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3. Vacancy savings could not be considered - Savings generated from leaving a RJF 
participant's position open temporarily could not be considered in determining 
program eligibility. OMB felt that vacancy savings were temporary, generated bv 
delay in refilling a position.

4. "Domino-effect1’ savings could not be considered - OMB did not allow any savings 
to be included that were realized through the replacement of a lower paid employee 
down the chain of an organization. As an example, assume the RIP participant retired 
from a range 20 position, and was replaced by an individual from a range 18 position, 
who in tum was replaced by a previous range 16 worker. The only savings that could 
be considered would be the difference in salary and benefits of the outgoing retiree 
and their replacement. Savings generated from the salary and benefit differences for 
both the old range 18 and the new one, plus the old range 16 and new entry level 
staff member, were not allowed to be included.

5. Savings from differences in leave accrual rates could not be counted - Neither sick 
leave nor leave accrual differences were allowed to be recognized as a source of 
savings for RIP participants, except to the extent these factors were reflected in 
benefit differential calculations.

Since demonstrated savings were necessary for program eligibility, and the OMB rules were 
rather narrow about what savings could ’•'e counted, many employees who met all other 
criteria were not eligible to participate. In many cases, a long term employee, working in 
a position rhat was going to continue after their retirement, could not generate enough 
projected savings over a three-year period for the State to recapture its associated RIP 
employer contribution costs for the individual.

1990 legislation amended RIP program and provided for more participation

Chapter 18, SLA 1990 amended RIP in such a way as to increase the number of people who 
were eligible to parucipate. Under the legislation, employers could calculate savings over 
a five year period rather than three. It also allowed an employee to pay part of the State’s 
employer costs if no savings were generated from their participation in RIP.

The legislation and the accompanying revised guidelines issued by OMB permitted an 
additional 192 state empicyees to participate in the program. Of these employees 78 still 
could not demonstrate a projected savings, even over a five-year period. However, as 
allowed by the amended legislation these individuals paid a total 5750,000 of the State’s 
employer costs in order to participate.
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Each employer could set their own eligibility requirements for RIP participation

Under Chapter 89 SLA 1989 the governing body of each political subdivision employer 
could choose if they wanted to participate in RIP. Outside of the general years of service 
and age criteria for the two retirement systems involved, each participating employer was 
permitted to develop their own rules and criteria for participation. Likewise, the University 
of Alaska was also permitted to establish its own rules and guidelines regarding RIP 
participation for its employees. Other participating employers who were not school districts 
or political subdivisions such as the National Education Association of Alaska and the 
Southeast Regional Resource Center were also allowed to develop additional internal criteria.

Most emplovers had more lenient organizational unit and other criteria than the State

With one notable exception (see inset at 
right), none of the employers that we 
interviewed during the review imposed as 
strict of requirements on program 
participate * as did the State of Alaska. 
Once participation in the program was 
approved by the organization's governing 
body, most felt that it was only fair to 
allow every employee who met the basic 
eligibility criteria to participate.

As reflected on schedule 3 on page 10, 
three of the 19 school districts which had 
both PERS and TRS RIP participants, 
projected a net cost (over a three year 
period) for PERS retirees. Each of these 
districts could have defined their 
"organizational unit" more strictly (i.e. on 
an individual basis or allow only TRS 
members to participate) to increase 
projected savings.

However, each of these three employers 
defined the school district as a whole as 
the organizational unit, thus allowing 
everyone meeting the basic criteria to 
participate.

, ' • : • ••• ■■
CITY OF KETCHIKAN HAD 

STRICTEST RIP 'RULES;. BUT MA Y 
ST ILL NOT REALISE FULL SAVINGS

. ri -

The City of Ketchikan had the strictest RIP 
participation criteria of any participating: 
employer we interviewed; The city council 
voted to allow employees to participate only 
if they agreed to pay the city's: share of costs 
involved in providing the retirement incentive.

Largely as a result of this requirement, only 
one individual elected to pi "ticipate in the 
program. Under these terms, RIP should have 
not cost the city anything except: for a 
relatively small administrative fee,

However, the saving? for the city as shown on: 
the:; fable on the. .allowing page,, does not 
reflect these savings. The $5,400 of estimated 
savings reflects the fact that the City of 
Ketchikan did pay the employer costs for the 
RIP participant, but as of the date of this 
report has not received repayment from the 

^retiree, j  We conservatively reduced pur 
estimate of savings because the legal 
enforceability of the city’s claim for repayment 
Is currently disputed, by the. RIP participant.
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Schedule 1 - Estimated Savings or (Costs) hit Emtilover (Notes to Schftlulc on page 25 of rrvort)

E m p l o y e r

N u m b e r

o f

Retirees

E s t i m a t e d  

S a v i n g s  o r  

(C o s t s I E m v l n v e r

N u m b e r

o f

Retirees

E s t i m a t e d  

S a v i n g s  or 

(Costs)

S t a t e  o f  A l a s k a  ( N a t e  2) 739

( N o t e  I) 

S 6,033,100
::;vavaw

Yukon/Koyukuk Schools 2 S  53,000

U niversity o f Alaska ( N o t e  .1) 145 4,317,300 Fairbanks North Star Bomuqh ( N o t e  10) n 49,700

A nc lionge  School D is lric l ( N o t e  4) 306 2,684,900 C ily  o f Palmer
£#>•::;:v .

3 46,h00

Kenai Peninsula 8omugh Schools (iVufe 5) 72 1,933,300 Cordova C ity Schools
'■> , *

2 45,400

Fairbanks North Star Borough Schools ( N o t e  n ) as 1354,100 Kodiak Island Borough Schools 4 43,700

C ity  o f Fairbanks ( N a t e  7) as 776,700
'#■1. f

Alaska State Housing A uthority 4 42.700

North Slope Borough School D istrict ( N o t :  S) 42 517,500 Lower Yukon School D istrict 5 33,600

Matanuska-Susitna Borough Schools ( N o t e  9) 42 437300 Unalaska City School D istrict ( N o t e  11)
: . . J .

3 37,500

North Slope Bomugh ( N o t e  10) 12 4 69,600 Iditarod Area Schools ( N o t e  ti)

1  M
Cordova Com m unity Hospital

5 34,000

Ketchikan Gateway Borough Schools 23 443,000 3 31,400

Lower Kuskokw im  Schools ( N o t e  I I ) 2S 324,000 Alaska Cetcway Schools 2 27,900

Matanuska-Susitna Bomugh ( N o t e  12) 9 310,900 : C ity  o f Kenai 3 27,700

Sitka School D istrict 17 229,700 National Education Association
*.W -:

1 21,600

Kenai Peninsula Bomugh ( N o t :  13) 6 224,900
I • .

C ity  of Haines 1 17,300

Juneau Borough Schools 23 217,700 ? 5 ' Bartlett Memorial Hospital a 10,300

D illingham  City Schools 3 213,600 V  Nen ana C ily  Schools fiYofr I I ) 1 IS 400

C ity and Borough o f Juneau 19 199,600 Lkagwav C ily School 1N o t e  11) 1 15,400

Hoonah C ity Schools n 151300 Bristol Pay Borough Schools V o t e  17) 1 14,600

Haines Borough School D istrict *% 150,700 Nome C ity Schools 5 12.900

Bering Strait Schools 1N o t e  11) 17 149,300 Southeast Regional Resource Center 2 12.300

W rangell C ity Schools 9 124,500 Ketchikan Ca'eway Borougn 1 11,300

C ity of Hoonah ( N o t e  14) 2 113,000 : C ity  o f Ketchikan ( N o t e  IS) 1 5,400

Southwest Region Schools ( N o t e  11) 9 112,500 : : C ity  o f Kotzebue 1 3,000

Dclta/Crcely Schools ( N o t e  11) 7 107,500 • :j C ity  of Valdez a 2,600

C ity o f Homer S 102,100 C ity n f Sewe d 300

Valdez C ity Schools 3 34.100 . Crai g C ity Schools 1 (12,300)

C ity o f Kodiak ( N o t e  IS) 6 77,500 . ; | i  } Bristol Bay Borough 1 (14,4001

Kuspuk Schools ( N o t e  11) 7 64,700 j \  Yakulat C ity School D istrict 1 (16,900)

Chatham Schools 6 64,600 Kakc C ily  Schools 1 (29,700)

Southeast Island Schools 1 63,000 Y up iit School D istrict *1 (30,600)

sitka Com m unity Hnspila i 3 60,100 i C ity and Borough of Sitka 7 (31,300)

C ity o f Wrangell 9 S3,900 Seward Ccncral Hospital 2 (44,300)

Kodiak Island Borough 4 55,300 \  . .  T o t a l 1.764 522.934.300
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REPORT CONCLUSIO NS

As summarized by the schedule on the opposite page, the estimated savings for the 1989 
Retirement Incentive Program (RIP) totalled $22.9 million. The savings were generated 
mostly by the incremental difference in the salary and benefit costs between the typically 
higher paid RJP participant and their lower paid replacement rather than realized from an 
extensive elimination of positions left vacant.

The top five employers, with a ,v,tal estimated savings of more than $16.5 million accounted 
for 729c of the statewide total. The State of Alaska and the Anchorage School District had 
about the same average savings per participant. Both were among the highest three 
employers in savings essentially because of the large number of employees each had 
participating. Only one of ASD's 306 RIP participant positions was subsequently eliminated, 
whereas the State only benefitted from three eliminated positions in its RIP savings 
calculations.

University savings came from elimination of positions and high salary differentials

The University of Alaska's average savings of almost $30,000 for each RIP participant was 
the highest of any employer. The University benefits from both the elimination of some 
positions, and from having the highest incremental difference in salary and benefits of any 
employer. Tenured full professors retiring under RIP typically had salary and benefit costs 
of more than $90,000. By comparison, their replacements, if any, were most often 
instructors or assistant professors who had salary and benefit costs in the range of $40,000 
to $50,000. As shown on Schedule 3 on the next page, the University averaged savings of 
more than $35,000 for each RIP participant covered by the Teachers’ Retirement System.

For some employers savings were small or non-existent

Eleven of the sixty-five employers who elected to participate in the program had estimated 
savings of less than $6,000. Seven of those eleven projected that they lost money from their 
participation in RIP. In these instances, replacement employees were paid at or near what 
the terminating employee received, generating little or no savings. Meanwhile, the employer 
still had the cost of their retirement contribution payments for the RIP participant’s three 
credited years.

Five of these seven employers were school districts with a total of six participants. These 
districts are generally smaller in size and have trouble recruiting teachers. They have no or 
few positions to eliminate and must maintain even entry position salaries at a level necessary 
to attract teachers to their remote locales. Essentially, in these districts the RIP program is 
treated as part of a teacher's or administrator’s total compensation. This was acknowledged 
by Craig City Schools which reported that their RIP participation was made part of a 
"departure” agreement between the local board and the outgoing superintendent.

ALASKA STATE LEGISLATURE -9- DIV1SION OF LEGISLATIVE AUDIT



Schedule 2 - Savings/Costs by Departm ent

N u m b e r  n f  

R e t i r e e s

EstimatedSavings/CastDepartment
Transportation .md Public Facilities

Health and Social Services

Educa (inn
Public Safety

Labor

Corrections
Commerce and Economic Development

Legislature
Administration

Natural Resources
Alaska Court System

Office or the Governor
Revenue 103.300

Environmental Conservation

Military and Veterans Affairs
Community and Regional Affairs

TOTAL
Aorrojr 

Sanity* Per- 
Parifctpant

tJanbrr-
of.-

Ketirer*

A otnxe-  • 
Canny* Ptr
Parti up ant.

TldmatrJ ' 
SevinxxCajt-

tldnaud SeeinyVCM*
Stale of Alaska
University n f Alaska

12.055)Anchorage School District
Kenai Peninsula Bomugh Schools
Fairbanks North Star Bomugh Schools
North Slope Bomugh School District
Matanuska-Susitna Bomugh Schools 12.5flfi

Ketchikan Gateway Borough Schools
Lower Kusknkwim Schools
Juneau Borough Schools
Bering Strait Schools
Wrangell Cily Schools
Southwest Region Schools
Kuspiik Schools
Chatham Schools 12.9AO

Southeast Island Schools s’. 9flt)
Kodiak Island Borough Schools
Lower Yukon School District 113,350)

Unalaska City School District
Total

Schedule 3 - Savings for Employers with Both TRS and PERS Retirees
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The costs incurred by the City and Borough of Sitka (CBS) were attributed to a situation 
where the costs of replacement employees were higher than anticipated. It was re- .ud to 
us that the Borough Assembly made the decision to participate in RIP based on p ejections 
of salary and benefits for replacement employees that subsequently proved to be inaccurate. 
When replacement employees were actually paid near or even above the outgoing RIP 
participant’s salary then all projected savings were eliminated, turning the savings program 
into a cost for CBS.

1989 RIP legislative intent had two aspects

RIP's implementing legislation stated that the program was

intended to realize sufficient economies to offset the cost of administration 
and benefits to state agencies and other employers resulting from the award 
of retirement credits and to result in a net reduction in personal services costs 
to the state or other employers during a period of declining revenues.

This intent has two specific parts. The program was to pay for itself (realize sufficient 
economies to offset the cost...) and was to provide for savings in personal services costs to 
the state (a net reduction in ...).

Overall. 1989 RIP did pav for itself

As discussed previously, most of the savings realized under the 1989 RIP were of an 
incremental nature. The assumptions, methodologies, and approach that we used to estimate 
savings could not practically consider all the variables that could have an affect on the actual 
savings realized. And as mentioned, seven of the employers appear not to have realized 
savings to offset the costs of their participation.

Despite these considerations, we are confident that the program achieved the first aspect of 
its established intent. In our view, on balance, the program realized sufficient economies 
to offset the cost of administration and benefits provided as an early retirement incentive. 
The incremental savings accumulated by the state agencies and other participating employers 
from RIP did, when considered for the organizations as a whole, exceed the cost to the 
employer for providing the additional three years of service.
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RIP did generate a net reduction in personal service costs but budget impact is uncertnin

We are also confident that state agencies realized a net reduction in personal services costs. 
or savings, through RIP. For the RIP participant positions (also known as PCNs for position 
control number in budgetary terms), where replacements were hired in at lower pay. there 
was a net reduction. State agencies spent, and will prospectively spend less for those 
specific PCNs in the first, second, and third years than they would have, had the RIP retiree 
remained as the incumbent.

Doubts are often expressed about the savings generated by RIP because they rarely, if at all. 
are reflected in state agency budget requests. Further, the incremental nature of most of the 
1989 RIP savings contribute further to this lack of visibility in agency budgets. When 
savings are generated through the elimination of positions left vacant by RIP participants, 
then the budgetary impact is more clearly reflected in the fewer number of positions in the 
agencies’ budget requests.

However, when savings are primarily due to the incremental difference between RIP 
participants’ personal service costs and those of their replacements, identifying savings for 
legislative consideration is more difficult and subtle. Such savings get lost in a blend of 
budgetary incremental adjustments such as those generated by new union contracts, new 
positions for new programs, new positions for old programs, adjustments for vacancy and 
turnover, etc.

Accordingly, we believe the savings shown for the various state agencies in Schedule 2 on 
page 10 were realistic, and for the most part, have been or will be realized. However, we 
cannot reasonably estimate how much of these savings were reflected in agency budget 
requests or remained in year-end balances that lapsed back to the general fund, although we 
believe that, to some degree, both of these happen.

Savings and program recommendations discussed further in Auditor Comments

In the following Auditor Comments section we offer examples of how state agencies may 
be using RIP-generated savings, and discuss how the university is using savings for what 
they term "budget reallocation" and "budget reduction" purposes. We also suggest that the 
legislature provide for improved monitoring of RIP-generated savings, when considering any 
future RIPs.
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AUDITOR CO M M EN TS

As concluded in the previous section, we are confident that RIP generated a net reduction 
in personal services costs (as intended by its authorizing legislation). However, existence 
of these savings is met with some skepticism, because they do not appear to be reflected in 
state agency operating budgets. Often, agencies take advantage of the flexibility afforded 
from the reduction of personal services costs to reallocate and use the savings without 
legislative budgetary oversight. To the skeptics, and from a conservative budgetary 
viewpoint, to the extent this occurs, such reallocations do not represent savings, nor do they 
result in a net reduction in personal services costs.
Four examples illustrate how RIP "savinus" mav have been used besides buduet reduction

For example, consider the net reduction in personal service costs that may or may not be 
involved in the following situations:

1. RIP savings are used to hire temporary staff. With the RIP savings that an agency 
generates in its personal services budget, management decides to hire temporary workers 
to carry out a special project. The work was important, necessary to the agency's 
functioning, but until the flexibility provided by the RIP, the agency never had the 
available funding to accomplish the task.

Although RIP generated the savings used to hire the staff and pay the overtime, agency 
management has decided how those savings were used. In this instance. RIP generated 
a savings, but from a budgetary aspect, none would be reflected in a net reduction in 
personal services costs.

2. RIP savings are transferred to contractual budget category. With the savings generated 
by RIP an agency transfers authorizations from the personal services to the contractual 
services budget category. With this increased funding, the agency contracts for some 
or all of the services that had previously been performed by the RIP retiree.

Again, in this example RIP has provided savings. Through the use of a budgetary 
mechanism, even a net reduction in personal services costs has been achieved. 
However, as in the first example, it is agency management that is deciding how to 
reallocate RIP savings, and from a budget reduction viewpoint, no savings are realized 
despite the personal services cost reduction.

3. RIP savings allotted to other programs. One difficulty that both we and officials at the 
University of Alaska had with estimating RIP savings was the treatment of "budget 
reallocation" savings. University officials reported that RIP provided administrators
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increased flexibility and was used in 
part, to reconfigure the instructional 
staff at various campuses in response to 
student demand (see inset at right).

For example, if an accounting professor 
retired under RIP, chat position itself 
may be left vacant but the savings 
generated may be used for a myriad of 
other activities.

Again, RIP has generated savings, and 
to some extent, a net reduction in 
personal services costs was probably 
generated, but all was done outside the 
influence of legislative budget review. 
From the budgetary aspect, no savings 
were realized, because none were 
reflected in the university’s budget 
request.

U N I V E R S I T Y  R E A L L O C A T I O N  
I N D I C A T E S  H O W  R I P
S A V I N G S  A R E  U S E D

'One university campus wrote us describing what they 
did with more, than $170,000 in sayings (projected ovor 
a thrao-yoar period) generated by one retiring professor. 

"": ■'': H;"j M : . ! ; ii;': /:
The position vacated by the [RIP partic ipant 
was an associate professor o f Business 
Administration at the Sitka campus. The 
position was not. filled in  order to save money 
that could be reallocated for use in meeting ;; 
the changing needs o f the campus' 
constituency. Reallocation p i  funds sa ved by 
not filling this position made it possible to 

■!*■■?<■% increase business program offoringa in the 
consortium arrangement with Sheldon 

; Jackson . College, partially  ■. fu n d • d  . faculty 
position in Computer Information Systems,

': add:courses outside o f the faculty member's 
expertise, and eliminate, courses no longer 
pertinent. i^The work o f the position was 
accomplished through, the hire o f temporary 
faculty for: teaching,.and non-teaching..duties; ... 
were reassigned to another employee:

• .
• • .

All assumptions and projections of savings made by the 
university were reasonable and supportable, but in light 

i of the narrative above, it isdebat3bto about whether the 
projections could be considered “savings." Since we 
wanted to be conservative in developing our estimates. 
of savings, we classified this particular situation as a 
''budget: reallocation.?:’.-Mir erring ion the side, of 
conservatism, we defined budget reaitccations as not 

• being savings. : ' ; ;

. ■ v : .v.v-:::!; ■■ ■ . .8ecause wa Knew more about the circumstances 
surrounding University retirees, we actualty ware more 
conservative in refining their cost estimates than we 
could, be with, stata government retirees: Wa have 
limited insight into how State of Alaska savings may 
have been similarly reallocated.

'. " ■" ■' : ’ V \v: I';-; '' "V
;>A": ;V: ' ;.v

RIP participant’s position is cut. When 
RIP generates savings through 
elimination of a position, without a 
budgetary monitoring system, even 
these more discrete savings can be 
temporary. For example, an agency 
eliminates a position from the budget 
left vacant by a RIP retiree. The 
agency has decided to either to absorb 
the RIP participant’s workload with 
existing staff, discontinue the services .
provided by the retiree, or perhaps, as
mentioned above, "contract-out" the tasks. Now, from a budgetary perspective. RIP 
savings are more readily realized, since agency budget requests are reduced to reflect the 
eliminated position.

However, two years later, perhaps under a different administration, management requests 
and obtains funding for a "new" position. The new position is needed to perform all or 
most of the tasks that were previously done by the RIP retiree. If funded, the legislature 
is reallocating, probably unknowingly, a portion of RIP's net reduction in personal 
services costs.
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Leuislature was concerned about RIP accountability

The legislature was concerned about the accountability of RIP savings. The program's 
implementing legislation required the Office of Management and Budget (OMB) to submit 
annual reports on RIP and its impact each January 15 from 1991 through 1994. The report 
was required to provide the

information necessary for the legislature to evaluate the effectiveness of the program 
in achieving its objectives. The report should include information on the designated 
organizational units under the retirement incentive plans including the cost of the 
retirement incentive program per participant, the cost to the state, the cost to the 
employee, the annual budgeted amount by agency for the retirement incentive, and 
the projected or actual savings over the three-year period.

The 1991 report, did contain the information specified in the legislation, and we used the 
report as a basis for developing the costs and savings included in this report. However, the 
costs and data specified and submitted does net provide necessary information regarding how 
the projected savings were utilized or how they affected the subsequent FY 92 budget.

Either OMB or Legislative Finance should monitor future RIPs

In addition to the report information required bv the 1989 RJP legislation, the legislature 
should consider directing either OMB or the Division of Legislative Finance to specifically 
monitor RIP-generated savings. The legislature should direct one of these agencies to 
account for savings generated by vacant positions and the incremental differences in salary 
and benefits for various state agency budget request units.

By breaking down and analyzing the budgetary impact of RIP retirees, these budget review 
agencies could develop an adjustment factor to be used in budget construction and review. 
Such a factor, similar to the adjustments currently made for personnel vacancy and turnover, 
could be used to reduce agency personal services budget requests. Such a factor would 
reflect the amortization of projected RIP savings over the same time period as that provided 
by additional credited service.

Further, any new positions that may be included in each agency's annual budget request 
should be scrutinized in the context of the duties and services formerly provided by RIP 
participants. In addition, OMB or the Division of Legislative Finance should review the use 
of temporary employees and agency overtime to determine if any significant increases could 
be attributable to RIP.
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Improved monitoring would provide enhanced legislative oversight of savinus

By implementing such an upfront, 
monitoring and control procedure, the 
legislature could provide greater assurance 
that RIP-generated savings are being used 
to reduce personal service costs. Further, 
such a procedure more clearly identifies the 
amount and impact of program savings. 
Legislative oversight of how the savings 
generated from RIP are used would be 
improved, and such ongoing monitoring 
would ailow the legislature a decision­
making role in how savings are to be 
reallocated.

1990 measure reduced emphasis on savings

In 1990 the legislature amended the 1989 
RIP to allow employees to "make up the 
difference" if the State could not project a 
savings for their position. This amendment 
had the effect of eliminating any possibility 
for the State tc realize a net reduction in 
personal services costs for those employees.

Otherwise eligible employees, for whom no 
savings could be projected over a five-year 
period, could now participate in RIP by

UNIVERSITY ALSO USE RIP 
SAVINGS TO RESPOND 

TO BUDGET REDUCTIONS

University officials also reported that they 
used the large savings generated by RIP 
participants to meet across-the-board 
budget reductions.

In FY 90, because of cutbacks in general 
fund appropriations, the university directed 
all departments to cut their budget: by 2.5%.

•• • v i , . 0 :- . jT’"• . \ ‘: . ' ... - - ••• '
For the School of Fisheries and Ocean 

tl^cience (SFOS)f this represented a cut of 
. more than 5100,000. An SFOS support 

engineer retired under RIP and was not 
replaced. Three year savings generated by 
the retirement were estimated to be more' 
than $190,000.

•Y:-T: : '
SFOS used a third of the three-year savings 
generated by their. RIP participant, 
(approximately $64,000) to partially offset the I 
impact of the across-the-board reduction.' ;; 
Such use of RIP-generatea savings clearly 
meets both the mandate for RIP to generate 
a net,reduction in: personal services costs 
and satisfies the conservative budgetary 
, perspective that all savings must necessarily 
involve a budaet reduction.

paying off the State’s projected costs. Accordingly, under the legislation the State just 
"broke even" on 78 additional participants, realizing rio net reduction in personal services 
costs for those individuals.

From legislative committee minutes of the testimony and discussion of the amending 
legislation, the primary concern appeared to be ore of equity. From testimony and 
discussion it seems the intent of the legislature was to allow all state employees that met the 
basic eligibility criteria an opportunity to participate in the program, regardless c f  the savings 
that might be generated from their particular situation.
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RIP reduces personal services costs, central issue is who decides how savings are used

In summary, concerns about savings generated by RIP are often misdirected. RIP. if 
structured appropriately, does generate personal service cost savings. Skepticism of the 
program is not so much attributable to an absence of any real savings, but rather exists 
because the current budget review process does not adequately track and reflect economies 
generated. Only if there tire major lay-offs and budget cutbacks, do savings generated by 
RIP become readily apparent in state agencies’ budget requests.

This lack of a developed budget control process, limits the legislature in performing its 
oversight role. Decision making is transferred to agency administrators. They get to decide 
how to reallocate or use RIP savings, with no specific legislative inquiry or direction.
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EM PLO Y ER  CO M M EN TS AND D ISCUSSIO N

The opening section of the 1989 legislation that implemented RIP stated that

since it may be necessary for state agencies and other employers who participate 
in the state retirement systems to reduce their personal services costs because of 
declining state revenue, reimplementation of the [1986] retirement incentive program 
encouraging employees to retire voluntarily, will reduce the hardship of layoffs.

However, as it turned out. concerns about layoffs and declining revenues proved, for most 
employers, not to be a critical factor.

Stable fiscal conditions and prior RIP mnv have reduced need for staff cut savings

As summarized in the Report Conclusions section, most savings generated by the 1989 RIP 
were due to the incremental difference in the personnel costs of retiring workers and their 
replacements. A comparatively small part of the savings on a statewide basis were due to 
the reduction in public employment. We surmise that savings generated by the elimination 
of positions were minimal because of two factors:

1. The fiscal situation was better. The fiscal situation faced by the State of Alaska, most 
local governments, and school districts proved not to be as adverse as had been 
anticipated when the merits of the 1989 RIP were being debated. As a result, there was 
not as much pressure or need to eliminate positions in order to meet demanding budget 
cutbacks.

2. The impact of the earlier RIP. If local governments and school districts had an 
excessive number of positions, their management likely took full advantage of the earlier 
1986 RIP to reduce the number of employees. That RIP was implemented at a time 
when both the fiscal situation and prospects at all levels of government were more 
problematic. With the advent of the. 1989 RIP. local governments and school districts 
were in a situation where all or most retirees necessarily had to be replaced.

Three employers criticize RIP as causimz "brain drain1' and beimz a costlv alternative

Three of the participating employers surveyed in the course of our review expressed two 
common complaints regarding RIP. One is the concern over the loss of experience, 
sometimes referred to as "brain drain." Another employer-expressed concern was that RIP 
is sometimes used "as an easy way out," and that other. less costly alternatives to reducing 
personnel costs were riot being considered.
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not thrilled with RIP. This notable lack of enthusiasm was due to the potential loss 
of long term employees - the real loss to the organisation of those years of 
experience

Anotner local personnel officer observed that snow removal in his community had been 
adversely affected by the loss of experienced snowplow operators. Increased property 
damage to mailboxes, taking more tinu o clear streets and improper maintenance of 
equipment were all "hidden" costs of losi experienced employees to RIP.

Another local government participant responded that

Any net savings identified in this study is an imaginary figure. There exist other 
alternatives to personnel cost reduction not being [consideredj. My belief is that the 
most favorable outcome of a RIP is that it may be used as a tool to encourage 
selecied employees to terminate employment when the government is unable or 
unwilling to achieve this result through intelligent and sound personnel management.
It's an easy way nut.

Auditor discussion - The loss of experience and "brain drain" are concerns that have been 
expressed during legislative deliberations and consideration of RIP. In some situations, as 
discussed next in this section, the participating employer often welcomes the increased 
flexibility and new ideas brought in by new employees. But for some areas of service, such 
as operating heavy equipment, the loss of experience can be more telling.

The second criticism, we think neglects one of the other stated aspects and purposes of RIP. 
RIP was designed in part to mitigate the social hardship of layoffs. The legislature felt it 
was good public policy to have people in the community receiving retirement payments 
rather than having a like number receiving unemployment checks. Given these additional 
program aims, RIP cannot be judged strictly on a cost-benefit basis.

In our view, the legislature recognized that under RIP, it would cost money to reduce staff 
compared to achie\ ing the same goal through lay-offs at little or no additional cost, but with 
greater negative social impact. The 1989 RIP. as it turned out, was implemented at a time 
when across-the-board layoffs and cutbacks proved not to be a widespread necessity. In 
these circumstances, the costliness of the program become more evident, and its social 
benefits were obscured.

One respondent wrote that his local assembly was

ALASKA STATE LEGISLATURE - 20 - DIVISION OF LEGISLATIVE AUDIT



RIP provides increased administrative flexibility

Early retirement incentive programs have other benefits beyond costs savings. These 
programs can be used to achieve important non-financial goals such as increased managerial 
flexibility in restructuring operating procedures, in making promotions, and an increased 
ability to maintain a balance in the age and composition of the workforce (something that 
might not occur with seniority-based lay-offs).

The 1989 RJP did produce other benefits beyond the estimated cost savings. One school 
district in responding to our survey commented that

RIP allows us more flexibility. We give our teachers tenure, RIP allowed us 
flexibility in our staffing. Also now a district can establish new directions for 
programs that was nearly impossible to pursue with long-entrenched faculty.

Both the Anchorage School District (ASD) and the university reported that RIP provided 
administrators with increased staffing flexibility. Both the university and ASD grant tenure 
to their professors and teachers, respectively. One benefit of RIP was that ii allowed the two 
organizations to replace tenured faculty with entry level instructors and teachers without 
tenure. As a result, it was easier to reassign and transfer instructors without having to 
consider the limitations and restrictions that are involved with the prerogatives of tenured 
staff.

Fairbanks school board feels that repeated RIPs disrupts recruitment

In a September 1990 resolution (see inset on next page), the Fairbanks North Star Borough 
School Board expressed its concern over the need for. and the impact of. repeated RIPs. In 
adopting a resolution opposed to the creation of another RIP program the board felt that 
while the program assisted schools in responding to fiscal emergencies, that its repeated use 
when there was no crisis is disruptive to normal teacher turnover and harmful to 
recruitment.

As reflected by the resolution the board felt that teachers develop expectations that another 
RIP will eventually be offered. This expectation encourages employees who might normally 
retire to postpone doing so until the next RIP. The number of retirees then accumulate and 
when a RIP is offered, all leave the district collectively, causing havoc in teacher recruiting 
and a major loss of experienced personnel all at once.

Audito- discussion - The 1989 RIP program was designed to maximize "local control." The 
decisic. i  whether to participate is made at the local level, as is establishing the criteria for 
which employees may retire. To some extent, this local option flexibility has led to what 
some may consider are abuses of RIP. Rather than using the program to lessen the impact 
of layoffs and realize savings, some employers used RIP as a means to provide additional
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statewide fiscal;emergency; and

WHEREAS,.our district does not wish to lose our experienced employees, but.has decided it would 
riot be fair to deny them;access to a Retirement Incentive Pfan orics it is passed into law;

NOW, THEREFORE, BE IT RESOLVED that the Fairbanks North Star Borough Board of Education 
requests the Legislature and the Governor not enact any future legislation authorizing early retirement.

FNSBSD BOARD OPPOSES IMPLEMENTATION OF RIP 
...WHEN NO FISCAL EMERGENCY EXISTS, CONCERNED 

ABOUT EFFECT OF TEACHER EXPECTATIONS

I September 1990 the Fairbanks school board adopted the following resolution opposing any new 
retirement incentive program.:

• ••• • ' \  a ' ' •• . •; :: 1•
WHEREAS,; trie State of Alaska passed an Early Retirement Incentive Plan in 1986 to help school 
districts and other public agencies realize significant personnel cost reductions in response to a

compensation and consideration. Under our reading of the 1989 legislation, such use of the 
program is permissible. RIP is a "take-it-or-leave-it" program in which employers can 
structure their participation in the program in any manner they wish within the broad 
confines of the program eligibility requirements.

"Speed-up" scenario is a drawback to RIP’s uoal to save employers money

The "speed-up" scenario has been generally recognized as a drawback to RIP. Providing 
incentives may speed up the retirement of individuals who would have retired in the near 
future with or without an added incentive. Under RIP, the employer must pay the added cost 
of providing the incentive even though the employee would have eventually retired anyway 
at no extra cost.
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Two participants cite impact of the "speed-up" scenario in criticizing estimnrpH vT'inr"

Some employers contacted during the course of the review pointed out that the savincs 
estimated using our assumptions and approach tended to inflate totals. In their comments 
they cited the "speed-up" scenario as contributing to an overstatement of savincs. One 
employer commented that under the formula we suggested be used to calculate savirgs or 
costs that

Savings for our school district arc based on a "bogus" assumption. What is not 
considered is when would have these individuals have normally retired if there had 
been no RIP. It is passible that the individuals would have retired any way, [without 
the school district having to pay any additional RIP employer contribution costs.]

Another district commented that normal retirement would generate far greater savings for 
each district. The cost for RIP has to be budgeted for. while the "savings" are used for 
other purposes.

Auditor discussion - Under the methodology used in this report, participants who would have 
normally retired would generate a certain amount of savings over the costs involved to 
provide the three additional years of service. Had they retired without RIP then there would 
have been no additional employer costs involved, and the district would have realized even 
more savings, either by eliminating the position or replacing the retiree with a lower paid 
replacement.

Tt is likely that some of the almost 1,800 RIP participants would probably have taken normal 
retirement, involving no additional contribution from their employei. We acknowledge that 
this normal retirement factor does overstate our savings estimate, but there was no practicable 
way for us to calculate its effect and adjust our estimates accordingly.
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NOTES TO SCHEDULE 1 

Note I - General Assumptions. Methodology, and Approach to Develop Estimates

Unless otherwise discussed in a specific note, the estimated savings or costs presented in
Schedule 1 on page 8 were calculated using the following assumptions, methodology, and
approach:

1. Savings and costs totals represent projections over a three year period.

2. For most participants, the calculations of estimated savings or costs reflect the projected 
costs of salaries and benefits for both the RIP retiree and their replacement. However, 
some employers used salaries only as a basis for their projections and estimates, in any 
event, for any one participant’s calculation the same basis was used for both the retiree 
and the replacement employee.

3. In addition to the administrative costs involved with each RIP participant, the estimated 
savings/costs also reflect any administrative fees paid by the employer for individuals 
who were eligible for the program bur. did not participate.

Note 2 - State of Alaska

Savings presented for the State of Alaska represent a combination of projected savings. The
totai includes both:

1. Three vear projected savings for individuals who qualified and participated in the initial 
RIP program.

2. Net savings projected over a five vear Period for individuals who participated under the 
amended RIP program. A.ccording to OMB records, 78 of the State of Alaska’s 739 
participants did not generate any savings, and accordingly do not contribute to the total 
savings of $6,033,100. The table below summarizes savings estimates and the number 
of participants for both the 3-year and 5-year periods

Participants Savings

3 YEAR PERIOD 547 S 5,131.400

5 YEAR PERIOD 192 901.700

TOTALS 739 $ 6,033.100
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Note 3 - University of Alaska

We reduced the savings for the University of Alaska by more than $ 4.900.000 from 
estimates developed by the University. The adjustments were made in an effort to make the 
totals more comparable with those developed by the State of Alaska for their RIP 
participants. The university originally calculated RIP savings of $9,240,700.

A large portion of these savings total was attributable to extended vacancies in the RIP 
participant positions that were eventually filled. Further, the university noted that some of 
the "savings" were actually reallocated to other staff and programs rather than being used to 
offset budget reductions (see inset on page 14 for discussion of the university’s budget 
reallocation process). We based our adjustments on salary, vacancy, and budgetary 
information provided to us by the university.

Note 4 - Anchorage School District (ASD)

In calculating savings estimates for TRS participants. ASD used the average, district-wide 
teacher and administrator salaries as a basis for the replacement employees’ salary and 
benefit costs. Since a large segment of the replacement teachers were acr.ally first year, 
newly hired teachers starting at or near the entry level pay scale, use of the district-wide 
average is conservative in that it would tend to understate the estimated savings.

ASD’s estimated savings as listed in the schedule are based on three year projections. The 
district also projected savings for a five year period. ASD’s five-year projected RIP savings 
breakdown as follows:

Retirement Svstem Estimated Savings

Both the 3-year savings listed in the schedule on page 8 and the 5-year savings summarized 
above, have been reduced to reflect almost $673,000 that the district paid out as retirement 
incentives. Depending on when participants retired, they were eligible for payments of 2.5% 
to 5% of their salary and from $50 to $100 for each year of service as an incentive to 
participate in RIP.

TRS Participants

PERS Participants

Total 5-year savings projections

$ 6,578.000 

528.000 

$ 7.106.000
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Note j  - Kenai Peninsula Borough Schools (K PBS)

Although KPBS had thirteen fewer participants than the Fairbanks North Star Borough 
Schools, the district had $400,000 more in estimated savings. This difference was largely 
a result of KPBS not replacing some of their RIP participants, whereas Fairbanks filled all 
the teaching vacancies left by the participating employees.

Note 6 - Fairbanks North Star Borough School District (FNSBSD)

In estimating savings. FNSBSD used the average salary and benefit costs for all newly hired 
teachers for the first school year following the RIP period. For PERS participants, FNSBSD 
used the actual salary of the replacement employee as a basis for projecting the savings 
generated by the RIP participant.

Note 7 - Citv of Fairbanks

More than $580,000 of the projected savings were generated from the city not replacing four 
individuals who participated in RIP. Thirteen of the twenty-two participants were from either 
the city's police or fire departments. At the time these 13 individuals retired, the city 
consolidated its police and fire protection functions into a single department of public safety. 
Many of these 13 retirees were high ranking officers, whose command and management 
functions were combined and restructured as pan of the consolidation process.

This consolidation of command responsibilities made it difficult to determine which retiree 
was replaced by which promoted officer. Thus, it was not practicable to match these 
promoted individuals with the outgoing RIP retirees. However, the city is cenain that 
available funding was used to recruit and hire entry level officers into the new public safety 
agency. Accordingly, they based their estimates of projected savings on the difference in 
salaries and benefits between the retiring officers and these entry level recruits.

Note 8 - North Slone Borough School District (NSBSD)

In calculating savings estimates for TRS participants, NSBSD used the average, district-wide 
teacher salary as a basis for the calculating tne replacement employees” salary and benefit 
costs. Since a large segment of the replacement teachers were actually first year, newly 
hired teachers starting at or near the entry level pay scale, use of the district-wide average 
is conservative in that would tend to understate the estimated savings.

Note 9 - Matanuska-Susitna Borouuh Schools (MSBS)

In calculating savings estimates for TRS participants, MSBS used the average, district-wide 
teacher salary as a basis for calculating the replacement employees’ salary and benefit costs.
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Since a large segment of the replacement teachers were actually first year, newly hired 
teachers starting at or near the entry level pay scale, use of the district-wide average is 
conservative in that it would tend to understate the estimated savings.

Note 10 - North Slope Borouah fNSB)

For all but one of N SB’s 12 RIP participants, estimated savings are based on three-year 
projections. The other individual’s savings are estimated over a five-year period.

Note 11 - Calculated Estimates for Nine Schooi Districts not responding to our survey

We developed the estimate, of savings for nine school districts which did not respond to our 
survey. For these districts we calculated savings for their RIP participants using the average 
participant savings for all districts who did respond to our survey. Savings from districts 
calculated using this approach totalled to $860,800 (3% of the total estimated savings 
statewide) for 75 RIP participants (4%). Districts for which savings were calculated using 
this approach were:

. . .  

.: ■ ■ 
District No. of 

T R S  

Retirees

^Estimated 

Savings of T R S  

Retirees @  

515,359/ea

; No. of 

P E R S  ; 

Retirees

Estimated 

Savings of 

. P E R S  Retirees 

(Si 56.798/ca

Tutal Calculated 

Savings for .. 

Schools

(Rounded)

Lower Kuskokwim Schools IS S 276,462 7 S 47,586 S 324,000

Bering Strait Schools 4 61.436 13 833374 149.800

Southwest Region Schools 6 92,154 3 20,394 112,500

Delfa/Greely Schools 7 107,513 0 -0- 107,500

Kuspiik Schools 2 30,718 5 332)90 . 64,700

Cnalaska City School District ■7 30,718 I 6,798 37,500

rdltnrod Area Schools 0 -n. 5 33,990 34,000

N'enana Cily Schools 1 15JS9 0 •o. 15,400

Skagway City School 1 15,359 0 •0- 15,400

Note 12 - Matanuska-Susitna Borough

For all but two of the borough's nine RIP participants, estimated savings are based on three- 
year projections. The other two individuals’ savings are estimated over a five-year period.
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Almost $200,000 of the borough's $224,900 in estimated savings is attributable the 
elimination of one management position.

Note 14 - Citv of Hoonah

More than $90,000 of the city's $118,000 in estimated savings is attributable to the 
elimination of one position.

Note 15 - Citv of Kodiak

Estimated savings are based on a combination of three-year and five-year projections. Two 
of the RIP participants' savings are based on five-year projections.

Note 16 - Fairbanks North Star Borough

One of the individuals' estimated savings are based on a three-year projection while the other 
is based on a five-year projection.

Note 17 - Bristol Bav School District fBBSDi

The estimated projected savings for BBSD of $14,600 reflect an additional cost of $10,144 
retiremen* bonus paid to the RIP participant. The bonus represented 2\% of the participant's 
annual salary.

Note 18 - Citv of Ketchikan

As related on page 7 of the report, if the City of Ketchikan can collect from its one RIP 
participant, it will realize a projected estimated savings of $20,200. However, as of the date 
of this report, the city has not collected the employer costs that it conditionally paid on 
behalf of the city’s participant.

Note 13 - Kenai Peninsula Borough
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Testimony Before Rouse State A ffairs Committee  
January 28, 1993

Mr. Chairman and Committee members, my name is Barry Haight. I am a firefighter for 

the City of Fairbanks and, as a volunteer lobbyist, I represent a group of Fairbanks public safety 

employees who wish to take early retirement and support HB 36.

We believe the Retirement Incentive Program is an effective management tool to cut costs 

and reduce government in times of declining revenues.

The City of Fairbanks and its employees have participated in two previous programs and 

it has worked very well. Each time considerable money was saved and a number of layoffs were 

avoided. According to Division of Legislative Audit figures, Fairbanks saved over 3/4 of a 

million dollars in the 1989 Retirement Incentive Program.

Ih e  City has already agreed with its firefighters to participate in any future early

retirements. Other cost saving measures have also been agreed to, such as stretching out pay step

increases from Recruit to Journey level from three to five years.

For the City of Fairbanks and its employees, this legislation is proposed at a crucial time. 

Passage of this bill will save money, as in the past, and will allow the City to accelerate 

restructuring of the Fire Department. Legislators may be interested to km he most intense 

interest in early retirement is shown by employees who are not yet eligible for normal retirement.

One of the most attractive elements of this legislation is that it is voluntary and does not 

impose a legislative mandate on any one. Passage of HB 36 allows those PERS employers who 

would save money to do so and allows employees to retire rather than they, or someone else lose 

their job.

Please pass HB 36 favorably from your Committee.
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C o - s p o n s o r s  o f  H B  36, 
R e t i r e m e n t  I n c e n t i v e  P r o g r a m

T h i s  m e m o r a n d u m  i s  i n  r e s p o n s e  t o  t h e  F e b r u a r y  1 l i s t  o f  q u e s t i o n s  
r e c e i v e d  f r o m  C h a i r m a n  V e z e y  r e g a r d i n g  H B  36. W h i l e  s o m e  o f  t h e  
q u e s t i o n s  e l i c i t  a  b r o a d e r  d i s c u s s i o n ,  w e  h a v e  t r i e d  t o  b e  b r i e f ,  
t o  t h e  p o i n t ,  a n d  i n f o r m a t i v e  i n  o u r  a n s w e r s .  S e v e r a l  o f  t h e  
q u e s t i o n s  r e q u i r e  t h e  e x p e r t i s e  o f  p r o g r a m  a n d  f u n d  m a n a g e r s  t o  
f u l l y  a n s w e r .

A n s w e r  1A. T h e r e  a r e  t w o  b a s i c  s i t u a t i o n s  t h a t  p r e s e n t  e m p l o y e r s  
w i t h  l a b o r  c o s t  d i f f i c u l t i e s .  T h e  f i r s t  c a s e  is w h e n  i n c r e a s e d  
l a b o r  c o s t s  ( l a b o r  c o n t r a c t  w a g e  a g r e e m e n t s ,  h e a l t h  i n s u r a n c e )  f o r  
a n  e x i s t i n g  s t a f f  o u t  p a c e  e x p e c t e d  f u n d i n g .  T h e  s e c o n d  c a s e  i s  
w h e n  t h e r e  i s  a f u n d i n g  r e d u c t i o n  f o r  t h e  e m p l o y e r ' s  o p e r a t i o n  
w h e r e  a g a i n  t h e  p e r s o n a l  s e r v i c e s  c o s t s  o f  a n  e x i s t i n g  s t a f f  e x c e e d  
o p e r a t i o n a l  f u n d s .  E i t h e r  s i t u a t i o n  o r  a c o m b i n a t i o n  o f  b o t h  f a c e  
S t a t e  o f  A l a s k a  a g e n c i e s  a n d  p o l i t i c a l  s u b d i v i s i o n s .

L a s t  y e a r ' s  u n a l l o c a t e d  g e n e r a l  f u n d  r e d u c t i o n s  i n  a g e n c y  b u d g e t s  
p u t  m a n y  p r o g r a m  m a n a g e r s  i n  e x a c t l y  t h e  l a t t e r  p o s i t i o n .  T h e  
p r o p o s e d  2 5 %  r e d u c t i o n  i n  m u n i c i p a l  r e v e n u e  s h a r i n g  b e f o r e  t h i s  
l e g i s l a t u r e  w i l l  h a v e  a s i m i l a r  e f f e c t  o n  l o c a l  g o v e r n m e n t  
m a n a g e r s .



Page 2

Q u e s t i o n  IB. W h a t  s t a t u t e s  i f  a n y  a d d r e s s  t h e s e  p r o b l e m s ?

A n s w e r  IB. A S  1 4 . 2 0 . 1 7 5 ( b ) ( 4 )  a d d r e s s e s  n o n - r e t e n t i o n  o f  t e n u r e d  
t e a c h e r s  w h e n  t h e r e  i s  a d e c r e a s e  i n  s c h o o l  a t t e n d a n c e .  M o r e  
p e r t i n e n t  i s  c o l l e c t i v e  b a r g a i n i n g  a g r e e m e n t s  w h i c h  o f t e n  a d d r e s s  
l a y  o f f  s c h e d u l e s ,  u s u a l l y  o n  s o m e  b a s i s  o f  s e n i o r i t y  ( l a s t  in, 
f i r s t  o u t ) . F u r t h e r m o r e ,  l a y  o f f  s c h e d u l e s  t y p i c a l l y  a r e  
i n s e n s i t i v e  t o  a n  i n d i v i d u a l  o f f i c e ' s  s t a f f i n g  r e q u i r e m e n t s .

Q u e s t i o n  1C. W h a t  o t h e r  f a c t o r s  c o n t r i b u t e  t o  t h i s  p r o b l e m ?

A n s w e r  1C. T h e r e  a r e  a  n u m b e r  o f  f a c t o r s  t h a t  c a n  a d d  t o  t h e  
f i s c a l  p r e s s u r e  o n  a n  a g e n c y  o r  s u b d i v i s i o n .  F o r  e x a m p l e :

1. R e d u c t i o n  o f  f e d e r a l  f u n d i n g  i n  a  f e d e r a l - s t a t e  m a t c h  

p r o g r a m  w h e r e  f e d e r a l  s t i p u l a t i o n s  f o r  o p e r a t i n g  t h e  p r o g r a m  a r e  
n o t  c o m m e n s u r a t e l y  r e d u c e d .

2. I n c r e a s e d  f e d e r a l  r e g u l a t o r y  r e q u i r e m e n t s ,  e . g .  E P A  v e r s u s  
m u n i c i p a l  w a t e r / s e w e r  o p e r a t i o n s ,  a i r  p o l l u t i o n  a b a t e m e n t .

3. I n c r e a s e d  s e r v i c e  r e q u i r e d  t o  t h e  p u b l i c ,  e . g .  n e w
l o n g e v i t y  b o n u s  a p p l i c a n t s .

Q u e s t i o n  ID. I s  i t  i n  t h e  S t a t e ' s  b e s t  i n t e r e s t  t o  r e p l a c e  h i g h l y  
p a i d  e m p l o y e e s  w i t h  l o w e r  p a i d  e m p l o y e e s ?

A n s w e r  ID. I t  d e p e n d s  o n  a n  i n d i v i d u a l  a g e n c y ' s  r e s p o n s i b i l i t i e s ,  
w o r k  e f f o r t ,  a n d  t h e  l o n g e v i t y  o f  t h e i r  p a r t i c u l a r  e m p l o y e e  m i x .  
L o s i n g  a s e n i o r  p e t r o l e u m  g e o l o g i s t  i n  t h e  m i d d l e  o f  a  c r i t i c a l  
s t a t e  l e a s i n g  p l a n  m a y  n o t  b e  i n  t h e  S t a t e ' s  o v e r a l l  f i s c a l  
i n t e r e s t ,  f o r  e x a m p l e .  H o w e v e r ,  H B  3 6  d o e s  n o t  m a n d a t e  t h e

e m p l o y e r  t o  o f f e r  t h e  i n c e n t i v e  j u s t  t o  r e a l i z e  a  p a r t i c u l a r  
p e r s o n n e l  s e r v i c e s  s a v i n g s .

Q u e s t i o n  IE. W i l l  e m p l o y e r s  m a k e  t h e  d e c i s i o n  t o  o f f e r  a 
r e t i r e m e n t  i n c e n t i v e  b a s e d  u p o n  f i s c a l  p r e s s u r e s  o r  o n  t h e  b a s i s  
o f  w h a t  is b e s t  f o r  t h e  S t a t e ?

A n s w e r  IE. W e  b e l i e v e  t h a t  e m p l o y e r s  w i l l  o f f e r  t h e  r e t i r e m e n t
i n c e n t i v e  t o  m a i n t a i n  t h e  l e v e l  a n d  q u a l i t y  o f  s e r v i c e  f o r  w h i c h  
t h e y  a r e  s t a t u t o r i a l l y  r e s p o n s i b l e .  E n a c t m e n t  o f  H B  36 p r o v i d e s  
m a n a g e r s  a t o o l  w h i c h ,  i f  a p p r o p r i a t e ,  m a y  b e  u s e d  t o  r e l i e v e  
f i s c a l  p r e s s u r e s  d e t r i m e n t a l  t o  a n  a c rency's a b i l i t y  t o  c a r r y  o u t  
i t s  r e s p o n s i b i l i t i e s .

Q u e s t i o n  2 A  & B. H o w  m a n y  p e o p l e  w o u l d  r e t i r e  u n d e r  t h e  R . I . P .  
p r o g r a m  w h o  w o u l d  n o t  o t h e r w i s e  b e  e l i g i b l e  t o  r e t i r e ?  P l e a s e  
p r o v i d e  y o u r  a n s w e r  b r o k e n  d o w n  b y  t h e  r e s p e c t i v e  r e t i r e m e n t  
s y s t e m .  W o u l d  a n y  p e r s o n s  n o t  c u r r e n t l y  e l i g i b l e  t o  r e t i r e  b e  a b l e  
t o  r e t i r e  u n d e r  t h e  R . I . P . ?
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A n s w e r  2 A  & B. A n y  c a l c u l a t i o n  a s  t o  h o w  m a n y  e m p l o y e e s  w o u l d  
a c t u a l l y  t a k e  a d v a n t a g e  o f  t h e  r e t i r e m e n t  i n c e n t i v e  is s p e c u l a t i v e  
a t  b e s t .  I t  r e q u i r e s  a n  e s t i m a t e  o f  h o w  m a n y  e m p l o y e e s  w i l l  e l e c t  
t o  t e r m i n a t e  t h e i r  s e r v i c e s  f o r  t h e  b e n e f i t ,  o f  h o w  m a n y  e m p l o y e r s  
w i l l  o f f e r  t h e  b e n e f i t ,  a n d  t h e  a p p l i c a b i l i t y  o f  t h e  c o s t  s a v i n g  
m e a n s  t e s t .  H i s t o r i c a l l y ,  t h e  s e c o n d  R I P  p r o g r a m  i n  1 9 8 9 - 9 0  h a d  
f e w e r  p a r t i c i p a n t s  t h a n  t h e  1 9 8 6 - 8 7  p r o g r a m ,  1 , 7 6 4  a n d  2 , 3 2 7  
r e s p e c t i v e l y .

L a s t  y e a r  i t  w a s  e s t i m a t e d  t h a t  t h e  p o o l  o f  p o t e n t i a l  R I P  
p a r t i c i p a n t s  n u m b e r e d  a p p r o x i m a t e l y  1 0 , 6 0 0 .  O f  t h i s  t o t a l ,  2 , 4 0 0  
w e r e  i n  t h e  T R S  s y s t e m  a n d  8 , 2 0 0  w e r e  i n  t h e  P E R S  s y s t e m .  B y  
g o v e r n m e n t  s e r v i c e ,  t h e  b r e a k  d o w n  w a s  4 , 0 5 0  S t a t e  e m p l o y e e s ,  9 5 0  
u n i v e r s i t y  e m p l o y e e s ,  a n d  5 , 6 0 0  m u n i c i p a l  a n d  s c h o o l  d i s t r i c t  
e m p l o y e e s .  A s  d i s c u s s e d  e a r l i e r ,  t h e  p e r c e n t a g e  t h a t  w o u l d  
a c t u a l l y  r e c e i v e  t h e  i n c e n t i v e  b e n e f i t  n e c e s s a r i l y  d e p e n d s  o n  t h e  
e l e c t i o n  o f  t h e  e m p l o y e e s ,  t h e  o f f e r  o f  t h e  a g e n c i e s ,  a n d  t h e  c o s t  
s a v i n g  t e s t  v a l i d a t i o n .

Q u e s t i o n  2 C. W h a t  i s  t h e  i n c e n t i v e  t o  r e t i r e ?

A n s w e r  2 C. U p  t o  t h r e e  y e a r s  c r e d i t e d  s e r v i c e  t o  m e e t  a g e  
r e q u i r e m e n t s  f o r  r e t i r e m e n t  e l i g i b i l i t y  a n d / o r  h i g h e r  b e n e f i t s .

Q u e s t i o n  3. W i l l  i m p l e m e n t a t i o n  o f  t h e  R I P  r e s u l t  i n  a n y  e m p l o y e r  
i n c u r r i n g  a n  i n c r e a s e  i n  o v e r h e a d  c o s t  n o t  d i r e c t l y  r e l a t e d  t o  the. 
s u b j e c t  e m p l o y e e s ?

A n s w e r  3. B y  d e f i n i t i o n ,  a n  e m p l o y e r  m a y  o f f e r  t h e  i n c e n t i v e  o n l y  
i f  a n e t  s a v i n g s  w i l l  a c c r u e .  A n y  a d d i t i o n a l  o v e r h e a d  c o s t s  d u e  
t o  a n  a g e n c y ’s s p e c i a l  s i t u a t i o n  r e s t r i c t s  t h e  e m p l o y e r ' s  a b i l i t y  
t o  u s e  t h e  p r o g r a m .

Q u e s t i o n  4 A. W h y  is t h e  e m p l o y e r  r e q u i r e d  t o  m a k e  t h e  f u l l  
a c t u a r i a l l y  d e t e r m i n e d  c o n t r i b u t i o n  a m o u n t  o v e r  3 y e a r s  w h i l e  t h e  
e m p l o y e r  i s  s u p p o s e d  t o  c a l c u l a t e  s a v i n g s  o v e r  a 5 y e a r  p e r i o d ?

A n s w e r  4 A. T o  a l l o w  a l a r g e r  n u m b e r  o f  p o t e n t i a l  p a r t i c i p a n t s .  
S i n c e  t h e  e m p l o y e r  m u s t  p a y  t h e  a d d i t i o n a l  c o n t r i b u t i o n  t o  t h e  
r e t i r e m e n t  f u n d  f o r  t h e  u p  t o  3 y e a r  c r e d i t  (as d o e s  t h e  e m p l o y e e ) , 
t h e  5 y e a r  p e r i o d  a l l o w s  m o r e  t i m e  t o  o f f s e t  t h i s  a n d  o t h e r  
a d m i n i s t r a t i v e  c o s t s  a n d  s h o w  a n e t  s a v i n g s .  T h e  l e s s e r  t h e  t i m e  
p e r i o d  f o r  t h i s  c a l c u l a t i o n ,  t h e  m o r e  s t r i n g e n t  t h e  n e t  s a v i n g s  
t e s t .  I n  e f f e c t ,  t h e r e  is a c o r r e l a t i o n  b e t w e e n  t h e  t i m e  p e r i o d  
a n d  t h e  e m p l o y e r ' s  r e p l a c e m e n t  o p t i o n s .

Q u e s t i o n  4 B. W h o  w i l l  a d m i n i s t e r  t h e  f o r m u l a  d e t e r m i n a t i o n ?  W h a t  
l e g i s l a t i v e  o r  p u b l i c  o v e r s i g h t  w i l l  t h e r e  b e ?

A n s w e r  4 B. F o r  t h e  S t a t e ,  i t  w i l l  b e  t h e  a g e n c y  e m p l o y e r s  w i t h  
O M B  h a v i n g  f i n a l  v a l i d a t i o n  a p p r o v a l .  F o r  l o c a l  g o v e r n m e n t  b o d i e s ,
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P u b l i c  o v e r s i g h t  i s  a c h i e v e d  b y  a n  a n n u a l  O M B  r e p o r t  o n  t h e  
p r o g r a m ' s  e f f e c t i v e n e s s  a n d  c o n t i n u e d  s c r u t i n y  b y  t h e  l e g i s l a t u r e  
w i t h  i t s  b u d g e t  a u t h o r i t y .  S i m i l a r l y ,  p u b l i c  o v e r s i g h t  o n  t h e  
l o c a l  g o v e r n m e n t  l e v e l  i s  s e r v e d  t h r o u g h  t h e  e l e c t e d  b o d i e s  a n d  
t h e i r  c o r r e s p o n d i n g  b u d g e t  r e s p o n s i b i l i t i e s .  W e  e x p e c t  t h a t  t h e  
l e g i s l a t i v e  b u d g e t  a n d  a u d i t  a g e n c y  w i l l  b e  s e r v i n g  i n  a w a t c h d o g  
r o l e .

Q u e s t i o n  5. W h a t  w a s  t h e  e f f e c t  o f  t h e  t w o  p r e v i o u s  e a r l y  
r e t i r e m e n t  p r o g r a m s  o n  t h e  u n f u n d e d  p o r t i o n  o f  t h e  r e t i r e m e n t  
f u n d s ?

A n s w e r  5. T e s t i m o n y  b y  t h e  D i v i s i o n  o f  R e t i r e m e n t  a n d  B e n e f i t s  a n d  
s e v e r a l  a u d i t  r e p o r t s  a r e  t h a t  t h e r e  i s  n o  d i s c e r n a b l e  e f f e c t .  
I n d e e d ,  t h e  p r o v i s i o n  t h a t  p a r t i c i p a t i n g  e m p l o y e r s  c o n t r i b u t e  a n  
a c t u a r i a l l y  a d j u s t e d  a m o u n t  t o  m a k e  t h e  r e t i r e m e n t  f u n d s  w h o l e  is 
p r e c i s e l y  t h e  m e t h o d  c o m m o n l y  u s e d  t o  i n s u r e  a g a i n s t  d e t r i m e n t a l  
e f f e c t s .

Q u e s t i o n  6. A s s u m i n g  i t  i s  d e s i r a b l e  t o  h a v e  s e n i o r  o r  h i g h l y  p a i d  
e m p l o y e e s  r e t i r e ,  w h a t  o t h e r  i n c e n t i v e s  c o u l d  t h e  S t a t e  o f f e r ?

A n s w e r  6. P a y  b o n u s ,  p e r h a p s .  B u t  i t  a l s o  w o u l d  p r o b a b l y  h a v e  t o  
b e  s t r u c t u r e d  o n  s o m e  l o n g e v i t y  o f  s e r v i c e  a n d  p a y  r a n g e  b a s i s .

W e  h o p e  t h e s e  a n s w e r s  w i l l  b e  h e l p f u l  t o  t h e  c o m m i t t e e  i n  t h e  
c o n s i d e r a t i o n  o f  H B  36.

it will also be their employers.
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MANO FREY
Executive I’resident Seerel.iry /  Treasurer

main: i.unwic

February 2, 1993

Honorable A1 Vezey 
State Capitol, Room 102 
Juneau, AK 99801-1182

RE: Retirement Incentive Program FIB-36 & HB 42 

Dear Representative Vezey,

The Alaska State AFL-CIO supports passage of the RIP Bill (FIB-36 or HB-42). The last 
time this state experienced a significant reduction in revenue (1986) we experienced a 
recession, mainly due to layoffs and the withdrawal of money in the Alaskan economy. As 
a result we had high unemployment, many smaller marginal businesses closed and even the 
larger business suffered setbacks. As revenues shrink, we need to lessen the impact of cuts 
on our economy. We believe the RIP is a n ' iportant step in that direction.

The RIP encourages the more expc s. Joyees to retire. This allows employers to fill 
those jobs with cheaper employees. The retirees continue to spend their retirement in the 
community and we keep more people working and off unemployment.

We encourage favorable consideration and passage of HB-36 or HB-42. The Alaska 
economy and it’s citizens deseive it.

Executive President

• <~ ten



2101 Duke Drive 
Anchor^ Alaska 99508 
January 24, 1993

Representative Al Vezey
Hou3e of Representatives

State Capitol, Juneau, AK 99801 -1182

Senate Bills ami *  10, and House Bill *36 have heen sponsored by Senators Duncan, 

Kerttula, and Repreaentotive Mackie. We arc writing to urge you to support passage of the 
retirement incentive programs contained in this legislation.

Senator Duncan's statistics indicate that the program will save the state, school districts, 

universities, and municipalities significant amounts of money. In fact, he indicates that nearly 
$100 million ha3 been saved since 1936 with the previous programs. In the economic climate 
of our state and country, programs that provide 38vings must be given strong consideration.

In the Anchorage School District alone, there are a number of older teachers and principals at 
the top of the pay scale who might take advantage of the Retirement Incentive Program if offered 
again. This would allow the hiring of younger educators at significantly reduced salaries, it 

would al3o provide for an infusion of new ideas and energies much needed in today's world of 
education.

Educators taking advantage of the incentive program would take with them experience and 
knowledge. However, a tremendous pool of more energetic, enthusiastic educators having from 
ten to twenty plus years of

experience would still remain to provide motivated, capable leadership.

As yc< know, the education of today's youth is significantly different than it wa3 twenty years 

ago. or even five years ago. It is much more demanding and difficult, requiring vast amounts of 

energy and enthusiasm.
Those educators remaining, should the retirement incentive 1 a implemented, would have the 
commitment needed to accept the changes required in building a better educational 3y3tem. They 
vould more capably provide the leadership necessary to produce o better educated child.

Once again, we encourage you to support the reimplernsntation of the Retirement Incentive 
Program. Co3t savings and the infusion of "new blood" are excellent reasons to do 30. Thank you 

for your consideration of our request

Sincerely,

£ ( / <  ,

y
William P. and Phylli3 L. Breeden

aBej BZ N V rEGA a t f . L N 3 H 3 3 3  N I V 9 V H a m0 Z S £  E 'fZ £ 0 6  +



ALASKA ASSOCIATION OF ELEMENTARY SCHOOL PRINCIPALS 
ALASKA ASSOCIATION OF SECONDARY SCHOOL PRINCIPALS 
ALASKA ASSOCIATION OF SCHOOL ADMINISTRATORS

• ALASKA COUNCIL OF SCHOOL ADMINISTRATORS •
326 Fourth S t. Suite 404 Juneau. AK 99801-1101 (907) 586-9702 FAX (907) 586-5879

Position P a p e r

H ouse  Bill # 36 
"An Act relating to re tirem en t  incen tive  p ro g ram s"

The A laska  Council of School A dm inistrators is in su p p o rt  of H o u se  Bill 
No. 36, "Relating to re tirem en t incentive p ro g ra m s  for the  Public 
E m ployees '.

We a re  c o n c e rn e d  th a t  any  ad ju s tm en t to th e  re tirem ent sy s te m  d o e s  not 
w ea k e n  th e  financial s truc tu re  of the  fund. W e value  th e  long term  
com m itm en t th e  fund m u st carry  for th o s e  retiring u n d er  th e  TR S sy s tem . 
As this legislation is p ro p o se d ,  this co n c e rn  is a d d re s s e d .

B e c a u se  of the  am o u n t of the  local contribution requ ired  by the  schoo l 
district, w e  b e liev e  this re t irem en t incen tive  p rog ram  m u st  b e  o ffered  a s  
a  local option. As this legislation is p ro p o se d ,  this co n cern  is a d d r e s s e d .

B e c a u se  of th e  con tinued  c o n c e rn s  for b u d g e t  reductions, the  s ta te 's  long 
term re v e n u e  outlook, an d  the  s u c c e s s  of p rev ious  incentive p ro g ram s ,  w e 
feel th e  im p lem enta tion  of a  re t irem en t incen tive  p ro g ram  w ould a g a in  
p roved  th e  n e c e s s a r y  stim ulus for th o se  eligible to retire u n d e r  this  
program  to do so , an d  in the long term, p ro d u c e  a  significant sav ing  to the  
s ta te  a n d  local schoo l district.



1986-87 R.LP. S a vings - S o u r c e s  F e b r u a r y  1989 Legislative Audit, a n d

R e t i r e m e n t  a n d  Benefits Statistics

State

School Districts 

Political Subdivisions 

University of Alaska

Totals

1989-90 R L P .  Savings

State
School Districts 

Political Subdivisions 

University of A l aska

# Participants Savings

1,095 $ 14,448,520
603 31,182,600
412 4,756,800
217 22.305.400

2,327 $ 72,693,320

S o u r c e  -1991 Legislative A u d i t

# Participants Savings

739 S 6,033,100
74S 10,016,000
132 2,617,900
145 4.317.800

Totals 1,764 $ 22,984,800
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R E T I R E M E N T  I N C E N T I V E  P R O G R A M  
S T A T U S  R E P O R T  

F e b r u a r y  27, 1989

<2 ( e - <v j1

E m p l o y e r

G o v e r n o r ' s  O f f i c e
A d m i n i s t r a t i o n
L a w
R e v e n u e
E d u c a t i o n  - P E R S
E d u c a t i o n  - T R S
H e a l t h  & S o c i a l  Svc.
L a b o r
C o m m e r c e
M i l i t a r y  A f f a i r s
N a t u r a l  R e s o u r c e s
F i s h  & G a m e
P u b l i c  S a f e t y
E n v i r o n m e n t a l  Consv.
C o r r e c t i o n s
C o m m .  & R e g i o n a l  Aff.
T r a n s p o r t a t i o n
O m b u d s m a n
L e g i s l a t i v e  A f f a r s
L e g i s l a t i v e  F i n a n c e
L e g i s l a t i v e  A u d i t
C o u r t  S y s t e m

T o t a l  S t a t e  P E R S  
T o t a l  S t a t e  T R S

E l i g i b l e  
B y  A g e / S v c

30
229
41
55
72
38

335'
147 

88 
29 

160 
160 
193 
36 

154 
21  

854 
1 '

53
2
5

98

2 7 6 2
38

D e s i g n a t e d  
By E m p l .

5
174
18
29
71
36

304
138 
55

6
139 
143 
182
34

139
18

809
0

20
0
3
0

2287
36

R e t i r e d

5 
101  

11 
23 
28 
19 

150 
54 
28 

it
65
78

1 01
12
38
7

355
0

13
0
3
0

10 7 5
19

U n i v e r s i t y  o f  A k  - P E R S  
U n i v e r s i t y  of A k  - TRS 
G e o p h y s i c a l  I n s t  - PE R S 
G e o p h y s i c a l  I n s t  - TRS

T o t a l  U n i v e r s i t y  - PE RS  
T o t a l  U n i v e r s i t y  - TRS

325
372
27
38

352
410

319
349
27
35

346
384

107
95
7
8

114
103

T o t a l  P o l y  - S u b s  PE R S 

T o t a l  S c h l  D i s t s  TRS

2 6 6 1

1773

1272

1668

41 2

603

G r a n d  T o t a l  P E R S  
G r a n d  T o t a l  T R S

O v e r a l l  T o t a l

5 7 7 5
2 2 2 1

7 9 9 6

39 05
2088

5 9 9 3



D I V I S I O N  OF R E T I R E M E N T  A N D  B E N E F I T S  
R E T I R E M E N T  I N C E N T I V E  P R O G R A M  (RI?) 

S U M M A R Y  R E S U L T S  OF  P O L I T I C A L  S U B D I V I S I O N  S U R V E Y
M a r c n  14, 1989

E M P L O Y E R

•

N U M B E R
R E T I R E D

| POS. 
( R EF I L L E D

C O S T  O F 
P O S I T I O N S  
F O R  5 YR S 
( $ 1 0 0 0 's)

C O S T  T O  R E ­
F I L L  POS. 

( o v e r  5 yrs  
( $ 1 0 0 0 -s)

RI ? C O S T  

( $1000 1 s )

S A V I N G S  o: 
(CO ST)  

F O R  5 Y R S  
( $1 0 0 0 1s )

S.E. R e s o u r c e  
c e n t e r 3 o 8 00 .0 0 . 0 3 3 . 0 7 1 7  .C

U n a i a s k a  C i t y  
S c h o o l  D i s t r i c t 1 1 3 2 2 . 5 16 5. 8 34 . 1 122 . c

C o p p e r  R i v e r  
S c h o o l  D i s t r i c t 11 i io 2 , 8 5 4 . 7 1, 904 .9 279 . 3 6 7 0 . 5

G a l e n a  C i t y  
S c h o o l  D i s t r i c t 1 ; 1 2 5 4 . 6 198 .0 5 0 . 0 5 . £

P e t e r s b u r g  
P u b l i c  S c h o o l s 2 2 4 37.5 338 .6 55 .1 4 3.8

Y u k o n  K o y u k u k  
S c h o o l  D i s t r i c t • ■ 5 4 2 , 0 0 6 . 5 1 ,41 4 .4 1 7 7 . 0 4 1 4  .6

A l a s k a  G a t e w a y  
S c h o o l  D i s t r i c t 4 ( 4 1 , 0 5 5 . 5 745 .0 180. 8 129 . 7

B r i s t o l  Bay 
S c h o o l  D i s t r i c t 1 1 2 7 3 . 8 18 6. 7 5 0 . 3 3 5 . 8

K o d i a k  I s l a n d  
S c h o o l  D i s t r i c t 17 IS 4 , 48 7 .7 3 , 3 8 0 . 0 579  .9 52 7 . S

D e i t a / G r e e l y  
S c h o o l  D i s t r i c t 2 2 7 0 0 . 9 644 .0 9 6 . 4 (- 3 9 . 5 )

Y u k o n  Fl ats  
S c h o o l  D i s t r i c t 5 4

N o t
P r o v i d e d

N o t
P r o v i d e d 128 .5

N o t
P r o v i d e d

L. K u s k o k w i m  
S c h o o l  D i s t r i c t 31 | 25 7 , 5 3 5 . 6 4, 637 .6 6 7 7 . 2 2 ,2 2 0 . 8

N o r t h  S l o p e  
S c h o o l  D i s t r i c t 28 | 23 7 , 6 4 3 . 0 5 , 6 0 0 . 5 7 2 7 . 0 1 , 3 1 5  .5

D i l l i n g h a m  
C i t y  S c h o o l s 6 i 2 1 ,2 31. 7 18 0.0 277 . 8 773  .9

C r a i g  C i t y  
S c h o o l  D i s t r i c t 1 I 277 .2 210 . 1 2 1 . 8 4 5 . 2



R E T I R E M E N T  I N C E N T I V E  P R O G R A M  (RI?) 
S U M M A R Y  R E S U L T S  O F P O L I T I C A L  S U B D I V I S I O N  S U R V E Y

P A G E  2 /

E M P L O Y E R N U M B E R
R E T I R E D

POS . 
R E F I L L E D

C O S T  O F  
P O S I T I O N S  
F O R  5 Y R S  
(S l OO O ' s )

C O S T  T O  R E ­
F I L L  POS.

(o v e r  5 yr s 
( $ 1 0 0 0 's)

RI P  C O S T  | S A V I N G S  or 
| (COST) 
|FOR 5 Y R S  

($ 1 0 0 0’s ) | (S lO O O ' s )

1
W r a n g e l l  
P u b l i c  S c h o o l 2 2 4 5 5 . 5 3 3 0 . 6

1
4 3 . 7| 31.2

V a l d e z
C i t y  S c h o o l s 10 3 2 , 5 1 9 . 1 60 4 .4

1
28 4 . 4 |  1 , 6 3 0 . 3

A d a k  R e g i o n  
S c h o o l  D i s t r i c t 3 3 8 1 7 . 1 6 1 1 . 6

1
111.4| 94 . 1

F a i r b a n k s  
S c h o o l  D i s t r i c t 71 71 1 7 , 9 9 8 . 0 13',592.1

1
1, 826 . 8 | 2 , 5 7 9 . 1

H a i n e s
S c h o o l  D i s t r i c t 5 1 1 , 5 2 9 . 6 384 .8

1
131.3| 1, 0 1 3 . 5

C o r d o v a  
P u b l i c  S c h o o l s 1 1 1 8 5 . 3 112 .4

1
19 . 3 j 5 3 . 6

J u n e a u
S c h o o l  D i s t r i c t 42 40 3 , 7 5 0 . 0 1 , 44 9 .0 1 , 0 10 . 6 |  1 , 2 9 0 . 4

L a k e  a n d  Penin. 
S c h o o l  D i s t r i c t 2 2 6 7 5 . 0 6 0 0 . 0

1
53.6| 21 .4

K e n a i  Pen. 
S c h o o l  D i s t r i c t 67 67 1 6 , 2 8 5 . 6 1 1 , 7 6 7 . 7

1
1 , 5 8 6 . 3 |  2 , 0 3 1 . 6

S o u t h w e s t  
R e g i o n a l  S c h o o l 4 4 656 .5 527  .7

I
91.0.|. 4 7 . 8

A n c h o r a g e  
S c h o o l  D i s t r i c t 373 368 8 1 , 2 4 9 . 1 5 9 , 2 2 5 . 1

1
8 , 5 8 0 . 7 |  1 3 , 4 7 3 . 2

N e n a n a  C i t y  
S c h o o l  D i s t r i c t 7 7 1 , 6 1 1 . 1 1 , 2 0 9 . 2

1
17 3 .7 | 2 2 8 . 2

H o r t n w e s c  A r c t  
Sor  S c h  D i s c 31 30 5 , 5 6 2 . 6 4 , 0 4 6 . 3

1
7 6 3 . 2 |  7 5 3 . 0



S U M M A R Y
R E T I R E M E N T  
R E S U L T S  OF

I N C E N T I V E  
P O L I T I C A L  
P A G E  3

P R O G R A M  (RI?) 
S U B D I V I S I O N  >

c
S U R V E Y

E M P L O Y E R N U M B E R
R E T I R E D

| POS. | 
|REFILLED| 

1 1 
1 1 
1 1

C O S T  OF 
P O S I T I O N S  
F O R  5 YRS 
( $1 0 0 0 's)

J CO ST T O RE-| 
| F I L L  POS. | 
j (over. 5 yr s | 
| ( $ 1 0 0 0 's) | 

I 1

R I ?  C O S T  | 

1 
1

( S l O O O ' s )  | 

1

S A V I N G S  or 
(COST) 

F O R  5 YR S  
( $ 1 0 0 0 * s )

C i t y  of 
S k a g w a y 1

1 1 
1 1 1 18.8

| N o t  | 
j P r o v i d e d  j

N e t  | 
P r o v i d e d  j o.c

C i t y  of 
W r a n g e l l 1

1 1 
1 0 | 2 2 0 . 0

1 1 
1 0 . 0 |

1
33.5| 186 .5

C i t y  cf 
P a l m e r 4

1 1 
1 ' 3 | 1 , 0 2 4 . 1

1 1 
| 715.3|

1
1 0 1 .0 | 207 .8

C i t y  o f  
S o l d o t n a 2

' 1 
1 1 1 4 8 2. 8

1 1 
| 212.7|

1
4 7 . 8  | 2 2 2 . 3

C i t y  o f 
K e t c h i k a n 11

1 I 
1 3 | 4 , 0 9 3 . 0

1 1 
j 2 , 3 5 8 . 5  |

1
5 1 9 . 5 | -  1 , 2 1 4 . 9

K e n a i  P e n i n s u l a  
5 o r o u g h 14

1 1 
1 7 1 3 , 2 3 4 . 0

1 1 
| 2 , 270.4|

1
3 2 4 . 2 | 639 .4

C i t y / 3 o r o u g h
J u n e a u 13

1 1 
1 9 1 3,574 .1

1 1 
| 2 , 1 3 4 . 8 |

I
2 9 8 . 9 | 1 , 1 4 0 . 4

C i t y  of 
V a l d e z 7

1 1 
1 4 | 2 , 6 7 6 . 3

1 1 
| 1 , 2 41 .1 |

1
28 9  . 6 | 1 , 1 4 5 . 5

T O T A L  S A V I N G S ■ 4 , 7 5 6 . 5

U n i v e r s i t y  j 
PERS 113

1 1 
1 76 |

1 1 
2 5 , 0 5 2 . 1 |  1 5 , 3 0 8 . 0 |

1
2 , 4 5 5 . 3  | 8 , 28 3 . t

U n i v e r s i t y  | 
TRS 103

1
1 70 | 3 9 , 9 7 2 . 6

1 ' 1 
| 2 2 , 7 9 2 . 7 |

1
3 , 1 6 3 . 3  | 1 4 , 0 1 6  .6

T O T A L  S A V I N G S  2 2 , 3 0 5 . 4

 UN  .................................................... .......



Office of the Governor 
Office of Management and Budget 

February 1,1993

Position Paper 
Retirement Incentive Program Legislation

(SB 1, SB 10, HB 36, HB 42, HB 57)

Several bills have been introduced in the Legislature which would establish another 
retirement incentive program (RIP) for Alaska state and local government employees. 
These bills are: SB 1, SB 10, HB 36, HB 42, and HB 57.

The Hickel Administration does not support any of these retirement incentive bills 
under current circumstances. A  similar retirement incentive bill, SB 337, was passed 
during the 1992 legislative session, and was vetoed by Governor Hickel. The chief 
reason dted in the Governor's veto message was that the bill would have made the 
retirement incentive program a permanent feature of the PERS and TRS systems.

This "permanent RIP" provision was the most serious flaw in SB 337 and in itself was 
sufficient to justify veto of the bill; however, members of the Administration had other 
concerns about the legislation which have been evaluated in detail since that time. 
These concerns are serious enough to prevent the Administration from supporting the 
current RIP bills, even though the "permanent RIP" provision is not included in any of 
the current bills.

The most important of these concerns are:

1. A third retirement incentive program is unlikely to be cost-effective unless large 
numbers of layoffs are necessary and most positions are eliminated;

2. Regularly repeated retirement incentive programs — such as one every three or 
four years —  undermine the fundamental purpose of these programs by encour­
aging employees to delay, rather than accelerate, their retirements in order to 
take advantage of the next likely incentive program; and,

3. The state should not be encouraging its most experienced, knowledgeable 
employees to leave state service unless severe fiscal conditions allow no other 
alternative. The primary purpose of the state's already generous retirement 
system is to retain experienced employees. In the 1989 RIP, 23 percent of the 
participants were under age 50, and several retired at age 40.



Cost-Effectiveness of a Third RIP

The Administration's position is that another retirement incentive program is unlikely 
to save the state money unless large numbers of layoffs are required, and most of the 
positions are eliminated. The vast majority of retirement incentive programs which 
have been offered by governments and corporations across the country were estab­
lished because large layoffs were imminent, and the incentive programs offered a 
means to reduce he number of layoffs necessary.

In contrast, the most recent RIP offered by the State of Alaska was not established 
because large layoffs were anticipated. In fact, only three of the 753 state positions 
affected by the program were expected to be eliminated. Nevertheless, the program 
was supposed to result in savings to the state by filling the vacated positions with 
employees at lower salaries. In 1990, tire Office of Management and Budget (OMB) 
projected that the 1989 RIP would result in net savings to the state of over $6 million.

However, this projection did not account for the fact that many of the participants in the 
RIP would have retired in the near future even if the program had not been available. 
This issue has been acknowledged by OMB, the Division of Legislative Audit, and 
others in the past, with a general consensus that the savings estimates were inflated 
somewhat by omitting the effect of normal retirements. However, the magnitude of this 
savings inflation was not recognized until OMB recently began quantifying the effect of 
normal retirements on the projected RIP savings.

The details of these calculations will be included in a separate report to the legislature, 
but the end result is that when historical retirement rates are incorporated into tire 
estimates of RIP savings, the total savings for the program during the 3-5 year 
measurement period drop from over $6 million to less than zero.

The primary reason for this dramatic difference is that because only three of 753 posi­
tions were expected to be eliminated, the net savings from the RIP were small —  aver­
aging about $8,000 per participant —  compared to the cost of the REP to the state to fund 
the additional retirement benefits —  which averaged about $23,000 per employee. 
According to the state's actuarial data, about 48 percent of the RIP participants would 
have been expected to retire normally without the RIP. When the relatively small 
savings per employee are adjusted to reflect these normal retirement statistics, the 
overall savings originally projected for the program during the measurement period are 
eliminated.

Advocates for another retirement incentive program may point out that some potential 
savings under the RIP were not calculated in the original savings estimates. This is true, 
but these factors are relatively minor in comparison and do not change the basic con­
clusion supported by OMB's most recent analysis: that successful retirement incentive 
programs are successful because most, if not all, of the affected positions are eliminated,

-2-



and that a RIP which relies primarily un filling positions at lower salaries is likely to be 
marginal at best and may well result in a net cost to th«: employer.

Repeating tire Retirement Incentive Program Over ar.d Over

Retirement incentive programs were offered by the state and many local governments 
and school districts in 1986 and 1989, and would have been available again in 1992 if the 
Governor had not vetoed SB 337. The Administration's position is that retirement 
incentive programs simply cannot be effective if they are repeated on a regular basis. 
According to a national retirement consulting firm, very few, if any governments or 
corporations have offered retirement incentive programs three times in only nine or ten 
years.

The basic purpose of these programs is to encourage employees to retire earlier than 
they otherwise would. Yet if employees believe that another RIP may be offered in two 
or three years, they have a strong incentive to delay their retirements to take advantage 
of the financial benefits of the next RIP. This effect is difficult to quantify, but it is clear 
that at some point regularly repeated RIPs simply become an enhancement of an 
already generous retirement system, with little or no savings to the employer.

Loss of Experienced Employees

The main purpose of the state's retirement system is to encourage experienced, knowl­
edgeable state employees to remain in state service, thereby reducing the costs and loss 
of produc tivity associated with rapid turnover in the state work force. Retirement 
incentive programs are designed to increase turnover and reduce the number of long­
term employees. Some advocates of these programs believe that they mainly eliminate 
tire "dead wood" of less productive employees; others opposed to the programs feel 
they result in a "brain drain" of good employees that leaves agencies less productive.

As noted above, 23 percent of the participants in the 1989 RIP were under age 50, and 
several retired at age 40. The Administration's view is that the state is not well-served 
by encouraging experienced, capable employees to leave state service early, and that a 
program which has this effect should only be implemented if the need for large layoffs 
leaves no other alternative.



A L A S K A  P U B L I C  E M P L O Y E E S  A S S O C I A T I O N / A F T ( A F L - C I O )

State Headquarters/Juneau F ield O ffice
211 Fourth Street, Suite 306, Juneau, Aiaska 99801 
Telephone (907) 586-2334, (800) 478-9991, Fax 463-4980

February 1, 1993

Honorable A1 Vezey, Chairman 
House State Affairs Committee 
Alaska State Legislature 
Juneau, AK 99811

RE: Retirement. Incentive Program, HB-36 &  HB-42

Dear Representative Vezey,

The Alaska Public Employees Association/Alaska Federation of Teachers represents public 
employees at every level of government and throughout the state geographically. We 
represent state, municipal, borough, university and school district employees. Every one of 
the public employers we work with are facing the task of providing the same level of services 
at substantially less cost due to shrinking revenues. The Retirement Incentive Program 
(RIP), is an important tool for these entities to assist them in reaching this goal.

The RIP encourages senior employees, who are in the higher steps of salary and leave 
schedules to retire. Their retirement allows new employees to enter the system at entry 
level steps of those schedules, generating a significant savings. Without a RIP, these same 
public employers would be forced to lay people off, which reduces services to Aiaskans and 
removes spendable income from Alaska’s economy.

Passage of the RIP bill will allow the same level of sendees, at reduced costs, while 
maintaining employment. It also introduces new money in the Alaska economy by using the 
PERS and TRS money that is invested outside Alaska to be spent by the new retirees in the 
State.

The two previous R IP ’s saved public employers millions and millions of dollars. Other 
states and private companies have adopted similar measures as a way of reducing costs. 
California, as I recall, granted five years credit in their RIP.

Anchorage F ield O ffice  Fairbanks Field O ffice
1689 C Street, Suite 204, Anchorage, Alaska 99501 825 College Road, Fairbanks, Alaska 99701

Telephone (907) 274-1688, (800) 478-9992, Fax 277-4588 < ^ >  Telephone (907) 456-5412, (800) 478-9993, Fax 456-7478
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February 1, 1993 
Honorable A1 Vezey 
Page 2

At a time when all public entities in the State are faced with cutting services or raising taxes, 
the RIP offers a humane, sensible, cost-effective tool to these entities to mitigate the effect 
of shrinking resources. We encourage your committee to pass a RIP bill out with Do-Pass 
Recommendations.

BIL/ljh
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Several bills have been introduced in the Legislature which would establish another 
retirement incentive program (RIP) for Alaska state and local government employees. 
These bills are: SB 1, SB 10, HB 36, HB 42, and HB 57.

The Hickel Administration does not support any of these retirement incentive bills 
under current circumstances. A similar retirement incentive bill, SB 337, was passed 
during the 1992 legislative session, and was vetoed by Governor Hickel. The chief 
reason cited in the Governor's veto message was that the bill would have made the 
retirement incentive program a permanent feature of the PERS and TRS systems.

This "permanent RIF" provision was the mosc serious flaw in SB 337 and in itself was 
sufficient to justify veto of the bill; however, members of the Administration had other 
concerns about the legislation which have been evaluated in detail since that time. 
These concerns are serious enough to prevent the Administration from supporting the 
current REP bills, even though the "permanent REP" provision is not included in any of 
the current bills.

The most important of these concerns are:

1. A  third retirement incentive program is unlikely to be cost-effective unless large 
numbers of layoffs are necessary and most positions are eliminated;

2. Regularly repeated retirement incentive programs —  such as one every three or 
four years —  undermine the fundamental purpose of these programs by encour­
aging employees to delay, rather than accelerate, their retirements in order to 
take advantage of the next likely incentive program; and,

3. The state should not be encouraging its most experienced, knowledgeable 
employees to leave state service unless severe fiscal conditions allow no other 
alternative. The primary purpose of the state's already generous retirement 
system is to retain experienced employees. In the 1989 RIP, 23 percent of the 
participants were under age 50, and several retired at age 40.



Cost-Effectiveness of a Third RIP

The Administration's position is that another retirement incentive program is unlikely 
to save tire state money unless large numbers of layoffs are required, and most of the 
positions are eliminated. The vast majority of retirement incentive programs which 
have been offered by governments and corporations across the country were estab­
lished because large layoffs were imminent, and the incentive programs offered a 
meai\s to reduce the number of layoffs necessary.

In contrast, the most recent RIP offered by the State of Alaska was not established 
because large layoffs were anticipated. In fact, only three of the 753 state positions 
affected by the program were expected to be eliminated. Nevertheless, the program 
was supposed to result in savings to the state by filling the vacated positions with 
employees at lower salaries. In 1990, the Office of Management and Budget (OMB) 
projected that the 1989 RIP would result in net savings to the state of over $6 million.

However, this projection did not account for the fact that many of the participants in the 
RIP would have retired in the near future even if the program had not been available. 
This issue has been acknowledged by OMB, the Division of Legislative Audit, and 
others in the past, with a general consensus that the savings estimates were inflated 
somewhat by omitting the effect of normal retirements. However, the magnitude of this 
savings inflation was not recognized until OMB recently began quantifying the effect of 
normal retirements on the projected RIP savings.

The details of these calculations will be included in a separate report to the legislature, 
but the end result is that when historical retirement rates are incorporated into the 
estimates of RIP savings, the total savings for the program during the 3-5 year 
measurement period drop from over $6 million to less than zero.

The primary reason for this dramatic difference is that because only three of 753 posi­
tions were expected to be eliminated, the net savings from the RIP were small — aver­
aging about $8,000 per participant — compared to the cost of the RIP to the state to fund 
the additional retirement benefits —  which averaged about $23,000 per employee. 
According to the state's actuarial data, about 48 percent of the RIP participants would 
have been expected to retire normally without the RIP. When the relatively small 
savings per employee are adjusted to reflect these normal retirement statistics, the 
overall savings originally projected for the program during the measurement period are 
eliminated.

Advocates for another retirement incentive program may point out that some potential 
savings under the RIP were not calculated in the original savings estimates. This is true, 
but these factors are relatively minor in comparison and do not change the basic con­
clusion supported by OMB's most recent analysis: that successful retirement incentive 
programs are successful because most, if not all, of the affected positions are eliminated,



and that a RIP which relies primarily on filling positions at lower salaries is likely to be 
marginal at best and may well result in a net cost to the employer.

Repeating the Retirement Incentive Program Over and Over

Retirement incentive programs were offered by the state and many local governments 
and school districts in 1986 and 1989, and would have been available again in 1992 if the 
Governor had not vetoed SB 337. The Administration's position is that retirement 
incentive programs simply cannot be effective if they are repeated on a regular basis. 
According to a national retirement consulting firm, very few, if any governments or 
corporations have offered retirement incentive programs three times in only nine or ten 
years.

The basic purpose of these programs is to encourage employees to retire earlier than 
they otherwise would. Yet if employees believe that another RIP may be offered in two 
or three years, they have a strong incentive to delay their retirements to take advantage 
of the financial benefits of the next RIP. This effect is difficult to quantify, but it is clear 
that at some point regularly repeated RIPs simply become an enhancement of an 
already generous retirement system, with little or no savings to the employer.

Loss of Experienced Employees

The main purpose of the state's retirement system is to encourage experienced, knowl­
edgeable state employees to remain in state service, thereby reducing the costs and loss 
of productivity associated with rapid turnover in the state work force. Retirement 
incentive programs are designed to increase turnover and reduce the number of long­
term employees. Some advocates of these programs believe that they mainly eliminate 
the "dead wood" of less productive employees; others opposed to the programs feel 
they result in a "brain drain" of good employees that leaves agencies less productive.

As noted above, 23 percent of the participants in the 1989 RIP were under age 50, and 
several retired at age 40. The Administration's view is that the state is not well-served 
by encouraging experienced, capable employees to leave state service early, and that a 
program which has this effect should only be implemented if the need for large layoffs 
leaves no other alternative.
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Independent  A u d i t o r s '  Report

D i v i s i o n  o f  R e t i r e m e n t  and B e n e f i t s  
S t a t e  o f  A la s k a  J u d i c i a l  R e t i re m e n t  System:

We have a u d i t e d  t h e  accompanying s ta te m e n t  o f  n e t  a sse ts  a v a i l a b l e  f o r  p lan  
b e n e f i t s  o f  t h e  S ta te  o f  A la ska  J u d i c i a l  R e t i re m e n t  System as o *  June 30,
1992, and t h e  r e l a t e d  s ta te m e n t  o f  changes i n  ne t  a sse ts  a v a i l a b l e  f o r  p la n  
b e n e f i t s  f o r  t h e  y e a r  then  ended.  These f i n a n c i a l  s ta tem e n ts  are th e  respon ­
s i b i l i t y  o f  t h e  P l a n ' s  management. Our r e s p o n s i b i l i t y  i s  t o  express an o p i n ­
io n  on th e s e  f i n a n c i a l  s ta tem e n ts  based on our  a u d i t .  The f i n a n c i a l  s t a t e ­
ments o f  t h e  S t a t e  o f  A laska  J u d i c i a l  R e t i re m e n t  System as o f  June 30,  1991 
were a u d i t e d  by o t h e r  a u d i t o r s  whose r e p o r t  the reon  dated  September 14, 1991 
expressed  an u n q u a l i f i e d  o p i n i o n  on tho se  s ta te m e n ts .

We condu c ted  o u r  a u d i t  i n  accordance w i t h  g e n e r a l l y  accep ted  a u d i t i n g  s t a n ­
d a r d s .  Those s ta n d a rd s  r e q u i r e  t h a t  we p lan  and p e r fo rm  the  a u d i t  t o  o b t a i n  
re a s o n a b le  assurance  about  w h e th e r  the  f i n a n c i a l  s ta te m e n ts  are f r e e  o f  mate­
r i a l  m i s s t a t e m e n t .  An a u d i t  i n c l u d e s  exam in ing ,  on a t e s t  b a s i s ,  ev idence  
s u p p o r t i n g  t h e  amounts and d i s c l o s u r e s  in  the  f i n a n c i a l  s ta te m e n ts .  An a u d i t  
a l s o  i n c l u d e s  a ssess ing  the  a c c o u n t i n g  p r i n c i p l e s  used and s i g n i f i c a n t  e s t i ­
mates made by management, as w e l l  as e v a l u a t i n g  t h e  o v e r a l l  f i n a n c i a l  s t a t e ­
ment p r e s e n t a t i o n .  We b e l i e v e  t h a t  ou r  a u d i t  p ro v id e s  a reasonab le  b a s i s  f o r  
o u r  o p i n i o n .

In  o u r  o p i n i o n ,  t h e  1992 f i n a n c i a l  s ta tem e n ts  r e f e r r e d  to  above p re s e n t  
f a i r l y ,  i n  a l l  m a t e r i a l  r e s p e c t s ,  t h e  n e t  asse ts  a v a i l a b l e  f o r  p la n  b e n e f i t s  
o f  t h e  S t a t e  o f  A la ska  J u d i c i a l  R e t i re m e n t  System as o f  June 30,  1992, and the  
r e l a t e d  s t a te m e n t  o f  changes i n  ne t  asse ts  a v a i l a b l e  f o r  p lan  b e n e f i t s  f o r  the  
y e a r  t h e n  ended i n  c o n f o r m i t y  w i t h  g e n e r a l l y  accep ted a c c o u n t ing  p r i n c i p l e s .

Our a u d i t  f o r  t h e  y e a r  ended June 30,  1992 was made f o r  the  purpose o f  fo rm ing
an o p i n i o n  on t h e  b a s i c  f i n a n c i a l  s ta te m en ts  taken  as a who le .  The supplemen­
t a r y  i n f o r m a t i o n  i n c l u d e d  i n  Schedules  1 and 2 f o r  t h e  y e a r  ended June 30,  
1992, i s  p re s e n te d  f o r  purposes o f  a d d i t i o n a l  a n a l y s i s  and i s  n o t  a r e q u i r e d  
p a r t  o f  t h e  b a s i c  f i n a n c i a l  s t a t e m e n ts .  Such i n f o r m a t i o n  has been su b je c te d  
t o  t h e  a u d i t i n g  p rocedu res  a p p l i e d  i n  t h e  a u d i t  o f  t h e  b a s i c  f i n a n c i a l  s t a t e ­
ments and,  i n  o u r  o p i n i o n ,  i s  f a i r l y  s t a t e d  i n  a l l  m a t e r i a l  re s p e c t s  i n  r e l a ­
t i o n  t o  t h e  b a s i c  f i n a n c i a l  s ta te m e n ts  taken as a who le  f o r  th e  y e a r  ended
June 30,  1992.



KPMG -Peat Marwick

D i v i s i o n  o f  R e t i re m e n t  and B e n e f i t s
S ta te  o f  A la s k a  J u d i c i a l  R e t i re m e n t  System
2

The r e p o r t  o f  t h e  o t h e r  a u d i t o r s  r e f e r r e d  t o  above,  dated September 14, 1991, 
s t a t e d  t h a t  t h e y  a p p l i e d  c e r t a i n  l i m i t e d  p rocedures  t o  the  supp le menta ry  
i n f o r m a t i o n  f o r  the  ye a rs  ended June 30,  1991 and p r i o r ,  i n c lu d e d  i n  Sche­
d u les  1 and 2 .  However, t h e y  d i d  no t  a u d i t  t h i s  i n f o r m a t i o n  and expressed  no 
o p i n i o n  on i t .

K P /W b~ P~lcJT

September 17, 1992



STATE OF ALASKA
JUDICIAL RETIREMENT SYSTEM

Sta tements  o f  Net  Asse ts  A v a i l a b l e  f o r  Plan B e n e f i t s  

June 30,  1992 and 1991

1992 1991

Asse ts  :
I n v e s tm e n ts ,  a t  f a i r  v a lu e :

U n i t e d  S t a t e s  Government d e b t  $ 10 ,027 ,248 8 ,349 ,836
Federa l  agency deb t  1 ,048 ,750  -
C o rp o r a te  bonds,  no tes  and deben tu res  14,404 ,750  8 ,903 ,046
Domest ic  e q u i t y  pool 9 ,4 92 ,080  8 ,533 ,245

T o t a l  in ve s tm en ts  34 ,972 ,828  25,786 ,127

R e c e iv a b le s :
C o n t r i b u t i o n s  - 115*551 i i c ’ nJn
Accrued  i n t e r e s t  and d i v i d e n d s  662,048 ___ 475,979

T o t a l  r e c e i v a b l e s  778,489 651,696

Cash and cash e q u i v a l e n t s  1 ,167,460  5 ,623,333
T o t a l  asse ts  36 ,918 ,777 32,061 ,156

L i a b i l i t i e s :
Acc rued  expenses
Due t o  Genera l  Fund  39,471 --------^ ? 3 8 4

T o t a l  l i a b i l i t i e s  40,610----------93,101

Net asse ts  a v a i l a b l e  f o r  p lan  b e n e f i t s  S 36 ,878 ,167  31 ,968 .055

See accompanying no tes  t o  f i n a n c i a l  s ta te m e n ts .



STATE OF ALASKA 
JUDICIAL RETIREMENT SYSTEM

S ta tem ents  o f  Changes i n  Net Asse ts  A v a i l a b l e  f o r  Plan B e n e f i t s

Years ended June 30,  1992 and 1991

1992 1991

A d d i t i o n s :
Inve s tm e n t  income:

Net a p p r e c i a t i o n  i n  f a i r  v a lu e  o f  i n v e s tm en ts  $ 1 ,330 ,380  506,656
I n t e r e s t  1 ,984,621  1,822,521
D iv id e n d s  249 ,854 259,000
Net r e a l i z e d  g a ins  on s a le s  810 ,664 ___ 128 >180_

T o ta l  in ve s tm en t  income 4 ,37 5 ,51 9  2 ,716,357

C o n t r i b u t i o n s :
S t a t e  o f  A la s k a  2 ,5 4 2 ,5 9 8  2 ,491 ,202
Employees 250,497 ___ 217,516

T o t a l  c o n t r i b u t i o n s  2 ,79 3 ,09 5  2 ,708,718

T o t a l  a d d i t i o n s  7 ,16 8 ,61 4  5 ,425,075

D e d uc t io n s :
B e n e f i t s  p a i d :

R e t i r e m e n t
M ed ic a l  109,944 114,554

T o t a l  b e n e f i t s  p a id  2 ,1 64 ,91 7  1 ,993,970

A d m i n i s t r a t i v e  expenses 4 1 4 1 1  „
T o t a l  d e d u c t i o n s  2 ,2 58 ,502  2 ,060 ,139

Net i n c r e a s e  4 ,9 1 0 ,1 1 2  3 ,364 ,936

Net a s s e ts  a v a i l a b l e  f o r  p la n  b e n e f i t s  a t  b e g in n in g  o f  y e a r  31 ,968 ,055  28,603 ,119

Net a s s e ts  a v a i l a b l e  f o r  p lan  b e n e f i t s  a t  end o f  y e a r  $ 36 ,878 ,167  31,968 ,055

See accompanying no tes  t o  f i n a n c i a l  s t a te m e n ts .



Notes t o  F i n a n c ia l  Statements

June 30,  1992 and 1991

STATE OF ALASKA
JUDICIAL RETIREMENT SYSTEM

(1 )  D e s c r i p t i o n
The f o l l o w i n g  b r i e f  d e s c r i p t i o n  o f  the  S ta te  o f  A laska  J u d i c i a l  R e t i re m en t  

System ( PI an ) i s  p r o v id e d  f o r  gene ra l  i n f o r m a t i o n  purposes o n l y .  P a r t i c i ­
p a n ts  s h o u ld  r e f e r  t o  t h e  Plan agreement f o r  more comple te  i n f o r m a t i o n .

Genera l
The P lan  i s  t h e  a d m i n i s t r a t o r  o f  a d e f i n e d  b e n e f i t ,  s i n g l e - e m p l o y e r  r e t i r e m e n t  

sys tem e s t a b l i s h e d  and a d m in i s te r e d  by th e  S ta te  o f  A laska  ( S t a t e )  t o  p r o v id e  
p en s io n  b e n e f i t s  f o r  e l i g i b l e  S ta te  j u s t i c e s  and ju d g e s .  B e n e f i t  and c o n t r i ­
b u t i o n  p r o v i s i o n s  a re  e s t a b l i s h e d  by S ta te  law and may be amended o n l y  by th e  
S t a t e  L e g i s l a t u r e .  The P lan i s  co ns ide re d  a p a r t  o f  the  S t a t e  f i n a n c i a l  
r e p o r t i n g  e n t i t y  and i s  i n c l u d e d  in  th e  S t a t e ' s  f i n a n c i a l  r e p o r t s  as a 
p e n s io n  t r u s t  fu n d .

I n c l u s i o n  i n  t h e  Plan i s  a c o n d i t i o n  o f  employment f o r  e l i g i b l e  S ta te  j u s t i c e s  
and j u d g e s .  A t  June 30,  1991, Plan membership c o n s i s t e d  o f :

R e t i r e e s  and b e n e f i c i a r i e s  c u r r e n t l y  r e c e i v i n g  
b e n e f i t s  and t e r m i n a t e d  members e n t i t l e d  
t o  f u t u r e  b e n e f i t s  _57

C u r r e n t  employees:
Vested 
Nonvested

106

Pens ion  B e n e f i t s
Members w i t h  f i v e  o r  more p a i d - u p  ye a rs  o f  c r e d i t e d  s e r v i c e  a re  e n t i t l e d  to  

annua l  pe n s io n  b e n e f i t s  b e g in n in g  a t  normal r e t i r e m e n t  age,  s i x t y ,  o r  e a r l y  
r e t i r e m e n t  a t  age f i f t y - f i v e .  Members who are under age s i x t y  who have 
t w e n t y  o r  more y e a rs  o f  c r e d i t e d  s e r v i c e  may r e t i r e  a t  any age and r e c e i v e  an 
a c t u a r i a l l y  reduced b e n e f i t .

The normal  m o n th ly  p ens ion  b e n e f i t  i s  based on th e  members' y e a r s  o f  s e r v i c e  and 
t h e  c u r r e n t  a u t h o r i z e d  s a l a r y  f o r  the  p o s i t i o n  f rom which  th e y  r e t i r e d .  The 
p e n s io n  b e n e f i t  i s  equal  t o  5% f o r  each y e a r  o f  s e r v i c e  up to  a maximum o f  
75% o f  s a l a r y .

M a jo r  m e d ica l  b e n e f i t s  a re  p r o v id e d  w i t h o u t  c o s t  t o  r e t i r e d  P lan members.

36
13
49

(Continued)



STATE OF ALASKA
JUDICIAL RETIREMENT SYSTEM

Notes t o  F i n a n c ia l  S ta tements

Death B e n e f i t s
Upon th e  d ea th  o f  a member who has se rved  f o r  a t  l e a s t  two y e a r s ,  th e  s u r v i v i n g  

spouse i s  e n t i t l e d  to  r e c e i v e  m on th ly  b e n e f i t s  equal  t o  o n e - h a l f  o f  the  
m o n th l y  r e t i r e m e n t  pay t h e  member would have been e n t i t l e d  t o  r e c e i v e  i f  
r e t i r e d  a t  t h e  t im e  o f  d e a th .  I f  the  member was no t  r e t i r e d  o r  wou ld have 
been e n t i t l e d  t o  l e s s  than  60% o f  th e  m o n th ly  a u t h o r i z e d  s a l a r y ,  t h e  spouse 
i s  e n t i t l e d  t o  m on th ly  b e n e f i t s  equal  t o  30% o f  t h e  a u t h o r i z e d  s a l a r y .  The 
b e n e f i t s  c o n t i n u e  u n t i l  t h e  s u r v i v i n g  spouse d ie s

I f  t h e r e  i s  no e l i g i b l e  s u r v i v i n g  spouse, t h e  member's s u r v i v i n g  dependent  
c h i l d r e n  are  e n t i t l e d  t o  r e c e i v e  a b e n e f i t  equal  t o  50% o f  t h e  s u r v i v o r ' s  
b e n e f i t .  Each c h i l d  w i l l  r e c e i v e  an equal  share  o f  t h e  b e n e f i t  w h i l e  t he y  
a re  dependent .

D i s a b i l i t y  B e n e f i t s
Members who become d i s a b l e d  are e l i g i b l e  f o r  pens ion  b e n e f i t s  i f  t h e y  have two 

o r  more y e a r s  o f  s e r v i c e .  D is a b le d  members a re  e l i g i b l e  t o  r e c e i v e  r e t i r e ­
ment  b e n e f i t s  i f  t h e y  have a t  l e a s t  f i v e  ye a rs  o f  s e r v i c e .

E f f e c t  o f  P lan T e r m in a t i o n
Shou ld t h e  Plan t e r m in a te  a t  some f u t u r e  t im e ,  i t s  n e t  a sse ts  g e n e r a l l y  w i l l  no t  

be a v a i l a b l e  on a p ro  r a t a  b a s i s  t o  p r o v id e  p a r t i c i p a n t  b e n e f i t s .  Whether a 
p a r t i c u l a r  p a r t i c i p a n t  accumula ted  Plan b e n e f i t s  w i l l  be p a id  depends on the  
p r i o r i t y  o f  those  b e n e f i t s  a t  t h a t  t im e .  Some b e n e f i t s  may be f u l l y  o r  
p a r t i a l l y  p ro v id e d  f o r  by th e  the n  e x i s t i n g  a sse ts  w h i l e  oche r  b e n e f i t s  may 
n o t  be p r o v id e d  f o r  a t  a l l .

(2)  Summary o f  S i g n i f i c a n t  A c c o u n t in g  P o l i c i e s
B as is  o f  A c c o u n t in g
The P l a n ' s  f i n a n c i a l  s ta te m e n ts  are p re pa red  us in g  th e  a c c ru a l  b a s i s  o f  

a c c o u n t i n g .

V a l u a t i o n  o f  Inves tmen ts
In v e s tm e n ts  a re  c a r r i e d  a t  marke t  v a lu e  t o  r e f l e c t  t h e i r  a sse t  v a lu e s  as 

d e te rm in e d  by the  l a s t  quo ted  m arke t  p r i c e  a t  June 30,  1992 and 1991.  The 
in v e s tm e n t  a c t i v i t y  o f  a l l  common s toc k s  was c o n s o l i d a t e d  O c tobe r  1, 1987 
w i t h  t h e  common s to c k s  o f  o t h e r  S ta te  funds t o  fo rm a d om e s t i c  e q u i t y  p o o l .  
The a c t i v i t y  and th e  June 30,  1992 and 1991 ba lances  o f  t h i s  d o m e s t ic  e q u i t y

(Continued)
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STATE OF ALASKA
JUDICIAL RETIREMENT SYSTEM

poo l  a re  accoun ted  f o r  on a u n i t - a c c o u n t i n g  b a s i s .  A l l  income and r e a l i z e d  
and u n r e a l i z e d  g a ins  a re  a l l o c a t e d  mon th ly  t o  each p a r t i c i p a t i n g  pool on a 
p ro  r a t a  o w n ersh ip  b a s i s .  A l l  income earned i s  i n c lu d e d  in  d i v i d e n d  
income.  A t  June 30,  1992 and 1991, the  P la n ' s  in ves tm en t  i n  the  dom es t ic  
e q u i t y  poo l  i s  compr ised  o f  t h e  f o l l o w i n g :

1992 1991

D om est ic  e q u i t i e s  S 8 ,8 12 ,473  8 ,0 25 ,3 00
I n t e r e s t  and d i v i d e n d s  r e c e i v a b le  22,228 24 ,578
Cash and cash e q u i v a l e n t s  657,379 483,367

$ 9 ,4 92 ,080  8 ,5 33 ,2 45

Cash and cash e q u i v a l e n t s  a t  June 30, 1992 and 1991 are compr ised o f  the  
f o l l o w i n g :

1992 1991

I n t e r e s t - b e a r i n g  d e p o s i t s  S 1 ,167,460 23,333
Repurchase agreements __________l  5 , 600,000

$ 1 ,167,460  5 ,623 ,333

C o n t r i b u t i o n s  R ece ivab le
C o n t r i b u t i o n s  f rom  employees and employers f o r  s e r v i c e  th rough  June 30 are 

a c c ru e d .  These c o n t r i b u t i o n s  are cons ide red  f u l l y  c o l l e c t i b l e  and,  a cco rd ­
i n g l y ,  no a l lo w a n ce  f o r  u n c o l l e c t i b l e  r e c e i v a b le s  i s  r e f l e c t e d  i n  th e  
f i n a n c i a l  s ta t e m e n ts .

Acc rued  I n t e r e s t  and D iv id e n d s
Accrued  i n t e r e s t  and d i v i d e n d s  re p r e s e n t  amounts earned bu t  n o t  y e t  r e c e i v e d  as

o f  June 30 .  These amounts a re  cons ide red  f u l l y  c o l l e c t i b l e  and, a c c o r d i n g l y ,
no a l l o w a n c e  f o r  u n c o l l e c t i b l e  r e c e i v a b le s  has been r e f l e c t e d  i n  t h e  f i n a n ­
c i a l  s t a t e m e n ts .

(Continued)
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Notes t o  F in a n c ia l  S ta tements

(3 )  In v e s tm e n ts
To p r o v i d e  an i n d i c a t i o n  o f  the  l e v e l  o f  c r e d i t  r i s k  assumed by the  Plan a t  

June 30,  1992,  the  P l a n ' s  d e p o s i t s  and in v e s tm en ts  a re  c a te g o r i z e d  as 
f o l l o w s :

C a teg o ry  1 - Insu red  o r  c o l l a t e r a l i z e d  w i t h  s e c u r i t i e s  h e ld  by th e  S ta te  o r  
i t s  c u s to d ia n  i n  t h e  S t a t e ' s  name.

C a teg o ry  2 - C o l l a t e r a l i z e d  w i t h  s e c u r i t i e s  h e ld  by t h e  p le d g in g  f i n a n c i a l  
i n s t i t u t i o n ' s  t r u s t  d epa r tm e n t  o r  c u s to d ia n  i n  t h e  S t a t e ' s  name.

C a teg o ry  3 - U n c o l l a te ra l - » z e d .

In v e s tm e n ts

C a te g o ry  1 - Insu re d  o r  r e g i s t e r e d  f o r  wh ich the  s e c u r i t i e s  are h e ld  by the  
S t a t e  o r  i t s  c u s to d ia n  i n  t h e  S t a t e ' s  name.

C a teg o ry  2 - U n insu red  and u n r e g i s t e r e d  in v e s tm e n ts  f o r  wh ich  th e  s e c u r ­
i t i e s  a re  h e ld  by th e  b r o k e r ' s  o r  d e a l e r ' s  t r u s t  d epa r tm e n t  o r  agen t  in  the  
S t a t e ' s  name.

C a teg o ry  3 -  Un in su red  and u n r e g i s t e r e d  in v e s tm e n ts  f o r  wh ich  the
s e c u r i t i e s  are h e ld  by t h e  b r o k e r ' s  o r  d e a l e r ' s  t r u s t  d epa r tm en t  o r  agent
b u t  n o t  i n  the  S t a t e ' s  name:

D e p o s i t s

Market
value
and

Category carryinq 
1 2 3 value

Deoosits -  cash S 1,157,460 1,167,460
Investments:

United States Government debt 
Federal agency debt 
Corporate bonds, notes and debentures 
Domestic equity pool

10,027,248 - -  10,027,248
1,048,750 -  -  1,048,750

14,404,750 -  -  14,404,750
9,492.080 2  2 9,492,080

S 36,140,288 2 '  36,140,288

(Continued)



D u r ing  1992 and 1991, the  P l a n ' s  in ve s tm en ts  ( i n c l u d i n g  in ve s tm en ts  bought ,  
s o l d ,  as w e l l  as h e ld  d u r i n g  th e  y e a r )  a p p r e c ia te d  i n  v a lu e  as f o l l o w s :

U n i te d  S ta te s  Government d eb t  
Federa l  agency deb t  
C o rp o r a te  bonds,  no te s  and debentu res  
Domest ic  e q u i t y  pool

1992 1991

s 348,889 162,325
44,576 -

761,812 3,805
175,103 340,526

$ 1,330 ,380 506,656

The c o s t ,  m a rke t  and c a r r y i n g  v a lu e s  o f  the  P l a n ' s  i n v e s tm e n ts  a t  June 30,  1992 
and 1991 a re  as f o l l o w s :

Marke t
C a r r y i n g

v a lu e

1992:
U n i t e d  S ta te s  Government 

de b t
Federa l  agency d e b t  
C o rp o r a te  bonds,  n o te s  

and debentu res  
Domes t ic  e q u i t y  pool

$ 9 ,6 7 8 ,3 5 8  10 ,027 ,248  10,027 ,248  
1 ,0 04 ,17 4  1 ,048 ,750  1 ,048,750

13 ,642 ,937  14 ,404 ,750  14,404 ,750
8 ,1 7 1 , 9 1 7 1 ,49 2 ,08 0  9 ,492 ,080

S 3 2 ,497 ,386  3 4 ,9 72 ,8 28  34 ,972 ,828

1991:
U n i t e d  S ta te s  Government 

d eb t
C o rp o r a te  bonds,  n o tes  

and debentu res  
Domest ic  e q u i t y  pool

8 ,3 06 ,1 21  8 ,3 49 ,8 36  8 ,349 ,836

8 ,87 5 ,3 5 2
7 ,4 59 ,592

8 ,90 3 ,0 4 6
8 ,5 33 ,2 45

8 ,903 ,046
8 ,533 ,245

$ 24 ,641 ,065  25 ,7 86 ,127  25 ,786 ,127

S ta te  o f  A la s k a  t r e a s u r y  i n v e s tm e n t  p o l i c y  r e q u i r e s  t h a t  s e c u r i t i e s  u n d e r l y in g  
re p u rc h a s e  agreements must  have a minimum marke t  v a lu e  o f  102% o f  t h e  c o s t  o f  
t h e  re p u rc ha s e  agreement.

(Continued)
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The Commiss ioner o f  Revenue has th e  s t a t u t o r y  a u t h o r i t y  t o  i n v e s t  th e  moneys o f  
t h e  P la n .  T h is  a u t h o r i t y  i s  de leg a ted  t o  in v e s tm e n t  o f f i c e r s  o f  t h e  D i v i s i o n  
o f  T r e a s u r y  o f  the  Department  o f  Revenue. A la ska  S t a t u t e  p r o v id e s  f o r  the  
i n v e s tm e n t  i n  U n i te d  S ta te s  t r e a s u r y  o r  agency s e c u r i t i e s ;  c o r p o r a t e  deb t  
s e c u r i t i e s ;  p r e f e r r e d  and common s t o c k ;  commercia l  p ap e r ;  s e c u r i t i e s  o f  
f o r e i g n  governments ,  agenc ies  and c o r p o r a t i o n s ;  f o r e i g n  t im e  d e p o s i t s ;  g o ld  
b u l l i o n ;  f u t u r e s  c o n t r a c t s  f o r  th e  purpose o f  h e d g in g ;  re a l  e s t a t e  inve s tm en t  
t r u s t s ;  d e p o s i t s  w i t h i n  A laska  savings and lo a n s  and mutual s a v in g s  banks;  
d e p o s i t s  w i t h  s t a t e  and n a t i o n a l  banks i n  A la s k a ;  guaran teed  l o a n s ;  notes 
c o l l a t e r a l i z e d  by mortgages ;  c e r t i f i c a t e s  o f  d e p o s i t  and b a n k e r ' s  
a c c e p ta n c e s .

(4 )  Fund ing  S ta t u s  and Progress
The amount  shown below as "p e ns ion  b e n e f i t  o b l i g a t i o n , "  wh ich  i s  the  a c t u a r i a l  

p r e s e n t  v a lu e  o f  c r e d i t  p r o j e c t e d  b e n e f i t s ,  i s  a s ta n d a r d i z e d  d i s c l o s u r e  
measure o f  t h e  p re s e n t  v a lu e  o f  pension b e n e f i t s ,  a d ju s te d  f o r  the  e f f e c t s  o f  
p r o j e c t e d  s a l a r y  i n c r e a s e s ,  e s t im a te d  t o  be p aya b le  i n  t h e  f u t u r e  as a r e s u l t  
o f  member s e r v i c e  t o  d a t e .  T h is  measure i s  i n t e n d e d  t o  he lp  users assess the  
P l a n ' s  f u n d in g  s t a t u s  on a g o in g -c o n c e rn  b a s i s ,  assess  p ro g re ss  made in  
a c c u m u la t i n g  s u f f i c i e n t  a sse ts  t o  pay b e n e f i t s  when due,  and make compar isons 
among p l a n s .  The measure i s  independent  o f  t h e  a c t u a r i a l  f u n d in g  method used 
t o  d e te rm in e  c o n t r i b u t i o n s  t o  the  Plan,  d iscu ssed  i n  note  5 below.

The p e n s io n  b e n e f i t  o b l i g a t i o n  i s  de te rm ined  by W i l l i a m  M. Merce r ,  I n c o r p o r a te d  
and i s  t h a t  amount t h a t  r e s u l t s  f rom a p p ly in g  a c t u a r i a l  assumpt ions t o  a d j u s t  
t h e  accumula ted  b e n e f i t s  t o  r e f l e c t  th e  t im e  v a lu e  o f  money ( t h r o u g h  d i s ­
c o u n t s  f o r  i n t e r e s t )  and th e  p r o b a b i l i t y  o f  payment (by means o f  decrements 
such as f o r  d e a th ,  d i s a b i l i t y ,  w i t h d r a w a l ,  o r  r e t i r e m e n t )  between th e  v a l u ­
a t i o n  d a te  and the  expec ted  d a te  o f  payment. The s i g n i f i c a n t  a c t u a r i a l  
assum pt ions  used i n  the  v a l u a t i o n s  as o f  June 30,  1991 are  as f o l l o w s :

a. A c t u a r i a l  c o s t  method - p r o j e c t e d  u n i t  c r e d i t ,  unfunded accrued 
b e n e f i t  l i a b i l i t y  am or t i zed  over  t w e n t y - f i v e  y e a r s ,  f u n d in g  su rp lu s  
a m o r t i z e d  o v e r  f i v e  y e a r s .

b.  M o r t a l i t y  b a s i s  -  1984 Unisex Pension M o r t a l i t y  T a b le .

c .  D is c o u n t  r a t e  - 9% p e r  annum, compounded a n n u a l l y ,  n e t  o f  i n ves tm en t
expenses.

d .  H e a l th  c o s t  i n f l a t i o n  - 9% per annum.

e .  S a l a r y  s c a le  -  i n c r e a s e  o f  6% pe r  annum, compounded a n n u a l l y .

(Continued)
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f .  Maximum r e t i r e m e n t  age - 70 ye a rs  o l d .

g.  A sse t  v a l u a t i o n  - based upon a c tu a l  a sse t  da ta  as f u r n i s h e d  by the  
D i v i s i o n  o f  R e t i r e m e n t  and B e n e f i t s .

h.  T u rn o v e r  and e a r l y  r e t i r e m e n t  -  annual  t u r n o v e r  and e a r l y  r e t i r e m e n t  
a t  each age and s e r v i c e  i s  the  g r e a t e s t  o f  the  f o l l o w i n g  amounts:

1. 0%.

2.  3% i f  s e r v i c e  i s  g r e a t e r  than  f i f t e e n  y e a r s .

3 .  6% i f  v e s te d  and im m e d ia te l y  e l i g i b l e  f o r  f u l l  b e n e f i t s  
based on r e t i r e m e n t  p r o v i s i o n .

4.  10% i f  v e s te d  and age i s  g r e a t e r  than  s i x t y - f o u r .

D i s a b i l i t y  assum pt io ns  a re  based upon a c tu a l  h i s t o r i c a l  occu r rence  
r a t e s  o f  t h e  P la n .

The f o r e g o i n g  a c t u a r i a l  assumpt ions a re  based on th e  p resum pt ion  t h a t  
th e  P lan w i l l  c o n t i n u e .  Were t h e  P lan t o  t e r m i n a t e ,  d i f f e r e n t  
a c t u a r i a l  assum pt ions  and o t h e r  f a c t o r s  m igh t  be a p p l i c a b l e  in  
d e t e r m i n i n g  t h e  a c t u a r i a l  p re s e n t  v a lu e  o f  accumula ted b e n e f i t s .

A t  June 30,  1991,  t h e  unfunded p ens ion  b e n e f i t  o b l i g a t i o n  was $13 ,658 ,157  as 
f o l l o w s :

Net  asse ts  a v a i l a b l e  f o r  b e n e f i t s  as o f  
June 30,  1991,  a t  marke t

Pension b e n e f i t  o b l i g a t i o n :
R e t i r e e s  and b e n e f i c i a r i e s  c u r r e n t l y  

r e c e i v i n g  b e n e f i t s  and t e r m in a te d  
members n o t  y e t  r e c e i v i n g  b e n e f i t s  

C u r r e n t  members:
Accumula ted  employee c o n t r i b u t i o n s  

i n c l u d i n g  a l l o c a t e d  i n v e s tm e n t  income 
E m p lo y e r - f i n a n c e d ,  ves ted  
E m p lo y e r - f i n a n c e d ,  nonvested 

T o ta l  pens ion  b e n e f i t
o b l i g a t i o n  as o f  June 30,  1991

Unfunded pens io n  b e n e f i t
o b l i g a t i o r  as o f  June 30,  1991

$ 31 ,968 ,055

29,897 ,257

1,154,693
14,013 ,007

561,255

45,626 ,212 

$ 13,658,157

(C o n t in u e d )
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(5 )  C o n t r i b u t i o n s
Employee C o n t r i b u t i o n s
Plan members a pp o in te d  a f t e r  June 30,  1978 c o n t r i b u t e  7% o f  t h e i r  compensat ion 

t o  t h e  P la n .  C o n t r i b u t i o n s  a re  n o t  r e q u i r e d  a f t e r  members have made c o n t r i ­
b u t i o n s  f o r  f i f t e e n  y e a r s .  P re sen t  employee accumulated c o n t r i b u t i o n s  a t  
June 30,  1992 and 1991 were 51 ,765 ,737  and 5 1 ,154 ,693 ,  r e s p e c t i v e l y .
Employee c o n t r i b u t i o n s  earn  i n t e r e s t  a t  the  r a t e  o f  4.5% per  annum, compound­
ed s e m ia n n u a l l y .  C o n t r i b u t i o n s  a re  c o l l e c t e d  by t h e  employer  and r e m i t t e d  t o  
t h e  P la n .  Members a p p o in te d  b e fo re  J u l y  1, 1978 a re  no t  r e q u i r e d  t o  make 
c o n t r i b u t i o n s .

Employer C o n t r i b u t i o n s
The P l a n ' s  f u n d in g  p o l i c y  p r o v id e s  f o r  p e r i o d i c  employer c o n t r i b u t i o n s  a t  a c tu -  

a r i a l l y  de te rm ine d  r a t e s  t h a t ,  expressed as percen tages  o f  annual  covered  
p a y r o l l ,  a re  s u f f i c i e n t  t o  accumula te  s u f f i c i e n t  assets  t o  pay b e n e f i t s  when 
due .  Employer c o n t r i b u t i o n  r a t e s  are l e v e l  percen tages  o f  p a y r o l l  and are 
d e te rm in e d  u s in g  the  p r o j e c t e d  u n i t  c r e d i t  a c t u a r i a l  f u n d in g  method.  The 
P lan a l s o  uses the  l e v e l  pe rcen tag e  o f  p a y r o l l  method t o  a m o r t i z e  t h e  u n fund ­
ed l i a b i l i t y  o ve r  a t w e n t y - f i v e  y e a r  p e r i o d .  Funding s u rp lu s e s  a re  am or t i zed  
o v e r  f i v e  y e a r s .

C o n t r i b u t i o n s  made i n  accordance w i t h  a c t u a r i a l l y  de te rm ined  c o n t r i b u t i o n  
r e q u i r e m e n ts  de te rm ined  th ro u g h  a c t u a r i a l  v a l u a t i o n s  c o n s i s t  o f  t h e  
f o l l o w i n g :

1992 1991

Employer
Employee

Normal cost
Arort ization o f  unfunded 

actuarial accrued l i a b i l i t y

Amount

As a 
percentage 
o f  covered 
payroll Amount

As a 
percentage 
o f  covered 
payrol l

5 2,542,558 
250,497

50.2(7%
4.95

5 2,491,202 
217,516

50.19%
4.38

5 2,793,095 55.15% 5 2.708,718

1,354,277 26.74 1,194,545 24.06

1,438,818 28.41 1,514,173 30.51

5 2,793.095 55.15% 5 2,708,718 54.57%

The a c t u a r i a l  v a l u a t i o n s  f o r  1992 and 1991 were per fo rmed as o f  June 30 ,  1991 
and 1990, r e s p e c t i v e l y .

(Continued)
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S i g n i f i c a n t  a c t u a r i a l  assum pt io ns  used t o  compute c o n t r i b u t i o n  r e q u i r e m e n ts  are 
t h e  same as tho se  used t o  compute the s ta n d a r d i z e d  measure o f  the  pension 
b e n e f i t  o b l i g a t i o n  d is c u s s e d  i n  no te  4.

(7 )  T e n -y e a r  H i s t o r i c a l  T rend I n f o r m a t i o n
Te n -ye a r  h i s t o r i c a l  t r e n d  i n f o r m a t i o n  (where a v a i l a b l e )  des igned  t o  p r o v id e  

i n f o r m a t i o n  about  t h e  P l a n ' s  p ro g ress  made i n  accum u la t ing  s u f f i c i e n t  assets  
t o  pay b e n e f i t s  when due i s  p re sen ted  in  th e  accompanying supp lementa l  
sched u le s  o f  a n a l y s i s  o f  f u n d in g  p rog ress  and revenues by source  and expense 
by t y p e .



Schedule 1

Re qu i red  Supp lementary  I n f o r m a t i o n  
A n a l y s i s  o f  Funding Progress

( 0 0 0 ' s  o m i t t e d )

STATE OF ALASKA
JUDICIAL RETIREMENT SYSTEM

Unfunded 
(asse ts  in  
excess o f )  

pension 
b e n e f i t  

o b i i g a t i o n  
Annual as a
covered percen tage
p a y r o l l  o f  covered

(u n a u d i t e d ) p a y r o l l

S 4 ,712 124.7%
4,363 313.0

A n a l y s i s  o f  t h e  d o l l a r  amounts o f  n e t  asse ts  a v a i l a b l e  f o r  b e n e f i t s ,  pens ion  b e n e f i t
o b l i g a t i o n ,  and unfunded pens io n  b e n e f i t  o b l i g a t i o n  i n  i s o l a t i o n  can be m is l e a d ­
i n g .  E x p r e s s in g  t h e  n e t  a s s e ts  a v a i l a b l e  f o r  b e n e f i t s  as a pe rcen tage  o f  the  pen­
s io n  b e n e f i t  o b l i g a t i o n  p r o v id e s  one i n d i c a t i o n  o f  the  p l a n ' s  f u n d in g  s t a t u s  on a 
g o i n g - c c n c e r n  b a s i s .  A n a l y s i s  o f  t h i s  percen tage  ove r  t im e  i n d i c a t e s  w he ther  the  
p la n  i s  becoming f i n a n c i a l l y  s t r o n g e r  o r  weaker .  G e n e r a l l y ,  the  g r e a t e r  t h i s  p e r ­
cen tage ,  t h e  s t r o n g e r  t h e  p l a n .  T rends  i n  unfunded pens ion  b e n e f i t  o b l i g a t i o n  and 
annual c o v e re d  p a y r o l l  a re  b o th  a f f e c t e d  by i n f l a t i o n .  Express ing  t h e  unfunded pen­
s io n  b e n e f i t  o b l i g a t i o n  as a p e r c e n ta g e  o f  annual covered  p a y r o l l  a p p ro x im a te l y  
a d j u s t s  f o r  t h e  e f f e c t s  o f  i n f l a t i o n  and a ids  a n a l y s i s  o f  the  p l a n ' s  p ro g ress  made
in  a c c u m u la t i n g  s u f f i c i e n t  a s s e t s  t o  pay b e n e f i t s  when due.  G e n e r a l l y ,  t h e  s m a l l e r
t h i s  p e r c e n t a g e ,  t h e  s t r o n g e r  t h e  p l a n .

Year ended Net a sse ts
Pens ion
b e n e f i t

Percen­
tage

Unfunded 
( a s s e ts  in  
excess o f )  

pens ion 
b e n e f i t

June 30 a v a i l a b l e o b i i q a t i o n funded o b i i q a t i o n

1990 S 28,603 $ 3 4 ,482 83.0% S 5,879
1991 31., 968 45 ,626 70.0 13,658

See accompanying n o te s  t o  r e q u i r e d  supp le menta ry  i n f o r m a t i o n .
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Required Supplementary Information 
Revenues by Source and Expense by Type

(000's omitted)

Year ended 
June 30

1991
1992

Employee
contributions

S 218
250

Revenues by source

Employer 
contribut i ons

$ 2,491 
2,543

Investment
income

S 2,209 
3 .046

Unrealized 
appreciation 

(depreciation) 
in market value

S 507 
1.330

Total

S 5,425 
7,169

Employer 
contribution 

as a 
percentage 
of annual 
covered 
payrolI

50.19X
50.20

1991
1992

Expense by type
Retirement Medical Administrative
benef i ts benef i ts expenses TotBl

S 1,879 S 115 S 66 i  2,060
2.055' 110 94 2,259

Contributions were made in accordance with aetuar ial ly  determined contribution requirements.

See accompanying notes to required supplementary information.
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Years ended June 30,  1992 and 1991

A l l  s i g n i f i c a n t  a c c o u n t i n g  p o l i c i e s ,  b e n e f i t  p r o v i s i o n s  and a c t u a r i a l  assumpt ions 
a re  t h e  same f o r  t h e  r e q u i r e d  supp le menta ry  i n f o r m a t i o n  and t h e  f i n a n c i a l  
s t a t e m e n ts .
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June 30, 1992 and 1991

(W i th  Independent  A u d i t o r s '  Repor t  Thereon)
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C ertified  Public A c c o u  a n ts
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Suite  7 0 0

A n ch o rag e . AK 9 9 5 0 1 -2 2 5 8

I ndependent  A u d i t o r s '  Repor t

D i v i s i o n  o f  R e t i r e m e n t  and B e n e f i t s  and 
Members o f  t h e  A la s k a  T e ac h e rs '  R e t i r e m e n t  Board 
S t a t e  o f  A la ska  T e a c h e rs '  R e t i r e m e n t  System:

We have a u d i t e d  th e  accompanying s ta te m e n t  o f  n e t  asse ts  a v a i l a b l e  f o r  p la n  
b e n e f i t s  o f  t h e  S t a t e  o f  A la ska  T eache rs '  R e t i re m e n t  System as o f  June 30,  
1992,  and the  r e l a t e d  s ta te m e n t  o f  changes in  ne t  asse ts  a v a i l a b l e  f o r  p la n  
b e n e f i t s  f o r  t h e  y e a r  then  ended.  These f i n a n c i a l  s ta te m e n ts  a re  t h e  r e s p o n ­
s i b i l i t y  o f  t h e  P l a n ' s  management. Our r e s p o n s i b i l i t y  i s  t o  exp ress  an 
o p i n i o n  on the se  f i n a n c i a l  s ta te m e n ts  based on o u r  a u d i t .  The f i n a n c i a l  
s t a te m e n ts  o f  t h e  S t a t e  o f  A laska  T e ach e rs '  R e t i re m e n t  System as o f  June 30,  
1991 were a u d i t e d  by o t h e r  a u d i t o r s  whose r e p o r t  t h e re o n  dated  September 14, 
1991 expressed an u n q u a l i f i e d  o p i n i o n  on those  s ta te m e n ts .

We conducted  o u r  a u d i t  i n  accordance  w i t h  g e n e r a l l y  accep ted  a u d i t i n g  s t a n ­
d a r d s .  Those s ta n d a r d s  r e q u i r e  t h a t  we p la n  and p e r fo rm  t h e  a u d i t  t o  o b t a i n  
r e a s o n a b le  assurance  about  w he the r  t h e  f i n a n c i a l  s ta te m e n ts  are f r e e  o f  
m a t e r i a l  m is s t a t e m e n t .  An a u d i t  i n c l u d e s  exam in ing ,  on a t e s t  b a s i s ,  ev id ence  
s u p p o r t i n g  th e  amounts and d i s c l o s u r e s  i n  the  f i n a n c i a l  s t a t e m e n ts .  An a u d i t  
a l s o  i n c l u d e s  a s s e s s in g  t h e  a c c o u n t i n g  p r i n c i p l e s  used and s i g n i f i c a n t  e s t i ­
mates made by management, as w e l l  as e v a l u a t i n g  t h e  o v e r a l l  f i n a n c i a l  s t a t e ­
ment p r e s e n t a t i o n .  We b e l i e v e  t h a t  o u r  a u d i t  p r o v id e s  a re a son a b le  b a s i s  f o r  
o u r  o p i n i o n .

In  o u r  o p i n i o n ,  t h e  1992 f i n a n c i a l  s ta te m e n ts  r e f e r r e d  t o  above p re s e n t  
f a i r l y ,  i n  a l l  m a t e r i a l  r e s p e c t s ,  t h e  ne t  asse ts  a v a i l a b l e  f o r  p la n  b e n e f i t s  
o f  t h e  S t a t e  o f  A la s k a  T e a c h e rs '  R e t i re m e n t  System as o f  June 30,  1992,  and 
t h e  r e l a t e d  s ta te m e n t  o f  changes i n  ne t  asse ts  a v a i l a b l e  f o r  p la n  b e n e f i t s  f o r  
t h e  y e a r  then  ended i n  c o n f o r m i t y  w i t h  g e n e r a l l y  accepted a c c o u n t i n g  
p r i n c i p l e s .

Our a u d i t  f o r  t h e  y e a r  ended June 30,  1992 was made f o r  t h e  purpose  o f  f o r m in g  
an o p i n i o n  on t h e  b a s i c  f i n a n c i a l  s ta te m e n ts  taken  as a who le .  The s u p p l e ­
m en ta ry  i n f o r m a t i o n  i n c l u d e d  i n  Schedules  1 and 2 f o r  t h e  y e a r  ended June 30,  
1992,  i s  p re s e n te d  f o r  purposes o f  a d d i t i o n a l  a n a l y s i s  and i s  n o t  a r e q u i r e d  
p a r t  o f  t h e  b a s i c  f i n a n c i a l  s ta t e m e n ts .  Such i n f o r m a t i o n  has been s u b je c te d  
t o  t h e  a u d i t i n g  p ro c e d u re s  a p p l i e d  i n  the  a u d i t  o f  th e  b a s i c  f i n a n c i a l  
s ta te m e n ts  and,  i n  o u r  o p i n i o n ,  i s  f a i r l y  s t a te d  i n  a l l  m a t e r i a l  r e s p e c t s  i n  
r e l a t i o n  t o  t h e  b a s i c  f i n a n c i a l  s ta te m e n ts  taken as a who le  f o r  t h e  y e a r  ended 
June 30,  1992.



KPMG  Peat Marwick

D i v i s i o n  o f  R e t i r e m e n t  and B e n e f i t s  and 
Members o f  the  A la ska  Teache rs '  R e t i re m e n t  Board 
S t a t e  o f  A la s k a  T e ac h e rs '  R e t i r e m e n t  System 
2

The r e p o r t  o f  t h e  o t h e r  a u d i t o r s  r e f e r r e d  t o  above,  d a te d  September 14, 1991, 
s t a t e d  t h a t  t h e y  a p p l i e d  c e r t a i n  l i m i t e d  p rocedures  t o  t h e  supp le menta ry  
i n f o r m a t i o n  f o r  t h e  y e a rs  ended June 30,  1991 and p r i o r ,  i n c l u d e d  i n  Sche­
du le s  1 and 2.  However, t h e y  d i d  n o t  a u d i t  t h i s  i n f o r m a t i o n  and expressed no 
o p i n i o n  on i t .

f\ P fY\ (r-

September 17, 1992



STATE OF ALASKA 
TEACHERS' RETIREMENT SYSTEM 

«

S ta tem e n ts  o f  Net Asse ts  A v a i l a b l e  f o r  P lan B e n e f i t s  

June 30,  1992 and 1991 

( 0 0 0 ' s  o m i t t e d )

1992 1991

A s s e t s :
I n v e s tm e n ts ,  a t  f a i r  v a lu e :

U n i t e d  S ta t e s  Government d eb t
Fede ra l  agency deb t
C o r p o r a te  bonds,  no tes  and d e b e n tu re s
D om est ic  e q u i t y  pool
I n t e r n a t i o n a l  e q u i t y  pool
Real e s t a t e  e q u i t i e s

T o ta l  in ve s tm en ts

$ 424 ,520  
22,845  

493 ,450 
795,559 
116,680 

70,478  
1 ,923 ,733

420,898

372,433
715,287
109,947

80,828
1,699,393

Loans and mor tgages ,  a t  f a i r  marke t  v a lu e  i n  1992 and 
c o s t  i n  1991,  n e t  o f  a l l o w a n c e  f o r  loan  losses  o f  
$ 12 ,598  i n  1992 and $4,574 i n  1991 66,053 74,471

R e c e iv a b le s :
C o n t r i b u t i o n s
R e t i r e m e n t  i n c e n t i v e  program 
A ccrued  i n t e r e s t  and d i v i d e n d s  

T o t a l  r e c e i v a b l e s

12,998
2,450

19,116
34,564

10,075
9,283

17,203
36,561

Cash and cash e q u i v a l e n t s  
T o t a l  a sse ts

12,498
2 ,0 3 6 ,8 4 8

17,200
1,827.625

L i a b i l i t i e s :
Acc rued  expenses 
Due t o  Genera l  Fund

T o t a l  l i a b i l i t i e s

1,840
3 .070
4 ,910

2,667
295

2,962

Net a s s e ts  a v a i l a b l e  f o r  p la n  b e n e f i t s $ 2 ,0 3 1 ,9 3 8 1 ,824,663

See accompanying no te s  t o  f i n a n c i a l  s ta te m e n ts .



STATE OF ALASKA 
TEACHERS' RETIREMENT SYSTEMr

S ta te m e n ts  o f  Changes i n  Net Asse ts  A v a i l a b l e  f o r  Plan  B e n e f i t s  

Years ended June 30, 1992 and 1991 

( 0 0 0 ' s  o m i t t e d )

A d d i t i o n s :
In v e s tm e n t  income:

Net ( d e p r e c i a t i o n )  a p p r e c i a t i o n  i n  f a i r  va lue  o f  
i n v e s tm e n ts  

I n t e r e s t  
D i v i d e n d s
Net r e a l i z e d  g a in s  on s a le s

T o t a l  i n v e s tm e n t  income b e fo re  p r o v i s i o n  
f o r  l o s s e s  on lo ans  and mortgages

P r o v i s i o n  f o r  l o s s e s  on loa ns  and mortgages 
Net  in v e s tm e n t  income

C o n t r i b u t i o n s :
Employers
Employees
R e t i r e m e n t  i n c e n t i v e  program:

Employers
Employees

T o t a l  c o n t r i b u t i o n s

T o t a l  a d d i t i o n s

D e d u c t i o n s :
B e n e f i t s  p a i d :

R e t i r e m e n t
M ed ica l

T o t a l  b e n e f i t s  p a id

Refunds t o  t e r m i n a t e d  employees 
A d m i n i s t r a t i v e  expenses 

T o t a l  d e d u c t i o n s

Net  i n c r e a s e

Net a s s e ts  a v a i l a b l e  f o r  p la n  b e n e f i t s  a t  b eg in n in g  o f  y e a r  

Net  a s s e ts  a v a i l a b l e  f o r  p lan  b e n e f i t s  a t  end o f  y e a r

1992 1991

54,770
80,606
29,180
56,346

(4 ,5 7 5 )  
79,202  
30,226  
17,499

220,902 122,252

(8 ,0 2 4 )
212,878

597
122,849

55,953
44,338

46,056
38,687

1,118 11,926
1,372

101,409 98,041

314,287 220,890

88 ,648
10,111
98,759

84,443
10,654
95,097

2,641
5,612

107,012

3,510
3 ,966

102,573

207,275 118,317

1,824 ,663 1 ,706 ,346

2 ,0 31 ,9 38 1,824 ,663

See accompanying no tes  t o  f i n a n c i a l  s ta te m e n ts .



STATE OF ALASKA
TEACHERS' RETIREMENT SYSTEM

Notes t o  F i n a n c ia l  Statements 

June 30,  1992 and 1991

(1 )  D e s c r i p t i o n
The f o l l o w i n g  b r i e f  d e s c r i p t i o n  o f  the  S ta te  o f  A la ska  T eache rs '  R e t i re m e n t  

System ( P la n )  i s  p ro v id e d  f o r  genera l  i n f o r m a t i o n  purposes o n l y .  P a r t i c i ­
pa n ts  s h ou ld  r e f e r  t o  t h e  P lan agreement f o r  more comple te  i n f o r m a t i o n .

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

e m p loye r  p u b l i c  employee r e t i r e m e n t  system e s ta b l i s h e d  and a d m in i s te r e d  by 
t h e  S t a t e  o f  A la ska  ( S t a t e )  to  p r o v id e  pension b e n e f i t s  f o r  te a c h e r s  and 
o t h e r  e l i g i b l e  p a r t i c i p a n t s .  B e n e f i t  and c o n t r i b u t i o n  p r o v i s i o n s  a re  
e s t a b l i s h e d  by S ta te  law and may be amended o n l y  by th e  S ta te  L e g i s l a t u r e .
The P lan  i s  c o n s id e re d  a p a r t  o f  the  S ta te  f i n a n c i a l  r e p o r t i n g  e n t i t y  and i s  
i n c l u d e d  i n  t h e  S t a t e ' s  f i n a n c i a l  r e p o r t s  as a pension  t r u s t  fun d .  A t  
June 30,  1992,  t h e  number o f  p a r t i c i p a t i n g  l o c a l  government employers  was:

School d i s t r i c t s  54
O the r  _8

T o ta l  employers  62

I n c l u s i o n  i n  t h e  Plan  i s  a c o n d i t i o n  o f  employment f o r  permanent  school  d i s ­
t r i c t ,  U n i v e r s i t y  o f  A laska  and S ta te  Department  o f  Edu ca t ion  employees who 
meet t h e  e l i g i b i l i t y  r e q u i r e m e n ts  f o r  p a r t i c i p a t i o n  in  the  P lan .  A t  June 30, 
1991,  P lan membership c o n s i s t e d  o f :

R e t i r e e s  and b e n e f i c i a r i e s  c u r r e n t l y  r e c e i v i n g  
b e n e f i t s  and t e r m in a te d  employees e n t i t l e d  
t o  f u t u r e  b e n e f i t s  4,189

C u r r e n t  employees:
Ves ted  5,059
Nonvested  3 ,834

8,903

j ^ , 0 9 2

Pension B e n e f i t s
Ves ted employees h i r e d  p r i o r  t o  J u l y  1, 1990 a re  e n t i t l e d  t o  pension b e n e f i t s  

b e g in n in g  a t  normal  r e t i r e m e n t  age f i f t y - f i v e ,  o r  e a r l y  r e t i r e m e n t  a t  age 
f i f t y .  For  employees h i r e d  a f t e r  June 30, 1990, the  normal and e a r l y  r e t i r e ­
ment  ages a re  s i x t y  and f i f t y - f i v e ,  r e s p e c t i v e l y .  Employees may a l s o  r e t i r e  
a t  any age and r e c e i v e  a normal b e n e f i t  when the y  accumula te  the  r e q u i r e d  
c r e d i t e d  s e r v i c e .

(C on t inu ed )
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The normal annual  pen s ion  b e n e f i t  i s  based on ye a rs  o f  s e r v i c e  and t h e  average 
base s a l a r y .  The average base s a l a r y  i s  based upon t h e  e m p loye e 's  t h r e e  
h i g h e s t  y e a r s  s a l a r i e s .

The b e n e f i t  r e l a t e d  t o  a l l  y e a r s  o f  s e r v i c e  earned p r i o r  t o  J u l y  1, 3990 and f o r  
y e a r s  o f  s e r v i c e  th ro u g h  a t o t a l  o f  tw e n ty  y e a rs  i s  equa l  t o  2% o f  t h e  
em p loye e 's  average  base s a l a r y .  The b e n e f i t  f o r  o v e r  t w e n t y  y e a r s  o f  s e r v i c e  
subsequent  t o  June 30,  1990 i s  equal  t o  2-1/2% o f  t h e  e m p loye e 's  base s a l a r y .

Minimum b e n e f i t s  f o r  employees e l i g i b l e  f o r  r e t i r e m e n t  a re  $25 p e r  month f o r  
each y e a r  o f  c r e d i t e d  s e r v i c e .

M a r r i e d  members must  r e c e i v e  t h e i r  b e n e f i t s  i n  th e  fo rm o f  a j o i n t  and s u r v i v o r  
a n n u i t y  u n le ss  t h e i r  spouses consen t  t o  ano the r  fo rm o f  b e n e f i t  o r  a n o th e r  
person  i s  e l i g i b l e  f o r  b e n e f i t s  under  a q u a l i f i e d  dom es t ic  r e l a t i o n s  o r d e r .

When pens io n  b e n e f i t s  b e g in ,  m a jo r  medical  b e n e f i t s  are p r o v id e d  w i t h o u t  c o s t  to  
(1 )  a l l  employees f i r s t  h i r e d  b e fo re  J u l y  1, 1990 and (2 )  employees who are 
d i s a b l e d  o r  age s i x t y - f i v e  o r  o l d e r ,  r e g a r d le s s  o f  t h e i r  i n i t i a l  h i r e  
d a t e s .  Employees f i r s t  h i r e d  a f t e r  June 30, 1990 may r e c e i v e  m a jo r  med ica l
b e n e f i t s  p r i o r  t o  age s i x t y - f i v e  by pay ing  premiums.

Death B e n e f i t s
When b e n e f i t s  a re  p a ya b le  under  t h e  1% supp lementa l  c o n t r i b u t i o n  p r o v i s i o n ,  the  

em p loyee 's  spouse i s  e l i g i b l e  f o r  a spouse pen s io n .  I f  t h e r s  i s  no spouse,  a
s u r v i v o r ' s  a l l o w a n c e  may be payab le  t o  the  em p loyee 's  dependent  c h i l d ( r e n ) .
The amount o f  t h e  pens io n  o r  a l l o w ance  i s  d e te rm ined  by t h e  e m p loye e 's  base 
s a l a r y .  Employees f i r s t  h i r e d  a f t e r  June 30, 1982 a re  n o t  e l i g i b l e  t o  
p a r t i c i p a t e  i n  t h i s  p r o v i s i o n .

I f  an a c t i v e  employee d i e s  f rom o c c u p a t i o n a l  o r  n o i v c c u p a t i o n a l  causes ,  the  
spouse may r e c e i v e  a m o n th ly  pens ion  f rom th e  P lan .  When d ea th  i s  due t o  
o c c u p a t i o n a l  causes and t h e r e  i s  no s u r v i v i n g  spouse, t h e  e m p loyee 's  depen­
d e n t  c h i l d ( r e n )  may r e c e i v e  a m on th ly  pens ion  u n t i l  t h e y  a re  no l o n g e r  depen­
d e n t s .  The amount o f  t h e  o c c u p a t i o n a l  dea th  pens ion  changes on t h e  d a te  the  
e m p loye e 's  normal r e t i r e m e n t  would have o ccu r re d  i f  t h e  employee had l i v e a .  
The new b e n e f i t  i s  based on th e  employee 's  average base s a l a r y  a t  t h e  t im e  o f  
d ea th  and th e  c r e d i t e d  s e r v i c e  t h a t  wou ld  have accrued  had t h e  employee l i v e d  
and c o n t i n u e d  t o  work u n t i l  normal r e t i r e m e n t .  I f  b e n e f i t s  a re  payab le  under 
t h e  1% supp le m enta l  c o n t r i b u t i o n  p r o v i s i o n ,  b e n e f i t s  a re  n o t  p ayab le  under 
t h i s  p r o v i s i o n .

(Continued)
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D i s a f a i l i t . y  B e n e f i t s
I f  an employee w i t h  f i v e  o r  more pa id  up years  o f  membership s e r v i c e  i s  no t  e l i ­

g i b l e  f o r  normal r e t i r e m e n t  b e n e f i t s  and becomes pe rm anen t l y  d i s a b l e d ,  the  
employee i s  e n t i t l e d  t o  a m o n th ly  b e n e f i t .  The annual d i s a b i l i t y  b e n e f i t  i s  
equa l  t o  50% o f  t h e  base s a l a r y  a t  t im e  o f  d i s a b le m e n t  p lu s  an a d d i t i o n a l  10% 
o f  h i s / h e r  base s a l a r y  f o r  each dependent  c h i l d  up t o  a maximum o f  f o u r  
c h i l d r e n .  A t  normal r e t i r e m e n t  age, a d i s a b le d  employee r e c e i v e s  normal 
r e t i r e m e n t  b e n e f i t s .

E f f e c t  o f  Plan T e r m in a t i o n
Shou ld th e  Plan t e r m i n a t e  a t  some f u t u r e  t im e ,  i t s  ne t  asse ts  g e n e r a l l y  w i l l  no t  

be a v a i l a b l e  on a p ro  r a t a  b a s i s  t o  p ro v id e  p a r t i c i p a n t s '  b e n e f i t s .  Whether 
a p a r t i c u l a r  p a r t i c i p a n t ' s  accumulated Plan b e n e f i t s  w i l l  be p a id  depends on 
t h e  p r i o r i t y  o f  th o s e  b e n e f i t s  a t  t h a t  t im e .  Some b e n e f i t s  may be f u l l y  o r  
p a r t i a l l y  p r o v id e d  f o r  by t h e  then e x i s t i n g  asse ts  w h i l e  o t h e r  b e n e f i t s  may 
n o t  be p ro v id e d  f o r  a t  a l l .

( 2 )  Summary o f  S i g n i f i c a n t  A c cou n t in g  P o l i c i e s
B as is  o f  A c c o u n t in g
The P l a n ' s  f i n a n c i a l  s ta te m e n ts  are prepared u s in g  th e  a c c ru a l  b a s i s  o f  

a c c o u n t i n g .

V a l u a t i o n  o f  Inves tm en ts
S e c u r i t y  t r a n s a c t i o n s  and any r e s u l t i n g  ga ins  o r  lo sse s  a re  accounted  f o r  on a

t r a d e  da te  (o w n e rs h ip )  b a s i s .

Inv e s tm e n ts ,  o t h e r  than  r e a l  e s t a t e  e q u i t i e s  and loans  and mortgages ,  a re
c a r r i e d  a t  m arke t  v a lu e  t o  r e f l e c t  t h e i r  asse t  va lues  as de te rm ine d  by th e
l a s t  quo ted  m arke t  p r i c e  a t  June 30, 1992 and 1991.

Real e s t a t e  e q u i t i e s  are s t a t e d  a t  es t im a ted  marke t  va lu e  as d e te rm in e d  by the  
i n dependen t  management o f  t h e  inves tm en t  accoun ts  These i n v e s tm e n ts  do n o t  
have a r e a d i l y  a v a i l a b l e  marke t  and g e n e r a l l y  r e p r e s e n t  l o n g - t e r m  
in v e s tm e n ts .

Loans and mor tgages a re  s e r v i c e d  by the  i n s t i t u t i o n  f rom wh ich  th e  loa n  i s  
purchased.

(Continued)
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Notes t o  F in a n c ia l  S ta tements

A t  June 30,  1992,  l o a n s  and mortgages are s t a te d  a t  e s t im a te d  marke t  va lue  
d e te rm in e d  by a d j u s t i n g  purchase y i e l d s  t o  the  c u r r e n t  secondary  mortgage 
m arke t  c o n d i t i o n s  e s t a b l i s h e d  by the  Mortgage G uaran ty  In ve s tm e n t  Co rp o ra ­
t i o n .  A t  June 30,  1991, loa ns  and mortgages a re  s t a t e d  a t  c o s t .  Due t o  the  
i m m a t e r i a l  e f f e c t  on th e  f i n a n c i a l  s ta tem en ts  as a w ho le ,  a p r i o r  p e r io d  
a d ju s tm e n t  t o  c o r r e c t  t h e  v a l u a t i o n  o f  loans and mortgages a t  June 30,  1991 
has n o t  been made. I n s t e a d ,  t h e  accumulated u n r e a l i z e d  ne t  g a ins  and lo sses  
f ro m  p a s t  y e a r s  have been recogn ize d  a t  June 30,  1992. The f o l l o w i n g  
summarizes the  t o t a l  n e t  u n r e a l i z e d  g a in  a t  June 30,  1992 (0 0 0 ' s  o m i t t e d ) :

Net  u n r e a l i z e d  g a i n ,  June 30, 1992 $ 3 ,454
Net u n r e a l i z e d  g a i n ,  f rom p r i o r  ye a rs  4,104

$ 7 ,558

H i s t o r i c a l l y ,  management o f  t h e  lo ans  and mortgages p o r t f o l i o  has p ro v id e d  an 
e s t i m a te d  a l lo w a n c e  f o r  l o a n  l o s s e s  t o  p ro v id e  f o r  p o t e n t i a l  c r e d i t  l o s s e s .  
F a c to r s  c o n s id e r e d  by management i n  d e v e lo p in g  the  a l lo w a nc e  f o r  loan  l o s s e s  
i n c l u d e  d e l i n q u e n c y  l e v e l s ,  h i s t o r i c a l  c h a r g e - o f f s  and t h e  ag ing  o f  the  p o r t ­
f o l i o .  D u r in g  1992,  management e l e c te d  t o  o f f e r  t h e  l o a n  p o r t f o l i o  f o r  s a le ,  
and has re c o rd e d  t h e  amount above t o  r e f l e c t  t h e  p o r t f o l i o ' s  n e t  r e a l i z a b l e  
v a l u e .

Loans and mortgages  i n c l u d e  a p p r o x im a te l y  $8 ,303 ,000  and $11 ,375 ,000  f o r  1992 
and 1991,  r e s p e c t i v e l y ,  o f  o t h e r  re a l  e s ta t e  owned. O the r  r e a l  e s t a t e  owned 
r e p r e s e n t s  p r o p e r t i e s  on wh ich  th e  Plan has f o r e c l o s e d  and i s  h o l d i n g  w i t h  
t h e  i n t e n t  t o  r e s e l l .

(C on t inue d )
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The in v e s tm e n t  a c t i v i t y  o f  a l l  common s tocks  was c o n s o l i d a t e d  O c tob e r  1, 1987 
w i t h  t h e  common s to c k s  o f  o t h e r  S ta te  funds t o  fo rm a d o m e s t i c  e q u i t y  p oo l .  
The a c t i v i t y  f rom O c tobe r  1, 1987 and th e  June 30,  1992 and 1991 ba lances o f  
t h i s  d o m e s t i c  e q u i t y  pool a re  accounted f o r  on a u n i t - a c c o u n t i n g  b a s i s .  A l l  
income and r e a l i z e d  and u n r e a l i z e d  g a in s  are a l l o c a t e d  m o n th ly  t o  each p a r ­
t i c i p a t i n g  poo l  on a p ro  r a t a  ownersh ip  b a s i s .  A l l  income earned i s  in c lu de d  
i n  d i v i d e n d  income. A t  June 30,  1992 and 1991, the  P l a n ' s  in v e s tm e n t  in  the  
do m e s t ic  e q u i t y  pool i s  compr ised  o f  t h e  f o l l o w i n g  ( 0 0 0 ' s  o m i t t e d ) :

1992 1991

Domest ic  e q u i t i e s
I n t e r e s t  and d i v i d e n d s  r e c e i v a b l e
Cash and cash e q u i v a l e n t s

$ 738,692 
1,863 

55.104

672,784
2,061

40,442

S 795,659 715,287

I n t e r n a t i o n a l  e q u i t i e s  a t  June 30,  1992 and 
( 0 0 0 ' s  o m i t t e d ) :

1991 are  compr ised o f  t h e  f o l l o w i n g

1992 1991

I n t e r n a t i o n a l  e q u i t i e s  
Cash and cash e q u i v a l e n t s

$ 106,846 
9 ,834

102,830
7,117

$ 116.680 109,947

Cash and cash e q u i v a l e n t s  a t  June 30,  1992 
f o l l o w i n g  ( 0 0 0 ' s  o m i t t e d ) :

and 1991 are compr ised  o f  the

1992 1991

I n t e r e s t - b e a r i n g  d e p o s i t s  
I nv e s tm e n t  m a t u r i t i e s  i n  t r a n s i t  
Repurchase agreements

S 8 ,565  
3 ,9 28  

5

88
912

16,200

$ 12,498 17,200

(Continued)
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C o n t r i b u t i o n s  R e ce iv a b le
C o n t r i b u t i o n s  f rom employees and employers  f o r  s e r v i c e  t h ro u g h  June 30 are 

acc ru ed .  These c o n t r i b u t i o n s  are co n s id e re d  f u l l y  c o l l e c t i b l e  and, 
a c c o r d i n g l y ,  no a l l o w a n c e  f o r  u n c o l l e c t i b l e  r e c e i v a b l e s  i s  r e f l e c t e d  i n  the  
f i n a n c i a l  s t a t e m e n ts .

Accrued I n t e r e s t  and D iv id e n d s
Accrued  i n t e r e s t  and d i v i d e n d s  re p r e s e n t  amounts earned but  n o t  y e t  r e c e i v e d  as 

o f  June 30 .  These amounts are  co n s id e re d  f u l l y  c o l l e c t i b l e  and, a c c o r d i n g l y ,  
no a l lo w a n c e  f o r  u n c o l l e c t i b l e  r e c e i v a b l e s  has been r e f l e c t e d  i n  t h e  f i n a n ­
c i a l  s t a t e m e n ts .  Accrued i n t e r e s t  on loans  and mortgages i s  n o t  reco rded  
u n t i l  r e c e i v e d .

(3 )  Inves tm en ts
To p r o v id e  an i n d i c a t i o n  o f  t h e  l e v e l  o f  c r e d i t  r i s k  assumed by the  Plan a t  

June 30,  1992, t h e  P la n ' s  d e p o s i t s  and inves tm en ts  are c a te g o r i z e d  as 
f o l l o w s :

D e p o s i t s

C a teg o ry  1 -  I n s u re d  o r  c o l l a t e r a l i z e d  w i t h  s e c u r i t i e s  h e ld  by th e  S ta te  o r  
i t s  c u s to d ia n  i n  the  S t a t e ' s  name.

C a teg o ry  2 -  C o l l a t e r a l i z e d  w i t h  s e c u r i t i e s  he ld  by tne  p le d g in g  f i n a n c i a l  
i n s t i t u t i o n ' s  t r u s t  d epa r tm en t  o r  c u s to d ia n  i n  the  S t a t e ' s  name.

C a tego ry  3 -  U n c o i l a t e r a l i z e d .

Inv e s tm e n ts

C a teg o ry  1 - I n s u re d  o r  r e g i s t e r e d  f o r  wh ich  th e  s e c u r i t i e s  a re  h e ld  by the  
S t a t e  o r  i t s  c u s to d ia n  i n  the  S t a t e ' s  name.

C a te g o ry  2 - U n insu red  and u n r e g i s t e r e d  in ve s tm en ts  f o r  wh ich  th e  s e c u r i ­
t i e s  a re  h e ld  by t h e  b r o k e r ' s  o r  d e a l e r ' s  t r u s t  d epa r tm en t  o r  agent  i n  the  
S t a t e ' s  name.

(Continued)
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C a tego ry  3 - U n insu red  and u n r e g i s t e r e d  in v e s tm e n ts  f o r  wh ich  t h e  s e c u r i ­
t i e s  a re  h e ld  by th e  b r o k e r ' s  o r  d e a l e r ' s  t r u s t  department  o r  agent  bu t  no t  
i n  the  S t a t e ' s  name ( 0 0 0 ' s  o m i t t e d ) :

Ca tego ry

D e p o s i t s  - cash 
I n v e s tm e n ts :

U n i t e d  S t a t e s  Government 
d eb t

Federa l  agency deb t  
C o rp o r a te  bonds,  no te s  

and d e b e n tu re s  
Domest ic  e q u i t y  pool 
I n t e r n a t i o n a l  e q u i t y  poo l  
Real e s t a t e  e q u i t i e s

$ 12,498

424,620
22,846

493,450
795,659
116,680

70,478

S 1 ,936,231

Marke t
v a lu e

and
c a r r y i n g

va lu e

12,498

424,620
22,846

493,450
795,659
116,680

70,478

1,936,231

D u r in g  1992 and 1991,  t h e  P l a n ' s  i n v e s tm e n ts  ( i n c l u d i n g  in v e s tm e n ts  bough t ,  
s o l d ,  as w e l l  as h e ld  d u r i n g  t h e  y e a r )  a p p r e c ia te d  ( d e p r e c ia t e d )  i n  v a lu e  as 
f o l l o w s  ( 0 0 0 ' s o m i t t e d ) :

U n i te d  S ta t e s  Government d e b t
Federa l  agency d eb t
C o rp o ra te  bonds,  no te s  and d eben tu res
Domest ic  e q u i t y  pool
I n t e r n a t i o n a l  e q u i t y  poo l
Real e s t a t e  e q u i t i e s
Loans and mortgages

1992 1991

S 14,294 (1 ,0 6 0 )
(277) -

23,492 2,039
20,663 23,702

2,695 (1 4 ,80 1 )
(1 3 ,655 ) (1 4 ,55 5 )

(592) -

$ 46,620 (4 ,6 7 5 )

(Continued)
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The c o s t ,  m arke t  and c a r r y i n g  va lu es  o f  t h e  P la n ' s  in ve s tm en ts  a t  June 30,  1992 
and 1991 a re  as f o l l o w s  (0 0 0 ' s  o m i t t e d ) :

C a r r y i n g
Cost Market v a lu e

1992:
U n i te d  S ta te s  Government deb t $ 371,996 424,620 424 ,620

22,846Federa l  agency d eb t  
Co rp o ra te  bonds,  n o tes  and

23,123 22,846

de b e n tu re s 464,286 493,450 493,450
Domest ic  e q u i t y  pool 690,855 795,659 795,659
I n t e r n a t i o n a l  e q u i t y  pool 119,088 116 .c80 116,680
Real e s t a t e  e q u i t i e s 89,908 70,478 70,478
Loans and mor tgages 58,369 65,927 65,927

S 1 ,817,625 1,989,660 1 ,9 8 9 T660

1991:
U n i te d  S ta t e s  Government deb t  
C o rp o ra te  bonds,  n o te s  and

331,487 420,898 420,898

de b e n tu re s 366,760 372,433 372,433
Domest ic  e q u i t y  pool 631,146 715,287 715,287
I n t e r n a t i o n a l  e q u i t y  pool 115,049 109,947 109,947
Real e s t a t e  e q u i t i e s  
Loans and m o r tgag es ,  n e t  o f  

a l l o w a n c e  f o r  loan  lo s s e s

86,603 80,828 80 ,828

o f  54 ,574 74,471 78,367 74,471

$ 1 ,655 ,516 1,777,760 1 ,7 73 ,8 64

S t a t e  o f  A laska  t r e a s u r y  in ve s tm e n t  p o l i c y  r e q u i r e s  t h a t  s e c u r i t i e s  u n d e r l y i n g  
re p u rch a se  agreements must  have a minimum marke t  va lu e  o f  102% o f  t h e  c o s t  o f  
t h e  re pu rcha se  agreement.

(Continued)
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The Commiss ioner o f  Revenue has th e  s t a t u t o r y  a u t h o r i t y  t o  i n v e s t  th e  moneys o f  
t h e  P la n .  T h is  a u t h o r i t y  i s  d e le g a te d  to  i n v e s tm e n t  o f f i c e r s  o f  the  D i v i s i o n  
o f  T r e a s u r y  o f  t h e  Department  o f  Revenue. A laska  S t a t u t e  p r o v id e s  f o r  th e  
i n v e s tm e n t  i n  U n i t e d  S ta te s  t r e a s u r y  o r  agency s e c u r i t i e s ;  c o r p o r a t e  deb t  
s e c u r i t i e s ;  p r e f e r r e d  and common s to c k ;  commercia l  p ape r ;  s e c u r i t i e s  o f  
f o r e i g n  governments ,  agenc ie s  and c o r p o r a t i o n s ;  f o r e i g n  t im e  d e p o s i t s ;  go ld  
b u l l i o n ;  f u t u r e s  c o n t r a c t s  f o r  t h e  purpose o f  hed g in g ;  r e a l  e s t a t e  inves tm en t  
t r u s t s ;  d e p o s i t s  w i t h i n  A laska  sav ings  and lo ans  and mutua l  sa v ings  banks;  
d e p o s i t s  w i t h  s t a t e  and n a t i o n a l  banks in  A la s k a ;  gua ran te ed  l o a n s ;  no tes  
c o l l a t e r a l i z e d  by mortgages ;  c e r t i f i c a t e s  o f  d e p o s i t  and b a n k e r ' s  
a c c ep tan c e s .

(4 )  Fund ing  S ta tu s  and Progress
The amount shown below as "p e n s io n  b e n e f i t  o b l i g a t i o n , "  wh ich  i s  th e  a c t u a r i a l  

p r e s e n t  v a lu e  o f  c r e d i t e d  p r o j e c t e d  b e n e f i t s ,  i s  a s ta n d a r d i z e d  d i s c l o s u r e  
measure o f  the  p r e s e n t  v a lu e  o f  pension  b e n e f i t s ,  a d ju s te d  f o r  t h e  e f f e c t s  o f  
p r o j e c t e d  s a l a r y  i n c r e a s e s ,  e s t im a te d  t o  be payab le  i n  t h e  f u t u r e  as a r e s u l t  
o f  employee s e r v i c e  t o  d a t e .  T h is  measure i s  i n te n d e d  t o  h e lp  use rs  assess 
t h e  P l a n ' s  f u n d in g  s t a t u s  on a g o in g -c o nc e rn  b a s i s ,  assess p ro g re s s  made in  
a c c u m u la t i n g  s u f f i c i e n t  a s s e ts  t o  pay b e n e f i t s  when due, and make compar isons 
among p l a n s .  The measure i s  independent  o f  t h e  a c t u a r i a l  f u n d in g  method used 
t o  d e te rm in e  c o n t r i b u t i o n s  t o  t h e  P lan,  d iscu sse d  in  no te  5 below.

The p ens ion  b e n e f i t  o b l i g a t i o n  i s  de te rm ined  by W i l l i a m  M. M e rce r ,  I n c o r p o r a te d  
and i s  t h a t  amount t h a t  r e s u l t s  f rom a p p ly in g  a c t u a r i a l  assumpt ions  t o  a d j u s t  
t h e  accumula ted  b e n e f i t s  t o  r e f l e c t  t h e  t im e  v a lu e  o f  money ( t h ro u g h  d i s ­
c o u n ts  f o r  i n t e r e s t )  and th e  p r o b a b i l i t y  o f  payment (by  means o f  decrements 
such as f o r  d e a th ,  d i s a b i l i t y ,  w i t h d r a w a l ,  o r  r e t i r e m e n t )  between th e  v a l u ­
a t i o n  d a te  and t h e  expec ted  d a te  o f  payment. The s i g n i f i c a n t  a c t u a r i a l
assum pt ion s  used i n  t h e  v a l u a t i o n s  as o f  June 30,  1991 a re  as f o l l o w s :

a. A c t u a r i a l  c o s t  method - p r o je c t e d  u n i t  c r e d i t ,  unfunded accrued 
b e n e f i t  l i a b i l i t y  a m o r t ize d  o ve r  t w e n t y - f i v e  y e a r s ,  f u n d in g  s u rp lu s  
a m o r t i z e d  o v e r  f i v e  y e a r s .

b. M o r t a l i t y  b a s i s  -  1984 Unisex Pension M o r t a l i t y  T a b le  s e t  fo rw a rd  one
y e a r  f o r  male members and se t  backward f o u r  y e a r s  f o r  female  members.

c .  R e t i r e m e n t  age - r e t i r e m e n t  r a t e s  based on a c tu a l  e x p e r ie n c e .

d.  D i s c o u n t  r a t e  - 9% p e r  annum, compounded a n n u a l l y ,  n e t  o f  inves tm en t  
expenses .

(C o n t in u e d )
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e .  H e a l t h  c o s t  i n f l a t i o n :

Year Per annum

1932 12.5%
1993 11.5
1994 10.5
1995 9 .5
7 996 8 .5

1997 and t h e r e a f t e r  7 .5

f .  S a l a r y  s c a le  - i n c re a s e  o f  6.5% f o r  t h e  f i r s t  f i v e  ye a rs  o f  employ­
ment and 5.5% per  y e a r  t h e r e a f t e r .

g .  Cost  o f  l i v i n g  a l lo w a nce  ( d o m i c i l e  i n  A la s k a )  - 66% o f  those  
r e c e i v i n g  b e n e f i t s  w i l l  be e l i g i b l e  t o  r e c e i v e  th e  c o s t  o f  l i v i n g  
a l lo w a n c e .

h .  C o n t r i b u t i o n  re fu n d s  -  100% o f  those  employees t e r m i n a t i n g  a f t e r  age 
t h i r t y - f i v e  who a re  ves te d  w i l l  le a ve  t h e i r  c o n t r i b u t i o n s  i n  the  fund 
and th e r e b y  r e t a i n  t h e i r  d e f e r r e d  ves ted  b e n e f i t .  A l l  o t h e r s  who 
t e r m i n a t e  a re  assumed t o  have t h e i r  c o n t r i b u t i o n s  r e fu n d e d .

i .  A sse t  v a l u a t i o n  - f i v e - y e a r  average r a t i o  o f  a c t u a r i a l  and book 
v a lu e s  o f  t h e  Plan a s s e ts .  The a c t u a r i a l  v a lu e  o f  t h e  asse ts  equa ls  
t h e  m arke t  va lu e  o f  t h e  P la n ' s  a s s e ts ,  e x c ep t  t h a t  f i x e d  income 
in v e s tm e n ts  are c a r r i e d  a t  book v a lu e .  V a l u a t i o n  a sse ts  canno t  be 
o u t s i d e  o f  t h e  range o f  bool; and a c t u a r i a l  v a lu e s .

T u r n o v e r  and d i s a b i l i t y  assumpt ions are based upon a c tu a l  h i s t o r i c a l  occu r rence  
r a t e s  o f  t h e  P lan .  The f o r e g o in g  a c t u a r i a l  assumpt ions  a re  based on th e  p r e ­
sumpt ion  t h a t  t h e  Plan w i l l  c o n t i n u e .  Were th e  P lan t o  t e r m i n a t e ,  d i f f e r e n t  
a c t u a r i a l  assumpt ions  and o t h e r  f a c t o r s  m ig h t  be a p p l i c a b l e  i n  d e te r m in in g  
t h e  a c t u a r i a l  p r e s e n t  v a lu e  o f  accumula ted b e n e f i t s .

(C o n t in u e d )
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A t  June 30,  1991, t h e  unfunded pens ion  b e n e f i t  o b l i g a t i o n  was $250.7 m i l l i o n ,  as 
f o l l o w s  ( i n  m i l l  i o n s ) :

Net  a s s e t s  a v a i l a b l e  f o r  b e n e f i t s  as o f
June 30,  1991, a t  m arke t  $ 1 ,824 .7

Pens ion  b e n e f i t  o b l i g a t i o n :
R e t i r e e s  and b e n e f i c i a r i e s  c u r r e n t l y  r e c e i v i n g  

b e n e f i t s  and t e r m in a te d  employees n o t  y e t  
r e c e i v i n g  b e n e f i t s  1 ,0 5 6 .5

C u r r e n t  employees:
Accumulated employee c o n t r i b u t i o n s  i n c l u d i n g

a l l o c a t e d  in v e s tm e n t  income 293.1
E m p lo y e r - f i n a n c e d ,  ve s te d  598.5
E m p lo y e r - f i n a n c e d ,  nonvested 127.3

T o t a l  p ens ion  b e n e f i t
o b l i g a t i o n  as o f  June 30, 1991 2 ,0 7 5 .4

Unfunded pens ion  b e n e f i t
o b l i g a t i o n  as o f  June 30, 1991 $ 250.7

Due t o  changes i n  t h e  m o r t a l i t y  b a s i s ,  d i s c o u n t  r a t e ,  h e a l t h  c o s t  i n f l a t i o n  r a t e  
and c o s t  o f  l i v i n g  a l lo w a n ce  a c t u a r i a l  assum pt io ns ,  t h e  pens ion  b e n e f i t  
o b l i g a t i o n  a t  June 30,  1991 decreased $68,666 m i l l i o n .

(5 )  C o n t r i b u t i o n s
Employee C o n t r i b u t i o n s
P r i o r  t o  Ja n u a ry  1, 1991, employees c o n t r i b u t e d  7% o f  t h e i r  base s a l a r y  as 

r e q u i r e d  by s t a t u t e .  E f f e c t i v e  January  1, 1991, employees c o n t r i b u t e  8.65% 
o f  t h e i r  base s a l a r y  as r e q u i r e d  by s t a t u t e .  The employee c o n t r i b u t i o n s  are 
deduc ted  b e f o r e  f e d e r a l  t a x  i s  w i t h h e l d .  E l i g i b l e  employees c o n t r i b u t e  an 
a d d i t i o n a l  1% o f  t h e i r  s a l a r y  under the  supp lementa l  c o n t r i b u t i o n  p r o v i ­
s i o n .  C o n t r i b u t i o n s  a re  c o l l e c t e d  by employers  and r e m i t t e d  t o  t h e  P lan.  
P re s e n t  employee accumula ted  c o n t r i b u t i o n s  a t  June 30,  1992 and 1991 were 
$ 36 4 ,6 95 ,0 00  and $298 ,44 7 ,000 ,  r e s p e c t i v e l y .  Employee c o n t r i b u t i o n s  earn 
i n t e r e s t  a t  t h e  r a t e  o f  4.5% p e r  annum, compounded a n n u a l l y .

(Continued)
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Employer C o n t r i b u t i o n s
The P l a n ' s  f u n d in g  p o l i c y  p r o v id e s  f o r  p e r i o d i c  employer c o n t r i b u t i o n s  a t

a c t u a r i a l l y  d e te rm in e d  r a t e s  t h a t ,  expressed as pe rcen tages  o f  annual  covered 
p a y r o l l ,  a re  s u f f i c i e n t  t o  accumula te  s u f f i c i e n t  asse ts  t o  pay b e n e f i t s  when 
due.  Employer c o n t r i b u t i o n  r a t e s  are l e v e l  pe rcen tag es  o f  p a y r o l l  and are 
d e te rm in e d  u s in g  t h e  p r o j e c t e d  u n i t  c r e d i t  a c t u a r i a l  f u n d in g  method.  The 
P lan a l s o  uses t h e  l e v e l  p e rcen tage  o f  p a y r o l l  method t o  a m o r t i z e  t h e  u n fund ­
ed l i a b i l i t y  o v e r  a t w e n t y - f i v e  y e a r  p e r i o d .  Funding s u r p lu s e s  are  am or t i zed  
o v e r  f i v e  y e a r s .

C o n t r i b u t i o n s  made i n  accordance  w i t h  a c t u a r i a l l y  d e te rm ine d  c o n t r i b u t i o n
r e q u i r e m e n ts  d e te rm in e d  th r o u g h  a c t u a r i a l  v a l u a t i o n s  c o n s i s t  o f  th e  f o l l o w i n g  
( 0 0 0 ' s o m i t t e d ) :

1992 1991

Employer
Employee

Normal c o s t  
A m o r t i z a t i o n  o f  

un funded a c t u ­
a r i a l  acc rued  
1 i a b i l i t y

C o n t r i b u t i o n s

$ 55,953 
44,338

5 100,291 

87 ,724

12,567 

$ 100.291

As a 
pe rcen tage  
o f  covered  

p a y r o l l

12.20%
9.67

21.87%

19.13

2 .74

21.87%

C o n t r i b u t i o n s

$ 46,056  
38,687

S 84,743

31,913

2,830 

$ 84,743

As a 
pe rcen tage  
o f  covered 

p a y r o l l

10.90%
9.15

20.05%

19.38

.67

20.05%

A c t u a r i a l  v a l u a t i o n s  f o r  1992 and 1991 were p e r fo rm ed  as o f  June 30, 1991 and 
1990,  r e s p e c t i v e l y .

(Continued)
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S i g n i f i c a n t  a c t u a r i a l  assumpt ions  used t o  compute c o n t r i b u t i o n  re q u i re m e n ts  are 
as o f  June 30,  1989. Seve ra l  a c t u a r i a l  assumpt ions  a t  June 30,  1989 are 
d i f f e r e n t  f rom tho se  used t o  compute the  s ta n d a r d i z e d  measure o f  t h e  pension 
b e n e f i t  o b l i g a t i o n  d is c u s s e d  in  note  4 .  The o v e r a l l  e f f e c t  on th e  f i n a n c i a l  
s t a t u s  o f  t h e  Plan due t o  the  r e v i s e d  assumpt ions i s  a 2.7% in c re a s e  i n  the  
f u n d i n g  r a t i o  and a 2.51% p a y r o l l  r e d u c t i o n  i n  th e  employer c o n t r i b u t i o n  
r a t e .

(6 )  R e t i r e m e n t  I n c e n t i v e  Program
L e g i s l a t i o n  passed i n  May 1985 e s t a b l i s h e d  a r e t i r e m e n t  i n c e n t i v e  program (RIP) 

des igne d  t o  encourage e l i g i b l e  employees t o  v o l u n t a r i l y  r e t i r e  in  o r d e r  t o  
reduce  pe rson a l  s e r v i c e s  c o s t s .  The program was a v a i l a b l e  t o  e l i g i b l e  
U n i v e r s i t y  o f  A laska  employees f rom October 1, 1986 to  September 30,  1987, 
and a l l  o t h e r  employees u n t i l  June 30,  1987.

L e g i s l a t i o n  was passed i n  June 1989 and amended e f f e c t i v e  A p r i l  1, 1990, e s t a b ­
l i s h i n g  a second r e t i r e m e n t  i n c e n t i v e  program. The second program was a v a i l ­
a b le  t o  s t a t e  employees f rom October 1, 1989 th roug h  March 31,  1990, and a l l  
o t h e r  employees f rom J u l y  1, 1989 th ro u g h  December 31,  1989.

The r e t i r e m e n t  i n c e n t i v e  program r e c e i v a b l e s  re p r e s e n t  the  re im bursement  due 
f ro m  emp loyers  p a r t i c i p a t i n g  i n  th e  programs and i s  due i n  minimum equal  
annual  i n s t a l l m e n t s  so t h a t  t h e  e n t i r e  ba lance  i s  pa id  w i t h i n  t h r e e  ye a rs  
a f t e r  t h e  end o f  th e  f i s c a l  y e a r  i n  wh ich  employees r e t i r e d .  The amount o f  
re im bu rsem ent  i s  the a c t u a r i a l  e q u i v a l e n t  o f  t h e  d i f f e r e n c e  between th e  bene­
f i t s  the  employee r e c e i v e s  a f t e r  t h e  a d d i t i o n  o f  t h e  r e t i r e m e n t  i n c e n t i v e  
u nde r  t h e  program and t h e  amount t h e  employee would have r e c e i v e d  w i t h o u t  the  
i n c e n t i v e ,  l e s s  any amount th e  employee was in d eb te d  as a r e s u l t  o f  r e t i r i n g  
u nde r  the  p rogram. Employees were in d eb te d  t o  th e  Plan 21% o f  t h e i r  annual 
compensa t ion  f o r  the  schoo l  y e a r  i n  wh ich  th e y  te r m in a te d  employment t o  p a r ­
t i c i p a t e  i n  t h e  programs.  Any o u t s t a n d in g  indeb tedness  a t  t h e  t im e  an 
employee was a p p o in te d  t o  r e t i r e m e n t  r e s u l t e d  in  an a c t u a r i a l  a d ju s tm e n t  o f  
h i s / h e r  b e n e f i t .

The e f f e c t  o f  t h e  1986 r e t i r e m e n t  i n c e n t i v e  program on the  pens ion  b e n e f i t  o b l i ­
g a t i o n  was f u l l y  accounted For i n  t h e  June 30, 1988 a c t u a r i a l  v a l u a t i o n .  The 
e f f e c t  o f  t h e  1989 program on th e  pens ion  b e n e f i t  o b l i g a t i o n  was f u l l y  
accoun ted  f o r  i n  the  June 30,  1990 and 1991 a c t u a r i a l  v a l u a t i o n s  as the  
e l i g i b l e  employees r e t i r e d .

(Continued)
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T e n - y e a r  H i s t o r i c a l  Trend I n f o r m a t i o n
T e n - y e a r  h i s t o r i c a l  t r e n d  i n f o r m a t i o n  (where a v a i l a b l e )  des igned  to  p ro v id e  

i n f o r m a t i o n  about  the  P l a n ' s  p ro g ress  made in  a c c um u la t in g  s u f f i c i e n t  assets  
t o  pay b e n e f i t s  when due i s  p re sen ted  in  t h e  accompanying supp lementa l  sche­
d u l e s  o f  a n a l y s i s  o f  f u n d in g  p ro g ress  and revenues by source  and expense by 
t y p e .



Schedule 1

STATE OF ALASKA 
TEACHERS' RETIREMENT SYSTEM

Requ ired  Supp lementary  I n f o r m a t i o n  
A n a l y s i s  o f  Funding Progress

( 0 0 0 ' s  o m i t t e d )

Unfunded 
(a s s e ts  in  
excess o f )  

pens ion
Unfunded b e n e f i t

(a s s e ts  i n  o b l i g a t i o n
excess o f )  Annual  as a

Year ended Net a sse ts
Pension
b e n e f i t

Percen­
tage

pension
b e n e f i t

covered
p a y r o l l

percen tage  
o f  covered

June 30 a v a i l a b l e obi  i q a t i o n funded o b i i q a t i o n (u n a u d i t e d ) p a y r o l l

1985 S 866 ,333 S 1 ,042 ,551 83.1% $ 176,218 $ 358,110 49.2%
1986 1 , 1 4 1 . " 1 ,11 5 ,77 3 102.3 (25 ,877) 392 ,136 ( 6 . 6 )
1987 1 ,3 03 , 1 ,2 1 0 ,9 0 9 107 . f (92 ,555) 348,606 (2 6 .6 )
1988 1 , 3 5 6 , 5 . . 1 ,3 4 7 ,8 5 9 100.6 8,716 361,310 2.4
1989 1 ,5 45 ,877 1 ,5 5 7 ,6 4 3 99.2 11,766

188,684
431,445 2 .7

1990 1 ,70 6 ,34 6 1 ,89 5 ,0 3 0 90.0 449,838 41.9
1991 1 ,8 24 ,663 2 ,0 7 5 ,4 0 5 87.9 250,742 422,655 59.3

A n a l y s i s  o f  t h e  d o l l a r  amounts o f  n e t  asse ts  a v a i l a b l e  f o r  b e n e f i t s ,  pens ion  b e n e f i t
o b l i g a t i o n ,  and unfunded pen s ion  b e n e f i t  o b l i g a t i o n  i n  i s o l a t i o n  can be m i s l e a d ­
i n g .  E x p r e s s in g  t h e  n e t  a s s e ts  a v a i l a b l e  f o r  b e n e f i t s  as a p e rcen tage  o f  t h e  pen­
s io n  b e n e f i t  o b l i g a t i o n  p r o v id e s  one i n d i c a t i o n  o f  t h e  p l a n ' s  f u n d in g  s t a t u s  on a 
g o i n g - c o n c e r n  b a s i s .  A n a l y s i s  o f  t h i s  pe rcen tage  o v e r  t im e  i n d i c a t e s  w he th e r  the  
p la n  i s  becoming f i n a n c i a l l y  s t r o n g e r  o r  weaker .  G e n e r a l l y ,  the  g r e a t e r  t h i s  p e r ­
c e n ta g e ,  t h e  s t r o n g e r  the  p l a n .  T rends  i n  unfunded pension b e n e f i t  o b l i g a t i o n  and 
annual  c o v e re d  p a y r o l l  a re  b o th  a f f e c t e d  by i n f l a t i o n .  Express ing  th e  unfunded pen­
s io n  b e n e f i t  o b l i g a t i o n  as a p e r c e n ta g e  o f  annual covered  p a y r o l l  a p p r o x im a te l y  
a d j u s t s  f o r  t h e  e f f e c t s  o f  i n f l a t i o n  and a id s  a n a l y s i s  o f  the  p l a n ' s  p ro g res s  made
i n  a c c u m u la t i n g  s u f f i c i e n t  a s s e ts  t o  pay b e n e f i t s  when due.  G e n e r a l l y ,  t h e  s m a l l e r
t h i s  p e r c e n t a g e ,  t h e  s t r o n g e r  t h e  p l a n .

See accompanying no te s  t o  r e q u i r e d  supp lementa ry  i n f o r m a t i o n .
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STATE OF ALASKA 
TEACHERS' RETIREMENT SYSTEM

Required Supplementary Information
Revenues by Source 

(000's

Reyen'

Year ended Employee Employer
June 30 contributions contributions

1983 * 24,546 5 54,718
1984 27,257 63,316
1985 29,176 68,826
1986 32,039 69,276
1987 34,159 58,177
1988 33,104 69,363
1989 31,888 47,348
1990 35,224 53,670
1991 40,059 57,982
1 9 9 2  4 4 , 3 3 8  5 7 .0 7 1

Reti rement 
benefi ts

1983 S 24,053
1584 27.792
1985 33,360
1986 38,476
1987 46,183
1988 60,939
1989 65,328
1990 71,134
1991 84,443
1992 88.648

Contributions, including contributions under the ret i  
ac tusr ia l ' y  determined contribution requirements.

and Expense by Type 

omi tted)

ts by source

Employer 
contribution 

as a
Unreali zed percentage

appreciation of annual
Investment (depreciation) covered

income in market value Total payrolI

S 62,846 S 36,218 S 178,328 18.6X
61,559 (48,194) 103,938 19.4
74,171 78,418 250,591 19.2

119,173 103,643 324,131 17.7
143,692 (15,677) 220,351 16.7
100,239 (75,566) 127,140 19.2
125,170 65,243 269,649 11.0
146,612 12,129 247,635 11.9
127,524 (4,675) 220,890 14.1
166,132 46,620 314,161 12.4

E x p e n s e  b y  t y p e

Medical 
benefi ts

Refunds to 
terminated 
employees

Admini st rat ive 
expenses Total

S 2,307 S 2,509 t  1,606 S 30,475
3,257 3,094 1,605 35,748
4,393 3,126 2,951 43,830
4,424 3,311 2,603 48,814
4,613 4,239 3, "02 58,537
5,040 3,798 4,252 74,029
8,073 2,953 3,993 80,347
9,713 2,896 3,423 87,166

10,654 3,510 3,966 102,573
10,111 2.641 5,612 107,012

incentive program, were made in accordance with

See accompanying notes to required supplementary information.
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Years ended June 30,  1992 
1991, 1990, 1989,  1988, 1987, 1986, 1985, 1984 and 1983

A l l  s i g n i f i c a n t  a c c o u n t i n g  p o l i c i e s ,  b e n e f i t  p r o v i s i o n s  and a c t u a r i a l
assum pt ions  a re  t h e  same f o r  the  r e q u i r e d  supp le m enta ry  i n f o r m a t i o n  and the  
f i n a n c i a l  s ta te m e n ts  e x c e p t  as f o l l o w s :

The P l a n ' s  a c t u a r i a l  f u n d in g  method f o r  t h e  y e a r s  ended June 30,  1978 
t h r o u g h  June 30,  1984 was a t t a i n e d  age norma l .  E f f e c t i v e  J u l y  1, 1984, the  
P lan adopted t h e  p r o j e c t e d  u n i t  c r e d i t  a c t u a r i a l  f u n d in g  method.

E f f e c t i v e  J u l y  1, 1986, t h e  Plan adopted new a c t u a r i a l  assum pt ions .  
A c t u a r i a l  f u n d in g  s u r p lu s e s  a re  a m o r t i z e d  ove r  f i v e  y e a rs  r a t h e r  than 
t w e n t y - f i v e  y e a r s .  The assumed r a t e  o f  i n t e r e s t  was i n c re a s e d  f rom 8% to  
9% p e r  y e a r .  The s a l a r y  s c a le  assumpt ion  was low ered  t o  6.5% p e r  y e a r  f o r  
t h e  f i r s t  f i v e  ye a rs  o f  employment and 5.5% p e r  y e a r  t h e r e a f t e r ,  down f rom 
8% and 7%, r e s p e c t i v e l y .  H e a l th  ca re  c o s t  i n f l a t i o n  was i n c re a s e d  t o  9% 
r a t h e r  than  8%. T u rn o v e r  and d i s a b i l i t y  assumpt ions  were r e v i s e d  based on 
a c tu a l  e x p e r ie n c e  i n  1981 th rou g h  1985.

E f f e c t i v e  J u l y  1, 1990,  t h e  h e a l t h  ca re  c o s t  was changed f rom  a f l a t  9% to  
t h e  f o l l o w i n g  g r a d u a t i o n s :

Year Per annum

1992 12,5%
1993 11 .5
1994 10 .5
1995 9 .5
1996 8 .5

1997 and t h e r e a f t e r  7 .5

T u r n o v e r ,  r e t i r e m e n t  and d i s a b i l i t y  assumpt ions  were r e v i s e d  based on 
a c tu a l  e x p e r ie n c e  i n  1986 th rou g h  1990. The m o r t a l i t y  t a b l e s  were s e t  
f o r w a r d  one y e a r  f o r  male members and s e t  backward f o u r  y e a r s  f o r  female  
members; p r e v i o u s l y ,  t h e  m o r t a l i t y  t a b l e  had been s e t  back one and one h a l f  
y e a r s  f o r  a l l  members. The c o s t  o f  l i v i n g  a l lo w a n ce  was in c re a s e d  f rom 54% 
t o  66%.
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