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FISCAL NOTE
STATE OF ALASKA
2005 LEGISLATIVE SESSION

Revision Dale/Time (Note if correction):_________
Title An Ac: relating lo the teachers' and pu

Sponsor
Requester

Senate Finance Committee
Senate Finance Committee

E xpend itures/R evenues

Fiscal Note Number: 

Bill \  ersion:
(S) Publish Date:

Dept. A'fected: 
RDU

1

R E P O R T E D  O U T

MAY 1 3 20Q5 
68144 Frv& CLorfQrtACi*

* 5 E N A = H r -R N A N G E  
C O M M I T E E

CSSE 141 (FIN)
4/8/05

Administration
Central Administrative Services

Component Office of Administrative Hearings

Component No. 

(Thousands of Dollars)

2771

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 200G FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

98.0 74.0 74.0 74.0 74.0 74.0
4.0 4.0 4.0 4.0 4.0 4.0

11.0 8.0 8.0 8.0 6.0 8.0
1.0 1.0 1.0 1.0 1.0 1.0
2.0

TOTAL OPERATING 116.0 87.0 87.0 87.0 87.0 87.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) ! I
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1007 Interagency Receipts 116.0 87 0 87 0 87.0 87.0 87.0
1037 GF/Menlat Health
Other (Specify Tvpe-Do nol'abbreviate) In!

TOTAL 116.0 87.0 87.0 87.0 87.0 87.0

Estimate of any curren t year (FY2005) cost: 0.0
Mark th is  box (X) if fund ing fo r th is  b ill is included in the Governor’s FY 2006 budget proposal: 

POSITIONS
Full-time 1
Part-time 1 1 1 1 1
Temporary

ANALYSIS: (A ita cti a  s e p a r a te  page if n e c e s s a r y )
This bill tranters to the Office of A d m in is tra tive  Hearings (OAH) adjudicatory hearing functions now 
performed by the PERS and TRS boards with assistance from contract legal counsel. OAH would conduct 
hearings, exercise equitable powers, and issue final decisions, as well as perform ancillarv ore-headng 
functions presently performed by staff ol the Division ol Retirement and Benefits.

The numbers of cases referred and hearings conducted, as well as the number that might be resolved 
through alternative dispute resolution or on motions without an evidentiary hearing, likely would vary 
somewhat each year. To handle the additional caseload, OAH likely would need to add to the 
Administrative Law Judge (ALJ) staff a 3/4 PPT in all years except in FY C6, when an ALJ PFT would be 
needed due to the existing backlog of approximately 150 cases likely to carry over into FY 06.

Prepared by: Terry L. Thurbon, Chief Administrative Law Judge (Acting)______  Phone 465-1885

Approved by, Michael A. Tibbies, Depuly Commissioner_____________________ Palo 3/20/2005_______
Agency Peparirrienl of Administration

Division Office of Administrative Hearings_____________________________  DateTTime 3/29/05 11 ;20 AM

| i - i r t< i« y « a  e v il Page 1 of 1



FISCAL NOTE
STATE OF ALASKA
2005 LEGISLATIVE SESSION

Revision D ale/T ime (Note if correction): 
Title An Act relation to TRS and PERS creating a
aefined contribution and health reimbursement plans.
Sponsor
Requester

Senate Finance Committee
Senate Finance Committee

Expenditures/R evenues

Fiscal Note Number:

Bill Version:
(S) Publish Date:

Dept. Affected: 
[R D U
Component

Component No.

CSSB 141 (F IN)
4/8/05

Administration
Centralized Adm inislrive Services 

Retirement and Benefits

64

(Thousands of Dollars)
Note: Am ounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011

Personal Services 276 .5 227 .5 133.1 163.1 163.1 163.1

Travel 37.5 17.5 3.5 5.0 5.0 5.0

Contractual 667.0 327.0 352.0 397.0 397.0 397.0

Supplies 18.0 5.0 5.0 5.0 5.0 5.0

Equipment 30.0
Land & Structures
Grants & C ims
Miscellaneous (Board Restructure) (92.5) (41.5) (121.5) (41.5) (41.5) (41.5)

TO TAL OPERATING 936.5 535.5 402.1 528.6 528.6 528.6

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( )

FUND SOURCE (Thousands ol Dollars)
1002 Federal Receipls
1003 GF Match
1004 GF 1,029.0 577.0 392.7 285.1 142.5 0.0

1005 GF/Program Receipts
1C37 GF/M ental Health
1029 PERS (9.0) (4.1) (12.1) (4.1) (4.1) (4.1)

1034 TRS (83.5) (37.4) (109.4) (37.4) (37.4) (37.4)
Other (Specify Type--Do not abbreviate) 130.9 285.0 427.6 570.1

TOTAL 936.5 535.5 402.1 528.6 528.C 528.6

E stim ate  o f any cu rre n t year (FY2005) cos t: 0.0
Check th is  box (X) if  fu n d in g  fo r  th is  b ill is  in c lu d e d  in the  G ove rn o r's  FY 2006 bu dge t p ro p o sa l: 

POSITIONS
Full-time 3 3 3 3 3 3
Part-time 0 0 0 0 0 0

Temporary 2 1 0 0 0 0

[A N A LY S IS ' (Attach a separate paq t i!necessary)
This bill will create a new defined contribution retirement plan and a health reimbursement arrangement for 
new employees of the PERS and TRS hired after the effective date of July 1, 2005. As the new plan 
significantly differs fiom  the current defined benefit plans, the division will be required to reprogram its 
computer systems, set up and account for two new plans, create new plan publications and forms, train staff, 
employer con' >cts and new members, create new employee benefit education methods on the web, benefit 
seminars and one on one appointments, and to contract for financial planning services for members of the 
new plan The fiscal note assumes fund manager fees, custody, and record keeper's individual account fees 
are separate. It lurther assumes that cost reductions for the PERS and TRS Boards will be partially offset by 
payments to the Offit o of Administrative Hearings to conduct disability hearings, previously conducted by the 
boards.

Approved by: 
Agency

Propaied by:
Division

Melanie M illhom , Director Phone 465-4408
Retirement and Benefits

Mike Tibbies. Deputy Commissioner

Date/Time 4/5/05 1:25 PM 

Dale 4/5/2005
Department of Administration

tiv . u'j y 2jvoi,4 oviij Pago 1 ol 2



FISCAL NOTE # 2

ANALYSIS CONTINUATION

The estimated administrative costs to Ihe division by fiscal year are as follows:

STATE OF ALASKA If ILL NO. CSSB K i(F iN )
2005 LEGISLATIVE SESSION

FY 2006 FY 2007 EY 2008 FY 09-11
PERSONAL SERV'CES-

1 - Non Perm Analyst-Pgmr III - DC-Benefits Sys - R 16 64.4 64.4 64.4 64.4
1 - Accountant II - Range 16 52.0 52.0 52.0 52.0
1 - R&B Tech I/ll - ER Rpting / Contrib. Recon. - Range 12 46.7 46.7 46.7 46.7
1-Non Permanent Publications Tech II or Spec I - Range 13 49.0 0.0 0.0 0.0
1-Nori Permanent Retirement Counselor - Range 18 64.4 64.4 0.0 0.0

276.5 227.5 163.1 163.1
TRAVEL:

Employer Reporting Software Upgrade Install & Help 30.0 15.0 0.0 0.0
Employer Plan Education 7.5 0.0 0.0 0.0
Regional Counselor travel 0.0 2.5 3.5 5.0

37.5 17.5 3.5 5.0
CONTRACTUAL:

Communications & Postage 82.0 17.0 17.0 17.0
Computer System Redesign (Est. 2,500 hours in FY06) 320.0 30.0 30.0 30.0
Audit, Accting, Tax, Benefits Consulting, Legal 100.0 75.0 50.0 50.0
Training \ Risk Management 15,0 5.0 5.0 0.0
Employee financial planning services 150.0 200.0 250.0 300.0

667.0 327.0 352.0 397.0

SUPPL IES: Office supplies, calculators, desk-top software 18.0 5.0 5.0 5.0
EQUIPMENT: Workstation & cubicle, chairs, file cabinets, computers.

telephone, set-up costs 30.0 0.0 0,0 0.0

MISCELLANEOUS (BOARD RECONFIGURATION. HEARINGS)
Board Member Election 2006/2008 -80.0 0.0 -80.0 0.0
Board Training -15.0 -15.0 -15.0 -15.0
Board Attorney -40.5 -40.5 -40.5 -40.5
T n ve ' Mernbers/Staff -24.0 -24.0 -24.0 -24.0
i mnorariurn/Board Members -29.0 -29.0 -29.0 -29.0
National Seminars (NASRA - NCTR) -20.0 -20.0 -20.0 -20.0
Disability H earings-O lfice  of Administrative Hearings 116.0 87.0 87.0 87.0

-92.5 -41.5 -121.5 -41.5

TOTAL 936.5 535.5 402.1 528 G

The above funding source is initially listed as General Fund because Ihe exiting tiers of PERS / TRS are Defined 
Benefit plans, and the present DC plans, SBS and DCP are legally separate from the intended plan. II is assumed that 
oy FY2008, as more employees are hired into the new tiers, that program costs will be funded through an assessment 
on DC accounts, sim ilar lo the SbS program currently in place. General funds will be reduced 25% per year from 
FY2008-2011.

I he new plan effective date is July 1, 2005. Therefore, startup costs will start in FY 05. The startup costs are nut costs 
of the PERS and TRS Defined Benefit plans. Tiers 1. 2, and 3 are logically related; howevor, tier 4 PERS and Tier 3 
TRS would not be. The purpose of the bill is lo separate Ihe DB and DC side. A  legal opinion was sought to determine 
how the funding and accounting needs to occur for the new DC plan,



FISCAL NOTE
STATE OF ALASKA
2005 LEGISLATIVE SKSSION

R e v is io n  D a tfa/T im e (N o le  if c o rre c lio n ):______________
I nle An Acl relating lo the teachers' and public
______________ em ployees’ retirement systems__________

Fiscal Note Number: 

Bill Version: 

i.) Publish Date

Depl. Affecled:
■rdu
Component

R E P O R T E D  O U T

MAY 1 3 2005 
*06 W4 rr<£.CpnYwuic/L 

- G C fdATD D t t ftN C D
COMMITEE

C S S B  141 (F IN ) 

4/8/05

Revenue C1
Taxation & Treasury 

Treasury Division
Sponsor
Requester

Finance

E x p e n d itu re s /R e v e n u e s
Nole: Am ounts do not include inflation unless otherw ise noted below.

Component No. 121

(T h o u sa n d s  o f D o lla rs )

OPERATING EXPENDITURES FY 200G FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Personal Services 214.5 21*1.5 214.5 214.5 214.5 214.5
Travel
Contractual
Supplies
Equipment
Land 5 Structures
Grants S Claims
Miscellaneous

TOTAL OPERATING 214.5 214.5 214.5 214.5 214.5 214.5

FUND SOURCE (Thousands of Dollars)

E stim ate  o f any c u rre n t year (FY20G5, cos t: t) (J
Mark th is  box (X) if fu n d in g  fo r th is  b ill is in c lu d e d  in the  G ove rn o r's  FY 2006 budget p ro p o s a l:

POSITIONS

ANALYSIS: (Attnnli a cr/aican* page i !n e c c  r .n y l

See attached analysis

; I* . HI 11 \ 3 1 : 1 ,• Marlm. C omptroller
L u i- io n  T;i:,<‘..ury

p m - 'n  ! y- Tom Boutin. Depuly Corn-ni: sioui-i
A  in  u:y D u pa rltiicn i ot Revenue

I'none 4C5- V352
I Jali!/ Iituo  4/5/05 3 PIT

Date 4,5'2005

1002 Federal Receipts I
1003GF Match
1004 GF 0.0
1055 GF P rcp 'om  Receipts
1017 Benefit System s (SBS/DC) 0.0
IA, ftum A!:-.! ».a Retiieii.tn l Mngrr.n: Board 214.5 214 5 214.5 214 5 214.5 21 1.5

TO TAL 214.5 214.5 214.5 214.5 214.5 214.5

F ull-tmir* 3 3 rj "J 7

Part-tim f*
1 e b ip o iiirv

r  j r j o  1 of 5



SB 1 -11 creates a new 9 member Alaska Retirement Management (A R M ) Board and replaces the current IS 
member Alaska Stale Pension Investment Board (ASPIB) staffed by the Jrcasury D iv is ion. It also creates a 
defined contribu tion  plan w ith  employee and employer contributions, a separate defined benefit health fund 
and a health caie reimbursement trust. Funds currently budgeted under the ASPIB w ill be transferred to the 
new board. A summary o f  the fiscal notes fo llows.

FNS3

S B  141

S u m m a r y  o l  f i s c a l  N o t e s  I F Y 0 6 ! F Y 0 7
!

; j Yofi F Y 0 9  | F Y 10 l-Y J 1

1 r c a s u r y  D i v i s i o n  f isca l  n o t e  #1 2 1 4 . 5 2 1 4 .5 2 1 4 .5 2 1 4 . 5 2 1 4 .5 2 D . 5
A l a s k a  S l a t e  P e n s i o n  I n v e s t m e n t  
B o a r d  f i s c a l  n o t e  i!21

j - 4 .1 4 4 .4 - 4 .1 4 4 .4 -4 ,1 4 4 .4 - 4 .1 4 4 .4 -4 .1 4 4 .4 -4 .1 4 4 .4
, A R M  B o a r d  f i s c a l  n o t e  f/3 4  7 3 4 .6 4 . 4 1 0 . 6 4 . 4 1 0 . 6 4 , 4 1 0 . 6 4 ,4 1 0 .6 4 .4  J 0 .6

A S P I B  C u s t o d v  a n d  M a m ig e m e n t  
F e e s  f isca l  n o t e  f?4

- 3 1 . 0 ]  3 .6 - 3 1 . 9 1 3 . 6 - 3 1 .9 1 3 .6 - 3 1 . 9 1 3 . 6 - 3 1 .9 1 3 .6 -3 1 .9 1 3 .6
A  I 'M  B o a r d  C u s t o d y  a n d  
M a n a g e m e n t  F e e s  f i sca l  n o t e  45

31 9 1 3 . 6 3 1 , 9 1 3 . 6 3 1 . 9 1 3 . 6 3 1 . 9 1 3 . 6 3 1 . 9 1 3 . 6 3 1 .9 1 3  6
l o m l B 04 .7 4 * 0 . 7 4X0.7 4 8 0 . 7 4 S 0 .7 4X 0.7

B a c k  o u t  I.A b e t w e e n  the  tw o  

e o n i p o i n  a l s  1 - 2 1 4 .5 - 2 1 4 .5 - 2 1 4 .5 - 2 1 4 .5 - 2 1 4 .5 - 2 1 4 .5

M ’2 4 1 I 'm  ill i n c r e m e n t a l  c o s t s 5 9 0 .2 2 6 6 .2 2 6 6 . 2 2U6.2 2 6 6 .2 2 6 6 .2

N o t e  I C u r r e n t l y  1 0 0 %  o f  th e  T r e a s u r y  D i v i s i o n ' s  p e r s o n a l  s e r v i c e s  c o s t s  a r e  i n c l u d e d  in th e  T l e a s u r y  D iv i s io n  

c o m p o n e n t  u n d e r  p e r s o n a l  s e rv i c e s .  T h e s e  i n c r e m e n t a l  c o s t s  a r c  in c lu d e d  in the  n e w  A R M  b u d g e t  (a s  in th e  p r io r  
A S P J B  b u d g e t  a s  a  c o n t r a c t u a l  e x p e n s e ) .  S i m p l y  a . l J i n g  th e  tw o  b u d g e t s  w o u l d  d o u b l e  c o u n t  il i is a m o u n t .

The fo llow ing  table slum's the. breakdow n o f  incremental costs by budget category Foil •wing are discussed 
the assumptions wc have made and how these total costs have been allocated between fiscal note ) and 3.

F Y 0 6 1-Y07 FYOS F Y 0 9 F Y I 0 F Y  11

P e r s o n a !  S e n  ic e s 2 1 4 .5 2 1 J . 5 2 1 4 .5 2 1 4 .5 2 1 4 .5 2 1 4 . 5

f r a i d 2 3 .9 12.0 12.0 12 .0 12 0 12 .0

C o n t r a c t u a l 3.37.3 2 ° . 2 3 9 .2 .39.2 30.2 3 9 .2

S u p p l i e s 14 5 > .5 .5 5 5

M i  14)  t o t a l  i n c r e m e n t a l  t o i l s 5<>0.2 2 o 6 .2 2 6 6 .2 2 6 6 .2 2(>6.2

Assumption.':

Follow ing are the assumptions used in arris ing at the estimate o f the incremental costs id SB 14 1.

1. A  new defined contribution plan w ill Inn e a sim ilat number and type o f  options as the cunc iit Supplement 
Benefits System. A ll options would lie m ailab le  on day one o f  the new plan. A  plan s.im l.u lo SBS w ill 
icsull m the hue of approximately 0 managers and the establishment of over 30 additional safekeeping 
accounts a! the custodial hank and associtu-d accounting records.

2. There is a need to add 2 additional professional and 1 additional technical s ta ll'to  n elude a State 
Investment O l lk c i  II. an Accountant IV  and an Accounting Technician III. flic  total com included m the 
fiscal notes per year of'these stall is $214,5.

. i ui idmg toi mu v \ t i  .i bis-.rd meeting m the fust \c a i I'm the new boa id  to organize . ml receive start-up 
11aimng as U '-ll as funding to rc l] ct 1 additional bnatd nieiuhet li.ivc ling  (eurie iil budget tiejutles S existing 
members),

P a g e  2  o f  5



F N *3

SB I-I I

4. f l ic  costs ol computers, o ffice equipment and o ffice  space reeorifigu iiihou is included in year one for the 
new s ta ff In a ll years funding is included fo r training, investment software subscriptions (Bloomberg. 
Y ie ldbook. SifiP and M oody's rating services) and miscellaneous supplies fo r new staff.

5. In year one. the cost for the external consultant to assist the board in .selecting 6 new managers. The 
current contract cost for manager searches is $30.0 per search.

(• I he costs ol an externa) consultant lo calculate performance o f the funds quarterly. Costs are expected lo 
be SoO.O year based on the current contract.

7. In l'Y 2006 $100.0 to cover the costs o f  an independent audit/review o f  the performance consultant. It is a 
requirement in SB 141 that this contractor be audited. We expect that audit to occur every 4 lo  5 years after 
the in itia l audit review

8. There is a $40.0 reduction in cunenl costs associated w ith the election o f  members as the new hoard w ill 
be appointed by the governor.

T re a su ry  D iv is ion  fiscal m ile It 1

I lie I reasury I fiv is ion 's  fiscal note includes $ 2 14.5 each year for personal services. There are economies o f 
scale in managing investments. However, the new fimds created by Senate B ill 14 I would require 
considerable additional responsibilities. I f  ihe number o f  options paralleled tire existing SBS Plan, that 
would translate to 13 new manage! accounts, 34 new custodial accounts and 1 new sets o f  monthly financial 
statements w ith  annual audit requirements. The Department o f  Revenue currently manages a large number o f 
funds w ith  a lim ited invest men! and back o ffice  staff. In order to prudently meet the prospective demands o f  
Senate B ill I -11. Treasury would need lo  hire an additional investment s ta ff and 2 m iddle  ‘back o ffice staff.

Background

Prudent and productive management ol investments is a resource intensive process. Managing a modem 
p o rtfo lio  is a  b r o a d  responsibility v iiie ii requires significant expertise and high attention to detail

Investment management responsibilities include designing investment policy guidelines, developing custom 
asset alhicatio; • conducting investment manager seat dies, perform ing investment manager due diligence, 
negotiating and contracting w ith prospective managers, managing investment manager relationships, 
pel forming periodic portfo lio  rebalancing, m onitoring and evaluating investment performance, presenting 
and consulting with oversight organizations, and fo llow ing developments in investment research and analytic 
tools.

la a d d i t i o n ,  investment management icquucsa  significant interface w ith  buck and m iddle o ffice  functions 
inch,ding him ! accounting and audit, managing custody and brokerage relationship.*, cash management,
- ivu t'itic : lending, .safeguarding assets, and compliance monitoring.

‘■•estate B ill 14 i would create I k  equtvnk.v ol lout new fund:, t o .•manage the I .mployce Defined 
1 oa tiibu iion  Accounts, t h e  Janployer Vesting Accounts, the Medical Piogram I and. at id the Health 
Reimbursement Arrangement lrust

I lie I m plovec Delined Contribution Accounts would like ly  o ile r employees a reasonably wide range ol 
iuv estmenl options As a comparison, the Supplemental Benefits System olforr a suite o f  o target or Itfe- 
: ty lc hinds ami •'« .separate asset class funds lot a total o f  14 options that participants may select I rout.
I )■■•. i ling on the m ix ol investment styles to offer, m.u f il l in g  lot and hiring investment managers, and 
• v ,T im ing  and lepofting o n  unes'inenl manager pci Ion tint ice would be a considerable on-going uiuieilal.ing.

Rave 3 o f  5



W hile ' ( reasury may realize IVe economics from existing investment relationships, it is un like ly  that the 
contributions in this account can be commingled w ith existing accounts. That means that theie would be a 
com pletely new sc! o f  accounts fo r custodial and accounting purposes.

The Em ployer Vesting Accounts, the Medical Program Fund, and the Health Reimbursement Arrangement 
Trust would nil like ly  call for separate custom asset allocations. A ll three would ind iv idua lly  require 
evaluation, reporting, and periodic portfo lio  rebalancing. They would also require separate custodial and 
accounting records including m onthly financial reporting and audits.

I liere is like ly  lo be an additional consequence o l the change to a defined .contribution plan. Currently there 
is a population o f  participants in .SITS and Deferred Compensation that m onitor their accounts daily. They 
of ten have questions whenever there ate apparent anomalies in the change in the da ily  prices o f  the options. 
As a general rule. We would say that members o f  a defined benefit plan are not as price sensitive, The new 
plan w ill great I \ increase the number o f  individuals who are m onitoring on-line data on a daily basis. This 
w ill  correlate d irectly lo an increase in Ihe amount o f time we spend answering questions.

A laska State Pension Investment Board fiscal note HI 
Alaska R etirem ent Managem ent Board fiscal nole U3

I iscal note 1-2 transfers the existing ASPIB budgeted funding to the new A R M  board. This fiscal nole also 
includes the A R M  board's share o f  costs expected due to the implementation o l SB14I.

FN 113

SB 1-11

FY0f> FY07 F Y 0 K F Y 0 9 F Y  10 F y iT  1
ASPIB huduiicd f im d in e  fiscal note 4 . 14 4 .4 4 .1 4 4 .4 4 .1 4 4 .4 4 . 1 4 4 .4 4,144.4 4 .1 4 4 .4  |
I n c r e m e n ta l  costs from SBl-tl 5 P 0 .2 2 d 6 . J 2 0 0 .2 200.2 200.2 200.2 j
1 dial cost* on fiscal note #3 4,734.6 4.410.1) 4.410.0 4 , 4 1 0 . 0 4.410.0 4 . 4 1 0 . 0 1

lo ta l first year costs in fiscal note »3 include SIMM) lo r manage] selection; SI (KM) fo r an audit o f  the 
board's performance consultant (This audit is a new requirement o f  SB14I, It does not have to occur in the 
first sear, but once done we would expeel it to occur every 4 lo 5 years.); $15.0 associated w ith one 
additional meeting for organizing and educating the new hoard members; and, $20.0 lot computers and the 
o ffice  setup for the new positions. These total start-up costs are $324.0.

(m -go ing  costs include interagency chaicehaci. lo the AR M  lor the costr o f  the 3 new positions totaling 
$214.3; travel for the additional boai«J member (the current board has $ members versus the new board v, ith 
(< members) as w ell as increased due u licence  ol the new fund managers ami train ing fo r the new sta ff in the 
amount nl'S. 13.1); $4 S. 7 for the ongoing v>st o f  phones, inform ation technology charge backs, supplies and 
investment subscription services for the new s ta ff (these include B loom heig, Y ieldbook. SAP and M m  i ly ’ s 
and I rat lew eh); a .$• 40 0- reduction in cut rent cost as elections w ill be elim inated; $30.0 per year fo r the 
calculation ot the new hinds' pel fo il nance b\ an external consultant. These total on-going costs ate $2o0.2.

Page 4 o f  5



F N  # 3

S B  M l

Slate Pension Custody and M anagem ent Fees f<4 
Alaska R etirem ent M anagem ent Board Fees #5

Fiscal note H4 transfers the budgeted funding o f  the Stale Pension Custody and Management Fees lo  a new 
Alaska Retirement Management Board Fees component (liseal note #5) in llic  Department o f  Revenue for 
the new AR M  Board. This component includes the investment management and custody costs o f  the existing 
cie lined benefit plans and w ill not he impacted in the foreseeable future by SB M l.  Please note that in a 
defined contribution plan, invest manager fees and custodian costs are deducted from the individual accounts 
da ily  (through an adjustment lo  the per share price o f  the investments). These costs are not included in the 
Department's budget.

F Y 0 6 F Y 0 7 l-'YOX I-Y 0 9  I m e F Y  11

A S P I B  C u s t o d y  a n d  M a n a g e m e n t  F e e s  
Fiscal n o t e  "-4 - 3 1 . 9 1 3 . 6 - 3 1 , 9 1 3 . 6 - 3 1 . 9 1 3 . 6 - 3 1 . 9 1 3 . 6 - 3 1 .9 1 3 .6 - 3 1 .9 1 3 .6

A R M  B o a r d  C u s t o d y  a n d  M a n a g e m e n t  
l e e s  f isca l  n o t e  i l5 3 1 . 9 1 3 . 6 3 1 .9 1 3 .6 3 1 . 9 1 3 . 6 3 1 . 9 1 3 . 6 3 1 .9 1 3 .6 3 1 .9 1 3 .6

P a g e  5  o f  5
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2 0 0 5  L E G I S L A T I V E  S E S S I O N

Revision Dale/Time (Nole if correction):____________
Title An Acl relating lo  the teachers' an il public

_______________ employees' retirement systems__________
Sponsor
Requester

Fiscal Note K 'jm ber: 

Bill Version:

£) Publish Date:

Dept. Affected: 
 ̂RDU
Component

M A Y  1  3  2 0 0 5
5014 \ Fne£-

-GDMTeRtttrtttefr 
COMMITEE

CSSB 141 (FIN) 
4/8/05___________

Revenue #2
Taxation & Treasury

Alaska State Pension
Finance Investment Board

Expenditures/Revenues_________ ________________________
Note: Amounts do not include inflation unless otherwise noted below.

Component No. 

(T h o u s a n d s  o f D o lla rs )

19G1

OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Personal Services
Travel (127.9) (127.9) (127.9) (127.9) (127.9) (127.9)
Contractual (3.896.5) (3.89G.5) (3,896 5) (3,896.5) (3,896.5) (3.896.5)
Supplies (50.0) (50.0) (50.0) (50.0) (50.0) (50.0)
Equipment (70 0) (70.0) (70.0) (70.0) (70.0) (70.0)
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING (4,144.4) (4,144.4) (4.144.4)1 (4.144.4) (4,144.4) (4,144.4)

CAPITAL EXPENDITURES , I

CHANGE IN REVENUES ( I I

FUND SOURCE (Thousands of Dollars)
1029 PERS Retirement (2,553.5) (2.553.5) (2,558.5) (2,553.5) (2.553.5) (2,553.5)
1034 Teachers Retirement (1,277.3) (1.277.3) (1.277.3) (1,277.3) (1.277.3) (1,277.3)
1042 Judicial Retirement (31.6) (8 1 T ) (31.6) (31.6) (31.6) (31.6)
1045 National Guard Relirem enl (83.0) (63.0) (63.0) (83.0) (83.0) (83.0)
1017 BencJils Systems (SES/DC) (1.99.0) (199.0) . 199.0) (199.0) (199.0) (19D.0)
O ther (Specify Tvpe-Do nci abbreviate)

TOTAL (4,144.4) (4.144.4) (4.144.4) (4,144.4) (4,144.4) (4,144.4)

Estim ate  o t any cu rre n t yea r (FY2005) co s t: 0.0
M ark th is  box (X) if fu n d in g  fo r th is  b ill is  in c lud ed  in tf ie  G ove rno r's  FY 2006 L u rig e t p roposa l: 

POSITIONS
F ell-lime 
Part-time 
Temporary ............ ..

Prepared by: Betty Marlin. Comptroller___________________________________________Phone 405-2852
Division Treasury__________________________________ Z T Z Z I I I Z Z Z T  fratf.v'Timu 4/5/05 3:26 PM

Approved by: Tom Bculm , Deputy Commissioner____________________________ Dale •'/5 ,2005
Agency Department of Revenue__________

nc owe, P a g e  1 o f 5
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SB 141

SB 141 creates a new 9 member Alaska Retirement Management (A R M ) Board and replaces the current 8 
member Alaska State Pension Investment Board (A  iP IB ) staffed by llie  Treasury D ivision. It also creates a 
delined contribution plan w ith  employee and employer contributions, a separate defined benefit health fund 
and a health care reimbursement trust. Funds currently budgeted under the ASPIB w ill be transferred lo the 
new hoard. A sum m ary 'o f the fiscal notes follows.

Summary o f Fiscal Notes PY06 FY07 FY08 FY09 FY 10 | FY 11

Treasury D ivision fiscal note ti 1 214.5 214.5 214.5 2)4.5 214.5 214.5
Alaska State Pension Investment 
Board fiscal note I I 2

-4.144.4 -4.144.4 -4.144.4 -4.144.4 -4.144.4 -4,144.4
AR M  Board fiscal nole ft3 4.734.6 4.410.6 4.410.6 4.410.6 4.410.6 4.410.6

. iJ3 Custody and Management 
1 ces fiscal note F4

-31 .13 .6 -31.013.6 xC -31,913.6 -31.913.6 -31.913.6
ARM  Board Custody and 
Management f  ees fiscal rioie fV5

31.6)3.6 31.913.0 31.913.6 31.913.6 31.913.6 31.913.6
Total 804.7 4X0.7 4 SO. 7 4 SO. 7 4S0.7 4 SO. 7

| Back oui IA between the two 
1 components 1 -2J4.5J -214.5 -214.5 -214.5 -214.5 -214.5

SP.24I T o ta l in c iT in c n tn l costs 560.2 266.2 266.2 1 2o6.2 2oo.2 | 266.2 |

Note 1: t uiTcnily 100% o f  the 1 reasuiy D iv is io n ’s personal services costs are included in the Treasury D iv is ion  
component under personal services. These incremental costs are included in the new A R M  budget (as in the prio r 
A SPIB  budget as a conuaeiual expense). S im ply adding the two budgets would double count this amount.

I he fo llow ing  table shows the breakdown ol incremental costs by budget category. Follow ing are discussed 
the assumptions we have made and how these total costs have been allocated between liseal note I and 3.

FY06 FY07 J-Y08 FY09 FY 10 F Y II

Pei -onal Services 214.5 214 5 214.5 214.5 214.5 214 5
1 ravel 25 9 12.0 12.0 12.0 12.0 12.0

C oMraciual 337.3 39.2 39 2 39.2 39.2 39.2
Supplies 14.5 .5 5 .5 •5 .5
SBJ4I T o ia l in c re m e n ta l costs 590.2 260.2 266.2 266.2 266.2 206.2

Assumptions:

fo llo w in g  are the assumptions used in arriving at the estimate o f  the incremental costs o l SBI41.

1. A  new defined contribution plan w ill have a sim ilar number and type o f  options as the current Supplement 
Benefits System. A ll options would be available on day one ol the new plan. A  plan similar to SBS w ill 
result in the h iie  o f  approximately (> managers and the establishment o f  over 30 additional safekeeping 
accounts a! the custodial bank and associated accounting records.

2. fhe ie  is a need to add 2 additional professional and 1 additional technical s ta ff to include a State 
Investment O fficer II. an Accountant IV  and an Accounting Technician III. The total cost included in the 
fiscal notes per year o l these s ta ff is 8214,5

3. Funding IVm one extra board meeting in the first >eai Ibr Pie new board to organize and icceixc start-up 
training as well as funding to reflect I additional boa id mcmbei traveling (cu iien i budget include:. 8 existing 
members).

Page 2 ol 5
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•). The costs o f  computers, o ffice  equipment and o ffice  space reconfiguration is included in year one for the 
new staff. In all years funding is included for training, investment software subscriptions (Bloomberg, 
Y icldbook. S&P and M oody's rating services) and miscellaneous supplies for new staff.

5, in year one, the cost lo r the external consultant to assist the hoard in selecting 6 new managers. The 
current contract cost for manager searches is $30.0 per search.

(i. The costs o f  an external consultant to calculate performance o f  the funds quarterly. Costs arc expected to 
he $30.0 year based on the current contract.

7. In FV2006 $100.0 to cover the costs o f  an independent audit/review  o f  the perfonnance consultant It is a 
requirement in  SBI41 that this contractor be audited. W e expect that audit to occur every 4 to 5 years after 
the in itia l audit review.

S. There is a $40.0 reduction ill c u iT e n t costs associate w ill) the election o f  members as the new board w ill 
be appointed by the governor.

T reasury  D iv is ion  fiscal n o te # !

I lie 1 reusury D iv is ion 's  fiscal note includes $214.5 each year for personal services.. There are economics o f 
scale in managing investments. However, the new funds created by Senate B ill 141 would require 
cons lerable additional responsibilities. I f t  he number o f options paralleled the existing SBS Plan. that 
would translate lo 13 new manager accounts. 34 new custodial account:; and 4 new sets o f  m onthly financial 
statements w ith  annual audit requirements. The Department o f  Revenue currently manages a large number o f  
funds w ith a lim ited investment and back o ffice  staff. In order to prudently meet the prospective demands o f 
Senate B ill 141. I rea.sury would need to hire an additional investment s ta ff ano 2 middle/back o ffice staff.

Background

Prudent and productive management o f  investments is a resource intensive process. Managing a modern 
portfo lio  is a broad responsibility which requires significant expertise and high attention to detail.

Investment management responsibilities include designing investment po licy guidelines, developing custom 
asset allocations, conducting investment manager searches, perform ing investment manager due diligence, 
negotiating and contracting w ith  prospective managers, managing investment manager relationships, 
perform ing periodic portfo lio  rebalancing, m onitoring and evaluating investment performance, presenting 
and consulting w ith oversight organizations, and fo llow ing  developments in investment research and analytic 
tools.

In addition, investment management requires a significant interface w ith  back and m iddle o ffice  functions 
including fund accounting and audit, managing custody and brokerage relationships, cash management, 
securities lending, safeguarding assets, and compliance monitoring.

Senate B ill 14 I would create the equivalent ol lour new funds to manage: the Kmployec I M ined  
(.’nundilution Accounts, the Em ployer Vesting Aeeounls, the M edical Program Fund, and the Health 
Reimbursement Arrangement trust.

I he Employee I M ined  C n jitribu lio i) Accounts would like ly  o lle i employees a reasonably wide range o f 
m vestment options As a comparison, the Supplemental Benefits System offer.1; a suite o f O target or life 
style funds and N se, Nile asset class funds for a total o f  14 options that participants may select lim n.
Deciding on the m ix o f  investment styles to offer, searching for and h iring  investment managers, ami 
evaluating and reporting on investment manager perlormancc would be a considerable on*going undertaking
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W hile Treasury may realize fee economic:. Irani existing investment relationships, it is un like ly  that the 
contributions in this account can be commingled w ith existing accounts. That means that there would be a 
completely new set ol'accounts lor custodial and accounting purposes.

The Hmploycr Vesting Accounts, the Mcdicai Program Fund, and the Health Reimbursement Arrangement 
Trust would a ll like ly  call for separate custom asset allocations. A ll three would ind iv idua lly  require 
evaluation, reporting, and periodic portfo lio  rebalancing. They would also require separate custodial and 
accounting records including m onthly financial reporting and audits.

There is like ly  to be an additional eonscqu.v.ce o f  the change to a defined contribution plan. Currently there 
is a population o f  participants in SBS and Deferred Compensation that m onitor their accounts daily. They 
often have questions whenever there are apparent anomalies in the change in the daily prices o f  the options. 
As a general rule, we would say that members o f  a defined benefit plan arc not as price sensitive. The new 
plan w ill greatly increase the number o f individuals who arc m onitoring on-line data on a daily basis. This 
w ill correlate d irectly to an increase in the amount o f  lime we spend answering questions.

A laska State Pension Investm ent Board fiscal note r/2 
A laska Retir ement M anagem ent Board fiscal note #3

Fiscal hole T2 transfers the existing ASPIB budgeted funding to the new A R M  board. This fiscal note also 
includes the A R M  board's share o f  costs expected due to the implementation ol SIT 141.

F Y 0 6 F Y 0 7 FYOft I V  0 6 F Y J 0 ! F Y 1 1

A S i ’l l i  b u d ' . e t e J  f u n d i n g  f isca l  n o te 4 .1 4 4 .4 4 . 1 4 4 .4 4 .1 4 4 .4 I 4 .1 4 4 .4 4 .1 4 4 .4 4 .1 4 4 .4

I i i t r c i i k T u i l  lO s t s  f- >in S B 1 4 J

Cl 2 6 6 . 2 2 6 6 .2 1 2 6 6 .2 2 6 6 ,2 2 6 6 .2

T o ta l  cos!. ' i >n f i sc a l  n o t e  r/3 4 , 7 3 4 .6 4 . 4 1 0 . 6 4 .4  10.6 | 1 .410 .6 4 . 4 1 0 4 .4 1 0 .6

Total firs, year costs in fiscal note '■ 3 include SI SOT for manager selection: SIUO.U fo r an audit o f  the 
board’s performance consultant (T ltis  audit is a new requirement o f  SB M I . It does not have lo occur in Ihe 
first year, but once done wc would expect it to occur every 4 lo  5 years.); SI 5.0 associated w ith  one 
additional meeting lo r organizing and educating the new board members; and, S2,J.D for computers and the 
oI lice setup for the new positions. These total start-up costs are $324.0.

f m-going costs include interagency chargeback to the A R M  fo r the costs ol the 3 new positions totaling 
$214.5; travel tor the additional board member (the current board has X members versus the new board with 
u members) as well as increased due diligence o flh e  new limd managers and training for the new stall in the 
annumt Ot $13.0: S4S.7 for the ongoing cost o i , hotter:, inform ation technology charge backs, supplies and 
im ts im c n l subscription services fo r the new sta ff (these include Bloomberg, Y ic ldbook, SiVtP and .Moody's 
and I ’radcweb); a ;> -40.0  reduction in current cost as elections w ill be elim inated; S30,(> per year fo r the 
calculation o flh e  new funds' performance by an external consultant. These total on-going costs are $266.2.

P a g e  4  u! 5
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S l a t e  P e n s io n  C u s t o d y  a n d  M a n a g e m e n t  F e e s  #4 
A la s k a  R e t ir e m e n t  M a n a g e m e n t  B o a r d  F e e s  #5

Fiscal note ;74 transfers (lie budgeted funding o f  the State Pension Custody and Management Fees to a new 
Alaska Retirement Management Board Fees component (fiscal note #5) in the Department o f  Revenue for 
the new AR M  Board. This component includes the investment management and custody costs o f  the existing 
defined benefit plans and w ill not be impacted in  the foreseeable future by SB 141, Please nole that in a 
delincd contribution plan, invest manager fees and custodian costs ate deducted from the individual accounts 
da ily  (through an adjustment to the per share price o f  the investments). These costs are not included in the 
Department's budget.

FA’Oti FY07 FYOS FY09 FY J 0 FY) 1

ASPIB Custody and Management Fees 
fiscal note i»4 -31.01 T o -31,0)3.0 -31.913.6 -31.913.0 •31.913.6 -31.913 6
ARM  Board Custody and Management 
Fees fiscal note f?5 31.013.6 31.‘>13.0 31.913.0 31,913.6 31.913.6 31.913.6

Page 5 o f 5



F I S C A L  N O T E

S I ATI'. OK ALASKA
20(15 I.LO'JSLATIVK NKSSION

Revision Date/Tune (Note il correction):____________
7 itle An A c l relating lo  Ihe teachers' and public

em ployees' retirem ent systems__________

Fiscal Nole N um ber 

Bill Version: 

g  Publish Dele:

Depl. A flccte
' r d u

Component

R E P O R T E D  O U T

M A Y  1 3  2 0 0 5  
56141 Fytm- Confi/ana  

•eENATE -r iNANCG 
COMMITEE

CSSB 141 (FIN) 
4/8/05__________

Revenue f?3
Taxation & Treasury

Alaska Relirem enl Management
Sponsor
Requester

Finance Board

Expenditures/Revenues

Component No. 

(Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES I FY 2006 FY 200, FY 2008 FY 2009 FY 2010 FY 2011
Personal Services 214.5 214.5 214.5 214.5 214.5 214.5
Travel 23.9 12.0 12.0 12.0 12.0 12 0
Contractual 4.481.7 4.183.6 4.183.6 4.183.6 4.183.6 4.183.6
Supplies 14.5 0.5 0.5 0.5 0.5 0.5
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 4,734.0 4.410.6 4.410.G 4,410.6 4,410.6 4,410.6

CAPITAL EXPENDITURES

(CHANGE IN REVENUES ( 292 G 339.4 385.7.

FUND SOURCE (Thousands ot Dollars)
1029 F'ERS Retirement 
1034 Teachers Retirement 
10-12 Judicial Retirem ent 
10 National Guard Retirement 
1017 benefits System s (SEtS/DC) 
1004 GF

2.553.5 2.553.5 2,553.5 2,553.5 2.553 5 2.553.5
1.277.3 1.277.3 1,277.3 1,277.3 1.277.3 1.277.3

31.6 31.6 31.6 31.6 31.6 31.6
83.0 83.0 83.0 83.0 83.0 83.0

199.0 109.0 308 f- 332.1 265.6 465.2
590.2 2GG.2 66.0 133 1 199.6 0.0

TO TAL 4,734.G 4.410.6 4,410.6 4,410.6 4.410.G 4,410.6

E stim ate  of any cu rre n t y e a r (FY2005) cos t: 0.0 ____________
M ark th is  box (X) if fu n d in g  fo r th is  b ill is in c lud ed  in the G ove rn o r's  FY 2006 bu dge t p ro p o sa l: | |

POSITIONS
Full-time
Part-time
Temporary

I

!

AN ALYSIS: (Attach a se/iura/e page if nvcvssoryj
See attached analysis

Prupciie.'J by. Butty Murtm, Com ptroller___________________________________________Phone 465-2352
Division Treasury________________________ Dcitn/Time 4 /5 0 5  3 l-'B FM

Approved by Tom  Boutin. Deputy Com m issioner U r ic  4r$/2()Q5
Agency Department of Revenutr

R.iCjt' 1 o f f*
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SB 141

SB 141 creates u new 9 member Alaska Retirement Management (A R M ) Board and replaces the current 8 
i n cm her Alaska State Pension Investment Board (ASPIB) staffed by the Treasury D iv is ion. It also creates a 
defined contribution plan w ith  employee and employer contributions, a separate defined benefit health fund 
and a health care reimbursement trust, bunds currently budgeted under the ASPIB  w ill be transferred to the 
new board. A  summary o f  the fiscal notes follows.

Summary o f Fiscal Notes FY06 FY07 FYOS FY09 FY10 FY 11

| 1 reasury Division fiscal note II1 2)4.5 2)4.5 214.5 214.5 214.5 214.5
Alaska State Pension Investment 
Hoard fiscal note >>2

-4.144.4 -4.144.4 -4.144.4 -4.144 4 -4.144.4 -4.J44.4
ARM Hoard fiscal note 9.7 4.734.6 4.410.6 4.410.6 4.41(1.6 4.410.6 4,410.6
ASPIB Custody and Management 
l ees fiscal note HA

-3 I.9 H 6 -.•1.913.6 -.11.913.6 -31.9)3.6 -31.913.6 -31.913.6
ATM Hoard Custody and 
Management l ees fiscal note «r5

31.913.6 31.913.6 31.913.6 31.913.6 31.913.6 31.913.6
I'olai K04.7 480.7 4S0.7 4X0.7 4X0.7 4 SO. 7

Back out IA between the two 
components 1 -214.5 -214.5 -214.5 -214.5 -214.5 -214.5
5B24I T d a l ine ri'iiu  ntiil easts 590.2 206.2 260.2 266.2 266.2 266.2

Note f  * urrentlv ol Ihe 1 os sure Division's personal services eosis are included m the treasury Division 
i \i!i!|>ciien! iiik Icr personal services. These incremental costs a : ineluded in liie new ARM budget (as iri the pri"r 
ASPIB budget as a contractual expense). Simply adding the two budgets would double count this amount.

The follow ing table shows the breakdown o f incremental costs by budget category. Follow ing ate discussed 
the assumptions we have made and bow these total costs have been allocated between fiscal note I and 3.

j I Y 0 6 F Y 0 7 FYOS F Y 0 9 1 V I 0 F Y  11

Personal Sen ices 2 1 4 . 5 2 1 4 .5 2 1 4 .5 2 1 4 . 5 2 1 4 .5 21-1.5

1 ravel 2 3 . 9 12.0 12.0 1 2 .0 12 .0 12.0

Contractual 3 3 7 .3 ' 9 . 2 7 9 ,2 1 9 .2 . '9 .2 39 .2

Supplies 14.5 .5 s .5 .5 .5

S i l l  a 1 1 o la l h i m  m e n ia l c o s t s 5911.2 260.2 260.2 266.2 266.2 266.2

Assumptions:

1 ol low ing arc l lie assumptions used in a im in g  al the estimate o f  the incremental costs o f  SB 141.

1. A  new delined contribution plan w ill have a s im ilar number and type o l options as the current Supplement 
Benefits System. A ll options w ould be .available on day one ol the new plan. A  plan sim ilar to SBS w ill 
tesult iti the hire o f  .approximately (> managers and the establishment o f  over 3b additional safe keeping 
a n ..miits at the custodial bank and associ.i.rd accounting records

2 I here is a need to add 2 additional piofcssioji.il and I additional technical .• ta il to include a Stale 
Investment ( M lke r II. an Accountant IV  am! an Accounting Technician III The total cost included in the 
fiscal notes per w a r  o f  these s tu ff is 5214.5.

3. humbug lot m ic extra K ia id  meeting in the first vent lor the ik  w board to o ig au i/c  and receive Mart up 
Uaiiiing as well as fundiim  to re lied  I additional board member traveling (curient budget includes S' existing 
mem bets).

R age 2 o f  5
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A. The costs o f  computers, o ffice  equipment and o ffice  space reconfiguration is included in year one lor the 
new staff. In all years funding is included fo r training, investment software subscriptions (Bloomberg, 
Y icldbnol:. S & fi and M oody's rating services) and miscellaneous supplies fo r new staff.

5. In year one. llu : cost lo r the external consultant to assist the board in selecting (> new managers. Hie 
current contract cost fo i manager searches is S3O.0 per search.

n, I lie costs o fa n  external consultant to calculate performance o f  the funds quarterly. Costs are expected to 
be $3fl.(l.'year based on the current contract.

7, In FY20H6 SHKJ.O to cover the costs o f an independent audit/review o f  the performance consultant. It is a 
requirement in SB141 that this contractor be audited. We expect that audit to occur every -I to 5 years alter 
the in itia l audit/rev iew.

S, There is n $40.0 reduction in current costs associated w ith  the election o f  members as the new board w ill 
be appointed by the governor.

T reasu ry  D iv is ion  fiscal note #1

I lie fieasury D iv is io n 's  fiscal note includes $214.5 each ycai for personal services. There are economies o f 
scale in managing investments. However, the new funds created by Senate B il l 14 i would require 
considerable additional esponsihiliiies. I f  the number o f  options paralleled the existing SBS Plan, that 
would translate to 13 new manage) accounts. 34 new custodial accounts and 4 new sets o f  monthly financial 
statements w ith annual audit requirements. I he Department o f  Revenue eunently manages a large number o f  
run Is w ith  a lim ited  investment and back o ffice  staff, in order to prudently meet the prospective demands o f  
Senate B ill M l .  Treasury would need to hire an additional investment s ta ff and 2 m iddle bad. o ffice  sta ff

Background

Prudent and productive management o f  investments i.-. a resource intensive process. Managing a modem 
portfo lio  is a brfi.nl responsibility w inch requires significant expertise and high attention to detail.

Investment management .m.poinuhjlities include designing investment policy guidelines, developing custom 
..■■■■el a llocation-, conducting investment manugci searches, perform ing investment manage! due d iiige iite , 
negotiating mid contracting w ith  piospcctive managers, managing investment manager relationships, 
petlurm ing penodic p o rtfo lio  rebalancing, monitoring and evaluating, inv estment performance, presenting 
and consulting w ith  oversight organizations and fo llow ing developments m investment research and analytic
tOl l|s

lii addition, m w  intent management icquncs a .significant interlace w ith  back and m iddle o ffice  functions 
including fund at .vomiting and and;!, managing custody and brokerage relationships, cash management, 
.evunticv leudi.ig, safeguarding assets, and compliance m onitoring.

Senate B ill 141 would  create the equivalent o l foui new funds to manage: the 1 mployec: Defined 
t 'o iitribu lio t: Aeetuints. the J'inployer Vesting Accounts, the M edical Piogrnm i und. and the Health 
Reimbursement Arrangement I nisi.

I lie hmployec I R 'lirtcd ( 'o iit iilu iiio n  Accounts would like ly  o f  let employees ,i reasonably wide range o| 
irf.es: i net it option - As a com pan sort, the Supplemental Benefits System o ile rs  a suite o f  q Impel or life- 
s tvk  Imnl and N separate asset class futnls lo r a total ol 14 options that participants may select Itom 
I 'c .u ling  on the m ix  ol investment stv les to o ile r, <c:ui lung lo r and luring investment managers, and 
f '  aluatmg and tcporting  on inve-tmcnl maiMpei pci foimancc would be a considoablc on-gojng undertaking.

I ' a g e  3  o f  5



W ink: I rcasury may realize fee economies from existing investment relationships. ii is un like ly that Ihe 
contributions in tins account can he commingled w illi existing accounts. J'liai means shat there would be a 
com pletely new set ol accounts foi custodial and accounting purposes.

I he km ployer Vesting Accounts, the Medical Program Fund, and the Health Reimbursement Arrangement 
I rust would a ll like ly  cull lo r  separate custom asset allocations. A ll three would ind iv idua lly  require 

evaluation, reporting, and periodic portfo lio  rebalancing, n ic y  would also require separate custodial and 
accounting records including monthly financial reporting and audits.

I lic ic  is like ly  to lie an additional consequence o flh e  change to a delined contribution plan. Currently there 
is a population o f  participants in SBS and Deferred Compensation that m on ito r their accounts daily. They 
often have questions whenevci there are apparent anomalies in the change in the daily prices o f  the options. 
As a general rule, w e w ould say that members o f  a defined benefit plan are not as price sensitive The new 
plan w ill greatly increase the number o f ind ividuals who are m onitoring on-line data on a daily basis. This 
w ill correlate d irectly  to an increase in the amount o f  time we spend answering questions.

A laska  State Pension Investm ent Board fiscal note #2 
A laska R etirem ent M anagem ent Board fiscal note #3

Fiscal note ~2 transfers Ihe existing ASPIB budgeted funding to the new A R M  board. J ins fiscal note also 
includes the A R M  board's share o f  costs expected due to the implementation o f  SB 141.

F N # 5

S B  1 4 1

F V llfi IA  07 F Y 0 8 FVou ! V l f l FY 11
ASPIB budeetcd land ing fiscal note 4.14-1 4 4.144 4 4. ] 44.4 4.144.4 4 .]4 4  4 4.144 4
Irn rcm en ia i u-s is ! 'j. .*ij S B14I 5 0 0 .2 2n>,: 2c>n,2 2u6.2 2 60.2 266.2
7 . tal cr's?-: o il fisca l ii..to ••<3 4. o 4  (* 4.410 6 4.410.0 4 .4 10 6 4.41(1.6 4.410.6

to ta l first year costs in fiscal note tf} include SI MhO fo r manager .selection; $ 100.0 tor an audit o flh e  
boatd ’s pci lo rm aiKc consultant (This audit is a new lequiremcnt o lS B l 4 1, It does not hase to occur ill the 
il l  .-t veal, but i*i ice done we ssoiild expect it to oceut c i  el y  4 lo g  y ears.); .115.(1 us" >c luted w Uh otic 
additional meeting f<r'organizing and educating the new boaid members, and. S20.(; l«*i computer> and the 
o ffice  setup lor the new positions Diese total start-np costs are S324.0.

' m - g i  m g  C o s t s  i n c l u d e  i n t e r a g e n c y  c l i a r g e l s . e l -  !<• the AR M  t o r  t h e  c o s t s  o t  t h e  )  n e w  p o s i t i o n s  t o t a l i n g  

S 2 1 -  5 .  t r a v e l  lo r  t h e  a d d i t i o n a l  b o a r d  m e m b e r  ( t h e  c u r r e n t  b o a r d  huts X m e m b e r s  v e r s u s  t h e  n e w  b o a r d  w i t h  

'< m e m b e r s )  a  w c ' . !  , o  i n e i c a s e d  c u e  d i l i g e n c e  .*1 t U  a w  f u n . I  m a n a g e r s  a n d  t r a i n i n g  f u r  t i t e  n e w  M a l l  in  t h e  

a i u o i n i t  o t  y I 3 . ( 1, y . | s  ?  j o t  t i i e  o n g o i n g  c o s t  o f  p h o n e s ,  i n f o r m a t i o n  t e c h n o l o g y  c h a r g e  b a c k s ,  s u p p l i e s  a n d  

i n v e . s i u i e n t  s u b s i i i p r i o n  . - v i a i c e s  fo i  t h e  n e w  s t a l l  ( t h e s e  i n e l u d e  B l o o m b e r g .  Y i e l d b o o k ,  S .V 1 ’ and M o o d y ' s  

a n d  l i a d e w c b )  a  S . K i d  i c i l u c t i o i i  i n c u r i e u t  c o s t  a> e l e c t i o n s  w i l l  b e  e l i m i n a t e d :  S o O . O p u  y e a r  fo i  t h e  

c a l c u l a t i o n  o l  t h e  n e w  l o a d s '  p e i l o i i n a i i c e  b y  a n  e s t c i i . a l  c o i i s u l k m l .  I h o e  t o t a l  o n - g o i n g  c o s t s  a r e  >2(>(' 2 .

P a g e  4  o '  5
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Stau- Pension C ustody and M anagem ent Fees P4 
Alaska K i tir i-r iii-o t M anagem ent Board  Fees #5

Fiscal nole -V4 transfers liie  budgeted funding o f the Stale Pension Custody and Management Fees lo  a new 
Alaska Keliiem enl Management Board Fees component (fiscal note f»5) in the Department o f  Revenue for 
the new A R M  Doaui. Tins component includes the investment management and custody costs o f  the existing 
defined benefit plans and w i l l  not he impacted in the foreseeable future by SB M I . Please note that in a 
defined contribution plait invest manager fees and custodian costs are deducted from the individual accounts 
daily (through an adjustment to the per share price o f  the investments). These costs are not included in the 
Department's budget.

FY D O FY07 I-VOX J-Y09 FY 10 FY 11

ASPIB Custody and Management Fees 
fiscal note ~ i -31.913.11 -3 l.9 I3 .fi -3 l.9 l3 .f i -31 .9 l3 .fi -3 l.9 l3 .f i -31.913.fi
A R M  Board Custody and Management 
Fees Fiscal note If? 3 l.913.fi 3 l.9 l3 .fi 31,9J3.fi 3 l.9 l3 .f i 3 l.913.fi 31.913.fi



FISCAL NOTE
S  I A T E  O K  A L A S K A

2 0 ( 1 5  L E G I S L A T I V E  S E S S I O N

R e v is io n  D a le /T im e  (N o le  if c o r re c tio n )______________
Title An Act relating lo the teachers' and public

employees' retirement systems

Fiscal Nole Number. 

Bill Version:

£1 Publish Dale:

Dept Affected.
'R D U
Component

R E P O R T E D  O U T

M A Y  1  3  2 0 0 5
S0t<Vl fvBfL Co^nra^cL

c c m a t c . H N A M r r"7TTT7tT C  i IT 1/ tl frH *
COMMITEE

CSSB 141 (FIN) 
4/8/05__________

Revenue HA
Taxation & Treasury1

Sponsor
Requester

Finance
S ta le  Pension Custody and 

M anagement Fees

Expend itures/R evenues

Component No. 

(Thousands of Dollars)

2311

Note: Am ounts do not include inflation unless otherwise noted below
lO PERATING  EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Personal Services I
T ravel
Contractual <31.913.0) (31.913.6) (31.913 G) (31.913.6) (31.913.C i (31,913.0)
Supplies
Equipment
Land -h Structures
G rants & Claims
Miscellaneous

TO TAL OPERATIN’G (31.913.6) (31,913.6) (31.913.6) (31.913.6) (31,913.0) (31.913.G)

CAPITAL EXPENDITURES

CHANGE IN REVENUES (

FUND SOURCE (Thousands of Dollars)
1029 PERS Relirertifcnl (20,092.S) (20 692.0) (20.692.B) (20.692.8) (20.692 8) (20.692 8)
1034 Teachers Retirement (10 7C0.9) 110.760 9) (10.760.9) (10.760 9) (10,760 01 (10.760.9)
10-12 Judicia l Retirem ent (328.41 1228.4) (328.4) (328.J) (328 4 i (326.4)

1045 National G uaid Retirement (121 5) (131.5) (131.5) (131.5) (131 5) (131.5)
1037 G F/M ontiil Health
O ther iC.nctii,- ~ m e-Do net ntiOrevi.itr.-)

TOTAL (31.913.6) (31,513,6) (31,913.0) (31,913.0) (31.913.0) (31,913.6)

E stim ate  o f any cu rre n t year (FY2005) cost:
M ark th is  box (X) it fu n d in g  fo r th is  b i ll is in c lu d e d

POSITIONS

0.0
u the G ove rn o r's  FY 2006 budget p ro p o sa l:

F ui.-time 
Part-time 
7 uriipo 'ury

I

I . ...

ANALYSIS: (flteih <i ;en«iMr- p .ere il ’ a- • j ty)
£.;<■ at:,-,r.tird anniv? is

Pn-p.i v •: I-.- in-!',.’ M .ali i CumplrolL-r
(.'i. r.tnn

Phone 4(35-2352
Treasury

1.1 e:t by Turn Boutin. Deputy Comm : sinner 
. Department of Revenue

DutC'T line 4,'511.15 n.26 F’M 

Dale 4 f"L'005

Pay<j 1 of 5
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SB 141

SB N I  creates .1 new 9 member Alaska Retirement Management (A R M ) Board and replaces die emrenl 8 
membet Alaska State Pension Invesiineni Board (ASPIB) staffed by ihe I rensury D iv is ion. It also creaies a 
defined contribution plan w ith  employee and employer contributions, a separate defined benefit health fund 
and a health care reimbursement trust. Funds currently budgeted under the ASPIB w ill be transferred lo the 
lieu board. A sum m ary'of I he fiscal notes fo llows.

Summary o f  Fiscal Notes FV06 FY07 IY 0 8 1 Y(W KY10 | F Y l l

T leaser, D iv is ion  fiscal note ?: 1 214.5 214.5 214.5 214 5 214.5 214.5
j A laska State Pension Investment 
[ Board fiscal note “ 2

-4.144.4 -4.144.4 4.144.4 -4.1-14.4 -4.1-14.4 -4.144.4

A R M  Board fiscal note ff3 4,734.0 4.410.0 4.410.0 4.410.0 4.410.6 4.410 6

A S P IB  Custody mid Management 
Fees lisca) note tlA

-31.913.0 -31,913.0 -31.913.0 -31 P I 3.6 -31,913.6 -31.913.6
A R M  Board Custody and 
Management T ees lisca) note A'5

31.913.6 3 1.913.0 31,913.6 31,913.0 31.9)3 .6 31.913.6
I otal KIM.7 480.7 480 7 480.7 480.7 480.7

B ad . oin IA  betw een the tw o
components : -21-1,5 -214.5 -214.5 -214.5 -214.5 -214.5
SB 211 f i l ia l  in c re m e n ta l costs 50(1.2 260.2 i 2(i(i ,2

r
J

i 
r'* IJ 

j

i-J 
!

C
l

r 
|

Note I Curicnlly 100%  ol the T rensury I 'iv isku i's  personal services e<'sts aie nu luded in the i lease r. Division 
ci'in jioneni uiulei personal services These uieienicniul costs ate included in ihe new ARJVI budget (a- in the piior 
ASPIB b u d g e t  us a contruclunl e.vpeuse). Simply adding the two budgets wculJ Joulile count tliis amount

life  fo llow ing table show s the breakdown o f incremental costs by bud eel category. Follow ing ate discussed 
the a s s u m p tio n s  we h a v e  made and how these total costs have been allocated between fiscal note I ami 3.

FY06 1 Y 07 FY0S 1Y 09 FY Id F Y l l

Pc i.si>nal Set v ices 214.5 214.5 214.5 214.5 214.5 2)4 .5
Trave l 2.I n 12.0 12.0 12.(1 12.0 12 0

rn m i. i- t i in ! 337 3 39.2 39.2 59 2 30.2 59.2

Supplies 14 5 .5 .5 5 .5 .5

SB141 J m at inc rem enta l costs 59(i,2 :t.(..2 200.2 266.2 266.2 266.2

A l'ium p l'o iis .

I o l l o w  m g  . u e  t h e  a s s u m p t i o n s  u s e d  i n  a r r i v  m e  a t  t h e  e s t i m a t e  o f l h e  n t e i e m e t i ’ .il c o s t s  i ' I  S B  1 4 1

I . A new define 11 contribution plan w ill have a sumlai iiutnbe; and type ol options as the enilent Supplement 
Benefits System. A ll options would be available on day one o f  the new plan, A plan sim ilat to SBS w ill
icsuit m the line o l apptoxitttalely o managers and the c stabli.si.men! ol ov er 30 additional • tekeepitig
c. co.tut ; t t l i f  custodtal bank and a ». >c t;.ted a . count it g tecords.

1' I hen o  a Heed to add udciilioiial piolin.stutial and 1 addttlcUial tcclutteal 'ta i l  b i include a Stale 
!i u 1 : < t liic c r  II an Accountant IV  and in A .co iu  t tie I vcliuieian III I lie total cost included m the
t’a.i.d ..<%■ pet yeai ot these statt is 501 r

e  F u n d i n g  lo t  o n e  e M i . t  In a i d  m e e t i n g  m  I lie f i r-4  y e a r  f m  t h e  n e w  b o a r d  t o  c i g a m / e  a n d  r e c e i v e  ' . n l l - u p  

i t . i m i n g  a s  w e l l  a s  f u n d i n g  t o  i v l l c e t  1 a d d i t i o n a l  I t i i a i d  m e m b e r  l i a v c l i u e  ( c u r r e n t  b u d g e t  n c l m l c s  S c x i s t i n r  

t u c i n b e i ' )
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-J The costs o f  computers, o ffice  equipment and o ffice space reconfiguration is included in year one for the 
new sta ll In all years funding is included for training, investment software subscriptions (Bloomberg, 
Y ie ldbnol.. S.VeI' and M oody 's  rating ,services) and miscellaneous supplies for new staff.

5. In year one. the cost lo r the external consultant lo assist the board in selecting 0 new managers. The 
current contract cost for manager searches is $30.(1 per search.

0. Inc costs o f  an external consultant to calculate performance o f the funds quarterly. Costs are expected to 
Ire $30.0 year based on the current contract.

Y In TY2006 $100.0 to cover the costs ol an independent aud iurcvicw  o flh e  performance consultant. It is a 
:equireiucnt in SB14 1 that ib is contractor be audited. We expect that audit to occur every 4 to 5 years after 
tiie  in itia l audit review.

S I'herc is a $40.0 reduction in current costs associated w ith the election o l members as the new board w ill 
lii appointed by the governor.

T r e a s u r y  D i v i s i o n  f i scal  n o t e # !
I he I teasury D ivision's, fiscal note includes $214.5 each year for personal services. There arc economies o f 

scale in managing investments. I lowevcr. the new funds created by Senate B ill 14 I would require 
w m idciablc additional responsibilities. I f  the number o f  options paralleled the existing SBS Piatt, that 
, ould translate to 13 new manager accounts, 34 new custodial accounts and 4 new sets o f  m on liiiy  financial 

statements w ith  annual audit requirements. 1 lie I leparlinenl o f  Revenue currently manages a large number o f  
Itn u k  w ith a hunted investment and back o !fice  sta ff In order to prudently meet the prospective demands o f 
Senate B ill 14 I ! tv.isuty would need to line an additional investment s ta ff and 2 m iddle'back office staff.

Backgt oiind

Prudent and productive management o f  irvestm ent1 is a te.source intensive process. Managing a modem 
po rtfo lio  is a bio,'jd responsibility which requires significant expertise and high alienism) to detail

I . ‘ tm vir management responsibilities include designing investment policy guidelines, developing custom 
„• aT'Cutioi. . conducting investment manage: searches. peMotining inveslitic iil manager dm  diligence,

i.vgi ii.itm g u: ci eon’.i.ic iu i”  w ith  piospcctivc managers. managing investment manager relationships.
I ciToinm ig period ic p o rtfo lio  rebalancing, m onitoring arid ev aluating investment performance, presenting 
on ' con.uillme w :!i over: ig lil organizations, and fo llow ing ilcvclopitieuts in invcslmcnl research ami analytic 
lo o k .

In addition, investment miuragenient requires a sigtiilieant interlace w ith  back anil m iddle o llic c  functions 
r  i  lu lling turn! accounting and audit, managing custody ami brokerage tclaliou-Jups, easit management, 
e\ liuics R-ndittg. salcguaiding assets, and compliance m onitoring

S.tr.ite Ivb  ! 4 1 v >uid e ic.ilc  t i e equiv.ile;.' •} loar new lands to manage tin  l.m juoycc I k iln e d  
( o iiin ln u io ii An. omits. the I n ip loyci Ye.-imr \cc*'i.iii.s. the M edical Piogram I u iiil, and the Health 
P.v.ntbm-vtio at Arrangement I no t

I I e I mployee D v fii.n l ( o iitn iu iiio u  Aeum nis would like ly  o l j l r  employees a reasonably w ide rangi o f 
• \ .  -t i; • e-nt options As a comparison, the Supplemental Bene fils  System offers a suite ol M argct m l i f i -  

: ty !e binds alid a ej'aiale a-sel class funds for a total o f  14 options that pa itie ip iitlD  may select Ifoltt
I te. slim : on ihe m ix i ' l  tin  esiinent sty les to o lte i. searching lo r and hit ing im estin  ail maitagets. and 
ev.dita liiig  . nd tepo iiing  on investment manage! per ton: . nee w ould be a com nJetable on*going u n d iilt ik iiii!
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W hile Ticusury may realize fee economies from existing investment relationships. il is un like ly  that ihe 
contributions in this account cun be comminuted w ill) existing accounts. Thai means llia l there would he a 
completely new scl o f  accounts foi custodial and accounting purposes.

I he b n p lo yc i \  testing Accounts, the Medical Program Fund, and ihe Health Reimbursement Arrangement 
'I n b t would all like ly  call lo r separate custom asset allocutions. A ll three would ind iv idua lly  require 
evaluation, reporting, and periodic portfo lio  rebalancing. They would also require separate custodial and 
accounting records including m onthly financial reporting and audits.

'I here is like ly  to he an additional consequence o f  the change In a defined contribution plan. Currently there 
is a population o f  participants in SBS and Deferred Compensation that m onitor their accounts daily. They 
often have questions whenever there are apparent anomalies in the change in the daily prices o l the options. 
As a general rule, we would sav that members o f  a delined benefit plan are not as price sensitive, The new 
plan w ill greatly increase the number o f  individuals who arc m onitoring on-line data on a daily basis. This 
w ill  correlate d irectly  lo an increase in the amount ol time we spend answering questions.

A laska State Pension Investm ent Board fiscal note #2 
A laska R etirem ent M anagem ent Hoard lisca! note #3

fisca l note <0 transfers the existing ASPIB budgeted funding to the new A R M  board. This fiscal note also 
me lude: the A R M  board's share o f  costs expected due to the implementation o f  SH141.

r v o f . 1 Y 0 7  I f y o k FYOfJ F Y 1 0 F Y l l

' A f t p m  b u d e e t c d  l i u u lu i e  l i sca !  iii*ie 4 .1 4 4 .4 4 . 1 4 4 .4  1 4 .1 4 4 .4 4 .1 4 4 .4 4 . 1 4 4  4 4 .1 4 4 .4

l i i c rc iu e u la l  co.-.ls I ro n i  S B  141 5 ‘y o : 244.2 2 0 4 . 2 2 0 4 .2 2(i4 .2 2 4 4 .2

I Io ta !  c o s ts  o n  f isca l  n o l e  v3 4 .7 3 4 ,4 4 . 4 1 0  4  1 4 . 4 1 0 . 4 4 . 4 1 0  4 4 . 4 1 0 . 4 4  4 1 0 . 4

In ta i frs t year costs in tiscal iM c  -3  include S. 1 St >.0 !oi manager■selection; M lltl.O  fo r an audit of the 
board s performance consultant ( I Ins audit is a new leq iiiren ie iil o f  SH1-51. It does not base to neeui in the 
first yeai. but once done we would expect it to occur every 4 to 5 years.); SI 5.0 associated with one 
additional meeting for organizing and educating the new board members: and, S 2 f 0 for computers and the 
i iftlee setup foi the new positions. 'I itese total start-up costs are S324.D.

t hi-gou.g c •>!. me lode inicrngein.y chargeback to the AR M  for the costs of the 3 new position • totaling 
'•214 .;. m r.c l fo i il.. additional boaui ine tn tier(thecurrent board has x membets versus tlic  nc.s board with 
' u.cii ! to w ell a me leased due diligence o f  the new fund managers and training for the new sta ll in t ic  
•'u"i in 1 n| M 3  i . S4* f ’ foi the ongoing cost ol phones. inform ation technology charge backs. • applies and 
investment subscription services for the new stall (these include Bloomberg, Y ie ldbook, SAP and M oody ’ s 
ami I ladeweb): a V- -4(1.0 icd iic lio ii in ciinent n  a as elections w ill be elim inated: S30.0 pci \e:u lo i die 
calculation o f lh e  new flu ids' performative by an external consultant. These total on-going costs aie !*20(» 2

Pace I o f 3
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State Pension C ustody and M anagem ent Fees £4 
A laska R etirem ent M anagem ent Hoard Fees £5

Fiscal note £4 transfers the budgeted funding o flh e  Stale Pension Custody and Management Fees to a new 
Alaska Retirement Management Board Fees component (lisca! note £5) in the Department o f  Revenue for 
the new AR M  Board. This component includes the investment management and custody costs o flh e  existing 
tic lined benefit plans and w ill not be impacted in the foreseeable future by SBl-11. Please note that in a 
defined contribution plan, invest manager fees and custodian costs are deducted from tlie individual accounts 
daily (through an adjustment to the per share price o flh e  investments). These costs are not included in the 
Department's budget

l ;YOt> FY07 FY08 FY09 FY10 FY 11

ASPIB C’uNindv and Management Pees 
li.-.Lal nolo .'-I -31.913.4 -31,913.0 -31.913.4 -3 1 ." 13.4 -31.913.4 -31.913.0
A R M  Hoard C ustody a rd  Management 
1 ees fiscal note £5 31.913.4 31.913.4 31.913.4 31.913.4 31.913.6 31.913 4
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FISCAL NOTE
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Revision Dale/Time (Nole if correction).____________
Title An Act relating to the teachers' and public

em ployees' retirem ent systems
Sponsor
Requester

Finance

Fiscal Note Number 

Bill Version:
6) Publish Dale.

Dept Affected:
'R D U  _______
Cornponenl

M A Y  1 3  Z 0 0 5
58141 fima- Confojrvjc/.

•eCWATE-r iNANCE
COMMITEE

CSSB 141 (FIN) 
4/6/05_________

Revenue #5
Taxation & Treasury
ARM Custody and
Management Fees

Expenditures/Revenues
Note: Amounts do not include inflation unless otherw ise noted bolo v.

Com ponent No. 

Thousands of Dollars)

OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Personal Services
Travel
Contractual 31,013 G 31,013.G 31,913.0 31.913.0 31.913.0 31.913.6
Supplies
Equipment
Land S Structures
Grants & Claims
M iscellaneous

TOTAL OPERATING 31,913.G 31,913.G 31.913.6 31,913.6 31.913.6 31,913.G

CAPITAL EXPENDITURES

ICHANGE IN REVENUES ( )
FUND SOURCE
1029 PERS Retirement 
1034 Teachers Retirement 
1043 Judicial Retirement 
1045 National Guard Retirement 
"037 GF/MeriUrl Healtn 
O ilier iSpecib Trire-Do i ' aht revialej 

TOTAL

(Thousands ot Dollars)
20,692.6 20.692.6 20.692.B 20.G92.B 20.692.3 20.692.8
10,700.9 10,760.9 10,760.9 10.760.9 10,700.9 10.760.9

326.4 328.4 328 4 328.4 326 4 328 4
131.0 131.5 131.5 121.5 131 5 131.5

I
31,913.G 31,913.0 31,913.6 31.913.6 31.913.G 31,913.0

E stim ate of any cu rre n t year (FY2005) c o s t: 0.0
M ark th is  box (X) if fu n d in g  fo r th is  b ill is  in c lu d e d  in Ihe G ove rn o r's  FY 200C bu dge t p ro p o sa l 

POSITIONS
F u ll-h rne
P a r t - t im e
T e m p o r a r y

I '  I I

1 1

1 1

ANALYSIS: (Attach a . 'e /joo lf nogo il

.Roe attached analysis.

Petty M.ntm. C um pliu  lu,-_________
'freasu.y________________________

1 cm Hnul n. Deputy Cornu f t  sinner 
Lftt.a itm i-nt of Revenue

.«!• ' . . ..I Til *1,1

i ' 'e ji . t ie d  by 
Division
A; p io . r  d hy 

A ‘S' i icy

;  hone 40L-2302________
Drtte Time 4 fi'bb  • Lb PM

Dale 4T'/.v0 i 5_________
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SB Ml

S B !4 1 creates a new 9 member Alaska Retirement Management (A R M ) Board and replaces the current b’ 
member A la.il,a Slate Pensjon Inve.slment Board (ASPIB) stalled by the Treason D ivision. It also creates a 
delined contribution plan w ith employee and employer contributions, a separate defined benefit health fund 
and a health care leimbursemcnt trust, funds currently budgeted under the ASPIB w ill be transferred lo the 
new board. A summary o f  the liscal notes follows.

Summary o f fiscal Note.. r \  of) l'V07 FY08 FY09 | BY 10 J Y 11

Treasury Division fiscal note it\ 214.5 214.5 214.5 214.5 214.5 214.5
Alaska Slate Pension Investmcni 
Board fiscal note ‘i2

-4.144.4 -4.144.4 -4.144.4 -4.144.4 -4.144.4 -4.144.4
ARM Board fiscal note "3 4.734.P 4.410.6 4.410.6 4.41(1.6 4,410.6 4,410.6
ASPIB Custody and Management 
Fees fiscal note i/4

-31.913.6 -31.913.6 -31,913.6 -31.913,6 -31.913 6 -31.913.6
ARM Itoaid Custody and 
Management l ees fiscal nole ;i5

31,913.6 31.913.6 31.913.6 3 1.913.6 31.913.6 31.913.6
Total S04.7 4X0.7 4X0.7 4X0.7 4X0.7 4X0.7
Back out IA between the two 
components 1 -214.5 -214.5 -214.5 -214.5 -2 I4T -214.5
$11241 Total incremental costs 5911.2 266.2 266.2 ! 206.2 1 266 2 266.2 i

,'si'le 1 <. u r rc i i t ly  IbV'ti o f the Treasury Division's personal sen ices costs are included in the 7 re .v .u ry  i >i vision 
lomp'inenl u n d e r  p c r s u n . i l  sendee.-. These hick mental costs are included in the n e w  ARM budget (as in the prior 
ASPIB budget as a contractual expense). Simply adding the two budgets would double count this amount

I he fo llow ing table shows the breakdown o f  incremental costs by budget category. Follow ing are discussed 
the assumptions we have made and how liie.se total costs hase been allocated betw een fiscal note I and 3.

1Y06 FY07 FY0S f  Y09 PY10 FY! 1

Personal Sen ices 214.5 214 X 214.5 214.5 214.5 214.5
1 rax el 23.9 12.0 12 0 12.0 12.0 12.0

( onttactual 3 39 2 ?9.2 39.2 39.i .76.2
Supplies 14.5 .,1 i .5 .5 £

M1141 Total incremental costs 59H.2 206.2 2(.6.2 266.2 266.2 260.2

A s s u m p t i o n s ;

Follow ing arc the assumptions used in a rriv ing at the estimate o! the ineieinemal costs o l‘ SBI-41.

1. A  new defined contribution plan w ill have a sim ilar number and type o f  options as the curient Supplement 
Benefits System. A ll options would  be available on day one ol the new plan. A plan sim ilar to SBS w ill 
result in the hue o l’ appto.xiinateK o managers and the establishment ( i f  over 3<l additional safekeeping
ae.nun's at tlie  custodial bank and associated accounting lecotds.

2. I here is a need lo add 2 additional p r o t e s . i i n n . d  and ! additional technical s ta lfto  include a Stale
Invesimenl ( Jfltcei II. an Accountant IV  and an Ace-muling I eclm ician III I he total cost included in the 
fiscal notes per year u l'lhcse sta ll'or $214.5.

3 Funding for one cx lta  b u n d  meeting in the tirst year for the new boaul to organize and receive stan-up 
naming as well as funding to ic tle c l 1 additional huatd member traveling (e u n e n t' adyel includes S existing 
iiieniberr.)
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SB M l

4 Ihe costs ol'com puters, o ffice  equipment mid office space reconfiguration is included in year one for the 
new sin If. In all years funding is included for training, investment software subscriptions (Bloomberg. 
Y icldbool;. SctP and M oody ’s rating services) and miscellaneous supplies for new staff.

5. In year o r - . *he cost fo r the external consultant lo  assist the board in selecting 6 new managers. The 
current contract cost lor manager searches is S30.0 per search.

0 I lie costs o f  an external consultant lo  calculate performance o f  the funds .quarterly. Costs are expected lo 
be S.iO.O/year based on the current contract.

~. hi IY 2 t» if i SIU0.0 to cover the- costs o f an independent aud it'review  o f  the performance consultant. I; is a 
requireme.nl in SB M l that this contractor be audited. We expect that audit to occur every 4 lo  5 years ufier 
the in itia l audit.review.

fi. There is a S40.0 reduction in current costs associated w ith  the election o f  members as the new board v. ill 
he appointed by the governor.

I ' n a s i i i t  D iv i s i o n  f is c a l n o t e # I

1 Iic Treasury D iv is ion 's  fiscal nole includes S2I4 5 each year fo r personal services. There arc economies o f 
sc.'ik in managing invcsline However, the new funds created by Senate B ill 14] would require 
considerable additional responsibilities. I f  the number o f  options paralleled the existing SBS Plan, that 
would translate to 13 new manager accounts. 34 new custodial accounts and ' new sets o f  m onililv financial 
statements w ith annual audit requirements. I he Department o f  Revenue currc jtlv manages a large number o f  
funds w ith  a lim ited investment and back of fice staff. In order to prudently meet the prospective demands o f 
Senate Mill 14!, Treasury w ou ld  need to lure an additional investment s ta ff and 2 m iddle back o ffice  staff.

Background

Prudent and productive management o f  investments is a resource intensive |>t i >ec-;s. Managing a modem 
portfo lio  is a broad responsib ility which requites significant expertise and high attention to  detail.

Investment management responsibilities include designing invertm ciit po licy  guideline's, developing custom 
asset a lloe.itti as, c\inducting investment manager searches, perform ing investment manager due diligence, 
negotiating ami contracting w ith prospective managers, managing investment manager le iio iis liipx. 
pet form ing periodic p o iifo lio  rebalaneing. m onitoring and eva'uating investment performance, presenting 
and consulting w ith  oversight o igan i/u lions, and fo llow ing developments in investment research and analytic 
fools.

In addition, investment management requires a significant interlace w ith  hack and m iddle o ffice  fum tio iis  
including fund accounting ami audit, managing eustodv and brokerage relationship1-, cash management, 
ecuri'.ic' Iv in liiig . safeguarding assets, and Compliance m onitoring

Nciiute B ill M l  would create the equivalent of I'oui new fund:, to manage, the Im iployee Defined 
Contribution Accounts, the Pm .dovci V esting Accounts, the M edical Program fund , and the Ileal!): 
Reimbursement Arrangement trust.

I iie l.m pluycc I 'd in e d  ( ’o n lrib u lio ii Accounts would ! : l ;d \  o lfe r cm pkyccs  a ic.isot.ably \s ide range o| 
investment opt,oils. As a comparison, the Supplemental Benefits System offers a suite o f  o target ol life 
s ivlc funds and S *>epuintc asset class funds for a total o f  I ! options that participants may select from.
I lend ing  • n i. e m ix o f  inv estment sl> les to o ltc t. searching to r and hiring investment managers, and 
evaluating and tcpoitm g on investment manager pcn’i'tn tatHc would be a considerable on-going undertaking.
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While. Treasury may realize fee economies from exjsLing investment relationships. it is unlike!'} Ihal the 
contributions in this account can be commingled \vil]> existing accounts, That means that there would he a 
completely n ew  set o l accounts to r custodial ami accounting purposes.

t he Employer Vesting Accounts, the Medical Program Fund, and the Health Reimbursement Arrangement 
Trust would all like ly  call fo r separate custom asset allocations. A ll three would ind iv idua lly  require 
evaluation, reporting, and periodic portfo lio  rebalancing. They would also require separate custodial and 
accounting records includ ing m onthly tinrmcia! reporting and audits.

I here is likely tu he an additional consequence o flh e  change to a delined contribution plan. Currently there 
is a population o f  participants in SBS and Deferred Compensation that m on itor the ir accounts daily, llte y  
often have questions whenev er there are apparent anomalies in the change in the daily prices o f  the options. 
As a general m ic. we would say that members o f  a defined benefit plan are not as price sensitive. T lte  new 
plan w ill greatly increase the number o f  individuals who are m on itoring  on-line data on a daily basis. This 
w ill correlate d irectly  to an increase in the amount o f  time wc spend answering questions.

Alaska State Pension Investm ent Board fiscal note 
A laska K c tircm o iit M anagem ent Board fiscal note ft3

Fiscal note F2 transfers the existing ASPIB budgeted funding to the new A R M  board. This fiscal note also 
includes the* AR M  board's share o f  costs expected due to the implementation o l SB 141.

FV ttf t  | F Y 0 7 1 VOS FY O 'i F V 1 0 F Y  1

| A S P IB  b u d e e l e d  f u m i i n e  f i s c a l  n o t e 4 . 1 4 4 .4  | -1 .144.4 •5.141.4 4 .1 4 4  4 4 .1 4 4  4 4 .1 4 4 .4

; h x i c n i e a i a l  c o s t s  f r o m  SB1-1) 5X10.2 j :<■.(* 2 1 2 0 0 . 2 2ofx 2 2<>6 2 21.0.2

! 1 't;d coM 1- on fiscal n o t e  r ' 4 . 7 3 4 .n | 4 . 4 1 0 - 4 . 4 1 0 . 6 4 , 4 1 0 . 6 4,410.1 . 4 .4 1 0 .0

I ota I first year costs in fiscal note include Ml vtl.O lo i manage! selection: SKKUI for an audit o f  the 
hoard's performance consultant f t  his audit i ; a new requirement ot S B 1 -II. It does not have to occur m the 
first year, but once done wc would expect il to occur every 4 to 5 years ;; SI 5.0 associated w ith one 
additional meeting lo r organizing and educating the new hoard members; and. S20.0 for computers and the 
o llic e  setup for the new positions. These Infill st.ul-up costs are $32-1.11.

On-going costs include interagency chargeback to the AR M  for the costs o f  the 3 new positions totaling 
$21*1.5; | lt lvvl for tlw additional boat J member (the current board has 8 tttembcir; versus the new board with 
y members) as w ell a* meieased due diligence ot the new fund managers and train ing tor lire new m if f  m the 
amount el $1VO; <4$ 7 tor the ongoing cost ot phones, in form ation technology charge backs, supplies ami 
investment subscription services lo r the new s n iff (those include IJIoonibciu. YicldbooK, SAP and M oody's 
and li.u leweh); a $• 4*1 (I i eduction in cun cut cost ;i< elections w ill be elim inated. SJft.l) pci year lu r  the 
ealeul.itioii o l the new funds' performance In  an external consultant. 'I hese total on-going costs are $2b(V2.
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Stale Tension C ustody and M anagement Fees H4 
Alaska R etirem ent M anagem ent Board Fees #5

Fi-.cnI noie it 4 transfers the budgeted funding o flh e  Stole Pension Custody and Management Fees to a new 
Alaska Retirement Management Board Fees component ( fiscal nole ?5) in the Department o f  Revenue for 
the new A R M  Board. This component includes the investment management and custody costs o f  the existing 
defined benefit plans and w ill not be impacted in the foreseeable future by SB 141. Please nole that in a 
delincd contribution plan, invest manager fees and custodian costs are deducted from the individual accounts 
daily (through an adjustment to the per share price o flh e  investments). These costs me not included in the 
Department's budget.

FY06 FY07 FY08 FY09 FY10 F Y ll
AFPIB Custody and Management K.:s 
fiscal note H4 •31.913.6 -31.913.6 -31.913.6 -51.913.6 -31.913.6 -31.913.6
ARM Board Custody and Management 
Fees liscal note i(5 31.913.6 31.9:3.6 31.913.6 31,913.6 31.913.6 31.913.6



FISCAL NOTE
STATE OF ALASKA
2005 LEGISLATIVE SESSION

Revision Date/Time (Note if correction):_________
Title "An Act relating to the teachers and pu

Fiscal Note Number: 

Bill Version:

(H) Publish Date:

Dept. Affected:
'R D U
Component _______

REPORTED OUT

M A Y  1 3  2 Q p 5
66141 Pct£L Ccyfartrct. 

■ PENA-T-E riNANGC.
COMMITEE

HCS CSSB 141 (FIN)

5/2/2005

Administration

Sponsor
Requester

Senate Finance Committee
Senate Finance Committee

Expend itures/R evenues

Component No. 

(Thousands of Dollars)
Note: Am ounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 200G FY 2007 FY 2008 FY 2009 FY 2010 FY 2011

Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TO TAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

FUND C APITALIZATIO N 0.0

CHANGE IN REVENUES { }

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
O ther (Specify Type-Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estim ate o f any c u rre n t yea r (FY2005) cost: 0.0
M ark th is  box (X) if  fu n d in g  fo r th is  b ill is inc lud ed  in the G ove rn o r's  FY 200G bu dge t p ro po sa l:

POSITIONS
Full-time
Part-time
Temporary

A N ALYSIS: (Attach a separate page if necessary')

These costs are not costs necessary to implement this legislation and can be funded through the regular 
budget mechanisms.

Prepared by 
Division

Approved by. 
Agency

House Finance’ Committee Phone <565-6619
Dale/Tim e 5/2/05 12 26 PM

Rep Mike Chennult. Co-Chair House Finance 
Rep Kevin Meyer. Co-Chan Hour.c* Finance

Date 5/2/2005

iW jrJ  UVVi'UM CIVlli Page 1 of _ 1_



F I S C A L  N O T E

STATE OF ALASKA
2005 LEGISLATIVE SESSION

Revision Dale/Time (Not 
Title

if correction):
An Act relation to TRS and PERS creatmo a

defined contribution and health reimbursement plans

Fiscal Note Number.

Bill Version:

(H) Publish Dale:

Dept. Affected: 
’ RDU
Component

10
HCS CSSB 141(FIN)
5/2/05

Administration
Centralized Admmistrive Services 

Retirement and Benefits
Sponsor
Requester

'.enate Finance Committee
Senate Finance Committee

E x p e n d itu re s /R e v e n u e s

Component No. 

(T h o u sa n d s  o f D o lla rs )

64

Note: Amounts do not include inflation unless otherwise noted below
OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2.111

Personal Services 276 .5 227 .5 163.1 163.1 163 1 163 1

Travel 37.5 17 5 3.5 5.0 5,0 5.0
Contractual 657 0 327.0 352.0 397.0 397.0 397.0

Supplies 18.0 5 0 5.0 5 0 5.0 5.0

Equipment 30.0
Land Z Structures
Grants S Claims
Miscellaneous (Board Restructure) (125) (41.5) (41.5) (41.5) (41.5) (41 5)

TOTAL OPERATING 1,016.5 535.5 482.1 528.6 528,6 528.6

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) |

FUND SOURCE (Thousands of Dollars)
i002  Federal Receipts
1003 GF Match
1004 GF 1,029.0 577.0 392.7 285.1 142.5 0.0

1005 GF/Program Receipts
1037 GF/M ental Health
1029 PERS (2 0) (4.1) (4.1) (4 1) (4.1) (4.1)

1054 TRS (10.5) (37 4) (37 4) (37 4) (37.4) (37.4)

Other (Specify Type--Do not abbreviate) 130.9 285.0 427.6 570.1

TOTAL 1.016.5 535.5 482.1 528.G 528.6 528.6

E stim ate  of any cu rre n t y c . r  (FY2005) cos t: C 0
Check th is  box (X) if fu n d in o  fo r th is  b ill is  in c lud ed  in the G ove rn o r's  FY 2006 bu dge t p ro po sa l: 

POSITIONS
Full-time 2 2 2 2 0C. 9•m

Part-time 0 0 0 0 0 0
Temporary 3 2 1 1 1 1

ANALYSIS: rAf.'ac/i a zt-parale page if necezzon1)
This bill will create a new defined contribution retirement plan and a health reimbursement arrangement for 
new employees of the PERS and TRS hired after the effective dale of July 1, 2005 As the new plan 
significantly differs from the current defined benefit plans, the division w ill be required to reprogram its 
computer systems, set up and account for two new plans, create new plan publications and forms, train staff, 
employer contacts and new members create- new employee benefit education methods on the web, benefit 
seminars and one on one appointments, and to contract for financial planning services for members of the 
new plan The fiscal note assumes fund manager fees custody, and record keeper's individual account fees 
are separate It furfher assumes that cost reductions for the PERS ar.d TRS Boards will be partially offset by 
payments to the Office of Administrative Hearings to conduct disability hearings, previously conducted by the 
boards.

Piepart-d by Melanie Millhorn. Director________________________________________  Phone 465-4408
P, vision Retirement and Bene Ms Da'o/T im e 4/22/05 3 29 PM

Approved by: Mike Tibbies, Deputy Commissioner______________________________  Date 4/22/2005
«gency De ̂ a ilm en t of Administration_________________________________
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F I S C A L  N O T E  # 1 0

ANALYSIS CONTINUATION

The estimated administrative: costs to the division by fiscal year are as follows:

S T A T E  O F  A L A S K A  H I L L  N O .  HCSCSSB k i (FIN)
2 0 0 5  L E G I S L A T I V E  S E S S I O N

FY 2006 FY 2007 FY 2008 FY 09-11
PERSONAL SERVICES:

1 - Non Perm Analyst-Pgmr III - DC-Benefits Sys - R 15 64.4 64.4 64.4 64.4
1 - Accountant II - Range 16 52.0 52.0 52.0 52.0
1 - R&B Tech I/ll - ER Rpting / Contrib. Recon. - Range 12 46.7 46.7 46.7 46.7
1-Non Permanent Publications Tech II or Spec I - Range 13 49.0 0.0 0.0 0.0
1-Non Permanent Retirement Counselor - Range 18 64.4 64.4 0.0 0.0

276.5 227.5 153.1 153.1
TRAVEL:

Employer Reporting Software Upgrade Install & Help 30.0 15.0 0.0 0.0
Employer Plan Education 7.5 0.0 0.0 0.0
Regional Counselor travel 0.0 2.5 3.5 5.0

37.5 17.5 3.5 5.0
CONTRACTUAL:

Communications S Postage 82.0 17.0 17.0 17.0
Computer System Redesign (Est. 2,500 hours in FY0S) 320.0 30.0 30.0 30.0
Audit, Accting, Tax, Benefits Consulting, Legal 100.0 75.0 50.0 50.0
Training \ Risk Mana nent 15.0 5.0 5.0 0.0
Employee financial p mning services 150.0 200.0 250.0 300.0

667.0 327.0 352.0 397.0

SUPPLIES' Office supplies, calculators, desk-top software 18.0 5.0 5.0 5,0
EQUIPMENT: Workstation & cubicle, chairs, file cabinets, computers,

telephone, set-up costs 30.0 0.0 0.0 0 0

MISCELLANEOUS (BOARD RECONFIGURATION, HEARINGS)
Eoard Member Election 2005/2008 0.0 0.0 0.0 0.0
Board Training -15.0 -15.0 -15.0 -15,0
Board Attorney -40.5 -40.5 -40.5 -40.5
Travel Members/Staff -24.0 -24.0 -24.0 -24.0
Honoranum/Board Members -29.0 -29.0 -29.0 -29.0
National Seminars (NASRA - NCTR) -20.0 -20.0 -20.0 -20.0
Disability Hearm gs-O ffice of Administrative Hearings 116.0 87.0 87.0 87.0

-12.5 -41.5 -41 5 -41 5

TOTAL 1,016.5 535.5 482.1 528.6

The above funding source is initially listed as General Fund because the exiting tiers of PERS / TRS are Defined 
; Benefit plans, and the present DC plans, SBS and DCP are legally separate from the intended plan It is assumed that 
Dy FY200B. as more employees are hired into the new tiers, that program costs will be funded through an assessm  nt 
on DC accounts, similar to the SBS program currency in place. General funds will be reduced 25% per year from 
FY2008-2011

Hie new plan effective date is July 1, 2005, Therefoie, startup costs will start in FY 05. The startup costs are not costs 
of the PERS and TRS Defined Benefit plans Tiers 1, 2, and 3 are logically related; however, tier 4 PERS and Tier 3 
TRS would not be The purpose of the bill is to separate the DB and DC side A legal opinion was sougfit to determine 
how the funding and accounting needs to occur for the new DC plan,
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R E P O R T E D  O U T

F I S C A L  N O T E

STATE OF ALASKA
2 0 0 5  L E G I S L A T I V E  S E S S I O N

Revision Date/Time (Note if correction):______________________
Tit'e An Act relation to TRS and PERS creatino a
defined contribution and health reim bursem ent plans.

Fiscal Note Number: 

Bill Version:

(H) Publish Date:

Dept. Affected: 
’ RDU
Component

11

MAV
•P C N A T E  F IN A N C E* 

 Q p M M I T E E

1 3  2 0 0 5
iWtMc

HCS CSSB 141(FIN) 
5/2/05

Administration
Centralized Administrive Services 

Retirement and Benefits
Sponsor
Requester

Senate Finance Committee
Senate Finance Committee

Expenditures/Revenues

Com ponent No. 

( T h o u s a n d s  of D o lla rs)

64

Note: Am ounts do not include inflation unless otherwise noted below
OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011

Personal Services 2 7 6  5 2 2 1 .5 163.1 163.1 163.1 163.1

Travel 37.5 17.5 3.5 5.0 5.0 5.0

Contractual 657.0 327.0 352.0 257.0 357.0 397.0

Supplies 18.0 5.0 5.0 5.C 5.0 5.0

Equipment 30.0
Land & Structures
Grants & Claims
Miscellaneous (Board Restructure) (12 5) (41.5) (41 5) (41.5) (41.5) (41.5)

TO TAL OPERATING 1,016.5 535.5 482.1 528.6 528.6 528.6

CAPITAL EXPENDITURES I

CHANGE IN REVENUES ( )

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 1,029.0 577.0 392.7 285.1 142.5 0.0

1005 G F/P iogra ri Receipts
1037 GF/Mentai Health
1029 PERS (2.0) (4.1) (4.1 (4.1) (4 1) (4.1,
1034 TRS (10.5) (37.4) (37.4) (37.4) (37.4) (37.4)

Other (Specify Type-Do no! abbreviate) 130.9 285.0 427.6 570.1

TOTAL 1,016.5 535.5 482.1 528.6 528.6 528.6

E stim ate o f any cu rre n t year (FY2005) cos t: 0 0
Check th is  box (X) if fu n d in g  fo r th is  b ill is  in c lud ed  in the G ove rno r's  FY 2006 b u d g e t p ro p o sa l:

POSITIONS
Full-time i. o 2 2 2 2
Part-time 0 0 0 0 0 0

Temporary 3 2 1 1 1 1

ANALYSIS: (Attach a leparate  page / / necessary/
This bill will create a new defined contribution retirement plan and a health reimbursement arrangement for 
new employees of the PERS and TRS hired after the effective date of July 1, 2005. As the new plan 
significantly differs from the current defined benefit plans, the division will be required to reprogram its 
computer systems, set up and account for two new plans, create new plan publications and forms, '.rain staff, 
employer contacts and new members, create new employee benefit education methods on the web. benefit 
seminars and one on one appointments, and to contract for financial planning services for members of the 
new plan The fiscal note assumes fund m anage  fees, custody, and record Keeper’s individual account fees 
aie sepaiate It further assumes that cost reductions tor the PERS and TRS Boards will be partially offset b 
payments to the Office of Administrative Hearings to conduct disability hearings, previously conducted by the 
boards

Prepared by: 
Division

Appioved by 
Agency

Melanie Millhorn, Director Phone 465-4<-.0S
Retirement and Benefits Date/Tim e 4/22/05 3 2D PM

Mike Tibbies. Depuly Com missioner Date 4/22/2005
Department o l Administration

U0J'.'X>4OVlt! Page 1 of 9



FISCAL NOTE #11

S T A T E  O F  A L A S K A
2 0 0 5  L E G I S L A T I V E  S E S S IO N

H I L L  N O .  HCS CSSB 1 <J 1 (FIN)

ANALYSIS CONTINUATION

The estimated administrative costs to the division by fiscal year are as follows:
FY 2006 FY 2007 FY 2008 FY 09-11

PERSONAL SERVICES:
1 - Non Perm Analyst-Pgmr III - DC-Benefits Sys - R 16 64,4 64.4 64.4 64.4
1 - Accountant II - Range 16 52.0 52.0 52.0 52.0
1 - R£B Tech I/ll - ER Rpting / Contrib. Recon. - Range 12 46.7 46.7 46.7 46.7
1-Non Permanent Publications Tech II or Spec I - Range 13 49.0 0.0 0.0 0.0
1-Non Permanent Retirement Counselor - Range 18 64.4 64.4 0.0 0.0

276.5 227.5 163.1 163.1
TRAVEL:

Employer Reporting Software Upgrade Install & Help 30.0 15.0 0.0 0.0
Employer Plan Education 7.5 0.0 O.C 0.0
Tegional Counselor travel 0.0 2.5 3.5 5.0

37.5 17.5 3.5 5.0
CONTRACTUAL:

Communications £ Postage 82.0 17.0 17.0 17.0
Computer System Redesign (Est. 2,500 hours in FY06) 320.0 30.0 30.0 30.0
Audit, Accting, Tax, Benefits Consulting, Legal 100.0 75.0 50.0 50.0
Training \ Risk Management 15.0 5.0 5.0 0.0
Employee financial planning services 150.0 200.0 250.0 300.0

667.0 327.0 352.0 397.0

SUPPLIES. Office supplies, calculators, desx-top software 18.0 5.0 5.0 5.0
EQUIPMENT; Workstafion £ cubicle, chairs, file cabinets, computers,

telephone, set-up costs 30.0 0.0 0.0 0.0

MISCELLANEOUS (BOARD RECONFIGURATION, HEARINGS)
Board Member Election 2006/2008 0.0 0.0 0.0 0.0
Board Training -15.0 -15.0 -15.0 -15.0
Board Attorney -40.5 -40.5 -40.5 -40.5
Travel Members/Staff -24 0 -24 0 -24 0 -24.0
Honororium/Board Members -29.0 -29.0 -29.0 -29.0
National Seminars (NASRA - NCTR) -20.0 -20.0 -20 0 -20 0
Disability Hearings--Office of Administrative Hearings 1160 87.0 87.0 87.0

-12,5 -41.5 -41.5 -41 5

TOTAL 1,016.5 535.5 *102.1 528 6

The above funding source is initially listed as General Fund because the exiting tiers of PERS / TRS are Defined 
Eenefit plans, and the piesent DC plans, SBS and DCP are legally separate from the intended plan It is assumed that 
by FY2008, as more employees are hirea into the new tiers, that program costs will be funded through an assessment 
on DC accounts, similar to the SBS program currently in place General funds will be reduced 25% per year from 
FY2008-2011

The new plan effective date is July 1, 2005. Therefore, startup costs will start in FY 05 The startup costs are not costs 
of the PERS and TRS Defined Benefit plans. Tie's 1, 2, and 3 are logically related; however, tier 4 PERS and Tic-r 3 
TRS would not be. The purpose of the bill is to separate the DB and DC side. A legal opinion was sought to determine 
how the funding and arcounting needs to occur for the new DC plan

P a g e  2  o f  9
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M em o
To: M e la n ie  M illh o rn

Date: May 2. 2005
From: Sam Martin
Subject: AS 24 .08 .036  F is c a l N o te s  on B ills  A ffe c t in g  S ta te  R e t ire m e n t

S y s te m s , re q u ire s  an a d d it io n a l a n a lys is  o f th e  lo n g  te rm  and  s h o rt 
te rm  c o s ts  to  the  s ta te  i f  a b il l  is  a do p te d , as w e ll as th e  im p a c t o f th e  

b il l  on th e  a c tu a r ia l s o u n d n e s s  o f th e  funds.

As com pared to the current PERS and TR S p lan :. Mouse CS te r CS fo r Senate B i l l  N um ber 141 
(S T A j Version X , w ill serve tc  s ig n ifica n tly  reduce the vo la tility  o f future costs associated w ith  
new h ires, and the em ployer contribu tion  rates fo r these r.cw lures w ill  be m ore predictable. Tne 
b ill w i l l  have no negative impact on the actuarial soundness o f the systems.

The m a jo r cost components ^s amended by Mouse Finance include the fo llo w in g :
• S% Em ployee contribution amount fo r  PERS police and fire figh te r and "a il o thers" and 'IR S
• 5 To DC
• 2 .5%  Health Reimbursement A rrangem ent
• 2.5% Medical Claims*
• Death and d isa b ility  benefits for all PERS members in accordance w ith  cu rren t statute 

p rovis ions

* N o te : House Finance adopted a m od ified  l , c :  medical plan that includes prc*G5 and post-65 
m edica l coverage. Based on the changes made from  the orig inal a icd ica1 T ie r  design a 
p re lim in a ry  estimate would be between 2 .5%  and 3.75% It is anticipated under the House 
F inance m cdicai component mat there m ay be an o ffse tting  savings to the in it ia l p ro jection  ol 
3 .75% . A fo llo w -u p  analysis w ill be fo ill ic o m in g  to confirm  the amount.

• u an mt.y»»— M»y i■ • m m * mm
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CONCEPTUAL 

A M E N I) E N T

OFFERED IN FREE CONFERENCE COMMITTEE

TO: I-ICS CSSB 141(FIN) am IT, version R.A BY p

Part 1

Effective date: Sections 32, 67, 79, and 120 of this Act take effect July 1. 2006.

1. Section 32 is the Defined Contribution Plan under AS 14.25.

2. Section 67 amends AS 39,30.090, procurement of group insurance, to include the new 
medical benefits sections of the Defined Contribution Plans under AS 14.25 and AS
39.35.

3. Section 79 is the new Health Reimbursement Arrangement Plan for members of the 
Defined Contribution Plans.

4. Section 120 is the Defined Contribution Plan under AS 39.35.

Legal Services should make all conforming changes to other sections in the bill that reference 
sections 32, 67, 79, and 120. All other sections of this Act, except for those specified above 
and those contained in sections 146 and 147 on page 120, arc effective July 1. 2005.

Part 2

Delete the sunset provision and the employee option to choose either the DB or DC plans.

Page 115, lines 13-29:

Delete all material.

Renumber the following bill sections accordingly.

Part 3

Delete the conditional retroactivity clause. The delayed effective date ol the new Defined 
Contribution Plans makes the retroactivity clause unnecessary.

Page 120, lines 20-25:

Delete all material.

Renumber the following bill sections accordingly.



Part 4

AS 14.25.540 and AS 39.35.940: Transfer into defined contribution plan by nonvestcd 
members of defined benefit retirement plan.

The language in these sections needs to be clarified so that only the pre-tax contributions paid 
by a member into their individual account under the defined benefit plan, and the associated 
years of membership service, are eligible for transfer into the defined contribution plan.

This clarification is necessary to ensure the plans maintain compliance with the federal tax 
code, because after-tax contributions may not be made into a pre-tax contribution account.

Legal Services may change, or add to, the language of AS 14.25.540 and AS 39.35.940 to 
make this clarification.
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A M I i N D M  V N T < s d o p i r e d

OFFERED IN FREE CONFERENCE COMMITTEE BY ~ - u ) \  \ \C ojl^

TO: I-ICS CSSB 141 (FIN) am IT, version R.A

Page 41, line S:

Delele: “health”

Page 43, following line 23:

Insert new section to read:

“* Sec . AS 14.40.671 is amended by adding a new subsection to read:

(h) Notwithstanding (b) of this section, the university may offer an employee 
who made an election not to participate in an optional university retirement program at 
the time the employee was eligible to participate in the program, an option to enroll in 
a different university retirement program first established by the university after the 
effective date of this subsection.”

Page44, line I:

Insert a new section to read:

“* Sec . AS 14.40.691(c) is amended to read:

(c) The board may specify that contributions requited by this section are made 
by a reduction in salary under 26 U.S.C. 403(b) or 26 U.S.C. 414(h)(2) (Into nai 
Revenue Code)."

Explanations:
Page 41 -The University does not currently provide health coverage in its defined contribution 
program and the effect of leaving this in would require that this expensive accommodation be 
made. The UA designs programs appropriate for its employees based on market conditions 
necessary to keep competitive in recruitment and ictenlion of faculty and staff.

Page 43 -  This section will allow the University to open a defined contribution program to 
employees who may not have selected the option to join ORP when it was first offered. When 
the ORP program was established, there was a one-time, irrevocable opportunity to elect 
participation. Many employees who elected not to participate would now like a second change 
to elect a defined contribution program.

Page 44 -  T his language is necessary for the ORP program to be in compliance with Internal 
Revenue (.’ode.
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CONCEPTUAJ.

A M E N I) E N T

OFFERED IN FREE CONFERENCE COMMITTEE

TO: HCS CSSB J41(FIN) am II, version R.A BY ^  P W

Part 1 < Z , C o f

Effective date: Sections 32, 67, 79, and 120 of this Act take effect July I ,-20Wr.

1. Section 32 is the Defined Contribution Plan under AS 14.25.

2. Section 67 amends AS 39.30.090, procurement of group insurance, to include the new 
medical benefits oections of the Defined Contribution Plans under AS 14.25 and AS

3. Section 79 is the new Health Reimbursement Arrangement Plan for members of the 
Defined Contribution Plans.

4. Section 120 is the Defined Contribution Plan under AS 39.35.

Legal Services should make all conforming changes to other sections in the bill that reference 
sections 32, 67, 79, and 120. All other sections of this Act, except for those specified above 
and those contained in sections 146 and 147 on page 120, arc effective July 1. 2005.

Delete the sunset provision and the employee option to choose either the DB or DC plans.

39.35.

Page 115, lines 13-29:

Delete all material

Renumber the following bill sections accordingly.

Delete the conditional retroactivity clause. The delayed effective date of the new Defined 
Contribution Plans makes the relroaclivitv clause unnecessary.

Page 120. lines 20-25:

Delete all material.

Renumber the following bill sections accordingly.



Part 4
AS J4.25.540 and AS 39.35.940: Transfer into defined contribution plan by nonveslcd 
members of defined benefit retirement plan.

The language in these sections needs to be clarified so that only the pre-tax contributions paid 
by a member into their individual account under the defined benefit plan, and the associated 
years of membership service, are eligible for transfer into the defined contribution plan.

This clarification is necessary to ensure the plans maintain compliance with the federal tax 
code, because after-tax contributions may not be made into a pre-tax contribution account.

Legal Services may change, or add to, the language of AS 14.25.540 and AS 39.35.940 to 
make this clarification.
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F re e  C o n fe re n c e  C o m m it te e  R e p o r t  f o r  S e n a te  B i l l  141

A B C D E

Items highlighted in 
green were adopted

CS for Senate Bill 141(FIN)
Page, Line (or 

Sec.)
HCS for CS Senate Bill 141(FIN) 

am H
Page,L ine(or 

Sec.)
FCCS fo r Senate B ill 141

4
DC RETIREMENT 
ACCOUNT

5

Benefit Formula 12.5% per year to DC account + 
investment earnings.

P 16. L 8 and 
P 82. L 6

13% per year to DC account + 
investment earnings.

P 16. L25 + P 
17. L15 and P 
85, L 30 + P 

86. L 19

House: 13% per year to DC account 
+ investment earnings.

6 CONTRIBUTION DETAILS

7

Employee Contribution 
Rates

DB Plan: TRS 8.65% or 1/2 of the 
normal cost rate. PERS: 6.75% and 
7.5% (Police/Fire) or 1/2 of the 
normal cost rate. Maximum increase 
of ,5% (50 basis points) per year.

P 7, Sec. 7-8 
and P 68-69, 
Sec. 07-88

DB Plan: All changes eliminated. 
Existing employee contribution rates 
remain unchanged.

House: DB Plan: All changes 
eliminated. Existing employee 
contribution rates remain unchanged.

8

Employer Contribution 
Rates

DB Plan: 50% of normal cost plus 
past service cost. May not be less 
ban total normal cost after 

subtracting the member contribution.

P 7-8. Sec. 9- 
10 and P 71- 

72. Sec. 95-96

DB Plan: Employer cost is the 
difference between the actuarially 
calculated cost (normal rate + par ' 
service rale) less the member 
contribution rate, but may not be less 
than 11 % for TRS and 10% for 
PERS.

P 7. Sec. 7-8 
and P 73-74. 
Sec. 93-94

Am ended: Employer cost is the 
difference between the actuarially 
calculated cost (normal rate + past 
service rate) less the member 
contribution rate. May not be less 
than the normal cost rate less 
member contribution rate.

9a

9b
9c

DC Plan: 8.25% employer 
contribution:

♦ 4 50% to DC account
♦ 1.75% to Medical 
■* 2.00% toHRA

P 16. Ls 8&10 
and P 8 2 .Ls 
6&0; P 58. L 

10

DC Plan: 10.00% employer 
contribution:

+ 5.00% to DC account 
+ 2.50% to Medical 
-» 2.50% to HRA

P 17, L 15 & 
17: P 6 1 .L 8 ; 
and P 86. L 19 

& 21

House DC + Senate Medical + New 
HRA D/D Bens:

+ 5 00% to DC account 
+ 1.75% to Medical
♦ 3.00% to HRA
♦ .35% to D/D Benefits 

10.10% Total
8.25% Total 10.00% Total

Prepared by FCC on SB 141 May IX 2005 1 o1 7



F re e  C o n fe re n c e  C o m m it te e  R e p o r t  f o r  S e n a te  B i l l  141

A B C D E

Items highlighted in 
green were adopted

CS for Senate Bill 141(FIN)
Page, L ine(o  

Sec.)
HC3 for CS Senate Bill 141(FIN) 

am H
Page, Line (oi 

Sec.)
FCCS for Senate Bill 141

10 MEDICAL PROGRAM

11

Medical Benefits Access to medical coverage at 
Medicare eligible age (currently 65) 
with 10 years of service, or at any 
age after (1) 25 years for peace 
officer/f*: efighter, or (2) 30 years for 
all others.

Not requiied to retire directly from 
the system.

P 26, Ls 3-6 
and P 92, Ls 1 

5

Must retire directly from system for 
access to medical coverage.
Access to medical coverage at 
"normal retirement age" (60 months 
prior to Medicare eligible age) with 10 
years of service: or at any age with 
25 years for P/F or 30 years all 
others.

P 27, Ls IQ- 
23 and P 96, L 
18 thru P 97, 

L2

Amended: Must retire directly from 
system for acess to medical 
coverage. Age/Service 
requirements: "normal retirement" at 
Medicare eligible age (currently 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.

12

No nre-Medicare cost sharing. Upon reaching normal retirement 
age, employer pays a defined dollar 
subsidy of medical premium: 30% for 
10 years of service, incremented by 
3% each year. Maximum subsidy is 
907o for 30 years or more. Employer 
share of health cost growth is capped 
at 5% annually, so retiree pays the 
balance of growth.

P 28, L 31 thru 
P 29. L 7; and 
P 98, Ls 15-22

Senate: No pre-Medicare cost 
sharing.

13

Retiree share of medical premium at 
Medicare eligible age based on years 
ol service:

+ 10-14 years = 30%
+ 15-19 years = 25%
+ 20-24 years = 20%
+ 25-29 years = 15%

=> 30 years = 10%

P 27, Ls 18-2b 
and P 93, Ls 

17-27

At Medicare eligible age, the medical 
program changes to a percent 
contribution by the retiree and the 
growth cop is lilted so the system and 
retiree share the growth cost.

+ 10-14 years = 30%
+ 15-19 years = 25%
+ 20-29 years = 20%

=> 30 years =10%

P 29, Ls 16- 
24; and P 98, 
L 31 thru P99, 

L 8

Senate: Retiree share of medical 
premium at Medicare eligible age 
based on years of service:

+ 10-14 years = 30%
+ 15-19 years = 25%
+ 20-24 years = 20%
+ 25-29 years = 15%

=> 30 years =10%

14

Retiree and survivors pay full 
premium until Medicare eligible.

P 27, Ls 16-17 
and P 93, Ls 

15-16

'Early retirees" (meets service but 
lot age requirements) and survivors 
pay full premium until normal 
retirement age.

P 27, Ls 16-17 
and P 9 3 ,Ls 

15-16

Senate: Retiree and survivors pay 
fuil premium until Medicare eligible.

Prepared by FCC on SB 141 May 13, 2005 2 of 7



F re e  C o n fe re n c e  C o m m it te e  R e p o r t  f o r  S e n a te  B i l l  141

A B C D E

Items highlighted In 
green were adopted

CS for Senate Bill 141(FIN)
Pago, Line (or 

Sec.)
HCS for CS Senate Bill 141(FIN) 

am H
Page, Line (or 

Sec.) FCCS fo r Senate Bill 141

14a

Deferral o f Election to 
Partlcpate in Medical 
Plan

An eligible person must make the 
irrevocable election to participate or 
not participate in the retiree major 
medical insurance plan by the age of 
70 1/2 or upon termination of 
employment, whichever is later.

P 26, Ls 18- 
20; and P 92, 

Ls 17-19

Deleted. Senate: An eligible per in must 
make the irrevocable ele. ion to 
participate or not participate in the 
retiree major medical insurance plan 
by the age of 70 1/2 or upon 
termination of employment, 
whichever is later.

15

Occupational Disability 
Benefit

None. A public employee shall receive a 
pension benefit if a disabling injury 
occurs on the job.

P 100, L 7 thru 
P 102, L 29

House +; A public employee shall 
receive a pension benefit if a 
disabling injury occurs on the job. 
Separate calculations for P/F and 
"others”.

16

Occupational Death 
Benefit

None. A surviving spouse of an employee 
killed in the line of duly shall receive 
a pension benefit.

P 102,L 30 
thru P 104, L 6

House +: A surviving spouse of an 
employee killed in the line of duty 
shall receive a oension benefit. 
Separate calculations for P/F and 
“others”.

17
Health Reimbursement 

Arrangement (HRA)
Employer contributes 27o of annual 
average employer’s group 
compensation.

P 58, I 10 Employer contributes 2.5% of annual 
average employer's group 
compensation.

P 61, L 8 Amended: Employer contributes 
3.0% of annual average employer's 
group compensation.

18

HRA can be used even if not 
participating in State’s medical 
insurance plan and vice versa, you 
can participate in the medical 
nsurance plan and not use the HRA,

P 26, Ls 13- 
17; and P 92. 

Ls 12-16

Deleted. Senate: HRA can be used even if 
not participating in State’s medical 
insurance plan and vice versa, you 
can participate in the medical 
insurance plan and not use the HRA.

19

Employee forfeits rigtits to HRA if 
terminating before 10 years of 
service. Employee can return to a 
larlicipating employer within 5 years, 
and have account balance restored 
without interest or other adjustment.

P 58, Ls 15-21 Employee forfeits rights to HRA if 
terminating before 10 years of 
service. An employee can return to a 
participating employer -  without time 
imitation -  and have account 
balance restored with interest.

P61, Ls 17-20 Amended: Employee forfeits rights 
to HRA if terminating before 10 years 
of service. An employee can return 
to a participating employer b y  Dec. 
31st o f the year in which age 65 is 
reached. Account balance restored 
at time of termination ph is inflation 
at rale o f Anchorage CPI.
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20 RETIREMENT BOARDS

21

Board Members Nine trustees appointed by the 
Governor:

Commissioner of Admin 
Commissioner of Revenue 
3 AK residents, non-beneficiary 
1 finance officer of municipality 
1 finance officer of school disl 
1 PERS members 
1 TRS members

P 46, Ls 14-31 Nine trustees appointed by the 
Governor. The PERS/TRS members 
shall be selected from a list of three 
nominees submitted by the 
appropriate bargaining units.

Commissioner of Admin 
Commissioner of Revenue 
1 AK resident, non-beneficiary 
1 finance officer of municipality
1 finance officer of school dist
2 PERS members 
2 TRS members

P 48, L 12 thru 
P 49, L 3

House Amended: Nine trustees 
appointed by the Governor. The 
PERS/TRS members shall be 
selected from a list of four nominees 
submitted from among the 
appropriate bargaining units b y  a 
reasonable date certain .

Commissioner of Admin 
Commissioner of Revenue 
2 AK resident, non-beneficiary
1 muni or SD finance officer
2 PERS members 
2 TRS members

22
Board Terms Three year terms, maximum of three 

consecutive terms. One year break 
required.

P 47, Ls 1-4 Six year terms, r.oximum of two 
consecutive terms. One year break 
required.

P 49, Ls 4-7 Am ended: Four year staggered 
terms, unlimited, no break 
required.

22a

nitial staggered terms ut trustees of 
the ARMB, who are not 
commissioners, set in the manner 
irovided for nine-member boards by 
AS 39.05.055(7).

P 105, Sec. 
132

Additional language that the terms of 
the two finance officers and 4 
PERS/TRS members are staggered 
three years apart from the terms of 
their counterparts.

P 115-116, 
Sec. 134

House Amended: Initial staggered 
terms of trustees of the ARMB. who 
are not commissioners, set in the 
manner provided for seven-member 
boards by AS 39.05.055(5).
A litional language that the terms of 
the 4 PERS/TRS members are 
staggered two years apart from 
the terms of their counterparts.

23

Board Duties None. Added requirement lor ARMB to 
annually evaluate that employer rate 
for medical insurance is sufficient to 
cover projected costs.

P 51, Ls 7-14

i

Senate: None.
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24

'one. Added duty that the board assist the 
retirement system administrator in 
prescribing policies for the operation 
of the retirement system.

P 50, Ls 10-12 House: Added duty that the board 
assist the retirement system 
administrator in prescribing policies 
for the operation of the retirement 
system.

25
Board Compensation $150 honorarium per day including 

travel days, plus per diem
P 50, L 15 $400 honorarium per day, plus per 

diem.
P 50, L 15 House: $400 honorarium per day, 

plus per diem.

26
CHANGES TO EXISTING 
RETIREMENT PLANS

27

Ad hoc PRPAs Defined "financial condition of the 
retirement fund" for ad hoc PRPAs as 
110% ratio of assets to liabilities (see 
Editor's notes under AS 14.25.143 & 
AS 39.35.483)

P 11 Sec. 17- 
18, and P 77 

Sec. 113

Changed fund ratio to 105%. P 11 Sec. 17- 
18 .and P 77 

Sec. 113

House: Changed fund ratio to 
105%.

28

Conditional Service 
Retirement Benefits

Changed the credited service 
requirement to 120 days for 
legislative employee under AS 
39.35.385(f).

P 76-77, Sec. 
111

Deleted. P 76-77, Sec. 
111

House: Deleted.

29

Medical Benefits under 
AS 14.25.168 and AS 
39.35.535(a)

None. This section repealed and reenacted 
to close loophole on coverage for 
second families that had no 
relationship to the retiree before the 
retiree died.

P 11-12, Sec. 
19; and P 80- 
81, Sec. 114

House: This section repealed and 
reenacted to close loophole on 
coverage for second families that had 
no relationship to the retiree before 
the retiree died.
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30

University o f Alaska 
Optional Retirement 
Program

Changed AS 14.40.661-14.40.799 
giving the Board of Regents flexibility 
to design both optional and 
mandatory retirement programs for 
future University employees.
Specifies the University's retirement 
programs are not subject to collective 
bargaining. Also provides a one-time 
option for current employees who 
chose to participate in PERS or TRS 
to transfer into the existing optional 
retirement program.

P 38, Sec. 35 
thru P 42, Sec 

50

Removed the provision that the 
University may create a mandatory 
retirement plan.

P 41. See. 35 
thru P 45, Sec 

50

House Am ended: Added provision 
for the University to open a defined 
contribution program to employees 
who may not have selected 
participation in the Optional 
Retirement Program (ORP) when it 
was first offered. Also made two 
technical changes: (1) deleted 
"health" from the list of benefits the 
University can offer; and (2) added 
reference to 26 USC 403(b) under 
"contributions" to bring the ORP into 
IRC compliance.

31
OTHER BILL 
COMPONENTS

32

Penalty fo r False 
Statements 
AS 14.25.210

No change from existing statute. Removed the existing language that 
a person who knowingly makes a 
false statement "forfeits all rights 
under this chapter”. Language 
conforms to PERS AS 39.35.670.

P 13, Sec. 25 House: Removed the existing 
language that a person who 
knowingly makes a false statement 
"forfeits all rights under this chapter". 
Language conforms to PERS AS 
39.35.670.

33

Definition o f "teacher" AS 
14.25.220 (DB plan) and 
AS 14.25.590 (DC plan)

No change from existing statute. Adds AVTEC instructors to the 
definition of "teacher" and "member" 
for participation in TRS regardless c ' 
whether the position requires a 
certificate if the instructor is certified.

P 14-15, Sec. 
30; P 39, L 28 
thru P 40. L 1

Senate: No change from existing 
statute.

34

Cost Saving Measures in 
Retiree Health System

None. Added new statutes ihat R&B 
mplement by regulation cost-saving 
measures in the retiree health caie 
system

P 30, Ls 14-22 Senate: None.

35

None. Requires annual report to legislature 
by R8B on implementation of cost- 
saving measures.

P 118. Sec 
141

House: Requires annual report to 
egislature by R&B on implementation 
Df cost-saving measures.
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36

Conditional Retroactivity

-Q -vvna/Td

None. Added conditional language that 
makes the effective date retroactive 
to July 1, 2005.

P 120, Sec. 
145

Semite: None. The retroactive 
clause is not needed because of the 
delayed implementation dale.

37

Sunset

f jv y ^ C / jd n r y O j l t ^  1

None. Added sunset provision to repeal the 
delined contribution plan on June 1, 
2006 unless legislation amending the 
PERS or TRS statutes is enacted by 
Sept. 30. 2006.

P 115, Sec. 
132-133

Amended: Delay implementation 
date of placing new employees into a 
defined contribution retirement plan 
to July 1, 2006.

38

»

Choice o f Retirement 
Plans

fJ y Y T O iT fd 'rv ^ 't '^ l

None. Employees hired on or after July 1, 
2005 have 30 days to choose either 
the defined benefit plan or the 
defined contribution plan. If an 
employee fails to make an election 
within the 30 days, they are defaulted 
to the defined contribution plan.

P 15, L 15 thru 
P 16, L 2; and 
P 84, L 20 thru 

P 85. L 7

Senate. None.

39 Fiscal Notes 1-11 FNs 1-8 FNs 1,3-7, 9, 11 House: FNs 1,3-7, 9,11
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4
DC RETIREMENT 
ACCOUNT

5

Benefit Formula 12.5% per year to DC account + 
investment earnings.

P 16, L 8 and 
P 82. L 6

13% per year to DC account + 
investment earnings.

P16, L25 + P 
17, L15 and P 
85, L 30 + P 

86. L 19

House: 13% per year to DC account 
+ investment earnings.

6 CONTRIBUTION DETAILS

7

Employee Contribution 
Rates

DB Plan: TRS 8.65% or 1/2 of the 
normal cost rate. PERS: 6.75% and 
7.5% (Police/Fire) or 1/2 of the 
normal cost rate. Maximum increase 
of .5% (50 basis points) per year.

P 7, Sec. 7-8 
and P 68-69, 
Sec. 87-88

DB Plan: All changes eliminated. 
Existing employee contribution rates 
remain unchanged.

•
House: DB Plan: All changes 
eliminated. Existing employee 
contribution rates remain unchanged.

8

Employer Contribution 
Rates

DB Plan: 50% of normal cost plus 
past service cost. May not be less 
than total normal cost after 
subtracting the member contribution.

P 7-8. Sec. 9- 
10 and P 71- 

72, Sec. 95-96

DB Plan: Employer cost is the 
difference between the actuarially 
calculated cost (normal rale + past 
service rate) less the member 
contribution rale, but may not be less 
than 11% for TRS and 10% for 
PERS.

P 7, Sec. 7-8 
and P 73-74, 
Sec. 93-94

Amended: Employer cost is the 
difference between the actuarially 
calculated cost (normal rate + past 
service rate) less the member 
contribution rate. May not be less 
than the normal cost rate less 
member contribution rate.

9a

9b
9c

DC Plan: 8.25% employer 
contribution:

+ 4.50% to DC account 
+ 1.75% to Medical 
+ 2.00% lo I IRA

P 16. Ls 8&10 
and P 8 2 ,Ls 
68.8; P 58, L 

10

DC Plan: 10.00% employer 
contribution:

+ 5.00% to DC account 
+ 2.50% to Medical 
+ 2.50% to HRA

P 17. L 15 8 
17; P 61, L 8; 

and P 86, L 19 
8 21

House DC + Senate Medical + New  
HRA + D/D Lens:
+ 5.00% to DC account 
+ 1.75% to Medical 
+ 3.00% loHRA 
+ .35% to D/D Benefits 

10.10% Total
8.25% Total 10.00% Total
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10 MEDICAL PROGRAM

11

Medical Benefits Access to medical coverage at 
Medicare eligible age (currently 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.

Not required to retire directly from 
the system.

P 26, Ls 3-6 
anJ P 9 2 ,Ls 

5

Must retire directly from system for 
access to medical coverage.
Access to medical coverage at 
"normal retirement age" (60 months 
prior to Medicare eligible age) with 10 
years of service; or at any age with 
25 years for P/F or 30 years all 
others.

P 27, Ls IQ- 
23 and P 96, L 
18 thru P 97, 

L2

Amended: Must retire directly from 
system for acess to medical 
coverage. Age/Service 
requirements: "normal retirement" at 
Medicare eligible age (currently 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.

12

No pre-Medicare cost sharing. Upon reaching normal retirement 
age, employer pays a defined dollar 
subsidy of medical premium: 30% for 
10 years of service, incremented by 
3% each year. Maximum subsidy is 
90% for 30 years or more. Employer 
share of health cost growth is capped 
at 5% annually, so retiree pays the 
balance of growth.

P 28, L 31 thru 
P 29, L 7; and 
P 98, Ls 15-22

Senate: No pre-Medicare cost 
sharing.

13

Retiree share of medical premium at 
Medicare eligible age based on years 
of service:

+ 10-14 years = 30%
+ 15-19 years = 25%
+ 20-24 years = 20%
+ 25-29 years = 15%

=> 30 years =10%

P 27, Ls 18-28 
and P 9 3 ,Ls 

17-27

At Medicare eligible age, the medical 
program changes to a percent 
contribution by the retiree and the 
growth cap is lifted so the system and 
retiree share the growth cost.

+ 10-14 years = 30%
+ 15-19 years = 25%
+ 20-29 years = 20%

=> 30 years =10%

P 29. Ls 16- 
24; and P 98. 
L 31 thru P99, 

L 8

Senate: Retiree share of medical 
premium at Medicare eligible age 
based on years of service:

+ 10-14 years = 30%
+ 15-19 years = 25%
+ 20-24 years = 20%
+ 25-29 years = 15%

=> 30 years =10%

14

Retiree and survivors pay full 
premium until Medicare eligible.

P 27, Ls 16-17 
and P 93, Ls 

15-16

Early retirees" (meets service but 
not age requirements) and survivors 
)ay full premium until normal 
retirement age.

P 27, Ls 16-17 
and P 93, Ls 

15-16

Senate: Retiree and survivors pay 
full premium until Medicare eligible.
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14a

Deferral o f Election to 
Particpaie in Medical 
Plan

An eligible person must make the 
irrevocable election to participate or 
not participate in the retiree major 
medical insurance plan by the age of 
70 1/2 or upon termination of 
employment, whichever is later.

P 26, Ls 18- 
20; and P 92, 

Ls 17-19

Deleted. Senate: An eligible person must 
make the irrevocable election to 
participate or not participate in the 
retiree major medical insurance plan 
by the age of 70 1/2 or upon 
termination of employment, 
whichever is later.

15

Occupational Disability 
Benefit

None. A public employee shall receive a 
pension benefit if a disabling injury 
occurs on the job.

P 100, L 7 thru 
P 102,L 29

House +: A public employee shall 
receive a pension benefit if a 
disabling injury occurs on the job. 
Separate calculations for P/F and 
"others".

16

Occupational Death 
Benefit

None. A surviving spouse of an employee 
killed in the line of duly shall receive 
a pension benefit.

P 102,L 30 
thru P 104, L 6

House +: A surviving spouse of an 
employee killed in the line of duly 
shall receive a pension benefit, 
Separate calculations for P/F and 
"others".

17

Health Reimbursement 
Arrangement (HRA)

Employer contributes 2% of annual 
average employer's group 
compensation.

P 58, L 10 Employer contributes 2.5% of annual 
average employer's group 
compensation.

P 61, L 8 Amended: Employer contributes 
3.0% of annual average employer's 
group compensation.

18

HRA can be used even if not 
participating in State's medical 
insurance plan and vice versa, you 
can participate in the medical 
insurance plan and not use the HRA.

P 26, Ls 13- 
17; and P 92, 

Ls 12-16

Deleted. Senate: HRA can be used even if 
not participating in Slate's medical 
insurance plan and vice versa, you 
can participate in the medical 
insurance plan and not use the HRA.

19

Employee forfeits rights to HRA if 
terminating before 10 years of 
service. Employee can return to a 
inrticipating employer within 5 years, 
and have account balance restored 
without interest or oilier adjustment.

P 58, Ls 15-21 Employee forfeits rights to HRA if 
terminating before 10 years of 
service. An employee can return to a 
participating employer -  without lime 
imitation -- and have account 
balance restored with interest

P 61, Ls 17-20 Amended: Employee forfeits rights 
to HRA if terminating before 10 years 
of service. An employee can return 
0 a participating employer b y  Dec.
31st of the year in which age 65 is 
reached. Account balance restored 
at time ol termination plus Inflation 
at rate of Anchorage CPI.
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20 RETIREMENT BOARDS

21

Board Members Nine trustees appointed by the 
Governor:

Commissioner of Admin 
Commissioner of Revenue 
3 AK residents, non-beneficiary 
1 finance officer of municipality 
1 finance officer of school disl 
1 PERS members 
1 TRS members

P 46, Ls 14-31 Nine trustees appointed by the 
Governor. The PERS/TRS members 
shall be selected from a list of three 
nominees submitted by the 
appropriate bargaining units. 

Commissioner of Admin 
Commissioner of Revenue 
1 AK resident, non-beneficiary 
1 finance officer of municipality
1 finance officer of school disl
2 PERS members 
2 TRS members

P 48, L 12 thru 
P 49, L 3

House Amended: Ninolrusle.es 
appointed by the Governor. The 
PERS/TRS members shall be 
selected from a list of four nominees 
submitted from among the 
appropriate bargaining units b y  a 
reasonable date certain .

Commissioner of Admin 
Commissioner of Revenue 
2 AK resident, non-beneficiary
1 muni or SD finance officer
2 PERS members 
2 TRS members

22
Board Terms Three year terms, maximum of three 

consecutive terms. One year break 
required.

P 47, Ls 1-4 Six year terms, maximum of two 
consecutive terms, One year break 
required.

P 49, Ls 4-7 Amended: Four year staggered 
terms, unlimited, no break 
required.

22a

nitial staggered terms of trustees of 
the ARMB, who are not 
commissioners, set in the manner 
provided for nine-member boards by 
AS 39.05.055(7).

P 105, Sec. 
132

Additional language that the terms of 
the two finance officers and 4 
PERS/TRS members are staggered 
three years apart from the terms of 
their counterparts.

P 115-116, 
Sec. 134

House Amended: Initial staggered 
terms of trustees of the ARMB, who 
are not commissioners, set in the 
manner provided for seven  -member 
boards by AS 39.05.055(5). 
Additional language that the terms of 
the 4 PERS/TRS members are 
staggered three years apart from the 
terms of their counterparts.

23

Board Duties None. Added requirement for ARMB to 
annually evaluate that employer rate 
for medical insurance is sufficient lo 
cover projected costs.

P 51. Ls 7-14 Senate: None.
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24

None. Added duty th it the board assist the 
retirement system administrator in 
prescribing policies for the operation 
of the retirement system.

P 50, Ls 10-12 House: Added duty that the board 
assist the retirement system 
administrator in prescribing policies 
for the operation of the retirement 
system.

25
Board Compensation S150 honorarium per day including 

travel days, plus per diem
P 50, L 15 S400 honorarium per day, plus per 

diem.
P 50, L 15 House: $400 honorarium per day, 

plus per diem.

26
CHANGES TO EXISTING 
RETIREMENT PLANS

27

Ad hoc PRPAs Defined "financial condition cf the 
retirement fund" for ad hoc PRPAs as 
110% ratio of assets to liabilities (see 
Editor's notes under AS 14.25.143 & 
AS 39.35.483)

P 11 Sec. 17- 
18, and P 77 

Sec. 113

Changed fund ratio to 105%. P 11 Sec. 17- 
18. a n d P 77 

Sec. 113

House: Changed fund ratio to 
105%.

28

Conditional Service 
Retirement Benefits

Changed the credited service 
requirement to "20 days for 
legislative employee under AS 
39.35.385(f).

P 76-77, Sec. 
111

Deleted. P 76-77, Sec. 
111

House: Deleted.

29

Medical Benefits under 
AS 14.25.168 and AS 
39.35.535(a)

None. This section repealed and reenacted 
to close loophole on coverage for 
second families that had no 
relationship to the retiree before the 
retiree died.

P 11-12, Sec. 
19; and P 80- 
81, Sec. 114

House: This section repealed and 
reenacted to close loophole on 
coverage for second families that had 
no relalionship to the retiree before 
the retiree died.
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30

University o f Alaska 
Optional Retirement 
Program

Changed AS 14.40.661-14.40.799 
giving the Board of Regents flexibility 
to design both optional and 
mandatory retirement programs for 
future University employees.
Specifies the University's retirement 
programs are not subject to collective 
bargaining. Also provides a one-time 
option for current employees who 
chose to participate in PERS or TRS 
to transfer into the existing optional 
retirement program.

P 38, Sec. 35 
thru P 42, Sec 

50

Removed the provision that the 
University may create a m andatory 
retirement plan.

P 38, Sec. 35 
thru P 42, Sec. 

50

OPEN

31
OTHER BILL 
COMPONENTS

32

Penalty for False 
Statements 
AS 14.25.210

No change from existing statute. Removed the existing language lhat 
a person who knowingly makes a 
false statement "forfeits all rights 
under this chapter". Language 
conforms to PERS AS 39.35.670.

P 13. Sec. 25 House: Removed the existing 
language that a person who 
knowingly makes a false statement 
"forfeits all rights under this chapter". 
Language conforms to PERS AS 
39.35.670.

33

Definition o f "teacher" AS 
14.25.220 (DB plan) and 
AS 14.25.590 (DC plan)

No change from existing statute. Adds AVTEC instructors to the 
definition of "teacher" and "member" 
for participation in TRS regardless of 
whether the position requires a 
certificate if the instructor is certified.

P 14-15, Sec. 
30; P 39, L 28 
thru P 40, L 1

Senate: No change from existing 
statute.

34

Cost Saving Measures in 
Retiree Health System

None. Added new statutes that R&B 
mpleinenl by regulation cost-saving 
neasures in the retiree health care 
system.

P 30. Ls 14-22 Senate: None.

35

None.

]

Requires annual report to legislature 
sy R&B on implementation of cost- 
saving measures.

P 118, Sec. 
141

House: Requires annual report to 
egislature by R&B on implementation 
3f cost-saving measures.
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HCS for CS Senate Bill 141(FIN) 
am H

Page, Line (or 
Sec.)

CC on SB 141 w ith  Limited Powers

36
Conditional Retroactivity None. Added conditional language that 

makes the effective date retroactive 
to July 1, 2005.

P 120, Sec. 
145

House: Added conditional language 
that makes the effective date 
retroactive to July 1, 2005.

37

Sunset None. Added sunset provision to repeal the 
defined contribution plan on June 1, 
2006 unless legislation amending the 
°ERS or TRS statutes is enacted by 
Sept. 30, 2006.

P 115, Sec. 
132-133

OPEN

38

Choice o f Retirement 
Plans

None. Employees hired on or after July 1, 
2005 have 30 days to choose either 
the defined benefit plan or the 
defined contribution plan. If an 
employee fails to make an election 
within the 30 days, they are defaulted 
to the defined contribution plan.

P 15, L 15 thru 
P 16, L 2; and 
P 84, L 20 thru 

P 85. L 7

OPEN

39 Fiscal Notes 1-11 FNs 1-8 FNs 1,3-7, 9. 11 House: FNs 1,3-7, 9. 11
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Received in the Senate:
(Date/Time)

Received in the Mouse:
(DatcfJ'iine)

(R eported out o f  com m ittee)

C O N F E R E N C E  C O M M I T T E E  R E P O R T

D a te :________

MR.  P R E S ID E N T : M R . S P E A K E R :

The 2d  FREE CONFERENCE COMMITTEE considering:
• S e n a t e  V e r s io n :
C S  FOR SENATE B ILL  NO. 141 (FIN)
"An Act re la ting  to the teachers' an d  pu b lic  employees' re tirem en t system s and crea ting  defined c o n trib u tio n  and 
hea lth  re im bursem ent p lans fo r m em bers o f the teachers' re tirem en t system  and the pub lic  employees' re tirem ent 
system  who arc firs t h ired a fte r J u ly  I .  2005; re la ting  to u n ive rs ity  re tirem ent program s; estab lish ing  the A laska 
Retirem ent Managem ent Doard to replace the A laska State Pension Investm ent hoard , the A laska Teachers' Rcluen ient 
hoa rd , and the P ub lic  Employees' Retirem ent Doard; adding appeals o f the decisions o f the a d m in is tra to r o f the 
teachers' and p u b lic  employees' re tirem en t system s to the Ju risd ic tio n  o f the office o f ad m in is tra tive  hearings: p rovid ing 
fo r nonvested m em bers o f the teachers' re tirem en t system  defined benefit p lans to trans fe r in to  the teachers' re tirem ent 
system  defined c o n trib u tio n  p lan and for nonvested members o f the pu b lic  employees' re tirem en t system defined 
benefit p lans to trans fe r In to  d ie  pu b lic  employees' re tirem ent system  defined c o n trib u tio n  p lan; p rov id ing  fo r po litica l 
subd iv is ions  and pu b lic  organ izations to request to partic ipa te  In the pub lic  employees' defined c o n trib u tio n  retirem ent 
p lan : and p rov id ing  for an effective date.”

a n d  
•House Version:
IIOUSE CS FOR CS FOR SENATE BILL NO. 141 (FIN) am 11 
(Same Title)

Recommends the:

□  2 d F C C S _________________________________ be ad o p ted .

□  New T itle  (tech. - sec attached) O  Same T itle  as: □  Senate Version □  House Vcrclo "

- o r -  Recommends the: □  S e n a te  V ersion □  Mouse V ers ion  be  a d o p te d .

 □ ____________________________ Letter oi Intent a ttached.

FN
# L is t by Dcpt(s)

New
Fiscal
Note

Previous
Fiscal
Note

Fiscal
Im pact Indc t. Zero

R e t u r n  C o n f e r e n c e  B ill a n d  a t t a c h m e n t s  to  t h e  S e n a t e  S e c r e t a r y ’s Office.
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^ c b p f e d

1 Page 16, line 18:

2 Delete "five"

3 Insert "seven"

4

5 Page 29. following line 5

6 Insert new material to read:

7 "See. 14.25.485. Occupational disability benefits and reemployment of

8 disabled members, (a) A member is eligible for an occupational disability benefit if

9 employment is terminated because of a total and apparently permanent occupational

10 disability before the member's normal retirement date.

11 (b) The occupational disability benefits accrue beginning the first day of the

12 month following termination of employment as a result of the disability and are

13 payable the last day of the month. If a final determination granting the benefit is not

14 made in time to pay the benefit when due. a retroactive payment shall be made to

15 cover the period of deferment. The last payment shall be for the first month in which

16 the disabled member

17 (1) dies;

18 (2) recovers from the disability;

19 (3) fails to meet the requirements under (f) or (h) of this section: or

20 (4) reaches normal retirement age.

21 (c) If the disabled member becomes ineligible to receive occupational

22 disability benefits before the normal retirement dale, the disabled member shall then 

be entitled to receive retirement benefits if the member would have been eligible for23

L -1-



1 the benefit had employment continued during the period of disability. The period of

2 disability constitutes membership service in regard to determining eligibility for

3 retirement.

4 (d) The monthly amount of an occupational disability benefit is 40 percent of

5 the disabled member's gross monthly compensation at the time of termination due to

6 disability. While a member is receiving disability benefits, based on the disabled

7 member's gross monthly compensation at the time of termination due to disability, the

8 employer shall make contributions to the

9 (1) member's individual account under AS 14.25.340 on behalf of the

10 met er, without deduction from the member's disability payments; and

11 (2) appropriate accounts and fxmds on behalf of the member under

12 AS 14.25.350.

13 (e) A member is not entitled to an occupational disability benefit unless the

14 member files an application for an occupational disability benefit with the

15 administrator within 90 days after the date of terminating employment. If the member

16 is unable to meet a filing requirement of this subsection, the filing requirement may he

17 waived by the administrator if there are extraordinary circumstances that resulted in

18 the member's inability to meet the filing requirement,

19 (0 A disabled member receiving an occupational disability benefit shall

20 undergo a medical examination as often as the administrator considers advisable, but

21 not more frequently than once each year, 'flic administrator shall determine the place

22 of the examination and engage the physician or physicians. If, in the judgment of the

23 administrator, the exami lation indicates that the disabled member is no longer

24 incapacitated because of a total and apparently permanent occupational disability, the

25 administrator may not issue further disability benefits to the member.

26 (g) A disabled member's occupational disability benefit terminates when the

27 disabled member first attains eligibility for normal retirement. At that lime, the

28 member's retirement benefit shall be determined under the provisions of AS 14.25.420

29 -14.25.449. 14.25.470. and 14.25.480. A member receiving disability benefits up until

30 eligibility for retirement shall he considered to have retired directly from the plan.

31 (h) A member appointed to disability benefit* shall apply to the division of

r
24-LS0637VN.2
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vocational rehabilitation of the Department of Labor and Workforce Development 

within 30 days after the date disability benefits commence. The member shall be 

enrolled in a rehabilitation program if the member meets the eligibility requirements 

of the division of vocational rehabilitation. Unless the member demonstrates cause, 

benefits shall terminate at the end of the first month in which a disabled member

(1) fails to report to the division of vocational rehabilitation;

(2) is certified by the division of vocational rehabilitation as failing to 

cooperate in a vocational rehabilitation program;

(3) fails to interview for a job; or

(4) fails to accept a position offered.

(i) Upon the death of a disabled member who is receiving or is entitled to 

receive an occupational disability benefit, the administrator shall pay the surviving 

spouse a surviving spouse's pension, equal to 40 percent of the member's monthly 

compensation at the termination of employment because of occupational disability. If 

there is no surviving spouse, the administrator shall pay the survivor's pension in equal 

parts to the dependent children of the member. The first payment of the surviving 

spouse's pension or of a dependent child's pension shall accrue from the first day of 

the month following the member's death and is payable the last day of the month. The 

last payment shall be made for the last month in which there is an eligible surviving 

spouse or child. On the date the normal retirement of the member would have 

occurred if the member had lived, the retirement benefit shall be determined under the 

provisions of AS 14.25.420 - 14.25.440, 14.25.470, and 14.25.480. A member who 

died while receiving disability benefits shall be considered to have retired directly 

from the plan on the date the n etirement of the member would have occurred if 

the member had lived.

(j) In this section, "occupational disability" has the meaning given in 

AS 39.35.680.

See. 14.25.487. Occupational death benefit, (a) If (I) the death of a 

member occurs before the member's retirement and before the member's normal 

retirement date, (2) the proximate cause of death is a bodily injury sustained or a 

hazard undergone while in the performance and within the scope of the member's

-3-
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1 duties, and (3) the injury or hazard is not the proximate result of wilful negligence of

2 the member, a monthly survivor's pension shall be paid to the surviving spouse. If

3 there is no surviving spouse or if the spouse later dies, the monthly survivor's pension

4 shall be paid in equal parts to the dependent children of the member.

5 (b) The first payment of the surviving spouse's pension or of a dependent

6 child's pension shall be made for the month following the month in which the member

7 dies, and payment shall cease to be made beginning with the month in which the

8 member would have first qualified for retirement.

9 (c) The monthly survivor's pension in (b) of this section lor survivors of

10 members is 40 percent of the member's monthly compensation in the month in which

11 the member dies. While the monthly survivor's pension is being paid, the employer

12 shall make contributions on behalf of the member's beneficiaries based on the

13 deceased member's gross monthly compensation at the time of occup.uonal death

14 11) to the member's individual account under AS 14.25.340, without

15 deduction from the survivor's pension; and

16 (2) to the appropriate accounts and funds on behalf of the member

17 under AS 14.25.350.

18 (d) If a member’s death is caused by an act of assault, assassination, or

19 terrorism directly related to the person's status as a member, whether the act occurs on

20 or off the member’s job site, the death shall be considered to have occurred in the

21 performance of and within the scope of the member's duties for purposes of (a)(2) of

22 this section. If the expressed or apparent motive and intent of the perpetrator of the

23 harm inllicted upon the member was due to the performance of the member's job

24 duties or employment, the death shall be considered to he directly related to the

25 member's status as a member. A  member's job duties are those performed within the

26 course and scope of the person's employment with an employer.

27 (c) On the date the normal retirement of the member would have occurred if

28 the member had lived, the retirement benefit shall be determined under the provisions

29 of AS 14.25.420 - 14.25.440, 14.25.470, and 14.25.480. A member who died and

30 whose survivors receive occupational death benefits under this section shall be

31 considered to have retired directly from the plan on the date the normal retirement of

L



the member would have occurred if the member had lived."

24-LS0637\N.2



SB 141
2nd Free Conference Committee 

6 > / Z / 2 0 0 5

S U B J E C T :  - f l v w 2 / id m < 2 / i t  -& \
Y e a N a y A b s ta in

"
R e p r e s e n t a t i v e  B e rkow itz
S e n a t o r  G u e s s  o b \
R e p r e s e n t a t i v e  E lk m s -------------
S e n a t o r  B e n  S t e v e n s
R e p r e s e n t a t i v e  R a m r a s m o ^
S e n a t o r  G a r y  S t e v e n s

t o t a l <b \



SENATE FINANCE
COMMITTEE >

24-LS0637\N.2
Cravcr

5/20/05

OFFERED IN CONFERENCE 

TO: FCCSSB 141

Page 16, line 18:

Delete "five"

Insert "seven"

Page 29, Following line 5:

Insert new material to read:

"Sec. 14.25,485. Occupational disability benefits and reemployment of 

disabled members, (a) A member is eligible for an occupational disability benefit if 

employment is terminated because of a total and apparently perma nit occupational 

disability before the member's normal retirement date.

(bj The occupational disability benefits accrue beginning the first day of the 

month following termination of employment as a result of the disability and are 

payable the last day of the month. If a final determination granting the benefit is not 

made in time to pay the benefit when due. a retroactive payment shall be made to 

cover the period of deferment. The last payment shall be for the first month in which 

the disabled member

(c) If the disabled member becomes ineligible to receive occupational 

disability benefits before the normal retirement date, the disabled member shall then

(1) dies;

(2) recovers from the disability;

(3) fails to meet th** requirements under (f) or (h) of this section: or

(4) reaches normal retirement age.
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the benefit had employment continued during the period of disability. The period of 

disability constitutes membership service in regard to determining eligibility for 

retirement.

(d) The monthly amount of an occupational disability benefit is 40 percent of 

the disabled member's gross monthly compensation at the time of termination due to 

disability. While a member is receiving disability benefits, based on the disabled 

member's gross monthly compensation at the time of termination due to disability, the 

employer shall make contributions to the

(1) member's individual account under AS 14.25.340 on behalf of the 

member, without deduction from the member's disability payments; and

(2) appropriate accounts and funds on behalf of the member under

AS 14.25.350.

(e) A member is not entitled to an occupational disability benefit unless the 

member files an application for an occupational disability benefit with the 

administrator within 90 days after the date of terminating employment. If the member 

is unable to meet a filing requrement of this subsection, the filing requirement may be 

waived by the administrator if there are extraordinary circumstances thai resulted in 

the member’s inability to meet the filing requirement.

(f) A disabled member receiving an occupational disability benefit shall 

undergo a medical examination as often as the administrator considers advisable, but 

not more frequently than once each year. The administrator shall determine the place 

of the examination and engage the physician or physicians. If. in the judgment of the 

administrator, the examination indicates that the disabled member is no longer 

incapacitated because of a total and apparently permanent occupational disability, the 

administrator may not issue further disability benefits to the member.

(g) A disabled member's occupational disability benefit terminates when the 

disabled member first attains eligibility for normal retirement. At that time, the 

member's retirement benefit shall be determined under the provisions of AS 14.25.426 

-14.25.440, 14.25.470. and 14.25.480. A member receiving disability benefits up until 

eligibility for retirement shall be considered to have retired directly from the plan.

(h) A member appointed to disability benefits shall apply to the division of
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vocational rehabilitation of the Department of Labor and Workforce Development 

within 30 days alter the date disability benefits commence. The member shall be 

enrolled in a rehabilitation program if the member meets the eligibility requirements 

of the division of vocational rehabilitation. Unless the member demonstrates cause, 

benefits shall terminate at the end of the first month i:i which a disabled mem icr

(1) fails to report to the division of vocational rehabilitation;

(2) is certified by the division of vocational rehabilitation as failing to 

cooperate in a vocational rehabilitation piogram;

(3) fails to interview for a job; or

(4) fails to accept a position offered.

(i) Upon the death of a disabled member who is receiving or is entitled to 

receive an occupational disability benefit, the administrator shall pay the surviving 

spouse a surviving spouse's pension, equal to 40 percent of the member's monthly 

compensation at the termination of employment because of occupational disability. If 

there is no surviving spouse, the administrator shall pay the survivor's pension in equal 

parts to the dependent children of the member. The first payment of the surviving 

spouse's pension or of a dependent child's pension shall accrue from the lirst day of 

the month following the member’s death and is payable the last day of the month. '1 he 

last payment shall be made for the last month in which there is an eligible surviving 

spouse or child. On the date the normal retirement of the member would have 

occurred if the member had lived, the retirement benefit shall be determined under the 

provisions of AS 14.25.420 - 14.25.440, 14.25.470, and 14.25.480. A member who 

died while receiving disability benefits shall be considered to have retired directly 

from the plan on the date the normal retirement of the member would have occurred il 

the member had lived.

(j) In this section, "occupational disability" has the meaning given in 

AS 39.35.680.

Sec. 14.25.487. Occupational death benefit, (a) II (1) the death of a 

member occurs before the member’s retirement and before the member’s normal 

retirement date, (2) the proximate cause of death is a bodily injury sustained oi a 

hazard undergone while in the performance and within the scope of the member's
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1 duties, and (3) the injur}' or hazard is not the proximate result of wilful negligence of

2 the member, a monthly survivor's pension shall be paid to the surviving spouse. If

3 there is no surviving spouse or if the spouse later dies, the monthly survivor's pension

4 shall be paid in equal parts to the dependent children of the member.

5 (b) The first payment of the surviving spouse's pension or of a dependent

6 child's pension shall be made for the month following the month in which the member

7 dies, and payment shall cease to be made beginning with the month in which the

8 member would have first qualified for retirement.

9 (c) The monthly survivor's pension in (b) of this section for survivors of

10 members is 40 percent of the member's monthly compensation in the month in which

11 the member dies. While the monthly survivor's pension is being paid, the employer

12 shall make contributions on behalf of the member's beneficiaries based on the

13 deceased member's gross monthly compensation at the time c f occupational death

14 (1) to the member's individual account under AS 14.25.340, without

15 deduction from the survivor's pension; and

16 (2) to the appropriate accounts and funds on behalf of the member

17 under AS 14.25.35C.

IS (d) If a member's death is caused by an act of assault, assassination, or

19 terrorism directly related to the person's status as a member, whether the act occurs on

20 or off the member's job site, the death shall be considered to have occurred in the

21 performance of and within the scope of the member’s duties for purposes of (a)(2) of

22 this section. If the expressed or apparent motive and intent of the perpetrator of the

23 harm inflicted upon the member was due to the performance of the member's job

24 duties or employment, the death shall be considered to be directly related to the

25 member's status as a member. A member's job duties are those performed within the

26 course and scope of the person's employment with an employer.

27 (e) On the date the normal retirement of the member wr ■ ,fd have occurred if

28 the member had lived, the retirement benefit shall be determined under the provisions

2C> of AS 14.25.420 - 14.25.440* M.25.470. and 14.25.480. A member who died and

30 whose survivors receive occupational death benefits under this section shall be

31 considered to have retired directly from the plan on the date the normal retirement of

L •4*
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the member would have occurred if the member had lived."
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OFFERED IN CONFERENCE 

TO: FCCSSB 141

COMMITTEE 
Amendment Number: f*-*
Bill Number: *35  141 24-LS0637VN.3
S p o n s o r :E 2 ^ ^ 2 _  Graver
Logged In By: POincU 5/- 0/05

A M E N D  M E N T

Page 100, line 28:

Delete "AS 39.35.840 and 39.35.870"

Insert "AS 39.35.820 - 39.35.840, 39.35.870, and 39.35.880"

Page 101, lines 3 - 6:

Delete all material and insert
"(1) employee's retirement benefit calculated under the provisions of

AS 39.35.820 - 39.35.840; or

(2) employee's retirement benefit calculated as if the provisions of 

AS 39.35.370(c) were to apply; however, retirement benefits paid under this paragraph 

may not be made from the trust fund of the public employees' defined benefit 

retirement plan."

Page 102, line 1:

Delete "AS 39.35.840 and 39.35.870"

Insert "AS 39.35.820 - 39.35.840, 39.35.870, and 39.35.880"

Page 103. line 11:

Delete "AS 39.35.840 and 39.35.870"

Insert "AS 39.35.820 • 39.35.840.39.35.870, and 39.35.880"
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