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. Health Care Costs

AlaskaCare Retiree Health Plan

Article 12, Section 7 ofthe Alaska Constitution protects

pension and medical benefits for members from

diminishment or impairment.

How

does the AlaskaCare Retiree Health Plan compare with

retiree health plans for other state pension plans?

W orkplace Economics, Inc. studied all 50 states in 20014
regarding retiree health plans and found that, for M edicare-
eligible retirees, 2 states offer no medical plan; 11 provide

no funding; 20 cost share; and 17 have system -paid medical.

O fthe 17 states that offer system -paid medical, research
indicates there are only 8 that have constitutional protection
for medical benefits.

The total PER S and TR S actuarial accrued liability as o f
June 30, 2005, is $8 billion for medical and $11.3 billion for

pension.
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. Health Care Costs

AlaskaCare Retiree Health Plan (contd)

. R etirees and dependents increased from 45,293
members to 53,235 from December 2001 to
December 2006. This represents an increase of

just over 17.5% during this period.

. Annually, the medical plan enrolls approxim ately
2,000 retired members and, with dependents,

adds approximately 4,000 lives to the retiree plan.

. The universe ofmembers who are or may
become eligible for a medical benefitin the future

iIs approximately 100,000, not including

dependents.



I. Health Care Costs

AlaskaCare Retiree Health Plan (contd)

. Medical share of PERS liability has grown from just
under 30% to approximately 45% in lastnine years.
M edical share o f TR S liability has grown from just

under 20% to approximately 33% in lastnine years.

. Medical plan is the same for all members of
PERS/TRS Defined Benefit (DB) plan. D ifferences

are found in the eligibility criteria for PERS and
TR S.

. 75% ofmedical costs is for DB plan members
between ages 55 and 65. Alaska statute requires that
the AlaskaCare plan becomes supplemental to
Medicare at age 65. Medical cost for members age

65 and over represents 25% o ftotal medical costs.
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. Health Care Costs

Retiree Plan Claims Costs

Noted below are the retiree plan claims costs for FY

2001 through FY2006.

Health Claims Cost A mount

by Fiscal Year

FY 2006 $285 M illion
FY 2005 $256 M illion
FY 2004 $226 M illion
FY 2003 $205 M illion
FY 2002 $148 M illion
FY 2001 $128 M illion



Il. Projected Contribution

PERS Projected Contribution Amounts  Ameunts
FYO4 through FY15

Projections at Calculated Rate

$700 n

Millions

M4 M BAMG RO G

Source: Buck Consultants

T r
EYD FYI0 nil FY2 Fy13 Fri4 FY15
Dala. Assuniptions.Methodsand PlanProvisions.

No payrollgrowth is used for FYD8 rates and later.

No new members after July 1,2036.

All other data, assumptions, methods and plan provisions
are tire same as those described in the June 30, 2005 valuation reports.
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Millions

II. Projected Contribution

TRS Projected Contribution Amounts  Ameunrts
FYO4 through FY15

Projections at Calculated Rate

$350 -i
$50 -
l i T
EY0 FY5 FYO6 EYO7 FYoC FY09 Fy10 Fril Fr12 FY13 Fyl4
Data. Assumptions, Methodsand Plan IYavisions.
Mo payroll grow tliis used for FY08rates and later.
Source: Buck Consultants No new members after July 1, 2C06.

All other data, assumptions, methods and plan provisions are the same as
those descnbed in the June zQ 2005 valuation repoits.
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Millions

PERS

50ty

TRS Contributions 169
PERS Contributions J.106

Souroe: Buck Consultants

II. Projected Contribution

Amounts

I TRS Projected C ontribution A m ounts

FYO4 through FY15
Projections at Calculated Rate

YOS FY06  FYOT FY08  FYD9  FYI0 YLl FYL2  FYI13 FYL4  FYIS

§04  §120  $149  $200  $275  $206 8291 294 8300  $304 5208
§178  $272  $356  $615  $616 655  $655  $657  $655  $657  $657

No payroll gw rthis used forP /08 rates and later.

Nonewineiribere afterjuly 1, 2016.

All otler data, assumptions, methods and plan provision; aie the same
as thcee described in theJure SO, 1005 valuation reports. 9
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Il. Projected Contribution

Amounts

How is the PERS Employer Contribution Rate Calculated?
200.5 Valuation/2008 Rate

($ Billions)

$12,844 System’s Accrued Liabilities Estimated
$8,443 System’s Asset Values Determined

$4,402 Unfunded Liability
25 yrs Amortization Period wspayron growth included)

|

%  $0,286 FY08 Unfunded Liability Payment
$1,587 FY08 PERS Payroll Base
18.03% Past Service Contribution Rate

33

+ 1.25% Additional Increment for Level Dollar Amortization
= 25.28% Past Service Cost
+  14.48% Normal Cost Rate (so,338)

—  39.76% Consolidated Board Adopted Rate



I. Projected Contribution

Amounts

PERS Contributions as a Percent of Payroll

($ Millions)
q) Employee Payroll Contribution Rate
Contribution p DC°  Total %DB  %Total
FY07 $§ 36 $1635 § - $ 163 277% 2L77%

’108 $ 615 $1547 § 139 § 1686 39.75% 36.48%

V
Fyi2 § 657 $1286 § 578 & 1864 5L.09%  35.25%
d

FY's5 ¢ 657 $1106 $§ 876 $ 1982 59.40%  33.15%
# /

Using both DB and DCR
payroll base results in
lower rate.........
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IIl. Level-Dollar Amortization

Illustration of Amortization Methods

Amortization Payment Over 25-Year Period

$800,000
$700,000
$600,000
$500,000
$400,000
$300,000
$200,000

-¢-Level Dollar -®-Level Percent of Pay

Level dollar amortization amount stays the same c /er the erxre. period.

Level percent of pay starts out at a lower amount i nd increase; as payroll increases.
Contribution amount is greater over the entire period under le el percent of pay

amortization method. buck DnsulUmU. \

< - «. S

Adopting level-dollar amortization schedule is expected to save
$140 million for PERS and $74 m illion for TRS over the 25-year

amortization schedule FYO08 through FY 2031. 12
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IIl. Level-Dollar Amortization

lllustration of Amortization Methods
Unfunded Balance Over 25-Year Period

$5,000,000
$4,500,000
$4,000,000

$3,500,000 -
$3,000,000
$2,500,000
$2,000,000
$1,500,000
$1,000,000
$500,000
$0

Level Dollar -»-Level Percent of Pay

Level dollar amortization method reduces unfunded balance more quickly.
Unfunded balance increases under level percent of pay amortization method at first since
amortization payments do not cover interest in early years.
buckconsultants \
o p .

More interest is paid under level percent of pay amortization method. i 1
13
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IV. Closing DB Plans

PERS Defined Benefit (DB) Plan g iiions)

Assets - Liabilites = Surplus or (Unfunded Liahility)
$8.44 - $12.84 = ($4.4) (2005 PERS Valuation)
K

Employer responsible for
funding shortfall

+ Contributions

+ Investment - L
Income DB Employee
DB Participating
Employer

- Pension Benefits
- Health Costs
(both measured annually)

e Defined Contribution Retirement (DCR) Plan employee does
not contribute to DB plan

« DCR Plan employee does not receive DB benefits, so does not
iImpact DB liabilities or the DB unfunded liability

« DCR Plan payroll not subject to DB employer contribution rateﬁ

0o\ : d<O fynr,



Actuarial Contribution

(in thousands)

Amount

IV. Closing DB Plans

PERS
Contribution Comparison

Fiscal Year Ending

— Al Members inDB Plan - - sNew Members ;nDCR Dlai

Data. Assumptions, Methods, and Plan Provisions

Normal cos; mew men! s under the D3 plan remains censlan:as t',ijng3C 2CCH :14.A5° =

New Tiermembersare assumed tc get the employer DCR contribution ra:e C **o 3°= fcrthe HAA, *'»'or the medical e ar, and 67:»ror

o:cupalcnal death and disability. These rates a-¢ assume: tc remain :c -slant.

Assets are assumed tc earn 325" 3nd there are nc actuarial ga nscrosses assumed

Ancrtization is based cn leire' percento ' pay.

Allether data, assumptions methods, arc pan prov.sors are the same as these dessrfced m:re

June 33,2325 valuation report buck o_g n S'U| Itants
el

ili'i'.r

\
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Board Adopted Employer Contribution Rates -

Actua

Data

Year

1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

2005

Board

Adopt

Year

1988
1989
1990
1991

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

2002
2003
2004-
2005

2006

Rate

for
FY

1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

2008

PERS

Furding
Ratio

100.0%
93.0%
91.6%
97.2%
88.1%
91.2%
95.4%
94.8%
96.5%

105.8%

106.3%

105.9%

105.5%

101.1%

100.9%
75.2%
72.8%
70.2%

65.7%

Employer

Normal
Rate

9.23%
10.37%

12.00%

12.83%
10.18%
10.90%
11.29%
10.36%
10.61%

9.85%
.89%
67%
.07%
.43%

5.42%
13.31%
13.24%
13.32%

14.48%

Past

+ Service

Rate

0.07%
1.63%
2.20%
0.75%
3.54%
2.80%
1.53%
1.78%
1.29%
2.11%
-2.53%
-1.64%
-1.51%
0.69%
1.35%
11.60%
12.39%
14.87%

18.03%

ERS
Actuarial

Computed
Rate

9.30%
12.00%
14.20%
13.58%
13.72%
13.70%
12.82%
12.14%
11.90%

7.74%

7.36%

7.03%

6.56%

6.12%

G.77%
24.91%
25.63%
28.19%

32.51%

Board

Adopted
Rate

9.30%
12.00%
14.20%
13.58%
13.72%
13.70%
12.82%
12.14%
8.00%
7.74%
7.74%
7.40%
6.75%
6.75%
6.77%
11.77%

+/-

Computed
Rate

0.009%
0.0n%
0.c0%
0.00%
0.00%
0 00%
0.00%
0.00%
-3.90%
0.00%
0.38%
0.37%
0.19%
0.63%
0.009%
-13.14%
-8.86%

-6.42%

7..°5%

TR

Fund

S

ing

Ratio

101.0%
8%
0%
7%
7%
7%
1%

98
95
87
85
89
93
89.
90
97
94
97
102
99
95
68.
64.
62.

60.9%

6%

.9%
2%
.0%
T%
.5%
.6%
.0%
2%

3%
8%

Employer

Normal
Rate

9.14%
11.86%
13.26%
14.07%

9.05%

8.57%
9.06%
9.70%
0.10%
8.97%
9.21%
8.99%
8.88%
9.40%
10.33%
14.76%
14.28%
13.76%

12.56%

Past

+ Service

Rate

o

.95%
41%
.90%
58%
54%
79%
42%
.26%
84%
55%
79%
56%
79%
1%
11%
20.81%
24.57%
28.02%

29.70%

— R hwRr AW DNO AR O
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IV. Closing DB Plans

90

TRS

Actuarial

FY 08

Board

Computed - Adopted

Rate

8.19%
12.27%
15.16%
19.65%
15.59%
13.36%
12.48%
14.96%
14.94%
10.52%
13.00%
10.55%

7.09%

8.29%
14.44%
35.57%
38.85%
41.78%

42.26%

Largejump between FYO7 and FY08
reflects need to get to the actuarially
computed contribution rate.

Rate

11.64%
10.54%
11.87%
12.00%
12.00%
12.00%
12.00%
12.00%
12.00%
12.00%
12.00%
12.00%
11.00%
11.00%
12.00%
16.00%
M 0%

Y 26.06

| §4.03%

Computed
Rate

3.45%
-1.73%
-3.29%
-7.65%
-3.59%
-1.36%
-0.48%
-2.96%
-2.94%

1.48%
-1.00%

1.45%

3.91%

2.71%

-2.44%
-19.57%
-17.85%
-15.78%

11.77%

16
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Publiiffund Survey
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Aggregate lor the 124 Plans shown

hero

10
1
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PUBLIC
FUND
SURVEY

Click hf>re to switch to
o Then click column headings to sort
Click single 'Plan Name'to view report tor selected record
showing funding levels and liabilities

Click here to

AK

AK

AL

AL

AR

AR

AZ

A

~

AZ

C

p =

b=

C

CA

Alaska PERS
Alaska Teachers

Alabama ERS

Alabama
Teachers

Arkansas
Teachers

Arkansas PERS

Arizona SRS

Arizona Public
Safety Personnel

Phoenix ERS

Conlra Costa
County

Son Diego
County

LA County ERS

T

§4.0
836
§04
§3 4
925
§2.1
842
§20
803

858

hitp://\vww.publicfund.survcy.org/publicfundsurvey/actuarialfundingle..

cclick here to switch to

Actuarial Actuarial Assets
Funding Ratio

(000'5)

862% §2.232.716.603

l-> $8130414

1316813}

§8,935,358
§19,248,207
§6,617,000
§4.949000
§22,659,000
§4,886,963
§1.511.553
§3,673,853
§5,612,320

§29,497 485

$14:443.916
n.m/.W

i
§10,634,976
§23,027,338
§10,973,000
§5,936,000
§24.506.000
§5,951,037
§1,795,514
§4,481,243
§6,990,726
§34,375,949

Actuarial Liabilities  Unlunded Liability (Surplus)
(000%)

(000)
§2,588 691.581

$3rH».502-"

§1,699,618
§3,779,131
§2,156,000
§987,000
§1,847,000
§1,064974
§283,961
§807,385
§1,378,406

§4,878,404

§355

974978

6/30/200éA 6/30/2005

6/30/20q)f  6/30/2005

0
9/30/2005

913012005
6/30/2005
6/30/2006
6/30/2004
6/30/2005
6/30/2005
1213112004
6/30/2005

6/30/2005

9/30/2005
9/30/2005
6/30/2005
6/30/2006
6/30/2005
6/30/200%
6/30/2005
1213112005
C/30/2005

013012006

' & *A**2[10'2007 7:50 PM



Public Fund Survey
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KY

KY

California PERF

San Francisco
City & County

California
Teachers

Colorado
Municipal

Denver Schools

Colorado State &

School

Connecticut
Teachers

Connecticut
SERS

DC Tpachers

DC Police 8 Fire

Delaware State
Employees

Florida RS
Georgia ERS
R
Hawaii ERS
lowa PERS

[daho PERS

[linois
Umvers es

Illinois SER'S
Illinois Municipal

llinois Teachers

i

Indiana Teachers

Indiana PERF
Kansas PERS

Kentucky ERS

Kentucky County

§7.3
103.8
§5.7
78.0

§7.9

—

2.9
65.3
53.3
1000
1000
1017
1073
97.2
98.0
68.6
§8.4
952
656
544
946
60 8
79.0
434
96 4
69,8
14.6

905

§183,680,000
§11,299,997
§121,882,000
§2,358,719
§2,693,686
§31,721,141
§9,846,700
§8,517 677
§917,800
§1,427.800
§5,998,746
§111,539,878
§13,134,472
546.836.895
58.914.839
§19,144,037
§9.177.100
§13,350.300
§10,494 148
§19,698,401
§34,085218
§10,506,471
§7,065,299
§10,471,937
§10,971,427
§5,983,974

§6,511,562

http:/lwww.publicfundsurvey.org/publicfundsurvcy/actuHrialfundingle...

§210,310,000
§10,885 455
§142,193,000
§3,022,624
53,065,855
§43,505,716
§15,070,500
§15,987,547
5917800
§1,427,800
§5,901,172
§103,917,955
§13512,113
§47,811,214
§12,985,989
§21.651.122
§9,638,800
§20.349.900
§19,304,646
§20,815,060
§56,075,029
§13,295,876
§16,264,893
§10,858,322
§15.714.092
§6,018,069

§7.180.084

$26,630,000
($414,542)
§24,160,000
$663,905
§372.169
§11,784 575
§5,223 800
§7.469,870
§0
§0
($97 574)
($7,621,923)
§378.301
§974 319
§4.071.150
§2,507,085
§461,700
$6,999,600
$8,810,498
§1,116,659
§21,989,811
§2,789 405
$9,199 59!
$386,385
§4,742,665
§2.034 095

§2,500,268

6/30/2005
6/30/2004
6/30/200%
12/3112005
11112006
1213112005
6/30/2004
6/30/2005
101112003
107112002
6/30/2006
11112005
6/30/200%
6/30/2005
6/30/2035
6/30/2006
11112306
6/30/200%
6/30/2004
1213112005
71112009
6/30/200%
6'30/2005
11112005
1213112004
6/30/2004
6/30/2004

6/30/2006
6/30/2005
6/30/2005
1213112005
1213112005
1213112005
6/30/2005
6/30/2005
913012004
913012004
6/30/2006
6/30/2005
6/30/2005
6/30/2006
6/30/2005
6/30/2006
6/30/2006
6/30/2009
6/30/200%
1213112005
6/30/2005
6/30/2005
6/30/2005
6/30/2006
6/30/200%
6/30/200%
013012005
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L

b

=

M
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M

MD

M
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ME

M

m

M
Ml
Ml
MN
MN

M

=

M

=

MN

M

=

MO

MO
MO
MO

MO

(an)

M

(%]

M

o}

M

Kentucky
Teachers

Louisiana SERS

Louisiana
Teachers

M assachusetts
Teachers

M assachusetts
SERS

Maryland PERS

Maryland
Teathers

Maine Local

Maine Stale and
Teacher

Michigan
Municipal
Michigan Public
Q&OMS
Michigan SERS
Minneapolis ERF

Duluth Teachers
St Paul
Teachers

Minnesota
Teachers

Minnesota PERF
Minnesota State
Employees

Missouri DOT
and Highway
Patrol

Missouri Local

Missouri

Non-Teachers

Missouri
Teachers

Missouri State
Employees

St Louis School
Employees

Mississippi
PERSpp

Montana
Teachers

61.5
64.6
69.6
§2.8
§0.4
§4.2
1092
69.7
16.7
§3.7
§4.5
921
§4.1
69.7
921
147

956

595

95.1
§3.3
B27
§53

§6 3

—

35

134

§14 598,800
§6,673,500
§12,082,682
§17,074,000
§16,210,981
§12,287,942
§21,575 451
§1,726,776
§6,964 597
§4,731,400
§38,784,000
§10,149,000
§1.513.389
§270,926
§905,293
§19.035.612
§12,495207

§8,081,736
§1.521.143

§2,984,489
§2,011,566
§23,049,441
§0,636,667
§935,300
§18,321,063

$2,497,500

liltp;//w’A"\v.publicfundsurvey.org/publicfundsurvey/actuarialfunding!c.

§19,134 800
§10,847,062
§18,699,765
§24,519,000
§19,575338
§15,291,091
§25,617 484
§1,581,198
§9,999,250
§6,164,800
§46,317,000
§12,004,000
§1,643,140
§322,229
§1,299,832
§20,679,111
§16,737,757

58.455.336
§2,740,438

§3.139.260
52.414.494
§27,881,513
§6,013,205
§1,084,400
§24,928 464

$3,527,000

$4,536,000
$4,173,562
$6,617,083
§7,445,000
$3,364,357
§3,003,149
$4,042,033
($145,578)
$3.034.653
§1,433,400
§7,533,000
§1,855,000
$129.751
$42.443
§394,539
§1,643 499
§4,242,550

§373,600
§1,219,295

S154.771
§402,928
§4,832,072
§1,142,684
§149,100
§6,607 401

$1,029,500

6/30/2005
6/30/2005
6/30/2005
11112002
1213112003
6/30/2006
6/30/2006
6/30/2009
6/30/2005
1213112004
913012004
913012004
11112004
11112006
6/30/200%
6/30/2005
6/30/2006

6/30/2004

6/30/2006

212812005
6/30/2005
6/30/2005
6/30/2000

11112005
6/30/2006

7/1/12005

6/30/2005
6/30/2005
6/30/2005
1213112003
1213112005
6/30/2006
6/30/2006
6/30/2006
6/30/2006
1213112005
913012005
9/3012005
6/30/2004
6/30/2006
6/30/200%
6/30/2006
6/30/2006
6/30/200%

6/30/2006

6/30/2005
6/30/2005
6/30/2005
6/30/2006
1213112005
6/30/2006

6/30/2005

2.10:007 7:50 I'M



Public Fund Survey http./Avww.puhlicfundsurvey.org/publicfundsurvey/actuarialfundingte...

66 MT  Montana PERS §5.5 53.179,010  §3,719,998 5466.798 6/30/2005  6/30/2005

Norlh Carolina
67  NC Local 99.3 $13377,297  513.466.189 68,892 121312004 6/30/2005

Government

North Carolina
68 NC  Teachers and 108.1 $47383509  543.827.854 ($3,555,655) 1213112004 6/30/2005

State Employees

Charlotte
i NC et 94.1 5274.008  $202.341 517.303 1102004 613012004
70 ND NOfIPhE%%kW 90.8 51,036,100 51,361.200 5125100 6/3012004  6/30/2005
rmoonp Nl DEKOW g giaseno0 51965200 5485500 TIA005 63012005
NE Ns%%foﬁglksa 856 $5335.107  $6234658 5899461 7102005 6/30/2005
New Hampshire
73 NH  Retirement 711 53901450 55355387 51454236 63012003 613012004

System
up N NewdEsey 85.3 527013000 $31774000  $4661,000 61302005 /3012005

750 N Newlersey 84.0 §18703390  $22,278,039  $3.574.849 6/30/2004 61302005

Police & Fire
1 N N Jersey B0.5 534,690,000 542920000  $8,230000  6I30/2005  6/30/2005
1o NEMEHto g 7usTa00 510591800 53034300 6/3012005 /3012005

1w NewMexitoo o gpr 510653805 511800851 S936.956 63012006 63012005

Nevada Police
79, NV Officer and 698 53304368  $4.86457¢4  §1.470206 613012005 6/30/2005
Firefighter
o0, Ny NERRREATmy o sudenarn SIBTMAIOT S4251986  6G0I0S 6302008
B NY NOTWanCOthrg“Y 1000 532.817.000  $32.827,541 $10 439 613012004 613012005
g Ny NSl RLOGl - yp0g  gp1953.000  $21,953,000 % L2006 313112008
83 NY NYS‘aEt%SSL“a' 1000 5118.197,000 5118.197,000 %0 4102006 313102006

0wy NewIOCl o gep  sionge213 $40236056 146045 63002003 613012008

New York State — ggg 574074300 $74961,100  5886.800 513012005 61301200

=<

3N

Teachers
% OEhmiON%CyQ?g' 750 $9542.000  $12.627.000  $3,085,000 613012006 6/30/2006
g7 on Ohiofoliced gpg g9s3acy  S11545050  S2207588 12004 123112005
88 OH  Ohio PERS 876 $50.452000 $57.604.000  §7.152000  12/3L/2004 1213112005

§9 OH  Ohio Teachers 750 §58,008,050  $77.371,024  §19,362,974 6/30/2006  6/30/2006

0 OK klahoma 195 $0952,700  $14.052400 57009700 013072005 613012005
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Publif Fund Survey
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Oklahoma PERS

Oregon PERS

Pennsylvania
Schoo
Employees

Pennsylvania
Stale ERS

Rhode Island
Municipa

Rhode Island
ERS

South Carolina
Police

Soulh Carolina
RS
Soulh Dakota
PERS
TN Political

Subdivisions

TN Stale and
Teachers

City of Austin
ERS
Houston
Firelighters

Texas County &
District

Texas Teachers
Texas LECOS
Texas ERS

Texas Municipal

Utah
Noncontnbutrry

Schéﬁqgnw

Virginia
Retirement

System

Vermont State
Employees

Vermont
Teachers

Washington
c lSchooIPI
mployees Plan
el

)

114

96.1

912

92.9
93.2
594
874
716
96.6
919
99.8
780
97.6
104 4
§7.3
1017
95.2
8217
92.2

§4.9

§13

97 8

90 7

1000

§9.654.276

§42.874.400
§52,094,500

526,794,000
5879.450
§9.543 427
§2.774.606

§21,625,510
§5,380,999

§3,605529

§23,627,160

§1.398.800

§1,922,000

§13,441414

§94.218.000
5720,307

521.780.437

§12,486,100

§13,065,512

§1,643,020
§40,372,000

§1,148,908

§1,354,006

§1,747,400

$3,320,100

liitp://u'vvw.publiefundsurvey.org/publicfundsurvcy/aetuarialfundingle..

§7.914.658

§44,625.600
§57,123,000

528.852.000
5943546
§9,328.983
§3.173.930
§30,217471
§5.571.842
§3923475
§23,266,967
§1.794.200
§1,970,000
§12.872.100
§107,911,000
5708.437
§22,684 917
§15,095,200
§14.160.548

§1,935582
§49,628,000

§1,174,796

§1,492,150

§1,747.400

$3,329,100

§2.260.382

§1.751,200
55,028,500

$2,058,000
$64.006
53,785,556
$399.324
$8,591 961
$190.843
$317.946
(5360.193)
$395 400
$48,000
(5569.314)
$13.693.000
($11,870)
$1,104,480
§2,609,100
$1,101,06

§292,502
§9,256,000

§25,888

§138,144

50

SO

71112006

1213112003

6/30/12004

1213112005
6/30/2003
6/30/2004
71112005
71112005
6/30/2005
71112005
71112005
1213112004
11112002
1213112005
§/31/2006
8/31/2006
§/31/12006
1213112005
1213112005

1213112004

6/30/2005

6/30/2005

6/30/2005

9/30/2005

9/30/2005

6/30/2006

6/30/2005

6/30/2005

1213112005
6/30/2004
6/30/2004
6/30/2006
6/30/2006
6/30/200%
6/30/2005
6/30/1005
1213112005
6/30/2005
1213112005
§/31/2006
813112006
§/31/2006
1213112005
1213112005

6/30/2005

6/30/2005

6/30/2005

6/30/2005

6/30/12006

6/30/200G
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Public Fund Survey http:/Avivw.publicfundsurvcy.org/publicfundsurvcy/actuarialfunding)c

e WA jeVwasringlon 113.1 54.800.000  $4,243,000 ($400,000) 9/30/2005  6/30/2006

le offp
W ashington
LA TeatgrsPhn 1000 SHAILIDD  $441200 50 913002004 613012006
I8 WA Washingih 776 450,000  $10894000 52444000 913012005 6/30/2006
1§ WA Washingtan 1000 512274400 512.274.100 So 913012004 61301200
B WA Washiglon 708 59707000 513704000 $3.997.000  9/3012005 613012006
Wisconsin
12t W Relrenent 994 566200400 566,622,300  $412,900 123102004 1213172004
y
L2 WV Wegt\iginia 36 53404650  $4072548  5667.898 1112005 6130/2008

I
123 WV Westhiama 05 ¢1627355 56,617,708 54990353 6302005 6/30/2005

WV Wygnng BMble g5l s4BaIgel S5.001763 5247902 11172006 121312005

sFunds with an unfunded liability of zero use the aggregate cost actuarial valuation method. Under this method, the
actuarial value of liabilities >sequal to the actuarial value of assets and no unfunded liability is identified.

/ @jﬂm'\ ©2006Puh|icFundSurve)7
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Liability/A sset G ap

PERS/TRS Funding Ratio
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100

the Unfunded Liability of the Systems

5.0

Rate Year FY05 FY06 FYO07 FY08

FY97 FY98 FY99 FYO00 FYO1 FYO02 FYO03 FY04 FYO05
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Questions

1. What Does the Unfunded Liability Mean?

- To Retirees— Not Much. Benefits cannot be
reduced. There is no cash flow problem.

- To Employees— No direct impact; employee
contribution rates cannot be increased unilaterally.

But there may be indirect costs associated with
higher benefit costs.

- To Employers— Higher contribution rates in the
absence of other cash infusions.

Feb 20, 2007 Sen Fin Com ~ PERS/TRS Funding
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Questions

2. Can the gap close as quickly as it
Opened? Don’t count on it. (But note TRS 91-98)

3. If rate increases close the gap, are we
looking for a solution when no problem
e xists? Ask municipalities if contribution rate
Increases is a crisis.

4. What is the State’s role in fixing the

system ? That depends on the system.

Feb 20, 2007 Sen Fin Com - PERS/TRS Funding



State Financial Support

e The state fully paid cost increases In the

TRS system.

 The state fully paid cost increases for its

own employees.

 The state paid a portion of cost increases
for local governments, despite the fact that

it has no legal responsibility to pay these

COSts.

Feb 20, 2007 Sen F'n Com - PERS/TRS Funding 5
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Financial Contributions (%)

State and Local Contributions to Local PERS

45%
40%
35%
30%
25%
20%
15%
10 %

5%

0%
’ FY2004 FY2005 FY2006 FY2007 FY2008

. . . 0 16%
m Effective State Contribution Rate 0% 5% 5% =% 0

) L 9 22%
O Effective Local Contribution Rate 7% 7% 12% 17% 0

Pgl* 20 2007 Sen Fin Com —PERS/TRS Funding



Financial Contributions ($ Mll)

3

2

120
100

S Millions
8

20

| State Contributions
O Local Contributios

Feb 20, 2007

State and Local Contributions to Local PEHRS

MiH s"
Mmb5
Ly o
$E/. n
$ 214 214 $214
300 $300 514 $728

Sen Fin Com - PERS/TRS Funding

FY2008
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Going Forward

But paying the bill is not the same as fixing

the system .

There are several issues the legislature may
wish to address:
e Discriminatory hiring
Allocation of costs
Affordability
Unfunded liability
Other technical items

A Possible Fix? - Make PERS a “Cost Share
Plan” like TRS.

Feb 20, 2007 SenFinCom * PERS/TRS Funding
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Economic Forecast: Contained
Enthusiasm

( VLI W

Growth remained robust in 2006, but economy is
slowing toward trend.

Outlook for 2007 depends heavily on whether housing
stabilizes and the effects of the downturn are
contained.

Consumers are spending all of their income, tax cuts
are over, and the savings rate is negative. Confidence is
high but vulnerable to shocks - housing, war, economy.

Decent job growth, improving real wages, and lower
gasoline prices will help support consumer spending.
U.S. and China will continue to be the primary engines
of growth.

Oil prices will slide - gradually - but with a new floor of
$50 ($60? $707?).

Inflation will remain a low level threat; oil prices are
the wild card, labor costs represent the upside risk.
The Fed tightened to 5.25 and paused; the rate cuts
may still be up to a year away.

K|V IV
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Economy iIs Slowing After Three Strong
Years - How Soft a Landing?

(Real GDP - annual percent change) *2007 estimate - Global Insight
5
4
3
2
1
0

-1
1990 1992 1994 1996 1998 2000 2002 2004 2006

Source: Global Insight
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l,. Economic Growth by Sector

u2|l

(Annual percent change)

2002 2003 2004 2005 2006 Direction of Change
Real GD° 1.6 2.5 3.9 3.2 3.3 Moderating
Consumpi. n 2.1 2.8 3.9 3.5 3.2 Moderating
Residential Investment 4.8 8.4 9.9 8.6  -4.2 Falling Sharply
Bus. Fixed Investment -9.2 1.0 5.9 6.8 7.5 Surging
Federal Government 7.0 6.8 4.3 L5 1.9 Winding Down
State & Local Govt. 3.1 0.2 0.5 0.5 2.0 Budget Pressures Easing
Exports -2.3 L.3 9.2 6.8 8.7 Surging
Imports 3.4 41 10.8 6.1 5.9 Qil Prices

B Housing downturn reduced GDP growth in 3rd and 4th quarters
of 2006 by 1,2% through direct effect on construction alone.

(\I LW <1\ 11s
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Residential Construction Overbullt”

(Residential Fixed Investment - % of GDP)

Source: Global Insight

(Al'l AN <=SMI 1\ 11-
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Housing Outlook: Hitting Bottom In
25077

(Millions of Units) (Year-over-year percent change)

— Housing Starts (Left scale)
— Median Existing Single-Family Home Price (right scale)

Source: Global Insight

(M LAN \YS<)(LL VI
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Housing Affordability Deteriorated as
Interest Rates Rose ,

A higher index means homes are more affordable.

— Affordability Index for Existing Single-Family Homes
Source: Global Insight

( wi.i.v\ ivfr\
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Mortgage*Equity Withdrawal Fueled
Consumer Spending N

(Percent of Disposable Income)

9

8

v

4 . H
‘Him i1 il

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

H Net Equity Extraction

Source: Federal Reserve - Kennedy/Greenspan data updated as of December 2006
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(

Personal Savings Rate Has Fallen Below
Zero

(Personal savings rate, percent of disposable income)

Microsoft dividend

Post 9/11 auto incentives

Katrina

1998 1999 2000 2001 2002 2003 2004 2005 2006

Source: Global Insight
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However, Employment is Still Growing

(Employment - percent change, annual rate)

3 “E---mmmmmmm o

1999 2000 2001

Source: Global Insight
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Wage Growth is Finally Beating Inflation

(Year-over-year percent change)

— Real Average Hourly Earnings Growth

Source: Global Insight

(M LAV 'S TV TA
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Spending Has Outpaced Income Growth;
Some Rebuilding of Savings is Likely

(Percent growth) * 2007 estimate - Global Insight

2003 2004 2005 2006 2007

B Consumption O Disposable Income

Source: Global Insight

CAM WN MIVIILs
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Productivity Growth Has Boosted
Corporate Profits to Record Levels

(Percent of National Income)

Employee Compensation — Economic Profits (right scale)

Source: Global Insight
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. An Incredible Run for Corporate Profits;
Return to Earth?

(Percent change) * 2006 estimate - Global Insight
20 -
15 H - In
E 1= . 1m8

: T 11 11
m 1 11111 | | 1111

1990 1992 1994 1996 1998 2000 2002 2004 2006

H Profits with IVA & CCA

Source: Global Insight
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Manufacturing Capacity Utilization
Reaching the Trigger Point for Investment

(Percent)

Source: Global Insight
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Capital Spending on Business Equipment
Is Still Growing

($ Billions)

1998 1999 2000 2001 2002 2003 2004 2005 2006

— Unfilled Orders (Nondefense capital goods excluding aircraft)

Source: Global Insight
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Non-Residential Construction is Taking
the Lead

(4-quarter percent change)

Real GDP (left) Equipment & software (right) Bi» 'dings (right)

Source: Global Insight
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Fed WIll Have Room to Cut Interest Rates
In 2007

(Percent)

— Federal Funds —- 10-Year Treasury Yield

Source: Global Insight
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Federal Budget Deficit Has Actually Done
Better Than Expected

(Billions of dollars, fiscal years) * 2007+ forecast - Global Insight

300
150
0
-150 ] _
oo W 1] n | H | M
-450

-600
1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010

F e d e r a

Source: Global Insight
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The U.S. Current Account Deficit:-Peaking
at Last?

* 2007+ forecast - Global Insight

(Billions of dollars) (Percent of GDP)

200
47953857
-3.0
-4.5
-6.0
21,000 75

1970 1974 1978 1982 1986 1990 1994 1998 2002 2006 2010

I 1ICurrent Account Deficit — Deficit as % of GDP
Source: Global Insight



U.S. Export Growth Catches Up to Worjd
Trade Growth - Falling Dollar Helps

* 2007+ forecast - Global Insight

(Percent change, real dollars)

co U.S. Export Growth — World Import Growth (Excluding U.S.)

Source: Global Insight



'*Inflation Risk Remains Modest

Despite soaring energy and commodity prices, inflation is
contained. Outside of energy, core inflation has moved past
the Fed's "comfort zone", but shows signs of moderating.

U.S. is the most susceptible to inflation among industrialized
economies - only one with above trend growth.

Consumer prices surged at times during 2005-06, but came in
at 2.5% for the year, down from the 3.4% recorded in 2005.
Strong productivity growth and modest wage inflation keep
prices in check.

Oil prices in the $50-60s don't seem to mean as much to the
U.S. economy as once suspected - one of the consequences of
a service economy.

Growth in Europe remains below trend and unemployment
rates are high. Japan is s titi shaking off the effects of a
decade of deflation.

W hile U.S. capacity is stretched, large amounts of spare
capacity exist in other parts of the world. China and other
Asian countries continue to export deflation.

( MI.A\N \'M>< 1\N11 ~
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Inflétion Has Ticked Up...

Year-Over-Year Change in Consumer Prices

( Al'l\N i, i\ ]is

Kininitul"f /or Inw\Inr\
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...But Perspective Is Necessary

Year-Over-Year Change in Consumer Prices

Percent

CMILANNY \vmif I\VI11s
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The Capital Markets - Context

W ild Ride for Investors O ver the LastSeven Years
Average Annual Return
Five Years Ten Years Fifteen Years

2000 2001 2002 2003 2004 2005 2006 2002-06 1997-06 1992-06
Broad U.S. Stock Market

Russell 3000 -7.46 -11.46 -21.54 31.06 11.95 6.12 15.72 7.17 8.64 10.79
S&P Super Composite 1500 -6.98 -10.64 -21.31 29.59 11.78 5.66 15.34 6.79 8.83 10.89
Large Cap U.S. Stocks

Russell 1000 -7.79 -12.45 -21.65 29.89 11.40 6.27 15.46 6.82 8.64 10.80
S&P 500 -9.10 -11.88 -22.10 28.80 10.88 491 15.79 6.19 8.42 10.64
Small Cap U.S. Stocks

Russell 2000 -3.02 2.49 -20.48 47.25 18.33 455 18.37 11.39 9.44 11.47
S&P 600 Small Cap 11.80 6.54 -14.63 38.79 22.65 7.68 15.11 12.49 11.57 13.24
Non-U.S. Stock Markets

EAFE ($US) -14.17 -21.44 -15.94 38.59 20.25 13.54 26.34 14.98 7.71 7.86
Fixed Income Markets

LB Aggregate 11.63 8.43 10.26 4.10 4.33 2.43 4.33 5.06 6.24 6.50
Citi Non-US Bonds -2.63 -3.54 21.99 18.52 12.14 -9.21 6.95 9.50 4.70 6.35
Cash Market

90-day TLill 6.18 4.42 1.78 1.15 1.33 3.07 4.85 2.43 3.81 4.00
Inflation

CPI-U* 3.39 1.55 2.38 1.88 3.26 3.42 2.54 2.69 2.43 2.57

* Annual CPI-U data are measured as ycar-over-year change

(M IAN \ss<>( IMIs
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2007 Capital Market Projections

r

Modest changes expected from last year's projections.
Fed executed policy exactly as expected. Strong equity
returns, incredible corporate profits are likely not
sustainable.

Inflation at 2.75% implies moderation from recent
levels; consensus expectations are even lower.
Projected cash returns are lower than current short-
term yields, reflecting expectations that interest rates
peaked in 2006. 4% still implies a positive real return.

Bond returns nudged up to 5.25%:

Reflects current yield-to-worst.
Project upward sloping yield curve (very slight), with a very small risk
premium for bonds over cash (1.25%).

Equity returns left unchanged, narrowing the premium
over fixed income.

< VLI.L\AN \'M>< [I\]|Is
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Domestic Fixed Income

Lehman Aggregate Index - Daily Yield to Worst from 1/1/01 to 12/31/06

5.34%
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Domestic Fixed.Income

Current Yield is a Strong Predictor of R eturns

Lehman Aggregate Index 5 Year Returns vs. Lagged Yield to Worst

BEUUJ* &NII
wMJIW w pr Investors
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Equity Appears to be Reasonably Priced

Trailing P/E Approaching Long-Run Average

Price to Earnings Ratio for S&P 500 (1954 -2006)

Trailing earnings as reported for the fiscal year; includes negative earnings from 1998 onward.
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Domestic Equity vs. Bond Yields

S&P 500 Earnings Yield vs. 10-Year Treasury Yield

81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06

Stocks Undervalued?
Peak of interest Return to an old regime?
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2007 Capital

u

Market Projections

Projected Annual Return Nomiual

Projected Standard

Asset Class Index Real Deviation (Risk) Projected Yield 2006 Projections
Equities

Broad Domestic Equity Russell 3000 9.00% 6.25% 1690 2.10 900% 1690
Large Cap S&P 500 8.85% 6.10% 16.40 2.20 885% 1640
Small/Mid Cap Russell 2500 9.85% 7.10% 22.70 120 085%  22.70
International Equity MSCI EAFE 9.20% 6.45% 20.10 2.20 920% 2010
Emerging Markets Equity MSCI EMF 9.80% 7.05% 32.90 0.00 9.80%  32.90
Fixed Income

Domestic Fixed LB Aggregate 5.25% 2.50% 450 525 5.00% 450
Defensive LB Gov't 1-3 Year 4.25% 1.50% 2.30 425 425% 230
TIPS LB TIPS 4.90% 2.15% 6.00 4.90 4.65% 6.00
High Yield CSFB High Yield 7.00% 4.25% 11.50 7.00 6.75% 1140
Non USS Fixed Citi Non-US Gov't 5.15% 2.40% 9.60 5.15 490% 960
Other

Real Estate Callan Real Estate 7.60% 4.85% 16.50 6.00 760% 1650
Private Equity VEE Post Venture Cap 12.00% 9.25% 34.00 0.00 1200%  34.00
Absolute Return Callan Hedge FoF 6.50% 3.75% 9.70 0.00 650% 1020
Cash Equivalents 90-Day T-Bill 4.00% 1.25% 0.80 4.00 4.00% 0.80
Inflation CPI-U 2.75% 140 2.75% 140

( M LAN \'>i‘'<|\]]s
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Current Policy with 2007 Projections\

Asset Mix Alternatives
Optimization Set: 2007

Portfolio

Component M ax Mix 1 Mix 2 Mix 3  APFC2006 Mix 4 Mix 5
Large Cap 100% 14% 19% 25% 29% 32% 38%
Small/Mid Cap 100% 4% 5% 7% 5% 8% 10%
International Equity 100% 6% 9% 12% 16% 15% 19%
Emerging Markets Equity  100% 1% 1% 2% 3% 2% 3%
Domestic Fixed 100% 59% 48% 36% 25% 24% 12%
Non US Fixed 100% 5% 4% 3% 4% 2% 0%
Real Estate 100% 5% 6% 7% 10% 9% 10%
Absolute Return 4% 4% 4% 4% 4% 4% 4%
Private Equity 4% 2% 4% 4% 4% 4% 4%
Cash Equivalents 100% 0% 0% 0% 0% 0% 0%
Totals 100% 100% 100% 100% 100% 100%
Expected Return 6.50% 7.00% 7.50% 7.84% 8.00% 8.50%
Standard Deviation 6.64% 8.33% 10.16% 11.50% 12.10% 14.09%
Sharpe Ratio 0.38% 0.36% 0.34% 0.33% 0.33% 0.32%

Note that the APFC’ implementation of domestic and
international equity is accomplished through

both global and domestic/international portfolios. Hie
current implementation plan has 14% allocated

to global portfolios funded through 7% reductions

in both international and domestic large cap.

CVLILAN \'w '(I\Vils
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Efficient Frontier Graph

Efficient Frontier

Projected Return

Projected Risk
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Alaska Permanent Fund Corporation
Fiscal Performance Summary

For fiscal year 2006:

The Fund returned 11 percent, well ahead of our benchmark of
10.5%.

For the first time the Fund reached $31, $32, $33, $34 and $35
billion in value

e« We earned $3.1 billion on investments, and received an additional
$601 million in mineral revenues.

And we paid $689 million in dividends, ending the year with a
balance of $32.9 billion, a gain of almost $3 billion over FYO05.

For the first six months of fiscal 2007:

The Fund returned 9.6% , and closed on December 31 with an
unaudited value of $36.4 billion.

Statutory net income as of December 31 was $1.9 billion.
Statutory net income was only $257 million for FY02, the year that
falls out of the five-year average, so v/ie expect dividends will be

higher this fall.

Performance since December was trending upward, and the
Permanent Fund closed $"D million short of $38 billion on Monday.

Most of this strong performance is the result of gains in both US
and non-US stocks, and the markets have held on to some of the

gains made since December 31.

%

Years and growing apfc.org



Alaska State Senate

Senate Finance Committee

Mail Slop 3100
State Capitol

Official Business Juneau, Alaska 99801-1182

AGENDA

Thursday, March 1, 2007
9:00 a.m.

Alaska Permanent Fund Corporation Presentation
APFC Board of Directors

1Joint with House Finance Committee®
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Public Employees'
Retirement System (PERS)

Defined Benefit (DB) Plan

Accounting Issues

Senate Finance
March 14, 2007
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Why are we here today?

m C oncerns about em ployerxr level

accounting for th e P ER S D B p la n

h C o n trib ution rates for P ERS D B p la n
n ot supwported by em ployer level
a ccounting re cord s

a S et th e stage to discuss th e p roposed

s o lu tio n



