Equity Fixed-Income
10th Percentile 57.09 49.02 3.27 9.67 21.94 1259 9.00
25th Percentile 52.39 37.32 183 S.93 19.67 7.28 5.60
Median 45.55 29.63 0.53 7.68 17.28 5.65 3.65
75th Percentile 39.73 23.78 0.16 4.16 13.85 3.84 2.49
90th Percentile 2853 10.95 0.02 105 10.85 3.04 111
Fund - 39.35 23.40 9.04 15.22 4.04 595
Target A 36.00 26.00 9.00 15.00 2.00 12.00
% Group Invested 97.33% 100.00% 64.38% 86.30% 27.40% 39.73%

Note that “alternative” includes private equity, absolute return & other

21



Thirteen & 1/4 Year Attribution Analysis

Thirteen And One-Quarter Year Annualized Cumulative A ttribution Effect

Effective AvgTrgt Actual Target Manager Asset

Asset Class Weight Weight Return Kctum Effect Allocation
Domestic Equity 40% 39% 10.30% 11.28% (0.39%) 0.01%
Domestic Fixcd-Incomc 38% 37% 7.59% 7.23% 0.13% (0.17%)
High Yield 0% 0% - - 0.00% (0.00%)
lleal Estate 5% 6% 7.93% 7.61% 0.00% 0.02%
P ER S International Equity 13% 12% 8.49% 6.15% 0.32% (0.02%)
Int'l Fixed-Incomc 3% 3% - . 0.03% 0.07%
Private Equity 1% 2% (0.09%) 0.03%
Other 0% 0% 0.00% 0.01%
Absolute Return 0% 0% (0.00%) 0.01%
Short Term/Cash 0% 0% 0.00% 0.01%
Total 8.94% = 8.96% x (0.00% )x (0.02% )

Thirteen And One-Quarter Year Annualized Cumulative Attribution Effect

Effective Avg'l'rgt Actual Target Manager Asset
TR S Asset Class Weight Weight Return Return Effect Allocation
Domestic Equity 41% 39% 10.30% 11.28% (0.39%) 0.06%
Domestic Fixed-Incomc 37% 37% 7.59% 7.23% 0.13% (0.14%)
High Yield 0% 0% - - 0.00% (0.00%)
Real Estate 5% 6% 7.88% 7.01% (0.00%) 0.01%
International Equity 13% 12% S.50% 6.15% 0.32% (0.03%)
Int'l Fixcd-Incomc 3% 3% : - 0.02% 0.08%
Private Equity 1% 2% - - (0.09%) 0.03%
Other 0% 0% - - 0.00% (0.00%)
Absolute Return 0% 0% (0.00%) 0.01%
Short Term/Cash 0% 0% 0.00% 0.01%
9.00% = 8.96% x (0.01% )x 0.04%

Total



PROPOSED AMENDMENTS FOR THE ORP STATUTE

The University of Alaska is seeking amendments to AS 14.40 Article
5 which authorizes the University’s Optional Retirement Program.
The Optional Retirement Program is a defined contribution plan
which has been in operation for several years. Current challenges
regarding health care expenses and the increasing employer
contributions to PERS and TRS have led the UA administration to
believe that the Board of Regents need greater flexibility in the design
of the ORP. Most of the requested changes are designed to give the
University’s Board of Regents greater flexibility in crafting a program
that would meet the University’s changing needs.

The major proposed changes would allow the University the
flexibility to:

* Include a health plan, if needed;

 Expand the potential pool of plan participants to include all
employees (currently only faculty and administrators);

« Give a one-time second opportunity for employees who
previously rejected ORP to join the ORP;

* Require new employees to participate in the University
Retirement Plan; and

* Include lump sum payments or other types of plan distributions
so long as the plan complies with federal law for a qualifying

program.

The proposed changes would also provide these clarifications:

» That like PERS/TRS, ORP is not a subject of bargaining under
PERA, and
» That the University may create new tiers.

Other proposed changes are technical changes necessary for the
functioning and qualification of the program.



UNIVERSITY OF ALASKA
Statewide Office of Human Resources

Summary of the
Optional Retirement Program

The university’s Optional Retirement Program (ORP) is a denned contribution
alternative to the state sponsored defined benefit plans for faculty and executive staff,
the Teachers’ Retirement System and the Public Employees' Retirement System
respectively.

The university’s obligation under ORP is to mJce a contribution that is tied to a
rolling three year average of the TRS rate, In FYO05, the employer contribution is 13%,
the employee contribution is 8.65%, for a total of 21.65%. By comparison, the TRS
rates this year arc 16.00% from the employer, 8.65% from the employee, for a total of
24.65%. There is no health benefit provided by ORP. Vesting is immediate. The
employee’s plan choice — whether to participate in ORP, or TRS or PERS is
irrevocable.

ORP's advantages to the university include an enhanced ability to compete in
the national market for top faculty and administrators with other universities and
corporations offering primarily defined contribution plans like ORP. In addition, the
university has the advantage of relieving its liability under the retirement plan from the
obligation to provide a costly health benefit upon retirement. ORP participants
generally prefer the plan because it provides full portability, although sorre arc
concerned about the absence of a health benefit in the plan and the inherent
uncertainties of the market.

Approximately 750 faculty and staff participate in ORP. vaculty comprise 90%

of plan participants and executives 10%. Al present, ORP’s assets are $315 million,

January 25, 2005



Plan Type
Internal Revenue Service
Governing Code
Social Security
Replacement Plan
Slate Of Alaska
Governing Code
Eligibility
Vesting

Health Coverage
After Retirement

Contribution Rate
Setting Authority
Methodology For Setting
Rates

Rates For FY04

Projected Rates FYO05

Subject Of Bargaining
Participation Rate

Average Age

RETIREMENT PROGRAM COMPARISION CHART

Teachers Retirement
System (TRS)
Defined Benefit
401(a)

Yes
AS 14.24

Faculty

8 years of service

Yes

Tier | — Medical at no cost
Tire Il — Medical at age 60
at no cost

State of Alaska Division of
Retirement
Actuarial Model

Employer 12%
E’.iploycc 8.65%
Total 20.65%
Employer 16.00%
Employee 8.65%
Total 24.65%

No

ACCFT - 174 (56%)
UNAC-328 (39%)
Executive - 23 (24%)
To >1-525(95°/ racully)

Public Employees Retirement
System (PERS)

Defined Benefit

401(a)

Yes
AS 39.35

Administrative and Executive Staff
5 years ofservice

Yes

Tier | — Medical at no cost

Tier Il — Medical at age 60 at no
cost

Tier 111 — Must have !0 years of

service and be 60 for no cost
medical

State of Alaska Division of
Retirement

Actuarial Model

Employer 5.58%

Employee 6.75%

Total 12.33%

Employer 10.58%

Employee 6.75%

Total 17.33%

No

Faculty do no* participate in PERS

UA Optional Retirement
Program (ORP)

Defined Contribution
Employer contribution 401(a)
Employee contribution 403(b)
Yes

AS 14.40.661

Faculty and Executive Staff
Immediate
No

University of Alaska

3 year rolling average ofthe TRS
contribution rate
Employer 11.66%
Employee 8.t>5%

Total 20.31%

Employer 13.00%
Employee 8.65%

Total 21.65

Possible

ACCFT- 139(44%)
UNAC- 511 (61%)
Executive - 73 (76%)
Total - 735 (90%! faculty)
ACCFT-53

UNAC-50

Executive - 55



PROPOSED STATUTORY CHANGES FOR ORP

ALASKA STATUTES
Title 14. Education, Libraries, and Museums.
Chapter 40. The University of Alaska, the Community Colleges, and the Alaska

Aerospace Development Corporation.
Article 5. OptienaMJniversity Retirement Program.

See. i4.40.66i Authority of board.

(a) The board may establish and maintain an optional or required university retirement
program for eligible employees in which retirement and death benefits (which may

include a health benefit) are provided through the purchase of annuity contracts, either
fixed, variable, or a combination of fixed and variable. Participation in the program is in

place of participation in a state retirement system.

(b) The board shall

(1) provide for the administration of the program, including procedures for resolving
complaints from participating employees;

(2) designate the company or companies to which payment of the contributions required
under AS 14.40.691 may be made, after considering the

(A) nature and extent of the rights and benefits that the contracts will provide »>
employees who elect 10 participate and to their beneficiaries;

(B) relation of the contractual rights and benefits to the contributions to be made under
AS 14.40.661 - 14.40.799;

(C) suitability of the contractual rights and benefits to the needs and interests of
employees efectmo-towho participate and to the interest of the university In the
employment and retention of employees;

(D) ability of the designated company or companies to provide rights and benefits under
the contracts, and

(t) efficacy of the contracts in the recruitment and tetention of faculty and
administrators;

(.3) take oilier actions required to ensure that the program qualiftes-os-a qualified-trust
complies with underapplicable provisions of 26 U S,C 401(a) to 417 (internal Revenue

Code);

(4) establish new tiers for employees when deemed necessasarv bv the board.7

(c) Retirement and pension plans or programs of the university are not *ublect to
bargaining under AS 23 40,070-.260,

See. i4.40.67i Participation.



(a) An employee in a participating position may elect to participate in the optional
university retirement program or to participate in the appropriate state retirement
system, except that the board may establish a system which requires participation by
new employees in the university retirement svstem.7 Eligibility to participate in the
program begins on an employee's appointment to a participating position. If the board
establishes a reauired program for new employees, a second one-time election ti
participate in the program may be offered to employees who previously opted not to
participate in the optional retirement program.

(b) An election to participate in the program is irrevocable. The election shall be made in
writing on a form provided by the board and approved for the state by the commissioner
of administration. The form must be filed with the beard-university,no later than 30 days
after the date on which the employee is notified of eligibilitvfifsb-beeomes-etidble to
participate in the program. A copy of the form shall be delivered to the appropriate state
retirement system. The election becomes irrevocable on the date it is received by the

board.

(c) T-he-eleet-iemto-pParticipatione in the program constitutes a waiver of all rights and
benefits under the state retirement systems earned on or after the effective date of the
elecbon-wfvHe-tbe-crnployeeVis partk-ipatkro-oarticiDation in the program.

(d) Except as provided in (e) of this section, if a nonvested member of a state retirement
system elects-to participates in the program, the employee may choose to transfer the
amount in the employee's contribution account to the program. If the employee chooses
to transfer the account, the appropriate state retirement system shall pay to the
university on behalf of the employee an amount equal to the balance in the account. The
payment must be made within 45 days after the eleetion-notice of participation is
received by the state retirement system. The financial officer of the university shall
tmmedietefy-pay the amount received to the designated company or companies for the
benefit of the employee as soon as possible. An employee who transfers assets under
this subsection may not reclaim the corresponding service Yi the state retirement system
if the employee Is reemployed under the state retirement system.

(e) An employee whose rights to transfer assets out of a ke retirement s/stem are
subject to a qualified domestic relations order is entitled to transfer assets from the state
retirement system to the program only if the requirements for receiving a refund under
AS, 14:25.150Xb) or AS 39.35.200(c), as appropriate, are met.

(f) If a vested member of a state retirement system elects to-participates In the
program, the employee ceases to be an active member of the retirement system on the
effective date of the participation in the program. The employee retains all benefits
accrued in the state retirement system.

(g) An employee who does not dect-to-paiticipate in the program under this section
becomes or remains a member of the appropriate state retirement system.

See. i4.40.r.ni Retirement system membership.

An eligible employee electing to-p uticipatinae in the program may not participate iri a
state retirement system during the time the employee is employed in a participating
position, b thi? employee is later employed m a position covered by a state retirement
sy*. em that is not o participating position, the employee may not continue to participate



In the program and shall begin to participate in the state retirement system.

Sec. 14.40.691 Contributions.

(a) The university shall contribute on behalf of each employee participating in the
program an amount established by the board.

(b) An employee participating in the program shall contribute to the program an amount
established by the board.

(c) The board may specify that contributions required by this section are made by a
reduction in salary under 26 U.5.C. 414(h)(2) or similar provisions under 26 U.S.C.

403(b) (Internal Revenue Code).

(d) The financial officer of the university shall pay the contributions authorized or
required by this section to the designated company or companies for the benefit of each

participant.

Sec. 14.40.701 Benefits.

Payment of benefits to participants of the program is the responsibility of the company or
companies designated by the board and is not the responsibility of the board, the
university, or the state. The benefits are payable to participants or their beneficiaries in
accordance with the terms of the aenuity-contract-or contracts. However,-retirement

stnqgle-sum-c-asl t-paymenl-is-not-permitted-under-this-sec-tton.
plan document.

Sec. 14.40.799 Definitions.

Il AS 14.40.661 - 14.40.799,

(1) "appropriate state retirement system" means the state retirement system that
includes the employee's position;

(2) "board" means the Board of Regents of the University of Alaska;

(3) "contribution account” means the membr contribution account unde* AS 14.25 or
the employee contribution account under AS 39.35, whichever is appropriate;

(4) "employee" means ari employee of the University of Alaska or a community college
under AS 14.40;

(5) "participating position" means a position that is a permanent position that Is at least a
.5 full time appointment os

(A) -a-faeuUy-appointmef »H-or

(B) an™idmiMiistrafor and tbogiosition has-been designated by the board-for4nedusion-In
the -program;

and Is Included in the plan document.



(6) "program" means the optional university retirement program;

(7) "state retirement system” means the teachers' retirement system under AS 14.25 or
the publi employees' retirement system under AS 39.35;

(8) "university" means the UfwiersttyUniversitv of Alaska.

ALASKA STATUTES
Title 39. Public Officers and Employees.
Chapter 35. Public Employees’ Retirement System of Alaska.

Article 2. Membership.

See. 39.35.120 Commencement of participation.

(a) An employee of the state shall be included in this system upon commencement of
employment with the state, or on January 1, 1961, whichever is later. Unless an
employee has elected to participate in the optional university retirement program under
AS 14.40.661 - 14,40.799. an employee of a political subdivision or public organization
that becomes an employer shall be included in the system on the effective date of the
employer’s participation or the date of the employee's commencement of employment

with the employer, whichever is later.

(b) Inclusion in the system is a condition of employment for an employee except as
otherwise provided for

(1) an elected official,
(2) an employee making an election under AS 39.35.150(h); and

(3) an employee of the university who has-elocted-tols participatinge in the optional
university retirement program under AS 14.40.661 14.40.799.

ALASKA STAIUTES

Title 14. Education, Libraries, and Museums.
Chapter 25. Teachers' Retirement.

Sec. i4.i5.040 Membership.

(a) Unless a teacher or member has elected to participated in the optional university
retirement program under AS 14.40.661 or has filed an election under
14,75,043(b), a teacher or member contracting for service with a participating employer



