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Slate o f  A laska PER S & TRS Com bined
F in a n c ia l P ro je c tio n s  ( ‘OttO o m it ted)

Total Assets
2003 Actual

1994 1995| 1996 1997 1998 1999 2000 2001 2002 2003 Projcctior Growth
1994 6,852,262 7,403,413 7.962.757 8.540.481 9,126,369 9.718,047 10,310.885 10,908.394 11,504,225 12,094355 6.52%
1995 7,442,146 7,991,239 8,552,339 9,121,335 9,696,836 10,275,690 10,855.836 11,438,471 12,018,413 6.17% 8.61%
1996 8.130,009 8.746.883 9,390.408 9,932,211 10.467.611 10,991,735 11,524,613 12,068,061 5.81% 8.93%
1997 9,005,532 9,553.907 10,127.253 10,710,618 11.295.186 11,880,566 12,471,231 5.58% 9.54%,
1998 10.017.632 10,573.292 11,151.933 11.748,209 12,340,047 12,935,217 5.25% 9.96%,
1999 10,831.973 11,402,246 12.011.278 12.619.155 13315,400 5.10% 9.59%
2000 11,638,773 12,291,658 12.949,182 13,600,013 5.33% 9.23%
2001 12.313.985 12,947.946 13,600,150 5.09% 8.73%,
2002 II.I0I.S69 11,493,903 3.53% 6.22%
2003 11,439366 5.86%
2004

Total Liabili ties 2003 Actual

1994 19951 1996 1997 199S | 1999 2000 2001 2002 2003 Projcctior Growth
1994 S 7.381,591 $7,939,650 S 8,521,560 $9,115,400 $ 9.716,804 $ 10.324,287 $ 10.939.115 $ 11,553.458 $ 12,164.713 $ 12,770,934 6.28%'
1995 $7,884,639 .$8,456,536 $9,048,884 $ 9,650,517 $ 10,259,243 $ 10.870.257 $ 11,487.771 $ 12.100,792 $ 12,707,516 6.15% 6.81%
1996 S7.920.395 $8,487,521 $ 9.077.740 $ 9,682,606 $ 10.296,517 $ 10.917.084 $ 11,537,170 $ 12,158,936 6.31% 3.59%
1997 $8,854,185 $ 9,431,123 $ 10,041.501 $ 10.664.838 $ 11,267.255 $ 11,878,841 $ 12,495,041 5.91%, 6.25%,
1998 S 9.732.748 $ 10,300.514 $ 10.908.027 $ 11,516,013 $ 12,105.062 $ 12,694397 5.46%, 7.16%
1999 $ 10.369.627 $ 10.919,801 $ 11.530.751 $ 12,135,844 S 12,715,143 5.23% 7.03%
2000 $ 11.575,780 $ 12,225,797 $ 12,893.954 S 13346351 5.38% 7.79%
2001 $ 12,471,721 $ 13,052,584 S 13,649350 4.62% 7.78%
2002 $ 15.271,234 S 16,045,872 5.07% 9.51%
2003 $ 16397362 9.27%
2004

Discount Rate 8.25%
5.60% 7.24%

Population Growth 1.00%

| IJy: Hie Senate Finance Committee
Date: March I O'", 2005 pagc: 17
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Analysis of Valuation
Cumulative Change in Average Employer Contribution Rate

1998 through 2003

PERS

Type of Gain or Loss Impact Years
Weighted
Absolute
Change

Absolute
Change

1998-2003

Payroll
Impact
(000's)

Assumption Changes 1998, 2000, 2002 (34.19%) 11.15% $ (77,050)
Investment Experience All (11.62%) 3.19% $ (26,190)
Health Experience 2002 (11.28%) 3.68% $ (25,430)
Demographic Experience All (8.89%) 2.90%- $ (20,040)
Asset Valuation Method 2000, 2002 (4.42%) 1.44% $ (9,951)
Contri Shortfall Due to 2 Year Calculated Rate 2003 (3.37%) 1.10% $ (7,601)
102% Funding Ratio Adjustments 1998, 2001,2003 (2.02%) 0.66%. $ (4,561)
Ad hoc PR PA 1998 thru 2002 (1.56%) 0.51%. $ (3,524)
System Benefit Changes 2001,2002 (0.64%) 0.21% $ (1,451)
Salary Experience All but 2000 6.47% 2.11% $ 14,581
Past Service Amortization Change 2002 15.52% 5.06% $ 34,966

100.00%. 32.61%. $ 225,344

.v >tfV/

I y  Hie Senate Finance Committee
Hate: March 16"'. 2005 pJt!C: 28
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PERS Analysis of Valuation
Cumulative Change in Average Employer Contribution Rate

1998 to 2003

Type of Gain or Loss (as o f June 30)

Weighted
Absolute
Change

Absolute
Chance Total 2004 2003 2002 2001 2000 1999 1998

Health Experience 11.28% 3.68% 3.68% 0.00% 3.68%' 0.00% 0.00% 0 00%. 0.00%
Salary Experience 6.47% 2.11% (2.11%') (0.19%) (0.20%) (1.03%) 0.00% (0.23%.) (0.46%)
Investment Experience 11.62% 3.79% 3.79 % 0.31%. 7.24 % 0.11%. (0.12%) (0.49%) (3.26%)
Demographic Experience 8.89% 2.90% 2.90% 0.40%. 1.21% 9.77%. (0.81%) 0.21% 1.12%

Net Gains &  Loss Due to Experience 8.26% 0.00% 0.52% 11.93% (0.15%) (0.93%.) '0.51%0 (2.60%)

Asset Valuation Method 4.42% 1.44% 1.44% ().(X)% 4.11%. 0.00% (2.67%.) 0.00% 0.00%
102% Funding Ratio Adjustments 2.02% 0.66% 0.66% (0.90%) 0.00% 0.57% 0.00% 0.00% 0.99%
Past Service Amortization Change 15.52% 5.06% (5.06%) 0.00% (5.06%) 0.(X)% 0.00% 0.00% 0.00%
Contribution Shortfall compared to average
Employer Calculated rate 3.37% 1.10% 1.10% 1.10%
Assumption Changes 34.19% 11.15% 11.15% 0,(X)% 6.98% 0.00% 3.09% 0.00% 1.08%
System Benefit Changes 0.64% 0.21% 0.21%) 0.00%. 0.04% 0.17% 0.00% 0.00% 0.00%
Ad hoc PR PA 1.56% 0.51% 0.51% 0.00% 0.14% 0.06% 0.07% 0.04% 0.20%.

Total Non-Recurring Changes 100.00% 32.61% 10.01% 0.00% 0.20% 6.21% 0.80% 0.49% 0.04% 2.27%

Composite (Gain) or Loss During Year 0.00% 0.72% 18.14% 0.65% (0.44%) (0.47%) (0.33%)

beginning Average Employer Contribution Rate 25.63% 24.91% 6.77% 6.12% 6.56% 7.03% 7.36%;.

•tiding Average Employer Contribution Rale 25.63% 25.63% 24.91% 6.77% 6.12% 6.56% 7.03%.

Mutual Payroll <(XK)'s) 1460783 1402686 1360401 1321480 1283549 1235439
Annual Contribution 363881 94962 83257 86689 90233 99928
Yr to Yr Change 268919 11705 -3433 -3544 -695

1 By: Hie Senate finance Committee
Date: March I ft"', 2005 Paj,c: 2o
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Factors Contributing to TRS Employer Rate Increase"
(% of Cumulative 1998 to 2003 Rate Increase Attributed to Each Factor)

I0',<
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Actuarial Loss (Increased Em ployer Rate) 

Actuarial Gain (D ecreased Em ployer Rate)
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Assumption Pornographic Investment Health CRS System Contri Shortfall AdhocPRPA SystomBeneli*. Asset Valuation Salary
Changes Experience Exporionco Exporionco Implementation Duo to 2 Year Changes Mothod Experience

Calculated Rato

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

Past Sorvico 
Amortization 

Chango

•' 'Wv

f i  J By: Tiic Senate Finance
^  Date: March 16"'. 2005

Committee
Page: 30
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Analysis of Valuation
Cumulative Change in Average Employer Contribution Rate

1998 through 2003

. ’

TRS

Type of Gain or Loss Impact Years
Weighted
Absolute
Change

Absolute
Change

1998-2003

Payroll
Impact
(000's)

Assumption Changes 2000, 2002 (25.49%) 13.52% $ (16,106)
Demographic Experience All (16.31%) 8.65% $ (10,305)
Investment Experience All (13.25%) 7.03% $ (8,375)
Health Experience 2002 (7.26%) 3.85% $ (4,586)
CRS System Implementation 2001 (6.58%) 3.49% $ (4,158)
Contri Shortfall Due to 2 Year Calculated Rate 2003 (2.64%) 1.40% $ (1,668)
Ad hoc PRPA 1998 thru 2002 (2.53%) 1.34% $ (1,596)
System Benefit Changes 2001 (0.32%) 0.17% $ (203)
Asset Valuation Method 2000. 2002 2.54% 1.35% $ 1,608
Salary Experience All but 2002 5.98% 3.17% $ 3,776
Past Service Amortization Change 2002 17.12% 9.08% $ 10,817

100.00% 53.05% s 63.197

(2)

Dale: March 16"'. 2005 Page: 31
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TRS Analysis of Valuation
Cumulative Change in Average Employer Contribution Rate

1998 to 2003

Tyne o f Gain or Loss (as o f June 30)

Weighted
Absolute
Change

Absolute
Change Total 2004 2003 2002 2001 2000 1999 1998

Health Experience 7.26% 3.85% 3.85% 0.00% 3.85% 0.00% 0.00% 0.00% 0.00%

Salary Experience 5.98% 3.17%' (3.17%) 0.10%> (0.11%) (1.68%) 0.00%. (0.64%.) (0.84%)

Investment Experience 13.25% 7.03% 7.03% 0.43%' 15.03% 1.35% (3.35%) (3.73%) (2.70%)

Demographic Experience 16.31% 8.65%' 8.65% 1.35%' 4.21% 2.66% (0.91%) 0.80% 0.54%

Net Gains &  Loss Due to Experience 16.36%- 0.00% 1.88% 22.98% 2.33% (4.26%) (3.57%) (3.00%)

Asset Valuation Method 2.54% 1.35% (1.35%) 0.00% 0.03% 0.00% (1.38%) 0.00% 0.00%

CRS System Implementation 6.58% 3.49% 3.49% 0.00%. 0.00% 3.49% 0.00% 0.00% 0.00%

Past Service Amortization Change 17.12% 9.0S% (9.08%) 0.00% (9.08%) 0.00% 0.00% 0.00% 0.00%

Contribution Shortfall compared to average
Employer Calculated rate 2.64% 1.40% 1.40% 1.40%
Assumption Changes 25.49% 13.52% 13.52% 0.00% 6.84% 0.00% 6.68% 0.00% 0.00%

System Benefit Changes 0.32% 0.17% 0.17% 0.00% 0.00% 0.17% 0.00%' 0.00% 0.00%

Ad hoc PR PA 2.53% 1.34% 1.34% 0.00% 0.36% 0.16% 0.16% 0.11% 0.55%

Total Non-Recurring Changes 100.00% 53.05% 9.49% 0.00% 1.40% (1.85%) 3.82% 5.46% 0.11% 0.55%

Composite (Gain) or Ia»ss During Year 0.00% 3.28% 21.13% 6.15% 1.20% (3.46%) (2.45%)

Beginning Average Employer Contribution Rate 38.85% 35.57% 14.44% 8.29% 7.09%. 10.55% 13.00%

Ending Average Employer Contribution Rate 38.85% 3S.85% 35.57% 14.44% 8.29% 7.09% 10.55%

Annual Payroll (000's) 532630 509437 496188 482571 466414 469433

Annual Contribution 189456 73563 41134 34214 49207 61026

Yr to Yr Change 115894 32429 6920 -14992 -11820

xmf ft) ! 1 -v :  n " - ’ S c , , ; , l c  r i n i
Dale: March I6"'.20<)

incc Committee
2005 Page: 32
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Assumptions:

Demographic Assumptions Relate to the plan’s populations and how they are expected to change over time
Total Turnover Rate Disability Rate

Retirement Rates Assumed Retirement Date if Bek 9 Age 50

Mortality Rates

Economic Assumptions Relate to the expected long-term financial experience o f the plan
Total Inflation Annual investment return

Annual Salary Increases Post Retirement Health Premium Trend

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
' f ?  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 
FY05 and FY06 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
Date: March 16"', 2005 Page: 34
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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.

j j  By: The Senate Finance Committee
*  Date: March 16"'. 2005 Page: 35



SB 141 - Retirement Security Act Appendix F

%
(4)

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 I 
(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 of $5,681,000/PERS of $6,084,000

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

2001: An ad hoc PRPA was granted producing an actuarial loss to TRS of $8,226,000 & PERS of $8,897,000

2002: An ad hoc PRPA was granted producing an actuarial loss to TRS of $19,456,000 & PERS of $20,105,000

IJy: 'llic Senate I'i tancc Committee
Date: March 16"'. 2005 Pape: 36
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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%.

SB 141 - Retirement Security Act___________________________________ Appendix F

\ y j .  1*,c Senate Finance Committee
0  Date: March 16"'. 2005 37
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• Base Case - - - * Growth Prolonged Recession
Assuming an Annual Population Increase 1%

i f c f  i  )  nw Senate l;.
Dale: March 16"', 2

inancc Committee
2005 Page: 38
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Our analysis looked at both 
components o f the problem

m

Structural Component
T o  I d e n t i f y  t h e  s y s t e m i c  

p r o b l e m s  in  P E R S / T R S

Financial Component
T o  I d e n t i f y  t h e  c a u s e s  o f  

o u r  l i a b i l i t y  g r o w t h

With the 
developing

goal of 
solutions

1. How do we prevent this from L How can we stabilize fu ture
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 relief to employers?

3. How can we better predict and 3. How do we develop a long term
control costs going forw ard? solution to funding the $5.0

billion gap?

By.- 'Hie Senate Finance Committee
Date: March 17"’. 2005
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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• M ember focus group results• Benchmarking• Benefit levels• Demographic projections• Implications o f  Medicare changes• Trends, issues and alternatives• Cost analysis and projections

( fc j f  j j J  By: "Hie Senate Finance Committee
Dale: March 17"'. 2005

Page: 4
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Defined Benefit Plan

• B e n e f i t  l e v e l  i s  f i x e d

• B e n e f i t  i s  b a s e d  o n  a  f o r m u la  

i n v o l v i n g  s a l a r y ,  y e a r s  o f  

s e r v i c e ,  a g e ,  e t c .

• B e n e f i t  i s  p a i d  f o r  l i f e  a n d  t o  

q u a l i f i e d  s u r v i v o r s

• F u t u r e  b e n e f i t  p a y m e n t s  a r e  

N O T  a f f e c t e d  b y  t h e  p l a n ’s  

f u n d in g  l e v e l

Examples: PERS & TRS

Defined Contribution Plan

• C o n t r i b u t i o n  l e v e l  i s  f i x e d

• B e n e f i t  i s  b a s e d  o n  t h e  a m o u n t  

o f  m o n e y  i n v e s t e d  a n d  e a r n e d  

in  e m p l o y e e ’s  a c c o u n t

• B e n e f i t  i s  p a i d  u n t i l  a c c o u n t  r u n s  

o u t

• F u t u r e  b e n e f i t  p a y m e n t s  a r e  

d r i v e n  b y  i n v e s t m e n t  

p e r f o r m a n c e

Examples: SBS & Deferred Compensation

Defined Benefit (DB) vs Defined Contribution (DC)

lly: 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 in vestment risk
• Estimation of Liabilities
• Rising health costs
• Unpredictable or controllable costs

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 I'agc: 6
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SB 141 Walk-through

C urren t PERS T ier I/II & 
TRS T ier 1 DB Plan

C urren t PERS Tier I I/I 11 
& TRS Tier II DB Plan Senate Bill 141 DC Plan

PERS Employee 
Contribution Rate

6.75% other

7.5% Police/Fire 

9.6% school district

6.75% or 7.5 Police/Fire

7.5% Police/Fire 
9.6% school district

8% all members 

voluntary % up to IRS limits

TRS Employee Contribution 
Rate 8.65% 8.65% 8% all members

Vesting 5 years PERS 

8 year TRS

5 years PERS 

8 year TRS

Immediate for employee 
contributions 
Fully vested in employer 
contributions after 5 years.

Retirement Age 55 normal - 50 early 

30 years “all others" 

20 Police/Fire 

20 Teachers

60 normal - 55 early 
30 years “all others" 

20 Police/Fire 

20 Teachers

Any age

PERS and TRS Benefit 
Formula

2% up to 2.5% multiplier per 
year DB

multiplier x years of service x 
high 3 years avg salary

2% up to 2.5% multiplier per 
year DB

multiplier x years of service x 
high 3 (TRS) or 5 (PERS) 
years avg salary

11.5% per year to DC account + 
investment earnings.

HRA account accumulated over 
working lifetime

Overview of New Tier Benefits

-•V»
1 mSf' i j j  ^  Hie Senate Finance Committee

Date March 17’ *.2005
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C urren t PERS Tier I/II & 
TRS Tier 1 DB Plan

c .  • ju t  PERS Tier II/III 
F> TRS Tier I I  DB Plan Senate Bill 141 DC Plan

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

Medical plan premium paid by 
retirement system for all 
retirees and dependents.

E xcept, Tier II retirees and 
survivors pay full premium 
under age 60.

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

Must have 10 years of service 
for system-paid coverage over 
age 60.

Employees with less than 10 
years pay full premium for 
access to coverage.

Must retire directly from system 
with minimi, n of 10 years of 
service for medical coverage and 
access to HRA,

Access to medical coverage at age 
65 with 10 years of service, or at 
any age after (1) 25 years for 
peace officer/firefighter, or (2) 30 
years for all others.

Retiree and survivors pay full 
premium until Medicare eligible.

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

Reimbursed for qualified medical 
expenses from HRA.

Norm al Cost Rate -  PERS

unfunded liability portion

13.24% - Curre. Normal Cost 
Rate

12.39%- Past Service Rate

13.24% - Current Normal Cost 
Rate

12.39%- Past Service Rate

8.25% - reduces normal cost rate 
by 38%
N/A

Norm al Cost Rate -  TRS

unfunded liability portion

14.28% - Current Normal Cost 
Rate

24.57% Past Service Rate

14.28% - Current Normal Cost 
Rate

24.57% P ast Service Rate

8.25% - reduces normal cost rate 
by 42%

N/A
Future exposure and 
volatility in investment 
earnings and increasing 
medical costs.

Employer bears all the risk. Employer bears all the risk. Employer risk is minimal: medical 
inflation with a capped percentage 
and shared with employee.

Employee bears investment dsk.

Overview of New Tier Benefits

The Senate Finance Committee 
March 17"'. .1005 Page: 8
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“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: 'Oil- Senate Finance Committee 
Date: March I7,h. 2005 Pape: 9
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“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 Committee
Date: March 17'". 2<X)5 Page: 10
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of Alaska 
Divlslw^of Retirement & Benefits
Normal Cost rate and Actuarial Computed Rate from FY 1983 through FY 2006

i PERS • TRS

Valuation 
report date 

June 30

Fiscal 
year of 

rate

Normal
Cost
rate

Actuarial
Computed

Rate

Board
Adopted

Rate

Normal 
Unfunded ; Cost 
Liability rate

Actuarial
Computed

Rate

Board
Adopted

Rate
Unfunded
Liability

1980 1983 11.46% 13.78% -2.32% 11.95% 16.84% — n — -4.89%
1981 1984 12.03% 13.68% 0 -1.65% 13.51% 17.42% 0 -3.91%
1982 1985 • ! 11.36% 13.62% -2.26% F- \ 13.64% 17.96% -4.32%
1983 1986 rV 11.82% 13.59% d -1.77% J 13.13% 17.36% d -4.23%
1984 1987 M 12.31% 13.84% a -1.53%, ; 13.91% 13.28% a 0.63%
1985 1988 11.13% 9.55% t 1.58% • ' 11.62% 13.28% t -1.66%
1986 1989 (r?* 10.20% 9.38%

a 0.82% i 9.36% 11.16% -1.80%
1987 1990 ; - 9.23% 9.30% 9.30% -0.07%: i-1 9.14% 8.19% 11.64% 0.95%
1988 1991 10.37% 12.00% 12.00% -1.63%; J 11.86% 12.27% 10.54% -0.41%
1989 1992 12.00% 14.20% 14.20% -2.20% , 13.26% 15.16% 11.87% -1.90%

1990 1993 12.83% 13.58% 13.58% -0.75% f* 1 14.07% 19.65% 12.00% -5.58%
1991 1994 10.18% 13.72% 13.72% -3.54% r  , 9.05% 15.59% 12.00% -6.54%

1992 1995 fed 10.90% 13.70% 13.70% -2.80% 8.57% 13.36% 12.00% -4.79%
1993 1996 $ 11.29% 12.82% 12.82% -1.53% r  * 9.06% 12.48% 12.00% -3.42%

1994 1997 i 3 10.36% 12.14% 12.14% -1.78% -4 9.70% 14.96% 12.00% -5.26%
1995 1998 11 10.61% 11.90% 8.00% -1.29% I- 10.10% 14.94% 12.00% -4.84%

1996 1999 «  ̂• 9.85% 7.74% 7.74% 2.11%i y  8.97% 10.52% 12.00% -1.55%
1997 2000 u4 i r ' • 9.89% 7.36% 7.74% 2.53% i  9.21% 13.00% 12.00% -3.79%

1991 2001 8.67% 7.03% 7.40% 1.64% t 8.99% 10.55% 12.00% -1.56%

199) 2002 •i 8.07% 6.56% 6.75% 1.51% i  8.88% 7.09% 11.00% 1.79%

200 J 2003 k • 10.07% 6.12% 6.75% 3.95% i 9.40% 8.29% 11.00% 1.11%
2UU1 2004 9.53% 6.77% 6.77% 2.76% 10.36% 14.44% 12.00% -4.08%

2002 2005 f 'r 13.31% 24.91% 11.77% -11.60% J 14.76% 35.57% 16.00% -20.81%
2003 2006 V%1 13.24% 25.63% 16.77% -12.39% 14.28% 38.85% 21.00% -24.57%

Annual Contribution Rate Must Equal Normal Cost Rate

Hy: 'flic Senate Finance Committee
Date: March 17"1,2005 Page: 11



A la s k a  P u b l i c  E m p l o y e e s '  a n d  T e a c h e r s '  R e t i r e m e n t  S y s t e m s  
V a l u a t f t n  D a ta  a s  o f  J u n e  30 ,  20 0 3  ( A c tu a r ia l  V a lu a t io n  T a b l e s  1 .3(a))  
P r o j e c t i o n s  G o in g  F o r w a r d  B a s e d  o n  1% P o p u l a t i o n  G r o w th

SB 141 -  Retirem ent Security Act__________ SB 141 Walk-through

-  < PERS I - TRS
. Total E m ploye r O ne-H all C h a n g e Total E m p lo y e r O ne-H all C h a n g e

I . N orm al M e m b e r N orm al N orm al to N orm al M e m b e r N orm al N orm al to

F isca l C o s t Contribution C o s t C o s t E m p l o y e e ; C o s t Contribution C o s t C o s t E m p l o y e e

Y ear R a te R a te R a te R ate C o s t R a te R a te R a te R a te C o s t

2 0 0 6 *?v 2 0 .0 5 % 6.8 VC 13 .24% 10.03%
l-

3 .22%  " 22 .9 7 % 8.69% 1 4.28% 11.49% 2.80%

2 0 0 7 19 .8 0 % 6.81% 12.99% 9.90% 3.09% 2 1 .7 1 % 8.69% 1 3.02% 10.86% 2.17%

2 0 0 8 < 19 .7 3 % 6.81% 12.92% 9.87% 3 .0 6 % , 21 .72% 8.69% 1 3.03% 10.86% 2.17%

2 0 0 9
r

1 9 .66% 6.81% 12.85% 9.83% 3 .0 2 %  i 21 .81% 8.69% 13.12% 10.91% 2.22%

2 0 1 0 19 .5 8 % 6.81% 12.77% 9.79% 2 .9 8 % :  • 21 .8 7 % 8.69% 1 3.18% 10.94% 2 .2 5 %

2011 ‘3 1 9 .52% 6.81% 12.71% 9.76% 2.95% 21 .9 0 % 8.69% 1 3.21% 10.95% 2.26%

2 0 1 2 1 9 .44% 6.81% 12.63% 9.72% 2 .9 1 % : 2 1 .9 3 % 8 .69% 1 3.24% 10.97% 2.28%

2 0 1 3 1 9 .38% 6.81% 12.57% 9.69% 2.88%  i;K'* 2 1 .8 1 % 8 .69% 13.12% 10.91% 2.22%

2014 / ■ 1 9 .31% 6 .81% 1 2 .50% £.66% 2.85%  L 2 1 .9 4 % 8.69% 13 .25% 10.97% 2.28%

2 0 1 5
&

1 9 .2 5 % 6 .81% 12.44% 9.63% 2.82%  ; 22 .06% 8 .69% 13.37% 11.03% 2.34%

2 0 1 6 1 9 .26% 6 .81% 1 2 .45% 9.63% 2.82%  i 22 .24% 8.69% 13.55% 11.12% 2.43%

2 0 1 7
iI 1 9 .23% 6 .81% 12.42% 9.62% 2.81%  ; 22 .44% 8 .69% 13 .75% 1 1 .2° 2 .53%

20 1 8 •J 1 9 .21% 6 .81% 1 2.40% 9.61% 2 .8 0 %  j: 22 .66% 8.69% 13 .97% 11.3  j 2 .64%

2 0 1 9 4 1 9 .24% 6 .81% 1 2.43% 9.62% 2 .8 1 %  I 2 2 .8 8 % 8.69% 1 4.19% 11.4 ,% 2 .75%

2 0 2 0 1 9 .27% 6.81% 1 2.46% 9.64% 2.83% 23 .05% 8.69% 1 4.36% 11.53% 2.84%

2021 i 19 .3 1 % 6.81% 1 2.50% 9.66% 2 .85%  !1 2 3 .1 6 % 8.69% 1 4.47% 11.58% 2 .89%

2 0 2 2 s j] 19 .36% 6.81% 12.55% 9.68% 2.87% 2 3 .3 0 % 8 .69% 1 4.61% 1 1.65% 2 .96%

2 0 2 3 19 .4 2 % 6.81% 1 —.61 % 9 .71% 2 .9 0 %  f 2 3 .6 0 % 8 .69% 1 4.91% 11.80% 3.11%

2024 19 .5 2 % 6.81% 12.71% 9.76% 2.95%  
3 .0 1 %  I

23 .9 2 % 8 .69% 15 .23% 11.96% 3.27%

2 0 2 5 1 9 .63% 6.81% 12.82% 9.82% 24 .1 1 % 8 .69% 1 5.42% 12.06% 3.37%

2 0 2 6 r, 19 .76% 6 .81% 12.95% 9.88% 3 .0 7 %  ; 
3 .15%

24 .2 7 % 8.69% 15 .58% 12.14% 3.45%

2 0 2 7 19 .92% 6 .81% 1 3.11% 9.96% 24 .8 1 % 8 .69% 1 6.12% 12.41% 3.72%

2 0 2 8 19 .86% 6.81% 1 3.05% 9.93% 3 .1 2 %  ; . 24 .8 1 % 8 .69% 16.12% 12.41% 3 .7 2 %

20 2 9 19 .79% 6.81% 1 2.98% 9.90% 3 .0 9 %  ( 24 .8 2 % 8 .69% 1 6.13% 12.41% 3.72%

2 0 3 0 ■JA 19 .73% 6 .81% 1 2.92% 9.87% 3.06%  
3 .03%  -

24 .8 5 % 8 .69% 1 6.16% 12.43% 3.74%

2031 3 19 .68% 6.81% 12 .8 7 % 9.84% 24 .8 8 % 8 .69% 16.19% 12.44% 3 .7 5 %

20 3 2 19 .63% 6.81% 1 2.82% 9.82% 3.01% 24 .9 2 % 8 .69% 16 .23% 12.46% 3.77%

Inform ation from M e rc e r  H u m a n  R e s o u r c e s  C onsu lt ing

Employee Contribution Greater of Statutory Rate or Normal Cost Rate

" H ) By: The Senate Finance Committee
Date: March !7"\ 2005 12



SB 141 -  Retirement Security Act

Refunded Accounts By System
PERS Tier 1 

>5 
3-5 
<3 

Tier 2 
Tier 3

5,251
5,292

31,179
14,999
7,667

Total 64,388

TRS Tier 1
>8 388
6-8 369
<6 10,008

Tier 2 2,534
Total 13,299

SB 141 Walk-through

PERS/TRS Total 77,687

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

Ily: 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 ( 
'  Dale: March 17'", 2005C ji

ominittec

Page: 14



Benefit enhancing legislation added to
our unfunded liability in 2001 alone

Passed in 2001, HB 242

SB 141 -  Retirement Security Act SB 141 Walk-through

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

• 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

Dale March I7‘\  200*
Pane: I*



SB 141 -  Retirement Security Act

X

SB 141 Walk-through

PRPA Awarding History

PRPA
Date

Monthly Benefit Increase 

PERS TRS Total
Resulting 

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

i f e f  k j j  ^ y TTie Senate Finance Conimidcc
March I7'\?(X)5

l ’ j £ C .  1 6
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PRPA ELIGIBILITY AND CALCULATION
1 - --------------

;Ad Hoc
PRPA Issued

July 1st of every year. 
Members must meet elig ib ility 
requirements as of July 1st.

-  ■ « ■ «  — -

Eligibility Requirements
: Must be a Tier I PERS or TRS 
member. (Appx 24,500)
M ust be a change in the 
Consumer Price Index (CPI) 
from date of retirement to  date 
of PRPA issuance.

Calculation
!3 Step calcu lation:
1) Determine the % difference in the current 
CPI% less the CPI% at retirement. M ultip ly the I 
base benefit by this percentage.
2) Determine the 4%  c

1 Automatic July 1st of every year. 
Members m ust meet elig ib ility 
requirements as of July 1st.

1) M ust be age 60, or
2) have been receiving 
retirement benefits for 5 yrs 
(PERS), 8 yrs (TRS), or
3) be receiving disability 
benefits.

If m em ber m eets m inim um age or se rvce  
elig ib ility, receives 50% of the %  change in CPI 
applied to the base benefit plus any prior PRPAs 
granted. D isability recipients and members who 
are age 75 receive 75% of the % of change in 
CPI.

AdHoc PRPA's Have a Huge Effect on Future Liabilities

AT:
t . , ) Hy: In c  Senate f inance Committee

Date: March 17*. 2005 ., „rage: 17
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IN TH E SU PE R IO R  COURT FO R THE STATE O F ALASKA 

TH IRD  JU D IC IA L DISTRICT AT ANCHORAGE

A. J o h n  G a lla n t, c t. a l., 

P la in tiff,
vs.

P u b lic  E m p lo 3'e e s ' R e tire m e n t 
S y stem , e t. a l.,

D e fe n d a n t.
C ase  No. 3A N -02-9748  C. ivil

O RDER

P la in tiffs  a r e  b en e fic ia rie s  of A la sk a ’s p u b lic  em p  ovee p e n s io n  

sy s te m , d e n o m in a te d  P u b lic  E m p lo y ees ' R e tirem en t Sysu  m (PERS), o r 

T e a c h e r  R e tire m e n t S y s te m  (TRS) for e d u c a to rs . All p la in tilfs  live o u ts id e  

A lask a  o r  p la n  to  d o  so. T he}’1 r e p re s e n t  th e  c la s s  o f all s im ila rly  s i tu a te d  

b en e fic ia rie s . T h e ir  c la s s  a c tio n  la w s u it  ch a llen g es  c o s t of I ving p ro v iso s, 

AS 3 9 .3 5 .4 8 0  (PERS) a n d  AS 14 .25  142 (TRS), w h ich  a d d  i te n  p e r c e n t 

cost-o f-liv ing  a llo w a n c e  to th e  b a s ic  m o n th ly  b en efit of re tire e s  o r 

d isa b le d  p e n s io n e rs  re s id in g  in A lask a , b u t  n o t  to  p e n s io n e rs  re s id in g  

e lse w h e re , o r to  th o s e  trav e lin g  aw ay  from  th e ir  A lask a  re s id e n c es  for 

m ore  th a n  n in e ty  d a y s . P la in tiffs  allege th is  p rov iso  violai :s th e  r ig h t  to 

travel a n d  to  m ig ra te  in te rs ta te , in  v io la tion  o f s t a t  an d  fed e ra l 

c o n s ti tu t io n a l  g u a ra n te e s .

T h e  p a r t ie s  h av e  n o t  su b m itte d  th e ir  c o n s ti tu tio n a l  d ispu te  to  th e

c o u rt for r e so lu tio n . In s te a d , they  h av e  sLipul?aed to  rc  o lu tion  o f th e
3AN-02-9748 Civil ^
A. John Gallant c l  al.., v«. PERS, c t al., 
Order on Motion for Summary Judgment

- h R  i u  i
t A t r  . i o u i c J  ' O S  /  

a
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a n c illa ry  is s u e  o f sev e ra b ility  o f th e  a lleged ly  o ffend ing  re s id en c y  a n d  

p h y s ic a l  p re s e n c e  r e q u ire m e n ts  of th e  re sp ec tiv e  s ta tu te  s. T h u s , for 

p u rp o s e s  o f tire  i n s t a n t  c ro ss -m o tio n s  fo r s u m m a ry  ju d g rr  j n t  re g a rd in g  

sev e rab ility , th e  S ta te  c o n c e d e s  arguendo  a  v io la tio n  of a  p ro tec ted  r ig h t 

to tra v e l.

B y w ay  of relief, th e  P la in tiffs  se e k  a  ru lin g  th a t  th e  c o s t of liv ing  

a llo w an ce  s h o u ld  be  sev e re d  from  th e  im p e rm iss ib le  re s id e n cy  a n d  

p h j 's ic a l  p re s e n c e  r e q u ire m e n ts ,  th e re b y  re n d e r in g  all b en efic ia rie s  

e q u a lly  e lig ib le  fo r th e  su p p le m e n t, re g a rd le s s  o f th e ir  1 icales. T hey  

a rg u e  th is  r e s u l t  is r e q u ire d  b y  .A laska’s co m m o n  law  c.f sev erab ility . 

T hey a lso  a rg u e  t h a t  th e  c o s t  o f living p ro v iso s  c a n n o t be in v a lid a ted  in 

th e ir  e n t i re ty  if  th e  o ffen d in g  re s id e n c y  a n d  p h y s ic a l p r e s c r  :e c la u s e s  a rc  

d e e m e d  n o n -se v e ra b le  u n d e r  A lask a  co m m o n  law , th e  n o rm a l 

c o n s e q u e n c e  o f  a  n o n -se v e ra b ility  find ing . T h is  is b e c a u s e  A rticle XII, § 7 

of th e  A la sk a  C o n s t i tu t io n  p re c lu d e s  d im in ish m c n t o r  n p a i rm e n t  of 

a c c ru e d  r e t ir e m e n t  sy s te m  b en efits . S ince  th e  te n  pe c e n t b e n e f it 

c a n n o t  be e lim in a te d  for A la sk a  re s id e n ts ,  a n d  s in c e  th e  c o n s titu tio n a lly  

in firm  lim ita tio n  e x c lu d in g  n o n -A la sk a n s  is void, th e  effee ive r e s u l t  is  a 

c o n s ti tu t io n a lly  m a n d a te d  sev e ran ce ; th e  re s id en cy  c lau t ; is void, b u t  

th e  b en e fit g r a n t  i ts e lf  c a n n o t  be e lim in a ted .

P la in tiffs  in te n d  to  s e e k  u n sp ec ified  p a s t  d a m a g e s  fc r th o se  d e n ie d  

th e  s u p p le m e n t ,  p re s u m a b ly  re a c h in g  b ack w ard  a s  p e r  f itted  by any  

a p p lic a b le  s ta tu te  o f l im ita tio n s , a n d  in ju n c tiv e  re lie f  d ecree in g  th e

3 AN-0 2 - 9 7 4 8  Civil 3
A. J o h n  G a l la n l et. o l. . . vs. PERS , et Al ,
O rder o r . M otion fo r  S u m m a ry  Ju d gm en t
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p ro sp e c tiv e  e n t i t le m e n t o f a ll to th e  su p p le m e n t, T he S ta te , in  c o n tra s t ,  

se e k s  a  ru lin g  th a t  th e  d e m ise  of th e  re s id e n c y  a n d  p h y s ic a l p re se n c e  

c la u s e s  so im p lic a te s  th e  co re  in te n t  of th e  e n a c tin g  le g is la tu re  th a t  

th o se  c la u s e s  a re  n o t  sev e rab le ; to  c u re  th e  r ig h t to trav e l v io lad o n , the  

e n tire  te n  p e r  c e n t  s u p p le m e n t m u s t  fall, a s  to re s id e n ts  a n d  n o n ­

r e s id e n ts  a lik e . T h e  S ta te  c o n te n d s  th e  c o n s titu tio n a l a c c ru e d  b e n e fits  

c la u s e  d o es  n o t  b a r  th is  o u tco m e , b e c a u se  o f a n  im p lied -in  law c a v e a t in 

th e  e m p lo y m e n t c o n tr a c ts  o f th e  c la s s , to  th e  effect th . i t  on ly  th o se  

b en e fits  c o n fe rre d  by a  c o n s ti tu tio n a l  s ta tu te  a re  pi o tec ted  from  

d im in ish m e n t.

A. r s  T H E  TEN PER  CENT SUPPLEM ENT AN A C C R l ED B EN EFIT
THAT MAY NOT B E DIM INISHED OR IMPAIRED?

AS 3 9 .3 5 .4 8 0  re a d s  in  re le v a n t p a r t  a s  follows:

C ost-o f-liv ing  a llow ance , (a) W hile re s id in g  th e  s ta te ,  a 
p e rs o n  rece iv ing  a  b en efit u n d e r  th is  c h a p te r  w h o  is 6 5  j 'e a r s  
o f age  o r  o ld e r o r w ho is receiv ing  a  d isa b i 'i ty  b e n e f it is 
e n ti t le d  to  receive  a  m o n th ly  cost-o f-liv ing  a llo w an ce  in 
a d d itio n  to  th e  b a s ic  b enefit. T he a m o u n t of lis  a llo w an ce  
s h a ll  be $ 5 0  o r  10 p e rc e n t of th e  b as ic  benefit w h ich ev e r is 
g re a te r .

AS 1 4 .2 5 .1 4 2  is id e n tic a l in  s u b s ta n c e . A rtic le  XII, Sec don  7 o f  th e

A lask a  C o n s ti tu tio n  s ta te s :

R e tire m e n t S y s te m s . M em b e rsh ip  in  employ ie  re tirem en t, 
s y s te m s  of th e  S ta te  o r  its  p o litica l su b d  v isions s h a ll  
c o n s ti tu te  a  c o n tra c tu a l  re la tio n sh ip . A ccru  d  b e n e fits  of 
th e se  s y s te m s  sh a ll n o t  be d im in ish e d  o r im p a ired .

P a r t ic ip a n ts  in  th e  s ta tu to r i ly  c re a te d  PERS a n d  TRF p la n s  h a v e  a

c o n tra c tu a l  re la t io n s h ip  w ith  th e ir  em p lo y ers. T he A laska  c o n s ti tu tio n 's
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p u b lic  e m p lo y e e s ’ b e n e f it c la u s e  “e q u a te s  re t ire m e n t b en e fits  w ith  

c o n tr a c t  rig h ts" ; s ta tu to ry  re t ire m e n t b en e fits  a re  co n s id e re d  a  

b a rg a in e d -fo r  c o n s id e ra tio n , w h ich  v est a t  th e  tim e of e m p lo y m en t r a th e r  

th a n  a t  r e t ire m e n t. D uncan v. Retired Public E m ployees o f A la sk a . 71 

P .3 d  8 8 2 , 8 9 1  (A laska 2003).

T h e  S ta te , c o n ce d in g  arguendo  a  r ig h t- to -tra v e l viols don , in  effect 

a rg u e s  t h a t  th is  v io la tio n  trig g e rs  a n  im plied  c o n d itio n  s u b c o q u e n t in  th e  

e m p lo y m e n t c o n tra c t:  th e  v e s tin g  of th e  te n  p e r  c e n t  si p p le m e n t for

r e s id e n t  b e n e fic ia rie s  is  im p lied ly  d e p e n d e n t on  th e  o u tc o m e  of 

s u b s e q u e n t  c o n s ti tu tio n a l  litig a tio n . T h u s , th e  C o u r t m u s t  d e te rm in e  

w h e th e r  s u c h  a  c o n d itio n  s u b s e q u e n t  is  im p lied  in  th e  co r x a c t  b e tw een  

b e n e f ic ia r ie s  a n d  th e ir  re sp ec tiv e  em ployers. D oes Al. s k a ’s  law' of 

c o n tr a c t  re q u ire  s u c h  a  fin d in g , o r  do es  A rticle XII, § 7 p re c lu d e s  s u c h  a n  

o u tc o m e  in d e p e n d e n tly  o f th e  law  of c o n tra c t?

T h e  a n s w e r  to  b o th  q u e s tio n s  is im plied  in  th e  clos ;ly a n a lo g o u s  

case  S ta te  v. A llen , 6 2 5  P .2d  8 4 4  (A laska 1981). T h ere , A laska v o te rs  

h a d  re p e a le d , by re fe re n d u m , a n  u n p o p u la r  e n h a n c e d  pe sion  p la n  for 

e lec ted  officials. T h e  S ta te , a s  h e re , took  th e  p o s itio n  th a i th e  s ta tu to ry  

o v e r tu rn  trig g e red  a  c o n tra c tu a l  im plied  co n d itio n  su b se q  icnt, re liev ing  

th e  s ta te  o f th e  d u ty  to prov ide th e  b en efits  to  a lre ad y  .'csted  p u b lic  

o ffic ia ls , s u c h  th a t  A rticle XII, § 7 no  longer ap p lied .

T h e  A la sk a  S u p re m e  C o u rt d isag reed , b o th  on  co? tra c t  a n d  on 

c o n s ti tu t io n a l  g ro u n d s . As to  th e  c o n tra c t a rg u m e n t, th e  C >urt held :
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T h e  R e s ta te m e n t  d e fin es  "c o n d itio n  s u b s e q u e n t"  a s  a  
c o n d itio n  w h ich , if  i t  o c c u rs , “will e x tin g u ish  a  d u ty  to m a k e  
e jm p e n s a t io n  fo r b re a c h  of c o n tra c t  a f te r  th.: b re a c h  h a s  
o c c u r r e d . B e c a u s e  c o n d itio n s  s u b s e q u e n t  hir-.ve th e  effect 
o f  c a u s in g  a  fo rfe itu re  o f c o n tra c t  r ig h ts  th a t  ire  o th e rw ise  
d u e  a n d  e n fo rcea b le , th e y  a re  n o t  fav o red  b}' th e  
la w ...G e n e ra lly  sp ea k in g , ‘‘'th e  in te n t  to  c r e a t r  a  c o n d itio n  
s u b s e q u e n t  m u s t  a p p e a r  e x p re ss ly  o r  by  c le a r  im p lication" if 
s u c h  a  co n d itio n  is  to  be  fo u n d . (Id. p . * 48 , c i ta t io n s  
o m itted ).

The C o u r t  a t  t h a t  p o in t  fa c to re d  in  a  c o n s ti tu tio n a l a n a ly s is

F u r th e r ,  w e s h a re  a p p e lle e s” a p p re h e n s io n  th a t  f in d in g  a  
c o n d itio n  s u b s e q u e n t  to  be im p lic it in  th e  o m t r a c t  u n d e r  
c o n s id e ra tio n  w ou ld  u n d e rm in e  a r tic le  XII, S ec tio n  7. We 
believe  th a t  if th e  p o ssib ility  o f re p e a l  o f a  law  < o u ld  fu n c tio n  
a s  an  im p lic it c o n d itio n  s u b s e q u e n t  to  a  c o n tra c t  fo rm ed  
u n d e r  th a t  law , th e  p ro te c tio n  of c o n tra c t  rig h  s a ffo rd ed  by 
a r tic le  XII, s e c tio n  7, w o u ld  be se rio u s ly  e oded , E ven  
a s s u m in g  th e  ex trem e  like lihood  of th e  s u b s e a  -lent re p e a l of 
a  leg isla tive  e n a c tm e n t...w e  a re  o f th e  view th a t  a r tic le  XII, 
s e c tio n  7, a n d  AS 0 1 .1 0 .1 0 0 (a ) [s ta tin g  th a t  rep  :al o f a n y  law  
d o e s  n o t  e x tin g u ish  r ig h ts  v es ted  th e r e u n d e r  p re c lu d e  th e  
f in d in g  o f a n  im p lic it c o n d itio n  s u b s e q u e n t  in  th e  c o n tr a c ts  
u n d e r  c o n s id e ra tio n . Id. a t  8 4 8 -8 4 9 .

It is s c a rc e ly  co n ce iv ab le , in  lig h t o f th e  h o ld in g  of S ta te  v. A llen , s u p ra . ,

th a t  o u r  S u p re m e  C o u rt w o u ld  find  th a t  A rticle XII, § 7 p er n its  d iv e s tu re

of c lea rly  s ta te d  c o n tr a c t  r ig h ts  o f  re s id e n tia l  b cn cfic  ir ie s , m ere ly

b e c a u se  th e  c o n s ti tu t io n a l  r ig h ts  of n o n - re s id e n t b e n e fic ia  ics hav e  b e e n

in fringed  by u n e q u a l  t re a tm e n t.

P la in tiffs ' M otion fo r P a r tia l S u m m a ry  J u d g m e n t ,  on  ‘irtic lc  XII, § 7 

g ro u n d s , is  s ty led  ns a  r e q u e s t  for a  fin d in g  of c o n s titu tic  rally  re q u ire d  

sev erab ility . T h e  C o u rt in s te a d  g ra n ts  p a r tia l  s u m m a ry  j u  g m e n t o n  th e  

re la ted  ra tio n a le  th a t  A rtic le  XII, § 7  p ro h ib its  r e d u c tio n  if th e  te n  p e r
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c e n t  s u p p le m e n t  a s  to  c la s s  m e m b e rs , w hile th e y  a re  Ala: ita r e s id e n ts .  

T he r e a s o n  fo r th is  lim ited  h o ld in g  is a s  follows.

T h e  c o n tr a c t  r ig h ts  o f th e  c la s s  derive from  th e  p la  i  m e a n in g  of 

th e  P E R S /T E R S  s ta tu te s .  U n d e r  th e  p la in  w o rd in g  of th o se  s ta tu te s ,  

c la s s  m e m b e rs  w ho  re m a in  in  A lask a  h av e  a  c o n tra c t  r ig h t to th e  c o s t  o f 

liv ing s u p p le m e n t,  a n d  th o se  w ho d e p a r t  do n o t. If all c lass m e m b e rs  a re  

h e re  fo u n d  e n ti t le d  to  th e  su p p le m e n t, th a t  r e s u l t  will flew  e ith e r  from  

A la s k a ’s co m m o n  law  o f severability '’, to  th e  effect t h a t  u n d e r  c e r ta in  

c ir c u m s ta n c e s  u n c o n s t i tu t io n a l  la n g u a g e  c a n  be ex c ised  f: 3m a  s ta tu te ,  

leav in g  th e  r e m a in d e r  in ta c t; o r  from  th e  c o n s titu tio n a lly  b a se d  law  of 

re m e d ie s  for r ig h t  to tra v e l v io la tio n s.

B o th  P la in tiffs  a n d  th e  S ta te  a s s u m e  in th e ir  b rie fing  h a t  a  f in d in g

th a t  a ll c la s s  m e m b e rs  a re  e n title d  to  d ie  s u p p le m e n t re g a rd le s s  of

locale , will n e c e s s a r i ly  v e s t th a t  r ig h t in  all, so t h a t  a  f u t  re  le g is la tu re

co u ld  n o t  e n a c t  a  c o n s titu tio n a lly  v iab le  co s t of livii 'g d iffe ren tia l

a p p lic ab le  to  c u r r e n t  em p lo y ees. T h is  C o u rt d o es  n o t  V ire a d o p t  th e

m u tu a l  a s s u m p tio n  of th e  p a r t ie s  th a t  an y  re lie f m an d a te  i  by c o m m o n

law  se v e ra b ility  p r in c ip le s  o r c o n s ti tu tio n a l  r ig h t to  trav e  re m e d ie s , a s

o p p o sed  to c o n tra c t  p r in c ip le s , im p lica te s  A rticle XII, § 7 th e  c o n tra c t

b a se d  n o -d im in is h m c n t c la u se . T h e  p a r tie s  hav e  n o t  th o r jugh ly  b rie fed

th is  is s u e , a n d  th e  C o u rt ta k e s  no  o o s itio n  th e re o n  a t  th is  m e.' *

B. IS T H E  ENTIRE CLASS ENTITLED TO THE SUPPLEM ENT A S  A 
RIGHT TO TRAVEL VIOLATION REMEDY AS A MATTER O F 
CONSTITUTIONAL LAW?
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In  S a e n z  v. R oe , s u p ra ,  th e  U n ited  S ta te s  S u p re m e  C o u r t rev iew ed  a  

C a lifo rn ia  s ta tu te  im p o s in g  a  d u ra t io n a l  re s id e n c y  re q u ire m e n t on  new ly  

a rr iv e d  c itiz e n s , lim itin g  th e ir  w elfare  b en e fits  d u r in g  the f irs t y e a r  of 

re s id e n c y  to  th e  b e n e f it level of th e ir  s ta te s  o f p r io r  re s id e rc e .  T he tr ia l 

c o u r t  fo u n d  th e  s ta tu te  v io lative o f th e  fed e ra l r ig h t to  trav e l, b e c a u s e  it 

'‘p ro d u c e s  s u b s ta n t ia l  d isp a r i t ie s  in  b en efit levels a n i  m a k e s  no  

a c c o m m o d a tio n  fo r th e  d iffe ren t c o s ts  of liv ing  th a t  exis t in  d iffe ren t 

s ta te s ” , Id. p. 4 9 4 , a n d  d ec reed  th a t  n ew  c itiz e n s  sh o u ld  receive th e  fu ll 

b e n e f its  a c c o rd e d  all o th e rs . T he S u p re m e  C o u r t  affirm ed  th a t  d ec is io n .

S im ila rly , in  A la sk a  Pacific A ssu ra n ce  C om vanu v. B n  um, 6 8 7  P .2d  

2 6 4  (A lask a  1984), th e  A la sk a  S u p re m e  C o u r t review ed <i s ta tu te  t h a t  

r e d u c e d  w o rk e rs  c o m p e n sa tio n  b e n e fits  for o u t-o f -s ta te  rec ip ien ts , b a s e d  

on th e  low er w age  r a te s  p rev a ilin g  in  o th e r  s ta te s . T h e  C< u r t h e id  th a t  

th e  s ta tu te  im p o se d  a  s u b s ta n t ia l  p e n a lty  u p o n  d ie  r ig h t t.f th e  P la in tiff  

c la s s  to  trav e l o u ts id e  o f A lask a , a n d  th a t  th e  S ta te  h a d  fai'.id  to m e e t i ts  

h ig h  b u rd e n  of ju s ti f ic a t io n . T h erefo re , all w o rk e rs  w ere  to  ie tre a te d  th e  

sam e , a n d  to  rece iv e  b e n e f its  a t  th e  A lask a  ra te .

T h e  P E R S /T E R S  s ta tu te s  a rc  d iffe ren t in  form , tk >ugh n o t in

s u b s ta n c e ,  b e c a u s e  th e y  p u rp o r t  to  g ra n t A la sk a n s  a  su p p le m e n t, r a th e r

th a n  to  den}' n o n -A la sk a n s  a  b en efit rece ived  by  A la sk a n s  E lim in a tio n

of th e  COLA s ta tu te , a ito g c th e r , a s  o p p o sed  to  se v e ra n ce  a n d  e lim in a tio n

th e  re s id e n c y  a n d  p h y s ic a l p re se n c e  c o m p o n e n ts  in ordc r to c re a te  a

re s id e n c e  n e u tr a l  su p p le m e n t, is th e  s ta te 's  p ro p o sed  rem e The S ta te
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a rg u e s  t h a t  th is  e lim in a tio n  o f th e  s u p p le m e n t for all is  m a n d a te d  by- 

A la s k a ’s co m m o n  law  p r in c ip le s  o f s ta tu to r y  const) ac tio n  in  a  

se v e ra b ility  d e te rm in a tio n . In  fact, b o th  p a r t ie s  fo cu s  oi th e  is s u e  of 

se v e ra b ility  a s  c e n tra l  to th is  c a se , a n d  s t ip u la te  to  re so lu tio n  o f  th is  

i s s u e  ev en  befo re  p re d ic a te  i s s u e s  o f c o n s titu tio n a lity  are  defin itive ly  

re so lv ed .

T h e  C o u r t ,  how ever, c o n c lu d e s  th a t  sev erab ility  is largely  a  m oot p o in t  

in th is  c a se . T h is  is  b e c a u s e  th e  p u b lic  re t ir e m e n t benefit: c la u se  o f  th e  

A la sk a  c o n s t i tu t io n  t r u m p s  th e  co m m o n  law  sev e rab ility  01 tcom e s o u g h t  

by th e  S ta te . T h e  S ta te  w ish e s  th a t  th e  b en efit be  o b lite rr  ted fo r a ll; a s  

n o te d  ab o v e , A la sk a ’s  c o n s ti tu tio n  p re v e n ts  t h a t  o u tco m e . If th is  C o u r t  

fo u n d  th a t  th e  re s id e n c y  a n d  p h y s ic a l p re se n c e  c la u s e s  we re u n a lte ra b ly  

in te g ra l to  th e  s ta tu to r y  sch em e , a n d  th e re fo re  s t r u c k  th  • e n tire  COLA 

p ro v is io n , th e  r ig h t to  tra v e l v io la tio n  w o u ld  be  p e rp e tu a te d , r a th e r  t h a n  

e lim in a te d . T he p u b lic  b en e fits  c o n s titu tio n a l c la u s e  p re c lu d e s  

e lim in a tio n  o f v es ted  c o n tr a c t  r ig h ts ; th e  c la s s  h a s  a  v e s t  d rig h t to  th e  

s u p p le m e n t d u r in g  A la sk a  re s id en cy , b u t  n o t  o th e rw ise ; an d  a b s e n t  

r e s id e n c e -n e u tra l  e n a b lin g  leg is la tio n , n o n - re s id e n ts  v ould  n o t  be  

e n title d  to  th e  s u p p le m e n t. T h u s , re s id e n ts  w ou ld  co n ti u e  to  g e t th e  

s u p p le m e n t, a n d  n o n - re s id e n t  w ould  n o t. The r ig h t to t avel v io la tio n  

w ould  e n d u re .

O n  th e s e  fac ts , th e  form  of th e  s ta tu te  a s  co n fe rrin  ' a  b e n e f it o n

A la sk a n s  on ly , r a th e r  th a n  a s  s u b tra c tin g  a  benefit from  n< ..a-A laskans in

^ IUL i u ' o j  nu  nunoivn w u n i  o i o i c i l  rttA l\U, 1 dUI d m  UDUd
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a  d is c re te  s ta tu to ry  s e c tio n  th a t  c an  be su rg ica lly  s tru c k , c an n o t com pel 

th is  C o u r t  to  en g ag e  in  a  sev e rab ility  d e te rm in a tio n  th a t  c :>uld end. in  a  

c o n s ti tu t io n a lly  im p e rm iss ib le  re su lt . T he n o rm a l o u tg ro w th  of a  r ig h t to 

tra v e l v io la tio n , a s  i l lu s tr a te d  by  S a e n z  a n d  A la ska  Pacific A ssurance  

C om pany v. B ro w n , s u p ra ,  is  to  co n fer on  th e  n o n -re s ic  e n t  th e  sam e  

b e n e f it rece iv ed  b y  th e  re s id e n t. T h is is p a r tic u la r ly  a p p ro p ria te  w h ere , 

a s  h e re , th e  n o n - re s id e n ts  a re  re s id u a l h o ld e rs  o f th e  r ig h t in  a n y  even t; 

u n d e r  th e  s ta tu te s ,  th e y  becom e re-elig ib le for th e  ben ::fit s im p ty  by 

r e tu rn in g  to  A lask a .

O n  th e s e  u n iq u e  fac ts , th e  c o n s titu tio n a lly  re q u ir  d  rem ed y  for 

th is  p r e s u m e d  r ig h t to travel v io lation  is a  h o ld in g  th u t  a ll p r e s e n t  

em p lo y ees  a r e  e n title d  to th e  su p p le m e n t, u n le s s  a n d  u n t i l  th e  A lask a  

le g is la tu re  e n a c ts  a  c o n s titu tio n a lly  p e rm iss ib le  co s t o f liv ng  d iffe ren tia l 

a p p lic a b le  to  n o n - re s id e n ts .

C. ARE TH E P E R S /T R S  RESIDENCY AND PHYSICAL PR ESEN C E 
RU LES SEVERABLE, SO THAT FUTURE EMPLOYE IS  ALSO G E r  
TH E SUPPLEM ENT?

As n o te d  above, p re se n t em ployees a n d  b c n c f ic i r ie s  h av e  a

c o n s ti tu t io n a l  t ru m p  c a rd . T hose  w ho resid e  in A laska, n d  th o se  w ho

h ave d e p a r te d  A lask a  b u t e lec t to  re tu rn , a rc  c o n s titu tio n  dly e n ti t le d  to

th e  te n  p e r  c e n t su p p le m e n t, w ith o u t d im in ish m e n t. All p re s e n t

em p lo y ees  m u s t  be tre a te d  equally . T h u s , a  d e te m  n a tio n  a s  to

sev e rab ility  c a n n o t  a ffec t p re se n t em ployees. It c a n  affect fu tu re

em p lo y ees , how ever. If th e  COLA su rv iv es  a s  a  res id e n c c -n c u tra l

3AN-02-97<6 Civil c»
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p ro v is io n , n ew  em p lo y ees  will ge t th e  s u p p le m e n t;  o th e rv .ise , th e y  vail

n o t.

A la s k a ’s  co m m o n  law  sev erab ility  s ta n d a rd  w as m m o u n c e d  in

L vnden  Transport, Inc. v. S ta te , 5 3 2  P .2 d  7 0 0 , 7 1 3  (A laska 1 975):

T h e  te s t  for d e te rm in in g  th e  sev e rab ility  o f  a  s ta tu te  is tw ofold. A 
p ro v is io n  wall n o t  b e  d eem ed  sev e rab le  “u n le s s  i t  a p p e a rs  b o th  
th a t ,  s ta n d in g  a io n e , legal effect c a n  be g iven to i t  a n d  th a t  th e  
le g is la tu re  in te n d e d  th e  p ro v is io n  to  s ta n d ,  in  c a se  oi h e rs  in c lu d e d  
in  th e  a c t  a n d  h e ld  b a d  sh o u ld  fall”. (C ita tio n  om itted ).

The f ir s t  p ro n g  of th e  te s t  tu r n s  u p o n  w h e th e r  th e  te x t re  n a m in g  w h e n

o ffend ing  p ro v is io n s  a re  s t r u c k  m a k e s  logical s e n s e  o n  its  ow n. S ta te  o f

A la ska  v. K ena itze  Indian Tribe, 894 P .2 d  6 3 2  (A laska 199 5). H ere, th e

re d a c te d  AS 3 9 .3 5 .4 8 0  w o u ld  read :

S e c . 3 9 .3 5 .4 8 0 .  G e s t-o f - l iv in g —afAJlli w a n c e . (a)
Wh ile- r e s k iin g  in - t h e—s ta t e—-a [Ajperso. rece iv in g  a  
b e n e fit u n d e r  th is  c h a p te r  w ho is  6 5  y e a rs  of age o r o ld e r  
o r  w’h o  is receiv ing  a  d isa b ility  b en efit is e n title d  to 
rece ive  a  m o n th ly  eo s t-of- iiv-in g  allow 'ance in a d d itio n  to 
th e  b a s ic  b en efit. T h e  a m o u n t  o f th is  a llo \ a n c e  s h a ll  be 
S 5 0  o r te n  p e rc e n t o f  th e  b a s ic  b en e fit, w h ic h e v e r  is 
g re a te r .

fb )A—p e rso n —receiv ing—a - e o s t  
t i l ls —se e d o n —s h a ll—n otify  th e ■ • a d n i ln is t r a  
p er s on —ex p ec ts—te—be—a b s e n t—from —the 
c o n t in u o u s —p e rio d - th a t—exceed s  ■ 9 0 —d ay f 
n o tific a t io n th e - p e rso n  io no lo n g e r ■ entii 
th e —m o n t h ly'—eost- o f -living —allow ance ,—e 
p e rs o n -m a y -b e -a b s en t  -from - th e s t a t e for i

)St-of-Uvir

h—U pon-re  r-urni n g -to  
u p o n  n o tif ic a tio n - -to th e -ad m i n i s t r a tor)—

-wifch—ti i e - f i r s t rn 
p ay m en t-m n d e-a fte r-n o tifc -a tio n -o f-th e -p e ra

■v-a n c ff- u n d e r

- s ta te —fo r—a  
— A fter—th a t
CU LV* 4 t  V.'C 1 V v .
eepfc—th a t—ft 
e t- m oie - t h -a n  
y a h o w a n o e -if  
.ired -b y -o fd e r 
h e -s ta te r -a n d

•eos t -of liv ing

n V ie t u m - :

3AN-02-9745 Civil
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(b)(c) W hile-re s id in g  in  th e s ta te-,- a  [A] p u b l c em ployee of 
th e  T e rr ito ry  of A la sk a  w ho p a r t ic ip a te d  in th e  P u b lic  
E m p lo y e e s ’ r e t ir e m e n t A ct e s ta b lis h e d  bt ch , 41 SLA 
1949 , a n d  w ho  re tire d  before J u n e  22 , 1 9 1 7 is  e n title d  
to  th e  coo t o f livin g  [an] a llo w an ce  e q u a l tc 2 5  p e rc e n t of 
th e  a m o u n t  rece iv ed  u n d e r  ch . 41 SLA 194'-'.

{d )-F o r- p u p p e s e s -of- th is  sec tio n —1“r e sid ing -in  th e  ■s t a t e” 
m e a n s - do m ic iled - an d —physioaU j'- p r e s e n t--in  th e--sta ter 
B e ing-a b s e n c-fr-o m  th e s ta te  -for-a-ee m in u o t ia -p er io d -e f-90  
d ay s  or- le ss  or six  m o n th s  Gr lese -w h e n - -o rd e r ed  b y  a  
p h y s ie ia n -d e es  n o t  c h a n g e -a  p er s on-s-o ta h  3 a s-—re s id in g 
in  th e  s t a t e ."

W ith  th e  o ffen d in g  p ro v is io n s  s tru c k , th e  r e m a in d e r  m ak e : logical s e n s e  

o n  its  ow n, a ffo rd in g  6 5 -y e a r-o ld s  a n d  th e  d isa b le d  a  su p p l. m e n t.

To p a ra p h ra s e  K en a itze , s u p ra  a t  p. 6 3 9 , w h e th e r  th e  le g is la tu re  

w ou ld  h a v e  in te n d e d  th e  s u b se c tio n  a s  re d a c te d  to  s ta n d  h a d  it k n o w n  

th a t  th e  re s id e n c y  a n d  p h y s ic a l p re se n c e  lim ita tio n s  v o u ld  be  h e ld  

u n c o n s t i tu t io n a l  on  r ig h t- to -tra v e l g ro u n d s  is  a  q u e s tio n  w hich  c a n n o t  

be a n s w e re d  w ith  co m p le te  co n fidence . A la sk a ’s  genei c se v e ra b ility  

s ta tu te ,  AS 0 1 .1 0 .0 3 0 , c re a te s  a  “s iig h t p re s u m p tio n ” if s e v e ra b ility  

w h ich , w h e n  c o u p led  w ith  th e  n eed  to  p re se rv e  a n  im p o rta n t s ta te  

in te re s t  s u c h  a s  s u b s is te n c e  h u n tin g , h a s  p rev io u s ly  c a rr i  d th e  d a y  in  a  

sev e ra b ility  d e te rm in a tio n . K enaitza . s u p ra .

T h e  PER S s ta tu te  in c lu d e s  a  s ta te m e n t  o f lc g is la tf  e p u rp o s e , a s  

follows:

T h e  p u rp o s e  of th is  c h a p te r  is to cn co c  cage q u a lified
p e rs o n n e l  to  e n te r  a n d  rem a in  in  th e  se n d ee  c. th e  s ta te  o r  a
p o litica l su b d iv is io n  o r  p u b lic  o rg a n isa tio n  c l‘ th e  s t a t e  by
e s ta b lis h in g  a  sy s te m  for th e  p a y m e n t of r e d re rn c n t ,
d isab ility , a n d  d e a th  b en e fits  to o r  on  b e h a lf  o: em p lo y ees .

3AN-02-9748 C ivil ^
A. John Gallant et. al.., vs. PERS, et. al.,
Order on Motion for Summary Judgm ent
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T he TRS s ta tu t e  h a s  a n  a n a lo g o u s  p ro v is io n . T h e  S ta te  ai :fues t h a t  the  

co st-o f-liv in g  c la u s e s  h av e  a  s e c o n d a ry  p u rp o se , to  encc u rag e  b en e fit 

re c ip ie n ts  to  re m a in  in  A lask a , n o t on ly  by  a ffo rd in g  th e m  the m e a n s  to 

re m a in  in  a  h ig h  c o s t  locale , b u t  a lso  by  d isc o u ra g in g  rr ig ra tion  aw ay  

from  A la sk a  to  p la c e s  "w h ere  th e ir  b en e fits , in c lu d in g  th e  SOLA, w ill go 

f u r th e r”. S ta te ’s  O p p o s itio n  M em o., p . 19. T h is  f o rm u la t ic i  fa ils o n  two 

g ro u n d s . T h e re  is  n o  leg is la tiv e  h is to ry  d e m o n s tra tin g  a  p u rp o s e  to 

d isc o u ra g e  e g re s s  fro m  A lask a  by re tire e s  o r th e  d isab led , a  fac t, s u c h  a  

p u rp o s e  w o u ld  be  m isg u id ed , for th e  S ta te  h a s  n o  re a so n s  ble in te r e s t  in  

p re v e n tin g  h e r  ag ed  c itiz e n s  fro m  m ov ing  to  w a rm e r  a n d  e n tle r  c lim es, 

h e r  d isa b le d  c itiz e n s  to  s u p e r io r  m ed ica l fac ilities  o r  b e tte r  id e w a lk s , h e r  

g r a n d p a re n ts  to th e  p ro x im ity  of g ra n d c h ild re n , o r h e r  golfers to  th e  

lin k s. S u c h  a  p u rp o s e  w ou ld  n o t  on ly  be m alig n , it wot: id v io la te  th a t  

c o m p o n e n t o f th e  r ig h t to trav e l a ffo rd in g  all c itiz e n s  free et -ess, th e  r ig h t 

to leave. S ee  S a e tiz  v. R oe. 5 2 6  U .S . 4S 9 , 119 S .C t. 151* , 143 L .E d .2 d  

6 8 9  (1999).

T h e  re a so n a b ly  in fe ra b le  in te n d m e n t of th e  le g is la tu  i  in  th e  COLA 

p ro v is io n  is  to  a ffo rd  A la sk a n s  w ho c h o se  to  re m a in  r • lief from  o u r  

g en era lly  h ig h e r  c o s t of living, by re a llo c a tin g  to  th e m  a  po rtion  o f  th e  

b e n e fits  o f  th o s e  w ho m ove to le ss  ex p en s iv e  lo ca les  And w ho can  

p u rc h a s e  a n  e q u a l s ta n d a rd  of living w ith  a  d im ir  sh ed  b en efit. 

M a in ta in in g  th e  leg isla tively  en v is io n ed  s ta n d a rd  o f li\ :ng of A la sk a  

re tire e s  a n d  d isa b le d  p e rso n s  is a  goal fu r th e re d  by sever; bility, a n d  n o t
3AN-02-974S C ivil . 12
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by e lim in a tio n  o f th e  b en efit, th e  effect of a  f in d in g  of n o n -se v e ra b ility  o f 

th e  u n c o n s t i tu t io n a l  p ro v is io n s . S im ilarly , th e  o v e ra rc h in g  goal o f  th e  

e n tire  r e t ir e m e n t  s ta tu te ,  to  e n c o u ra g e  qu a lified  w o rk e rs  to  w o rk  fo r th e  

S ta te , is  fu r th e re d  by  re te n t io n  of th e  b en e fit fo r A la sk a n s .

D a te d  th is  4 th d a y  o f A u g u s t, 2 0 0 3  a t  A n ch o rag e , A laska .

of th is order was mailed to counsel 
at the ir address o f record.

Ray Brown 
John Gaguine

P la in tif f s  M otion fo r P a r tia l S u m m a ry  J u d g m e n t  to  h e  effect th a t  

th e  re s id e n c y  a n d  p h y s ic a l p re se n c e  re q u ire m e n ts  arc s e v e ra b le  is 

g ra n te d  c o n s is te n tly  w ith  th is  op in io n .

D a ted  th is  7 th d a y  o f A u g u st, 2 0 0 3  a t  A n ch o rag e , A la k a .

1 c e r t i f y  t h a t  o n   a  c o p y

A d d en d u m  to O rd er

3AN-02-9748 Civil
A John Gallant et. al.., vs, PERS, et, al., 
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I certify tha t on ^  ^  a copy
of th is  order was moiled to counsel 
a: the ir address o f record.

Ray Brown 
John Gaguinc 
Keith Levy

Adm in istra tive Assistant
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A S P I B  A s s e t  A l l o c a t i o n  B a c k g r o u n d

Michael J. O'Leary CFA 
Executive Vice President 

Callan Associates Inc. 
April 6, 2005



T o p i c s

F i r m  b a c k g r o u n d  

A s s e t  A l l o c a t i o n  C o n c e p t s  &  P r a c t i c e s

-  M o d e l i n g  a p p r o a c h

-  P E R S & T R S

-  I n d u s t r y  p e r s p e c t i v e

C u r r e n t  c h a l l e n g e

-  I n f l a t i o n  s e n s i t i v i t y

-  A c t u a r i a l  d i s c o u  i t  r a t e



C a l l a n  A s s o c i a t e s  I n c

•  I n d e p e n d e n t  e m p l o y e e  o w n e d  p u r e  i n v e s t m e n t  c o n s u l t i n g  f i r m  s e r v i n g  

2 8 9  p l a n  s p o n s o r  c l i e n t s  a s  o f  1 2 / 3 1 / 0 4 .

•  1 7 1  e m p l o y e e s  i n c l u d i n g  d e d i c a t e d  s p e c i a l i s t s  i n  q u a n t i t a t i v e  

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

•  L a r g e s t  i n v e s t m e n t  c o n s u l t i n g  p r a c t i c e  s e r v i n g  p u b l i c  f u n d s

-  8 8  P u b l i c  f u n d  c l i e n t s  w i t h  a g g r e g a t e  a s s e t s  o f  $ 6 9 2  b i l l i o n

-  a v e r a g e  m o r e  t h a n  2 2  a s s e t  l i a b i l i t y  a n d  1 0 0  a s s e t  a l l o c a t i o n  

s t u d i e s  a n n u a l l y

-  l a s t  c o n d u c t e d  a n  a s s e t  l i a b i l i t y  s t u d y  i n  2 0 0 3

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

@ 1
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E m p i r i c a l  E v i d e n c e

•  O n  a v e r a g e ,  b e a r i n g  g r e a t e r  r i s k  h a s  p r o d u c e d  g r e a t e r  

r e t u r n .

•  T a b l e  b a s e d  o n  a n n u a l  r e t u r n s  f o r  4  a s s e t  t y p e s  ( 1 9 2 6 -  

2 0 0 3 ) :

Average Average Risk Standard
Rate of Return Premium over T-bills Deviation

Large Cap Stocks 10.4% 6.5% 23.1%

Small Cap Stocks 12.7% 8.8% 40.1%

LT Corporate Bonds 5.9% 2.0% 7.8%

T-bills 3.9% 0.0% 1.6%

Gil
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A n n u a l  S t o c k  M a r k e t  R e t u r n s

1 9 2 6 - 2 0 0 3

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

□  # of times

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.



M e a s u r i n g  R i s k

T h e  g e n e r a l l y  a c c e p t e d  v i e w  o f  r i s k  i n v o l v e s  t h e  

s p r e a d  o f  r e t u r n s  i n  r e l a t i o n  t o  a n  a v e r a g e  l e v e l  o f  

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

T h e  a v e r a g e  i s  t h e  a r i t h m e t i c  m e a n .

T h e  s p r e a d  i s  e x p r e s s e d  i n  t e r m s  o f  s t a n d a r d  

d e v i a t i o n  a r o u n d  t h e  m e a n  r e t u r n .

T h i s  v i e w  a s s u m e s  a l l  r e t u r n s  c a n  b e  s t a t i s t i c a l l y  

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

R i s k - a d j u s t e d  r e t u r n s  a r e  r e t u r n s  a d j u s t e d  b y  t h e  

s t a n d a r d  d e v i a t i o n .



M e a s u r i n g  R i s k

A n  I l l u s t r a t i o n

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%

O i l

95% of the time, the return is expected to fall within 
a range of two standard deviations = -24.8 to 42.8%
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M e a s u r i n g  R i s k

S t a n d a r d  D e v i a t i o n  - M e a s u r e s  t h e  

V a r i a b i l i t y  o f  R e t u r n s  f r o m  T h e i r  M e a n
Mean

Return Standard Deviation
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K e y  t o  D i v e r s i f i c a t i o n

T h e  k e y  i s  t o  d i v e r s i f y  a c r o s s  a s s e t s  ( o r  

m a n a g e r s )  t h a t  a r e  s e n s i t i v e  t o  d i f f e r e n t  

m a c r o e c o n o m i c  v a r i a b l e s .

C o m b i n i n g  a s s e t s  ( o r  m a n a g e r s )  w i t h  

l o w  c o r r e l a t i o n s  i m p r o v e s  

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

C o m b i n i n g  a s s e t s  ( o r  m a n a g e r s )  w i t h  

h i g h  c o r r e l a t i o n s  p r o v i d e s  l i t t l e  o r  n o  

d i v e r s i f i c a t i o n  b e n e f i t s .



E f f i c i e n t  P o r t f o l i o s

F o r  a n y  g i v e n  r a t e  o f  r e t u r n ,  n o  o t h e r  

p o r t f o l i o  h a s  l e s s  r i s k .

F o r  a n y  g i v e n  l e v e l  o f  r i s k ,  n o  o t h e r  

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

E f f i c i e n t  p o r t f o l i o s  l i e  s o m e w h e r e  o n  t h e  

e f f i c i e n t  f r o n t i e r .

I n  p r a c t i c e ,  i t  i s  n o t  u n c o m m o n  t o  f i n d  

p o r t f o l i o s  t h r t  a r e  i n e f f i c i e n t  i n  a  r i s k -  

r e t u m  c o n t e x t .



A s s e t  L i a b i l i t y  C o n c e p t s

B e n e f i t s  =  C o n t r i b u t i o n s  +  E a r n i n g s  -  E x p e n s e s

B e n e f i t s  -  t r a d i t i o n a l  r e t i r e m e n t  b e n e f i t s  d e p e n d e n t  o n  f u t u r e  

i n f l a t i o n  i m p a c t i n g  s a l a r i e s  a n d  p o s t  r e t i r e m e n t  a d j u s t m e n t s  

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

e x p e c t e d  e a r n i n g s  &  d i s c o u n t  r a t e ,  a c t u a r i a l  b u d g e t i n g  a p p r o a c h  

E a r n i n g s  -  d e p e n d e n t  o n  a s s e t  a l l o c a t i o n  p o l i c y ,  m a n a g e r  s u c c e s s  

a n d  c o s t  ( f r e q u e n t l y  d o m i n a t e d  b y  s i z e  f a c t o r s  b u t  a l s o  v a r i e d  b y  

a s s e t  t y p e ) .

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

a s s u m e d  a c t u a r i a l  r e t u r n .  ( 8 . 2 5 %  p e r  y e a r  f o r  A K ) .  S i m p l y  f a i l i n g  

t o  e a r n  a n y t h i n g  o v e r  3  y e a r s  r e s u l t s  i n  a  S I  m i l l i o n  l i a b i l i t y  

b e c o m i n g  a  S I . 2 6 8  l i a b i l i t y



A s s e t  P r o j e c t i o n s

C a l l a n  2 0 0 5 - 2 0 0 9  R i s k / R e t u r n  A s s u m p t i o n s

A s s e t  C la s s I n d e x

P r o je c t e d  A n n u a l  P r o  je c te d  S t a n d a r d  

R e t u r n  D e v ia t io n  ( R is k )

E q u i t ie s

Broad D om e s t ic  E q u i t y  
Large C a p  
S m a l l/M id  C a p  
In te rn a t io n a l E q u i t y

F ix e d  In c o m e

D om es t ic  F ix e d  
N on-USS  F ix e d

O t h e r

Rea l Estate 
P r iva te E q u ity  
C a sh  E q u iv a le n ts

I n f l a t i o n

O u r  C a p i t a l  M a r k e t  P r o j e c t i o n s  d e f i n e  u n c e r t a i n t y  

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

t h e  l i k e l i h o o d  o f  t h e i r  o c c u r r e n c e  

R i s k ,  e q u a l  t o  s t a n d a r d  d e v i a t i o n  o f  r e t u r n ,  m e a n s  h o w  w i d e  t h e  r a n g e  o f  

r e t u r n s  c a n  b e  a r o u n d  t h e  e x p e c t e d  r e t u r n

Russe l l 3000 9.00% 16.90
S& P  500 S.85% 16.40
Russe l l 2500 9.85% 22.70
M S C I  E A F E 9.25% 20.10

L B  Aggrega te 4 .75% 4.50
C'iti N on-US  Gov't 4 .65% 9.60

C a l la n  R ea l Estate 7.60% 16.50
V E  Post V en tu re  C a p 12.00% 34.00
90-Day T- B i l l 3 .25% 0.80

CP I-U 2.60% 1.40



• : qS m a ll/M id  Gap. 100

jln te m a tio n a il E q u ity  • 100

D o m e s tic  F ix e d  ' 100
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Private,Equity
8

Portfo lio

C o m p o n e n t  M a x  M ilitary M i x 1  Mi x 2 Mi x 3  i Mi x 4 Ju d ic ia l  P E R S /T R S

L a rg e  C a p  ' 1 0 0 1 24  18 ' > 2 2  2 6 ,  31 • ;v . 32  ’ 3 0 ' '  ;

100  ,100 1 0 0  1 0 0 - .  1 100 • . 1 0 0  7  100  . 100- ♦

Please note that the optimizer was not allowed to select “absolute return” 
or “other”. Illiquid 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.

E f f i c i e n t  F r o n t i e r  M i x e s  &  P r o p o s e d  

A s s e t  M i x  P o l i c i e s
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E f f i c i e n t  F r o n t i e r  G r a p h
-Efflcent F ron tie r  

2005 Adjusted Optimization Set
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6.3 

6 .0

7.0 8.0 9.0 10.0
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11.0 12.0

Projected Risk
13.0 14.0 15.0 16.0

Gil

PRS/TRS is above the efficient frontier because asset 
categories not available to the optimizer are included in the 
policy (absolute return & other)



U n i q u e  F a c t o r s

•  M e d i c a l  p r o g r a m  i n c l u s i o n

-  e x t r a o r d i n a r y  h e a l t h  i n f l a t i o n  a t  b a d  t i m e

-  p r o j e c t i n g  m e d i c a l  i n f l a t i o n  a t  r a t e s  w e l l  i n  e x c e s s  o f  

p r o j e c t e d  r e t u r n s  f o r  a n y  a s s e t  c l a s s  ( i . e .  1 0 %  o r  m o r e  

f o r  n e x t  5  y e a r s )

-  t e r m i n a l  p r o j e c t e d  i n f l a t i o n  r a t e  =  5 %  v e r s u s  C a l l a n  

C P I  p r o j e c t i o n  o f  2 . 6 % .

•  E m b e d d e d  s a l a r y  i n f l a t i o n  a s s u m p t i o n  g r e a t e r  t h a n  

C a l l a n  i n f l a t i o n  p r o j e c t i o n  &  i n f l a t i o n  e m b e d d e d  

i n  c u r r e n t  f i n a n c i a l  m a r k e t s  ( e . g .  T I P S )

•  A c t u a r y  i s  a s s u m i n g  l e s s  t h a n  5 %  “ r e a l  r e t u r n ”
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0

P E R S / T R S  M u l t i p l e  T i m e  H o r i z o n s

Range o f Projected R a le s o f Return  

P E R S / T R S  

O p tim ization  S e t: 2005adjustcd

Gil

(10%) .

1 util Percentile 25th Percentile 

M edian75ll i  Percentile 90tli Percentile

1 Y e a r23.85%15.98%7.83%0.25%

((>.12%)

5 Ye a  i14.72%11.40%7.83%4.37%1.35%

10 Y e a rs

12.66%10.34%7.83%5.37%3.21%

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 
the downside 
return
possibility (90th 
percentile).

20
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A s s e t  A l l o c a t i o n  V e r s u s  P u b l i c  F u n d s
Asset Class Weights vs C A I Public Fund Sponsor Database

JS
cp

'3
£

1 Oth Percentile 25th Percentile Median 75th Percentile 90th PercentileFund •Target A

DomesticEquity57.0952.3945.5539.7328.5339.3536.00

Domestic
Fixed49.0237.3229.6323.7810.9523.4026.00

short Term/Cash3.271.830.530.16
0.02

Real International Int'l AlternativeEstate Equity Fixed-lncome9.67 21.94 12.59 9.00S.93 19.67 7.28 5.607.68 17.28 5.65 3.654.16 13.85 3.84 2.491.05 10.85 3.04 1.119.04 1S.22 4.04 5.959.00 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
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T h i r t e e n  &  1/4 Y e a r  A t t r i b u t i o n  A n a l y s i s

P E R S

T R S

T h i r t e e n  A n d  O n e - Q u a r t e r  Y e a r  A n n u a l iz e d  C u m u la t i v e  A t t r i b u t i o n  E f f e c t

Effective A vgTrg t
Weight

Actual Target Manager Asset
Asset Class Weight Return Kctum Effect Allocation

Domestic Equity 40% 39% 10.30% 11.28% (0.39%) 0.01%
Domestic Fixcd-lncomc 38% 37% 7.59% 7.23% 0.13% (0.17%)
High Yield 0% 0% - - 0.00% (0.00%)
Ileal Estate 5% 6% 7.93% 7.61% 0.00% 0.02%
International Equity 13% 12% 8.49% 6.15% 0.32% (0.02%)
Int'l Fixed-lncomc 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%

T o t a l 8 .9 4 %  = 8 .9 6 %  x  ( 0 . 0 0 % ) x  ( 0 .0 2 % )

T h i r t e e n  A n d  O n e - Q u a r t e r  Y e a r  A n n u a l i z e d  C u m u la t i v e  A t t r i b u t i o n  E f f e c t

Effective Avg'I'rgt
Asset Class Weight Weight

Domestic Equity 41% 39%
Domestic Fixed-lncomc 37% 37%
High Y ie ld 0% 0%
Real Estate 5% 6%
International Equity 13% 12%
Int'l Fixcd-lncomc 3% 3%
Private Equity 1% 2%
Other 0% 0%
Absolute Return 0% 0%
Short Term/Cash 0% 0%

T o t a l

Actual
Return

Target
Return

Manager
Effect

Asset
Allocation

10.30% 11.28% (0.39%) 0.06%
7.59% 7.23% 0.13% (0.14%)
- - 0.00% (0.00%)
7.88% 7.01% (0.00%) 0.01%
S.50% 6.15% 0.32% (0.03%)
. - 0.02% 0.08%
- - (0.09%) 0.03%
- - 0.00% (0.00%)
- - (0.00%) 0.01%
- - 0.00% 0.01%

9 .0 0 %  =  8 .9 6 %  x  (0 .0 1  % ) x  0 .0 4 %



P R O P O S E D  A M E N D M E N T S  F O R  T H E  O R P  S T A T U T E

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.



U N IV E R S IT Y  O F  ALASKA  
S ta tew id e  O ff ic e  o f  H u m a n  R e so u rce s

S u m m a ry  o f th e  
O p tio n a l R e tire m e n t P rogram

The un ive rs ity ’s O ptional Retirem ent Program (ORP) is a denned con tribu tion  

a lte rna tive  to the state sponsored defined benefit p lans for facu lty  and executive staff, 

the  Teachers’ Retirem ent System and the Public Employees' Retirement System 

respectively.

The u n ive rs ity ’s obligation under ORP is to m Jce a con tribu tion  th a t is tied to a 

ro llin g  three year average o f the TRS rate, In FY05, the employer con tribu tion  is 13%, 

the employee co n tribu tion  is 8.65%, for a to ta l o f 21.65%. By comparison, the TRS 

rates th is  year arc 16.00% from the employer, 8.65% from the employee, for a to ta l o f 

24.65% . There is no health benefit provided by ORP. Vesting is im mediate. The 

em ployee’s p lan choice —  w hether to partic ipa te  in  ORP, o r TRS or PERS is 

irrevocable.

ORP's advantages to the un ive rs ity  include an enhanced ab ility  to compete in 

the na tiona l m arke t for top facu lty and adm in is tra to rs  w ith  o ther universities and 

co rpora tions  offering p rim arily  defined con tribu tion  plans like  ORP. In add ition , the 

u n ive rs ity  has the  advantage of re lieving its liab ility  under the retirem ent plan from  the 

ob liga tion  to  provide a costly health benefit upon retirem ent. ORP partic ipants 

generally prefer the plan because it provides fu ll po rtab ility , a lthough sorre arc 

concerned about the absence o f a health benefit in the plan and the inheren t 

unce rta in tie s  of the m arket.

Approxim ate ly 750 facu lty and s ta ff partic ipate in  ORP. v aculty comprise 90% 

o f p lan  pa rtic ipan ts  and executives 10%. Al present, ORP’s assets are $315 m illion ,

January 25, 2005



RETIREMENT PROGRAM COMPARISION CHART

T eachers R etirem ent 
System (TRS)

Public Em ployees R etirem ent 
System (PERS)

UA O ptional R etirem ent 
P rogram  (O R P)

Plan Type Defined Benefit Defined Benefit Defined Contribution
In ternal R evenue Service 
G overning Code

401(a) 401(a) Employer contribution 401(a) 
Employee contribution 403(b)

Social Security 
Replacem ent Plan

Yes Yes Yes

S late O f A laska 
G overning Code

AS 14.24 AS 39.35 AS 14.40.661

Eligibility Faculty Administrative and Executive S taff Faculty and Executive Staff
Vesting 8 years o f service 5 years o f  service Immediate
H ealth  C overage 
A fter Retirem ent

Yes
T ie r I — Medical at no cost 
T ire II  — Medical at age 60 
at no cost

Yes
T ie r I — Medical at no cost 
T ie r II  —  Medical at age 60 at no 
cost
T ie r III — Must have !0 years o f 
service and be 60 for no cost 
medical

No

C ontribu tion  R ate 
Setting A uthority

State o f  Alaska Division o f 
Retirement

State o f  Alaska Division o f  
Retirement

University o f  Alaska

M ethodology F or Setting 
Rates

Actuarial Model Actuarial Model 3 year rolling average o f  the TRS 
contribution rate

Rates For FY04 Employer 12% 
E’.iploycc 8.65% 
T otal 20.65%

Employer 5.58% 
Employee 6.75% 
T ota l 12.33%

Employer 11.66% 
Employee 8.t>5% 
T otal 20.31%

Projected R ates FY05 Employer 16.00% 
Employee 8.65% 
Total 24.65%

Employer 10.58% 
Employee 6.75% 
Total 17.33%

Employer 13.00% 
Employee 8.65% 
Total 21.65

Subject O f B argaining No No Possible
P artic ipation  Rate ACCFT -  174 (56%) 

U N A C -3 2 8  (39%) 
Executive -  23 (24%)
To > 1 -525(95°/ racully)

Faculty do no* participate in PERS A C C F T - 139(44% ) 
U N A C - 511 (61%) 
Executive -  73 (76%) 
T otal -  735 (90%! faculty)

Average Age A C C F T - 53 
U N A C - 5 0  
Executive -  55



PROPOSED STATUTORY CHANGES FOR ORP

ALASKA STATUTES
T itle  14. Education, L ibraries, and Museums.
Chapter 40. The U n ivers ity  o f Alaska, the C om m unity  Colleges, and the Alaska 
Aerospace Developm ent Corporation.
A rtic le  5. O p tienaM Jn ive rs ity  R etirem ent Program.

See . i4 .40 .66 i A uthority  of board .

(a) The board m ay establish and m ain ta in  an optiona l or required un ive rs ity  re tirem en t 
program  fo r elig ib le em ployees in which re tire m e n t and death benefits (w hich m ay 
include a health  benefit) are provided th rough the purchase o f annu ity  contracts, e ithe r 
fixed , variab le , o r a com bination  o f fixed and variable. Partic ipation in the  program  is in 
place o f partic ipa tion  in a sta te  re tirem en t system .

(b ) The board shall

(1 ) provide fo r the adm in is tra tion  o f the  program , includ ing procedures fo r resolving 
com pla in ts from  partic ipa ting  em ployees;

(2 ) designate the com pany o r com panies to  which paym ent o f the con tribu tions required 
under AS 1 4 .40 .6 91 m ay be made, a fte r considering the

(A) nature and extent o f the righ ts  and benefits th a t the con tracts  w ill p rov ide ».r> 
em ployees who elect 10  pa rtic ipa te  and to  th e ir  benefic ia ries;

(B) re la tion of the con tractua l r igh ts  and benefits to the  con tribu tions to  be made under 
AS 14.40.661 - 14 .40 .799 ;

(C) su itab ility  o f the  con tractua l righ ts  and benefits to  the needs and in te res ts  of 
employees e fectm o-towho partic ipa te  and to  the in te rest o f the un ive rs ity  In the  
em ploym ent and re ten tion  o f em ployees;

(D ) ab ility  o f the designated com pany or com panies to  provide righ ts  and benefits  under 
the con tracts , and

( t )  efficacy o f the  con tracts  in th e  rec ru itm en t and te te n tio n  of facu lty  and 
adm in is tra to rs ;

(.3) take o il ie r  actions requ ired  to  ensure that the  program  qualiftes-os-a qua lified -tru s t 
com plies w ith underappllcable provisions o f 26 U S,C 40 1 (a ) to 4 17 ( in te rn a l Revenue

(4 ) establish new tie rs  fo r  em ployees when deem ed necessasarv bv the board.7

(c) R etirem en t and pension p lans o r p rogram s o f the  un ive rs ity  are  no t ^ub lec t to  
ba rga in ing under AS 23 40 ,070 -.260 ,

See. i4.40.67i P artic ipation .

Code);



(a) An em ployee in a pa rtic ipa ting  position m ay elect to partic ipa te  in the optiona l 
un ive rs ity  re tire m e n t program  o r to  partic ipa te  in the appropria te  s ta te  re tirem en t 
sys tem , except th a t the  board m ay establish a system  which requires partic ipa tion  by 
new em ployees in the un ive rs ity  re tirem en t svstem .7 E lig ib ility  to partic ipa te  in the 
program  begins on an em ployee 's appo in tm ent to  a pa rtic ipa ting  position. I f  the  board 
establishes a reauired program  fo r new employees, a second one-tim e  election t i  
partic ipa te  in the program  m ay be offered to employees w ho previously opted not to 
partic ipa te  in the optiona l re tirem en t program .

(b) An election to partic ipa te  in the program  is irrevocable. The election shall be made in 
w riting  on a fo rm  provided by the board and approved fo r the  sta te  by the com m issioner 
o f adm in is tra tion . The fo rm  m ust be filed w ith  the  beard -un ive rs ity ,no  la te r than 30 days 
a fte r the date  on which the employee is notified o f e liq ib ilitv fifsb-beeom es-etidble to 
partic ipa te  in the p rogram . A copy o f the  form  shall be de livered to the appropria te  sta te  
re tirem en t system . The election becomes irrevocable on the date it is received by the 
board.

(c) T-he-eleet-iemto-pParticipatione in the program  constitu tes a w aiver o f all righ ts and 
benefits under the s ta te  re tirem en t system s earned on o r a fte r the e ffective date o f the 
e lecbon-w fvHe-tbe-crnployeeV is partk-ipa tkro-oartic iDation in the  program .

(d) Except as provided in (e) o f th is section, if a nonvested m em ber o f a sta te  re tirem en t 
system  e lects-to  partic ipa tes in the  program , the em ployee m ay choose to  trans fe r the 
am oun t in the em ployee 's con tribu tion  account to  the program . I f  the  em ployee chooses 
to trans fe r the  account, the  appropria te  state re tire m e n t system  shall pay to  the 
un ive rs ity  on behalf o f the  em ployee an am ount equal to  the  balance in the  account. The 
paym ent m ust be m ade w ith in  45 days a fte r the  e leetion -notice o f partic ipa tion  is 
received by the  sta te  re tire m e n t system . The financia l o ffice r o f the  un ive rs ity  shall 
tm m edie te fy-pay the am ount received to  the designated com pany o r com panies fo r the 
benefit o f the  em ployee as soon as possib le. An em ployee who transfers assets under 
th is subsection m ay not reclaim  the corresponding service Yi the s ta te  re tirem en t system  
if the em ployee Is reem ployed under the state re tirem en t system .

(e) An em ployee whose righ ts  to  trans fe r assets out o f a k e  re tirem ent s /s te m  are 
subject to a qua lified dom estic  re la tions o rder is en titled  to trans fe r assets from  the  sta te  
re tirem en t system  to  the  program  only if the requ irem ents  fo r receiving a refund under 
AS, 14:25. l50Xb) o r AS 3 9 .3 5 .2 0 0 (c ), as appropria te , are m et.

( f)  I f  a vested m em ber o f a sta te  re tire m e n t system  elects to -pa rtic ipa tes In the 
p rogram , the em ployee ceases to  be an active m em ber o f the  re tirem en t system  on the 
effective  date  o f the  pa rtic ipa tion  in the  program . The em ployee re ta ins all benefits 
accrued in the  s ta te  re tire m e n t system .

(g ) An em ployee who does not d e c t-to -p a itic ip a te  in the  program  under th is  section 
becom es o r rem ains a m em ber of the  appropria te  state re tirem en t system .

See. i4.40.r.ni R e tirem en t sy s tem  m em bersh ip .

An e lig ib le  em ployee e lec ting  to -p  u tic ipa tina e  in the program  may not partic ipa te  iri a 
sta te  re tire m e n t system  during the  tim e  the  em ployee is em ployed in a pa rtic ipa ting  
position, b thi? em ployee is la te r em ployed m a position covered by a sta te  re tirem en t 
sy*. em  tha t is not o pa rtic ipa ting  position, the  em ployee m ay not continue to pa rtic ipa te



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

Sec. 14.40.691 C ontribu tions.

(a) The un ive rs ity  shall con tribu te  on beha lf o f each em ployee pa rtic ipa ting  in the 
program  an am ount established by the board.

(b ) An em ployee partic ipa ting  in the program  shall con tribu te  to  the program  an am oun t 
established by the board.

(c) The board m ay specify tha t con tribu tions requ ired by th is section are made by a 
reduction in sa lary under 26 U.5.C. 4 1 4 (h )(2 ) o r s im ila r provis ions under 26 U.S.C. 
403 (b ) ( In te rn a l Revenue Code).

(d ) The financia l o ffice r o f the  un ive rs ity  shall pay the  con tribu tions  authorized  o r 
required by th is  section to  the designated com pany o r com panies fo r the  benefit o f each 
partic ipan t.

S ec. 14.40.701 B enefits.

Payment o f benefits  to pa rtic ipan ts  of the  program  is the respons ib ility  o f the com pany o r 
com panies designated by the board and is not the respons ib ility  o f the board, the 
un ive rs ity , o r the state. The benefits are payable to pa rtic ipan ts  o r th e ir  benefic ia ries in 
accordance w ith  the  te rm s o f the aenu it y-cont-r act-o r  co n tracts. How eve r , -re tire m e n t

stnqle-su m-c-asl t-paymenl-is-not-permitted-under-this-sec-t ton. 
plan document.

S ec. 14.40.799 D efinitions.

I l l  AS 14 .40 .661 - 1 4 .4 0 .7 9 9 ,

(1 ) "appropria te  s ta te  re tire m e n t system " m eans the sta te  re tire m e n t system  th a t 
includes the em ployee's position ;

(2 ) "board" m eans the Board o f Regents o f the U nivers ity  o f Alaska;

(3 ) "con tribu tion  account" m eans the  m em br  con tribu tion  account unde* AS 14.25 or 
the  em ployee con tribu tion  account under AS 39.35, whichever is app rop ria te ;

(4 ) "em ployee" m eans ari em ployee o f th e  U nivers ity  of Alaska or a com m un ity  college 
under AS 14.40;

(5 ) "pa rtic ipa ting  position" m eans a position  th a t is a perm anen t position  th a t Is a t least a 
.5 fu ll tim e  appo in tm ent os

(A) -a-faeuUy-appointmef »H-or

(B) an^idmiMistrafor and tboqiosition has-been designated by the board-for4ne4usion-ln 
the -program;

and Is Included in t he p lan docum ent.



(6 ) "p rogram " means the optional un ive rs ity  re tire m e n t p rogram ;

(7 ) "sta te  re tirem en t system " means the teachers' re tire m e n t system  under AS 14.25 o r 
the publi em ployees' re tirem ent system  under AS 39 .35 ;

(8 ) "u n iv e rs ity "  means the U fw iers ttyU nivers itv  o f Alaska.

ALASKA STATUTES
Title  39. Public O fficers and Employees.
C hapter 35. Public Em ployees’ R etirem ent System  of Alaska. 
Article 2. Mem bership.

See. 39.35.120 C om m encem ent of partic ipa tion .

(a) An em ployee o f the  sta te  shall be included in th is  system  upon com m encem ent o f 
em ploym ent w ith  the  sta te, o r on January 1, 1961, w h ichever is la te r. Unless an 
em ployee has elected to  partic ipa te  in the optiona l un ive rs ity  re tirem en t program  under 
AS 14 .40 .661  - 14,4 0 .7 9 9 . an em ployee o f a po litica l subdiv is ion o r public organization 
tha t becomes an em ployer shall be included in the  system  on the e ffective  date o f the  
em ployer’s pa rtic ipa tion  o r the  date o f the  em ployee 's com m encem ent o f em ploym ent 
w ith  the em ployer, w h ichever is la ter.

(b ) Inclusion in the system  is a cond ition  o f em ploym ent fo r an em ployee except as 
otherw ise provided for

( 1) an e lected offic ia l;

(2 ) an em ployee m aking an e lection under AS 3 9 .3 5 .150 (h ); and

(3 ) an em ployee of the  un ive rs ity  who has-e locted-to ls pa rtic ipa tinge  in the  optiona l 
un ivers ity  re tirem en t program  under AS 14 .40 .661 14.40.799.

ALASKA STAIUTES
Title  14. Education, L ibraries, and Museums. 
Chapter 25. Teachers' R etirem ent.
Sec. i4 .i5 .040  M em bership.

(a) Unless a teacher o r m em ber has elected to  partic ipa ted in the  optiona l un ive rs ity  
re tirem en t program  under AS 14.40.661 o r has filed  an election under
14,75,043(b), a teacher o r m em ber con tracting  fo r service w ith  a pa rtic ipa ting  em p loyer


