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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  and
Members o f  t h e  A la s k a  P u b l i c  Employees'  R e t i r e m e n t  Board
S t a t e  o f  A la s k a  P u b l i c  Employees'  R e t i r e m e n t  System:

We have a u d i t e d  t h e  accompanying s ta tem e n t  o f  n e t  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  o f  t h e  S t a t e  o f  A laska  P u b l i c  Employees'  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  n e t  asse ts  a v a i l a b l e  
f o r  p l a 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  are  th 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  express  an 
o p i n i o n  on t h e s e  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 ta te m e n ts  o f  t h e  S t a t e  o f  A la ska  P u b l i c  Employees'  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  da ted  
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 conduc 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 r d s  r e q u i r e  t h a t  we p la n  and p e r fo rm  th e  a u d i t  t o  o b t a i n  
re a s on a b le  assu rance  about  w h e th e 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  mate­
r i a l  m is s t a t e m e n t .  An a u d i t  i n c lu d e s  e x a m in in g ,  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  i n  t h e  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 s s e s s in g  th 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 so n a b le  b as 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 r e 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 ,  the  n e t  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  
o f  t h e  S ta te  o f  A la s k a  P u b l i c  Employees'  R e t i r e 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  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  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  accep ted  
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  fo rm 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  take n  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 te 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 ro c e d u re s  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  r e s p e c t s  i n  r e l a ­
t i o n  t o  the  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  the  y e a r  ended 
June 30,  1992.
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Members o f  t h e  A la ska  P u b l i c  Employees'  R e t i re m e n t  Board 
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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,  da ted  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  su pp lem enta ry  
i n f o r m a t i o n  f o r  t h e  ye a rs  ended June 30,  1991 and p r i o r ,  i n c l u d e d  i n  Sche­
d u 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 .

/< P cY\b- t* S/YlonuU k

September 17,  1992
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STATE OF ALASKA 
PUBLIC EMPLOYEES' RETIREMENT SYSTEM

Sta tem en 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

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 e v i s i o n  
t ^ r  l o s s e s  on l o a n s  and mortgages

P r o v i s i o n  f o r  l o s s e s  on l o a n s  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 :
S t a t e  o f  A la s k a  and o t h e r  employers  
Employees
R e t i r e m e n t  i n c e n t i v e  p rogram:

S t a t e  o f  A la s k a  and o t h e r  employers  
Employees

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

a d d i t i o n s

D e d u c t io n s :
B e n e f i t s  ' ' 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  436,563 270,986

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 ing  o f  y e a r  3 ,017 ,541  2 ,746 ,555

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  S 3 ,4 54 ,10 4  3 ,017,541

See accompanying no te s  t o  f i n a n c i a l  s ta tem en ts



STATE OF ALASKA
PUBLIC EMPLOYEES' RETIREMENT SYSTEM

Notes t o  F in 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 laska  P u b l i c  Employees'  R e t i r e ­

ment System ( P la n )  i s  p r o 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 .  Par ­
t i c i p a n t s  s h ou ld  r e f e r  t o  the  Plan 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 ,  agent  m u l t i p l e - e m p l o y e r  

p u b l i c  employee r e t i r e m e n t  system e s t a b l i s h : d  and a d m in i s te r e d  by th e  S ta te  
o f  A la ska  ( S t a t e )  t o  p r o v i d e  pens ion  b e n e f i t s  f o r  e l i g i b l e  S ta te  employees 
and employees o f  i t s  l o c a l  governments .  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 t a t e  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 pens ion  t r u s t  f u n 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:

M u n i c i p a l i t i e s  78
School  d i s t r i c t s  51
O th e r  21

T o t a l  employers _150

I n c l u s i o n  i n  t h e  P lan  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  employees 
e x c e p t ,  as o t h e r w i s e  p r o v id e d ,  f o r  ju dges  and e l e c te d  o f f i c e r s .  Any l o c a l  
government  i n  t h e  S t a t e  may e l e c t  t o  have i t s  permanent  g e n e r a l ,  p o l i c e  and 
f i r e  d e p a r tm e n t  employees covered  by the  P lan .  A t  June 30,  1991, Plan mem­
b e r s h i p  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  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

C u r r e n t  emp loyees:  
General
P o l i c e  and f i r e

C u r r e n t  emp loyees:  
V e s te d :

General
P o l i c e  and f i r e  

Nonves ted :
Genera l
P o l i c e  and f i r e

11,373

27,307
2,533

29,840

41,213

14,234
1,795

13,073 
 738

29,840

(C o n t in u e d )



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

STATE OF ALASKA
PUBLIC EMPLOYEES' RETIREMENT SYSTEM

Pension B e n e f i t s
Employees h i r e d  p r i o r  t o  J u l y  1, 1985 w i t h  f i v e  o r  more p a i d - u p  y e a rs  o f  c r e d i t ­

ed s e r v i c e  a re  e n t i t l e d  t o  m on th ly  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,  1986, t h e  normal and e a r l y  r e t i r e m e n t  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 w i t h  t h i r t y  o r  more ye a rs  o f  c r e d i t e d  
s e r v i c e  ( tw e n t y  y e a rs  f o r  peace o f f i c e r s  and f i r e m e n )  may 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 .

The normal m o n th ly  pens io n  b e n e f i t  i s  based on ye a rs  o f  s e r v i c e  and average  
m o n th ly  compensa t ion .  The average mon th ly  compensa t ion  i s  based upon the  
e m p loye e 's  t h r e e  h i g h e s t ,  c o n s e c u t i v e  ye a rs  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, 1986 and f o r  
y e a r s  o f  s e r v i c e  t h ro u g h  a t o t a l  o f  ten  ye a rs  f o r  g e n e ra l  employees i s  equal  
t o  2% o f  t h e  em p loyee 's  average m on th ly  compensat ion f o r  each y e a r  o f  s e r -  
' i c e .  The b e n e f i t  f o r  o v e r  t e n  ye a rs  o f  s e r v i c e  subsequent  t o  June 30,  1986 
is  equa l  t o  2 -1/4% o f  t h e  em p loyee 's  average m o n th ly  compensat ion  f o r  the  
second t e n  y e a r s  and 2 -1 /2% f o r  a l l  rem a in in g  y e a rs  o f  s e r v i c e .  Fo r  p o l i c e  
and f i r e  employees,  t h e  b e n e f i t  f o r  y e a rs  o f  s e r v i c e  th r o u g h  a t o t a l  o f  t e n  
y e a r s  i s  equal  t o  2% o f  t h e  emp loyee 's  average m o n th ly  compensa t ion  and 
2 -1/2% f o r  a l l  r e m a in in g  y e a r s  o f  s e r v i c e .

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  5125 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  employees must r e c e i v e  t h e i r  b e n e f i t s  in  the  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 s s  t h e i r  spouses consent  t o  a n o t h e 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  d om 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  a re  p r o v id e d  w i t h o u t  c o s t  t o
(1 )  a l l  employees f i r s t  h i r e d  b e fo re  J u l y  1, 1986 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, 1986 may r e c e i v e  m a jo r  medical  
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.

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

STATE OF ALASKA
PUBLIC EMPLOYEES' RETIREMENT SYSTEM

Death B e n e f i t s
I f  an a c t i v e  employee d ie s  f rom o c c u p a t i o n a l  o r  n on o c c u p a t io n a l  causes ,  the  

spouse may r e c e i v e  a m o n th ly  pens ion  equal  t o  40% o f  t h e  e m p loyee 's  s a l a r y .  
When dea 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 loye e 's  dependent  c h i l d ( r e n )  may r e c e i v e  th e  m o n th ly  pens ion  u n t i l  
t h e y  a re  no l o n g e r  dependents .  The amount o f  t h e  o c c u p a t i o n a l  dea th  pension 
changes on t h e  d a te  t i ;e  e m p loyee 's  normal r e t i r e m e n t  wou ld  have o c c u r re d  i f  
t h e  employee had l i v e d .  The new b e n e f i t  i s  based on t h e  e m p loyee 's  average 
m o n th ly  compensa t ion  at t h e  t im e  o f  dea th  and t h e  c r e d i t e d  s e r v i c e ,  i n c l u d i n g  
s e r v i c e  t h a t  wou ld  have acc rued  i f  the  employee had l i v e d  and c o n t in u e d  to  
work  u n t i l  normal  r e t i r e m e n t .

D i s a b i l i t y  B e n e f i t s
A c t i v e  employees who become p e rm a nen t l y  d i s a b l e d  due t o  o c c u p a t i o n a l  o r  nonoccu­

p a t i o n a l  causes r e c e i v e  d i s a b i l i t y  b e n e f i t s  u n t i l  norm 1 r e t i r e m e n t  age. 
A l t h o u g h  t h e r e  i s  no minimum s e r v i c e  re q u i r e m e n ts  f o r  employees t o  be e l i ­
g i b l e  f o r  o c c u p a t i o n a l  d i s a b i l i t y ,  employees must  be v es ted  t o  r e c e i v e  non­
o c c u p a t i o n a l  d i s a b i l i t y  b e n e f i t s .  The m o n th ly  d i s a b i l i t y  b e n e f i t  i s  equal to  
40% o f  t h e  e m p lo ye e 's  s a l a r y  a t  t h e  t im e  o f  t h e  d i s a b i l i t y .  A t  normal 
r e t i r e m e n t  age t h e  d i s a b l e d  employees beg in  r e c e i v i n g  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  P lan T e r m in a t i o n
Shou ld  the  Plan t e r m i n a t e  a t  some f u t u r e  t i m e ,  i t s  ne t  a s s e 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 ' s  accumula ted 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 se  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 th e  then  e x i s t i n g  a sse 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 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 i n g
The P l a n ' s  f i n a n c i a l  s ta te m e n ts  a re  p re pa red  u s in g  the  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  In v e s tm e n 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  g a in s  o r  lo sse s  a m  accounted f o r  on a

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

I n v e s tm e n ts ,  o t h e r  tha n  r e a l  e s t a t e  e q u i t i e s  and lo ans  and mortgages ,  are
c a r r i e d  a t  m a rke 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 ined  by the
l a s t  quo ted  m a rke t  p r i c e  a t  June 30,  1992 and 1991.

(Continued)



4

K .es t o  F in a n c ia l  S ta tements

STATF DF Al IXW A

PUBLIC EMPLOYEES' RETIREMENT SYSTEM

Real e s t a t e  e q u i t i e s  a re  s t a t e d  a t  e s t im a te d  marke t  v a lu e  as d e te rm ine d  by the 
i n dependen t  management o f  the  inves tm en t  accou n ts .  These in v e s tm en ts  do not  
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  
i n v e s tm e n t s .

Loans and mortgages are  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  t h e  loa n  i s  
purchased.

At  June 30,  1992,  lo ans  and mortgages a re  s t a t e d  a t  e s t im a te d  marke t  v a lu e  
de te rm ine d  by a d j u s t i n g  purchase y i e l d s  t o  t h e  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 Guaranty  Inve s tm en t  Co rpo 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  
im m a te r ia l  e f f e c t  on th e  f i n a n c i a l  s ta te m e n ts  as a who le ,  a p r i o r  p e r i o d  
a d j u 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  lo ans  and mortgages a t  June 30,  1991 
has n o t  been made. I n s t e a d ,  th e  accumula ted u n r e a l i z e d  n e t  g a in s  and lo sse s  
f ro m  p as t  y e a r s  have been recogn ized  a t  June 30,  1992. The f o l l o w i n g  
summarizes th e  t o t a l  n e t  u n r e a l i z e d  g a i n  a t  June 30,  1992 (0 0 0 ' s  o m i t t e d ) :

Net  u n r e a l i 2ed g a i n ,  June 30,  1992 $ 4 ,088
Net  u n r e a l i z e d  g a i n ,  f rom p r i o r  y e a rs  4 ,574

$ 8 ,662 
X  I

H i s t o r i c a l l y ,  management o f  the  loans  and mortgages p o r t f o l i o  has p r o v id e d  an 
e s t im a te d  a l low ance  f o r  loan  lo sse s  t o  p r o 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 re d  by management i n  d e v e lo p in g  the  a l l ow ance  f o r  lo an  lo sse 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 th e  ag ing  o f  t h e  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  loan  p o r t f o l i o  f o r  s a le  
and has re co rd e d  th 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 lu e .

Loans and mortgages i n c l u d e  a p p ro x im a te ly  $12 ,150 ,000  and $12 ,384 ,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 t a 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 which the  P lan 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 .

(Continued)



Cash and Cash E q u i v a le n t s
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  t h e  

f o l l o w i n g  ( 0 0 0 ' s o m i t t e d ) :

STATE OF ALASKA 
PUBLIC EMPLOYEES' RETIREMENT SYSTEM

Notes t o  F in a n c ia l  Statements

The i n v e s tm e n t  a c t i v i t y  o f  a l l  common s to c k s  was c o n s o l i d a t e d  October 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  form a dom es t ic  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 balances o f  t h i s  dom es t ic  e q u i t y  
poo l  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 i n s  a re  a l l o c a t e d  m on 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 nersh ip  b a s i s .  A l l  income earned i s  i n c lu d e d  i n  d i v i d e n d  
income. A t  June 30,  1992 and 1991, t h e  P la n ' s  in ve s tm e n t  i n  th e  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  (0 0 0 ' s  o m i t t e d ) :

1992 1991

Domest ic  e q u i t y  poo l  $ 1 ,204 ,110  1 ,162 ,408
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  3 ,037  3,359
Cash and cash e q u i v a l e n t s  89,823  _______200

$ 1 ,296 ,970  1 ,165,967

The i n t e r n a t i o n a l  e q u i t y  poo l  a t  June 30,  1992 and 1991 i s  compr ised o f  the  
f o l l o w i n g  ( 0 0 0 ' s  o m i t t e d ) :

i992  1991

I n t e r n a t i o n a l  e q u i t y  pool  $ 171,817 164,114
Cash and cash e q u i v a l e n t s  15,815 12,698

1992 1991

Repurchase agreement $ 26,300
In v 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 1,994 1,825
I n t e r e s t - b e a r i n g  d e p o s i t s 8 ,254 22

176,812
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STATE OF ALASKA
PUBLIC EMPLOYEES' RETIREMENT SYSTEM

C o n t r i b u t i o n s  R e ce iva 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  th r o u g h  June 30 are 

acc rued .  These c o n t r i b u t i o n s  are co ns ide 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 nce  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  t h e  
f i n a n c i a l  s t a te m e n ts .

Acc rued  I n t e r e s t  and D iv ide n ds
Accrued  i n t e r e s t  and d i v i d e n d s  r e p r e s e n t  amounts earned b u t  n o t  y e t  r e c e i v e d  as 

o f  June 30.  These amounts a re  co ns ide 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 lowance  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 ta te m e n ts .  Accrued i n t e r e s t  on lo ans  and mortgages i s  n o t  re co rd ed  
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  th e  l e v e l  o f  c r e d i t  r i s k  assumed by t h e  P lan a t  

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

D e p o s i t s

Ca tego ry  1 - In 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 t h 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.

Ca tego 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  depa r tm en t  o r  c u s to d ia n  i n  t h e  S t a t e ' s  name.

Ca tegory  3 -  U n c o l l a t e r a l i z e d .

Inves tm en ts

Ca tegory  1 -  I n s u re d  o r  r e g i s t e r e d  f o r  wh ich  t h e  s e c u r i t i e s  a re  h e l d  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.

Ca tego ry  2 - 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  t h e  s e c u r i ­
t i e s  a re  he 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  depa r tm e n t  o r  agen t  i n  th e  
S t a t e ' s  name.

(Continued)
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STATE OF ALASKA
PUBLIC EMPLOYEES' RETIREMENT SYSTEM

Category 3 - Uninsured and unregistered investments for which the securi­

ties are held by the broker's or dealer's trust department or agent but not 

in the State's name (000's omitted):

Deposits - cash 

Investments:

United States Government 

debt

Federal agency debt 

Mortgage backed federal 

securities 

Corporate bonds, notes 

and debentures 

Domestic equity pool 

International equity pool 

Real estate equities

Category

Market

value

and

carrying

I 1  1 value

$ 10,248 - 10,248

804,158

57,766

- 804,158

57,766

5,848 - 5,848

852,468

1,296,970

187,632

118,049

-
852,468

1,296,970

187,632

118,049

S 3,333,139 - 3,333,139

During 1992 and 1991, the Plan's investments (including investments bought, 

sold, as well as held during the year) appreciated (depreciated) in value as 

follows (000's omitted):

United States Government debt 

Federal agency debt 

Mortgage backed federal securities 

Corporate bonds, notes and debentures 

Domestic equity pool 

International equity pool 

Real estate equities 

Loans and mortgages

1992 1991

S 21,819 3,952

1,130 -

87 -

40,248 2,399

33,673 42,269

4,592 (23,094)

(22,022) (26,349)

(1T 077) -

5 78,450 (823)



STATE OF ALASKA
PUBLIC EMPLOYEES' RETIREMENT SYSTEM

Notes tc Financial Statements

The cost, m arket and carrying values of the Plan's investments at June 30, 1992 
and 1991 are as follows (000's omitted):

Carrying
Cost Market value

1992:

United States Government debt $ 715,943 304,158 304,158

Federal agency debt 56,636 57,766 57,766

M ortgage backed federal

securities 5,762 5,848 5,848
Corporate bonds, rotes and

d e b entures 803,736 852,468 852,468

Domestic equity puui 1,125,674 1,296,970 1,296,970

International equity pool 191,441 137,632 187,632

Real estate equities 152,285 118,049 118,049
Loans and mortgages, net of 

allowance for loan losses

of $14,590 67,575 76,236 76,236

5 3,119,052 3,399,127 3,399,127

1991:

United States Government debt 712,544 779,480 779,480

Corporate bonds, notes and 

debentures 581,707 590,191 590,191

D omestic equity pool 1,028,345 1,165,967 1,165,967

International equity pool 185,214 176,812 176,812

Real estate equities 146,681 134,468 134,468

Loans and mortgages, net of

allowance for loan losses 

of $4,851 89,065 93,644 89,065

5 2,743,556 2,940,562 2,935,983

State of Alaska treasury investment policy requires that securities underlying 

r epurchase agreements must have a minimum market value of 102% of the cost of 

the repurchase agreement.

(Continued)
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The Commissioner of Revenue has the statutory authority to invest the moneys of 

the Plan. This authority is delegated to investment officers of the Division 

of Treasury of the Department of Revenue. Alaska Statute provides for the 

investment in United States treasury or agency securities; corporate debt 

securities; preferred and common stock; commercial paper; securities of 

foreign governments, agencies and corporations; foreign time deposits; gold 

bullion; futures contracts for the purpose of hedging; real estate investment 

trusts; deposits within Alaska savings and loans and mutual savings banks; 

deposits with state and national banks in Alaska; guaranteed loans; notes 

collateralized by mortgages; certificates of deposit and banker's 

acceptances.

(4) Funding Status and Progress

The amount shown below as "pension benefit obligation," which is the actuarial 

present value of credited projected benefits, is a standardized disclosure 

m easure o f  the present value of pension benefits, adjusted for the effects of 

projected salary increases, estimated to be payable in the future as a result 

of employee service to date. This measure is intended to help users assess 

the Plan's funding status on a going-concern basis, assess progress made in 

accumulating sufficient assets to pay benefits when due, and make comparisons 

among plans. The measure is independent of the actuarial funding method used 

to determine contributions to the Plan, discussed in note 5 below.

The pension benefit obligation is determined by William M. Mercer, Incorporated 

and is that amount that results from applying actuarial assumptions to adjust 

the accumulated benefits to reflect the time value o f  money (throjyh d i s­

counts for interest) and the probability of payment (by means of decrements 

such as for death, disability, withdrawal, or retirement) between the valu­

ation date and the expected date of payment. The significant actuarial 

assumptions used in the valuations as of June 30, 1991 are as follows:

a. Actuarial cost method - prujected unit credit, unfunded accrued 

benefit liability amortized over twenty-five years, funding surplus 

amortized over five years.

b. M o rtality basis - 1984 Unisex Pension M o rtality Table set forward one 

y e a r  for male and police/fire members, and set backward four years 

for females.

c. Retirement age - retirement rates based on actual experience.

(Continued)
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Notes to Financial Statements

d. Discount rate - 8.75% per annum, compounded annually, net of 

investment expenses.

e. Health cost inflation:

Year Per annum

1992 12.5%

1993 11.5

1994 10.5

1995 9.5

1996 8.5

1997 and thereafter 7.5

f. Salary scale - increase of 6.5% for the first five years of 

employment and 5.5% per year thereafter.

g. Cost of living allowance (domicile in Alaska) - 71% of those 

receiving benefits will be eligible to receive the cost of living 

allowance.

h. Contribution refunds - 100% ov those employees terminating after age 

thirty-five with five or more years of service will leave their con­

tributions in the fund and thereby retain their deferred vested 

benefit. All others who terminate are assumed to have their 

contributions refunded.

i. Asset valuation - five-year average ratio of actuarial and book 

values of the Plan assets. The actuarial value of the assets equals 

the market value of the Plan's assets, except that fixed income 

investments are carried at book value. Valuation assets cannot be 

outside of the range of book and actuarial values.

T u r n o v e r  and disability assumptions are based upon actual historical occurrence 

rates of the Plan. The foregoing actuarial assumptions are based on the pre­

sumption that the Plan will continue. Were the Plan to terminate, different 

actuarial assumptions and other factors might be applicable in determining 

the actuarial present value of accumulated benefits.

(Continued)
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At June 30, 1991, the unfunded pension benefit obligation was $321.6 million, as 

follows (in millions):

Net assets available for benefits as of

June 30, 1991, at market $ 3,017.5

Pension benefit obligation:

Retirees and beneficiaries currently 

receiving benefits and terminated

employees not yet receiving benefits 1,621.6

Current employees:

Accumulated employee contributions

including allocated investment income 417.0

Employer-financed, vested 1,193.0

Employer-financed, nonvested 107.5

Total pension benefit
obligation as of June 30, 1991 3,339.1

Unfunded pension benefit

obligation as of June 30, 1991 S 321.6

Due to changes in the mortality basis, discount rate, health cost inflation rate 

and cost of living allowance actuarial assumptions, the pension benefit o b l i­

gation at June 30, 1991 decreased $5,084 million.

(5) Contributions

Employee Contributions

Prior to January 1, 1987, employees contributed 4.25% of their compensation, 

except for peace officers and firemen, who contributed 5% of their c o m p e n s a­

tion to the Plan. Effective January 1, 1987, contribution rates increased to 

7.5% for peace officers and firemen and 6.75% for other employees, as 

required by statute. The employee contributions are deducted before federal 

income tax is withheld. Contributions are collected by employers and r e m i t­

ted to the Plan. Present employee accumulated contributions at June 30, 1992 

and 1991 were $593,574,000 and $497,789,000, respectively. Employee c o n t r i­

butions earn interest at the rate of 4.5% per annum, compounded semiannually.

(Continued)
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Employer Contributions

The Plan's funding policy provides for periodic employer contributions at actu- 

arially determined rates that, expressed as percentages of annual covered 

payroll, are sufficient to accumulate sufficient assets to pay benefits when 

due. Employer contribution rates are level percentages of payroll and are 

determined using the projected unit credit actuarial funding method. The 

Plan also uses the level percentage of payroll method to amortize the u nfund­

ed liability over a twenty-five yea r  period. Funding surpluses are amortized 

over five years.

Contributions made in accordance with actuarially determined contribution

requirements determined through actuarial valuations consist of the following 
(000's o m i t t e d ) :

State and other: 

Employer 

Employee

Normal cost 

A m o rtization of 

accrued liabi

Actuarial valuations for 1992 and 1991 were performed as of June 30, 1991 and 

1990, respectively.

Significant actuarial assumptions used to compute contribution requirements are 

as of June 30, 1989. Several actuarial assumptions at June 30, 1989 are 

different from those used to compute the standardized measure of the pension 

benefit obligation discussed in note 4. The overall effect on the financial 

status of the Plan due to the revised assumptions is no change in the funding 

ratio and a 0.55% payroll increase in the employer contribution rate.

1992 1991

$ 147,961 116,404

77,602 75,767

5 225,563 192,171
n a a M n a e  a n — t o o  i c a

190,617 166,074

unfunded actuarial

lity 34,946 26,097

S 225,563 192,171

(Continued)
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(6) Retirement Incentive Program

Legislation passed in May 1986 established a retirement incentive program (RIP) 

d esi g n e d  to encourage eligible employees to voluntarily retire in order to 

reduce personal services costs. The program was available to eligible State 

employees until June 30, 1987, University of Alaska employees from October 1, 

1986 to S e ptember 30, 1987, and all other employees from J a n uary 1, 1987 to 

D e c e m b e r  31, 1987.

L egislation was passed in June 1989 and amended effective April 1, 1990, e s t a b­

lishing a second retirement incentive program. The second program was avail­

able to state employees from October 1, 1989 through March 31, 1990, U n i v e r­

sity o! A laska employees from July 1, 1989 through December 31, 1989, and all 

other employees from October 1, 1989 through March 31, 1991.

T he retirement incentive program receivables represent the reimbursement due 

from employers participating in the programs and is due in minimum equal 

annual installments so that the entire balance is paid within three years 

a fter the end of the fiscal yea r  in which employees retired. The amount of 

reimbursement is the actuarial equivalent of the difference between the bene­

fits the employee receives after the addition of the retirement incentive 

un d e r  the p r o gram and the amount the employee would have received without the 

incentive, less any amount the employee was indebted as a result of retiring 

under the program. Employees were indebted to the Plan for the following 

p e r c entage of their annual compensation for the calendar y e a r  in which the 

employee terminated employment to participate in the program:

Retirement 

incentive program 

1986 1989

Police and fire members 15.00% 22.50%

O t h e r  members 12.75 20.25

A n y  outstanding indebtedness at the time an employee was appointed to retirement 

resulted in an actuarial adjustment of his/her benefit.

The effect of the 1986 retirement incentive program on the pension benefit obl i­
gation was fully accounted for in the June 30, 1988 actuarial valuation. The 

effect of the 1989 program on the pension benefit obligation was fully 

accounted for in the June 30, 1990 and 1991 actuarial valuations as the 

eligible employees retired.

(Continued)
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(7) T e n - y e a r  Historical Trend Information

T i n - y e a r  historical trend information (where available) designed to provide 

information about the Plan's progress made in accumulating sufficient assets 

to pay benefits when due is presented in the accompanying supplemental sche­

dules of analysis of funding progress and revenues by source and expanse by 

type.



Schedule 1

Required Supplementary Information 

Analysis of Funding Progress

(0007s omitted)

STATE OF ALASKA
PUBLIC EMPLOYEES' RETIREMENT SYSTEM

Unfunded 

(assets in 

excess of) 
pension

Unfunded benefit
(assets in obiigation
excess of) Annual as a

Pension Percen­ pension covered percentage
Year ended Net assets benefit tage benefit payroll of covered
June 30 available obiiqation funded obiiqation (unaudited) payroll

1985 S 1,295,536 S 1,446,672 89.6% S 151,136 S 830,579 18.2%
1986 1,739,843 1,556,610 111.8 (183,233) 890,092 (20.6)
1987 2,010,196 1,905,005 105.5 (105,19!) 891,302 (11.8)
1988 2,123,695 2,246,585 94.5 122,888 908,363 13.5
1989 2,452,962 2,563,268 95.7 110,306 912,834 12.1
1990 2,746,555 2,753,518 99.7 6,963 952,070 .7
1991 3,017,541 3,339,145 90.4 321,604 1,027,807 31.3

Analysis of the d o l l a r  amounts of net assets available for benefits, pension benefit

obligation, and unfunded pension benefit obligation in isolation can be m i s lead­

ing. Expressing the net assets available for benefits as a percentage of the p en­

sion benefit obligation provides one indication of the plan's funding status on a 

going-concern basis. Analysis of this percentage over time indicates whether the 

plan is becoming financially stronger or weaker. Generally, the greater this p e r­

centage, the stronger the plan. Trends in unfunded pension benefit obligation and 

annual covered payroll are both affected by inflation. Expressing the unfunded 

pension benefit obligation as a percentage of annual covered payroll approximately 

adjusts for the effects of inflation and aids analysis of the plan's progress made

in accumulating sufficient assets to pay benefits when due. Generally, the smaller

this percentage, the stronger the plan.

See accompanying notes to required supplementary information.
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Required Supplementary Information 

Revenues by Source and Expenses by Type

Revenues by source

Unrealized

appreciation

Year ended 

June 30

Employee 

contributions

Employer

contributions

Investment

Income

(depreciation) 

in market value Total

1983 S 32,595 S 99,727 S 86,002 S 53,099 S 271,423

1984 36,765 114,245 101,371 (74,541) 177,840

1985 39,577 123,466 112,261 117,733 393,037

1986 42,626 127,727 182,140 159,873 512,366

1987 51,879 103,719 225,792 (27,799) 353,591

1988 66,732 108,767 154,468 (112,755) 217,212

1989 65,104 78,932 194,653 108,088 446,777

417,3971990 69,720 96,418 233,790 17,469

1991 76,486 132,402 202,883 (823) 410,953

1992 77,674 149,192 282,673 78,450 587 7 989

Expense by type

Refunds to

Retirement Medical terminated Administrative

benefits benefits employees expenses Total

$ 28,401 $ 4,541 S 7,683 $ 2,342 $ 42,967

33,060 6,93? 8,923 1,776 50,698

39,487 9,350 9,553 3,813 52,203

45,916 9,411 9,165 3,567 68,059

57,473 10,256 10,524 4,985 83,238

73,964 11,376 11,409 6,964 103,713

82,389 18,065 11,188 5,868 117,510

85,301 22,142 11,237 5,124 123,804

99,651 23,332 11,965 5,019 139,967

108,360 23,120 11,901 8,045 151,426

Contributions, including contributions for the retirement incentive program, were 

made in accordance with actuarially determined contribution requirements.

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

All significant accounting policies, benefit provisions and actuarial assumptions 

are the same for the required supplementary information and the financial 

statements except as follows:

The Plan's actuarial funding method for the years ended June 30, 1979 through 

June 30, 1984 was attained age normal. Effective J u l y  1, 1984, the Plan 

adopted the projected unit credit actuarial funding method.

Effective July 1, 1986, the Plan adopted new actuarial assumptions. Act u­

arial funding surpluses are amortized over five years rather than twenty-five 

years. The assumed rate of interest was increased from 8% to 9% per year.

The salary scale assumption was lowered to 6.5% per y e a r  for the first five 

years of employment and 5.5% per year thereafter, down from 8% and 7%, 

respectively. Health care cost inflation was increased to 9% rather than 

8%. Turnover and disability assumptions were revised based on actual 

experience in 1981 through 1935.

Effective July 1, 1990, the health care cost was changed from a flat 9% to 

the following graduations:

Year Per annum

1992 12.5%

1993 11.5

1994 10.5

1995 9.5

1996 8.5

1997 and thereafter 7.5

Turnover, retirement and disability assumptions were revised based on actual 

experience in 1986 through 1990. The assumed rate of interest was lowered to 

8.75%. The mortality tables were set forward one y e a r  for male members and 

set backward four years for female members; previously the mortality table 

had been set back one and one half years for all members. The cost of living 

allowance was increased from 69% to 71%.



Statements of Net Assets Available for Plan Benefits

June 30, 1992 and 1991

(000's omitted)

C T A T F  OF A l A S K A

PUBLIC EMPLOYEES' RETIREMENT SYSTEM

Assets:

Investments, at fair value:

United States G o v ernment debt

Federal agency debt
Mo r t g a g e  backed federal securities

Cor p o r a t e  bonds, notes and debentures

D o m e s t i c  equity pool

International e q u i t y  pool

Real estate equities

Total investments

Loans and mortgages, at fair market value in 1992 and 

cost in 1991, net o f  allowance for loan losses of 

$ 1 4 , 5 9 0  in 1992 and $4,851 in 1991

Receivables:

C o n t ributions

Retirement incentive program 

A c c r u e d  interest and dividends 

Total receivables

Due from General Fund 

Cash and cash equivalents 

Total assets

Liabilities:

A c c r u e d  expenses 

Due to General Fund
Total liabilities

1992 1991

804,158 779,480

57,766 -

5,848 -

852,468 590,191

1,296,970 1,165,967

187,632 176,812

118,049 134,468
3,322,891 2,846,918

76,236 89,065

13,113 12,313

6,286 15,003

34,684 29,711

54,083 57,027

• 1,386

10,248 28,147

3,463,458 3,022,543

2,730 5,002

6,624 -

9,354 5,002

Net assets available for plan benefits $ 3,454,104 3,017,541

See a c companying notes to financial statements.
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STATE OF ALASKA 
DEPARTMENT OF RE VENUE 

DIVISION OF TREASURY 
PUBLIC EMPLOYEES RETIREMENT TRUST FUND

BALANCE SHEET

Ociober 31,1992 and 1991

ASSETS

INVESTMENTS, AT MARKET:
MARKETABLE SECURITIES:

U.S. GOVERNMENT DEBT
FEDERAL AGENCY DFRT
MORTGAGE BACKED FEDERAL SECURITIES
CORPORATE BONDS
COMMERCIAL PAPER
CERTIFICATES OF DEPOSIT
DOMESTIC EQUITY POOL
INTERNATIONAL EQUITIES POOL

TOTAL MARKETABLE SECURITIES

1992

877,433,483
69,915,940

0
849,556,587

0
0

1,356,546,127
174,840,744

3,328,292,881

MORTGAGE LOANS (note 6) 
ALLOWANCE FOR LOAN LOSSES 

NET MORTGAGES

REAL ESTATE EQUITIES
TOTAL INVESTMENTS

87,511,869
(14,590,134)
72,921,735

118,626.120
3,519,840,736

RECEIVABLES:
INTEREST
DUE FROM (TO) GENERAL INVESTMENT FUND 

TOTAL RECEIVABLES

CASH AND CASH EQUIVALENTS

44,826,098
337,256

45,163,355

22,405,800

TOTAL ASSETS S 3,587,409,890

FUND BALANCE

FUND BALANCE RESTRICTED FOR BENEFICIARIES S 3,587,409,890

1991

S 759,968,391 
41,082,260 

0
698,189,120

10,577,254
0

1,245,478,932
186,297,474

2,941,593,431

99,447,299
(4,672,742)
94,774,557

136,916,248
3,173,284,235

41,43! 022 
(93.058) 

41,337,965

20,833,720

S 3,235,455,920

S 3,235,455,920

See accompanying notes to financial statements page 1
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STATE OF ALASKA 
DEPARTMENT OF REVENUE 

DIVISION OF TREASURY 
PUBLIC EMPLOYEES RETIREMENT TRUST FUND

BALANCE SHEET 

October 31,1992 and 1991

ASSETS 1992

INVESTMENTS, AT MARKET:
MARKETABLE SECURITIES:

U.S. GOVERNMENT DEBT S 877,433.483
FEDERAL AGENCY DEBT 69,915,940
MORTGAGE BACKED FEDERAL SECURITIES 0
CORPORATE BONDS 849,556,587
COMMERCIAL PAPER 0
CERTIFICATES OF DEPOSIT 0
DOMESTIC EQUITY POOL 1.356,546,127
INTERNATIONAL EQUITIES POOL 174,840,744

TOTAL MARKETABLE SECURITIES 3,328,292,881

MORTGAGE LOANS (note 6) 87,511,869
ALLOWANCE FOR LOA.N LOSSES (14,590,134)

NET MORTGAGES 72,921,735

REAL ESTATE EQUITIES 118,626,120
TOTAL INVESTMENTS 3,519,840,736

RECEIVABLES:
INTEREST 44,826,098
DUE FROM (TO) GENERAL INVESTMENT FUND 337,256

TOTAL RECEIVABLES 45,163,355

CASH AND CASH EQUIVALENTS 22,405,800

TOTAL ASSETS S 3.587,409,890

FUND_BALAN.CE

FUND BALANCE RESTRICTED FOR BENEFICIARIES S 3,587,409,890

1991

S 759,968,391 
41,082,260 

0
698,189,120

10,577,254
0

1,245,478,932
186,297,474

2,941,593,431

99,447,299
(4,672,742)
94,774,557

136,916,248
3,173,284,235

41,431,022
(93.058)

41,337,965

20,833,720

S 3,235,455.920

S 3,235,455,920

Sse accompanying notes to financial statements page 1



30.166,407

BEGINNING FUND BALANCE RESTRICTED FOR BENEFICIARIES 
NET CONTRIBUTIONS (WITHDRAWALS)

ENDING FUND BALANCE RESTRICTED FOR BENEFICIARIES

See accompanying notes to financial statements

STATE OF ALASKA 
DEPARTMENT OF REVENUE 

DIVISION OF TREASURY 
PUBLIC EMPLOYEES RETIREMENT TRUST FUND

STATEMENT OF INVESTMENT INCOME AND CHANGES IN 
FUND BALANCE RESTRICTED FOR BENEFICIARIES

October 1992

INVESTMENT INCOME:
INCOME:

INTEREST:
MARKETABLE SECURITIES 
MORTGAGE LOANS

TOTAL INTEREST

DIVIDENDS:
DOMESTIC EQUITY POOL 
INTERNATIONAL EQUITY POOL 
REAL ESTATE EQUITIES 

TOTAL DIVIDENDS

TOTAL INCOME

REDUCTION (INCREASE) OF ALLOWANCE FOR LOAN LOSSES 
NET INCOME

NET REALIZED AND UNREALIZED GAINS (LOSSES)
ON INVESTMENTS:
REALIZED:

MARKET ABLE DEBT SECURITIES 
DOMESTIC EQUITY POOL 
INTERNATIONAL EQUITY POOL

NET REALIZED GAINS (LOSSES)

CHANGE IN UNREALIZED MARKET APPRECIATION 
NET REALIZED AND UNREALIZED 

GAINS (LOSSES)

TOTAL INVESTMENT INCOME

CURRENT
MONTH

YEAR TO 
DATE

13,294,247
530,440

13,324,687

1,774,251
395,946
291,477

2,461,674

16.286.360

 0_
16.286.360

S 48,098,297 
3,027,969 

51,126,266

10,421,468
1,768,262
1,826,381

14,016,111

65.142.376

 0_
65.142.376
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STATE OF ALASKA 
DEPARTMENT OF REVENUE 

DIVISION OF TREASURY 
PUBLIC EMPLOYEES RETIREMENT TRUST FUND

STATEMENT OF CASH FLOWS

October 1992

CURRENT
MONTH

INVESTMENT OPERATIONS:
TOTAL INVESTMENT INCOME 
ADJUSTMENTS TO RECONCILE INVESTMENT INCOME 

TO NET CASH PROVIDED BY INVESTMENT OPERATIONS:
NET REALIZED LOSSES (GAINS)
CHANGE IN UNREALIZED MARKET APPRECIATION 
AMORTIZATION
DECREASE (INCREASE) IN INTEREST RECEIVABLE 
INCREASE (DECREASE) IN ALLOWANCE FOR LOAN LOSSES 

NET CASH (USED) PROVIDED BY 
INVESTMENT OPERATIONS

INVESTING ACTIVITIES:
PURCHASE OF MARKETABLE SECURITIES 
SALES AND MATURITIES OF MARKETABLE SECURITIES 
ACQUISTION OF MORTGAGE LOANS AND 

REAL ESTATE EQUITIES 
NET (INCREASE) DECREASE IN BOOK VALUE 

OF DOMESTIC EQUITY POOL 
NET (INCREASE) DECREASE IN BOOK VALUE 

OF INTERNATIONAL EQUITY POOL 
MORTGAGE LOAN PRINCIPAL PAYMENTS AND 

PROCEEDS FROM REAL ESTATE EQUITIES POOL 
NET CASH (USED) PROVIDED IN 

INVESTING ACTIVITIES

FINANCING ACTIVITIES - NET CONTRIBUTIONS (WITHDRAWALS) 
FROM BENEFIT SYSTEM

S (25,026,715)

(12,308,860) 
53.621,936 

(966,728) 
(5,915,720) 

 0_

9,403,913

(81,607,683)
82,727,653

(444,968)

(1,774,251)

(395.946)

1,170,531

(324,664)

5,205,108

NET INCREASE (DECREASE) IN CASH 
AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT BEGINNING O f PERIOD

14,284,357

8,121,443

CASH AND CASH EQUIVALENTS AT END OF PERIOD S 22,405,800

YEAR TO 
DATE

S 123,843,568

(30,166,407)
(28,534,784)

499,097
(10,140,751)

0

55,500,723

(310,216,236)
258,173,648

(3,979,644)

(10,421,468)

(1,768,262)

5,700,096

(62,511,865)

 19,169,283

12,158,140 

10,247,659 

S 22,405,800

See P'xompanying notes to financial statements page 3



STATE OF ALASKA 
DEPARTMENT OF REVENUE 

DIVISION OF TREASURY 
PUBLIC EMPLOYEES RETIREMENT TRUST FUND

Notes to Financial Statements

October 31, 1992

(1) THE ACCOUNTING ENTITY
The Public Employees Retirement Trust Fund (Fund) is the investment portfolio of the State of Alaska 
Public Employees Retirement System (PERS). PERS is a multiple employer agent defined benefit, joint 
contributory system established for the payment of retirement, disability and death benefits to or on behalf 
of qualified employees of the state or a political subdivision within the state. These financial statements 
are those of the Fund and not PERS taken as a whole. The Commissioner of Revenue is the fiduciary and 
has the statutory authority to invest the moneys of the Fund.

Alaska Statutes 14.25.180, 39.35.080, and 37.10.071 provide that investments shall be made with the 
judgment and care under circumstances then prevailing that an institutional investor of ordinary professional 
prudence, discretion and intelligence exercises in managing large trust portfolios. The Department of 
Revenue has contracted the management of certain investment securities to selected external managers. 
Specifically, the domestic equity pool, international equities and real estate equities are managed by external 
management companies.

(2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Investment Presentation
The market value of marketable securities is determined at the end of each month by the custodial agent. 
The agents' determination of market values involves, among other things, using pricing services or prices 
quoted by independent brokers. The market value of the mortgage loans is determined by adjusting 
purchased yields to the current secondary mortgage market conditions established by the Mortgage 
Guarantee Insurance Corporation. A mortgage loan loss provision has been provided as described below. 
The market values of real estate equities are valued by the various companies managing those funds.

Security transactions and any resulting gains or losses are accounted for on a trade date (ownership) basis. 
In determining gains and losses, cost of securities sold is determined on the specific identification basis. 
Interest income, including amortization of premium and discount, is accrued monthly. Dividend income on 
domestic equity securities is accrued on ex-dividend date. Dividend income on international equities is 
recognized upon notification from the custodian.

Net Contributions
Net contributions represent contributions from employers and employees, net of benefits paid to PERS 
participants. Net contributions are recorded on a cash basis according to wher contributions are received, 
and benefits are paid by the State of Alaska, Department of Administration, Division of Retirement and 
Benefits.

Administrative and Other Expenses
All expenses, including investment management costs, are charged to appropriations of Fund assets and are 
therefore not deducted from investment income of the Fund.

Statement of Cash Flows
For purposes of the statement of cash flows, all highly liquid debt instruments with original maturities of 
three months or less are considered to be cash equivalents. The cash flow statement is presented to reflect 
the activity resulting in a change in cash and cash equivalents. Total investment income is adjusted for 
realized gains or losses because gross proceeds are shown under sales and maturities of marketable 
securities.

Page 4



STATE OF ALASKA 
DEPARTMENT OF REVENUE 

DIVISION OF TREASURY 
PUBLIC EMPLOYEES RETIREMENT TRUST FUND

Notes to Financial Statements

(Continued)

Allowance for Loan Losses
Historically, management of the Fund has provided and estimated allowance for loan losses to provide for 
potential credit losses in its loan portfolio. Factors considered by management in developing the allowance 
for loan losses include delinquency levels, historical charge offs and the aging of the portfolio. During 
1992, management elected to offer the loan portfolio for sale, and has recorded as an allowance an amount 
considered sufficient to reflect the portfolio's net realizable value.

(3) DOMESTIC EQUITY POOL
The Fund, along with several other State of Alaska funds, has an investment in a domestic equity pool. The 
majority of the domestic equity pool is comprised of common stock with available cash balances invested 
in short term debt instruments. All accrued income and realized gains and losses are allocated monthly to 
each participating fund on a pro rata ownership basis. Income which is received by the domestic equity 
pool is distributed monthly in cash to each participating fund, first to accrued income allocated to any 
withdrawal by a participating fund, and second, in proportion to each fund’s ownership of remaining 
accrued income. On October 31, 1992, the Fund’s investment in the domestic equity pool is comprised of 
the following:

Domestic equities, at market 51,354,008,028
Interest and dividends receivable 2.538,099

Total 51.356,546.127

(4) CASH AND CASH EQUIVALENTS
Cash and cash equivalents are comprised of the following on October 31, 1992:

Interest-bearing deposits S25,194,550
Unsettled investment transactions (2,788,750)
Repurchase agreement ________ 0_

Total cash and cash equivalents 522.405.300

(5) INTERNATIONAL EQUITY POOL
The Fund, along with the Teachers Retirement Trust Fund, formed an international equity pool daring 1992. 
The majority of the international equity pool is comprised of common stock with available cash balances 
invested in short-term debt instruments. All accrued income, realized gains and losses and income received 
are allocated monthly to the two participating funds on a pro rata ownership basis. On October 31, 1992 
the Fund's investment in the international equities are comprised of the following:

International equities, at market S174,051,560
Interest Receivable 789.184

Total 5174.840.744



STATE OF ALASKA 
DEPARTMENT OF REVENUE 

DIVISION OF TREASURY 
PUBLIC EMPLOYEES RETIREMENT TRUST FUND

Notes to Financial Statements

(Continued)

(6) REAL ESTATE MORTGAGES
Real estate mortgages are comprised of the following on October 31, 1992:

Outstanding Principal:
Real estate loans current or less than 

90 days past due $62,426,844
Real estate loans past due 90 days 5,101,945
Real estate acquired by foreclosure 11.563.013

Total Outstanding Principal 79,091,802
Unrealized Appreciation 8.420,067
Total Market Value 87,511,869

Allowance for Real Estate Loan Losses (14.590.134)

Net Mortgages $72.921.735

(7) SAFEKEEPING RISK
The Public Employees Retirement Trust Fund’s deposits and investments are categorized below pursuant 
to the Governmental Accounting Standards Board (GASB) Statement Number 3 and GASB Technical 
Bulletin Number 87-1 to give an indication of the level of safekeeping risk assumed by the Fund at 
statement date.

Deposits

1. Insured or collateralized with securities held by the State or by its custodian in the State’s name.

2. Collateralized with securities held by the pledging financial institution’s trust department or custodian 
in the State's name.

3. Uncollaleralized.

Investments

1. Insured or registered for which the securities are held by the State or its custodian in the State’s name.

2. Uninsured and unregistered investments for which die securities are held by the broker’s or dealer’s 
trust department or agent in the State’s name.



t  •
STATE OF ALASKA 

DEPARTMENT OF REVENUE 
DIVISION OF TREASURY 

PUBLIC EMPLOYEES RETIREMENT TRUST FUND

Notes to Financial Statements

(Continued)

3. Uninsured and unregistered investments for which the securities are held by the broker’s or dealer’s trust 
department or agent not in the State’s name.

At statement date, all of the Fund’s deposits and investments were considered to Category 1 with respect 
to safekeeping risk.

(8) COMPTROLLER’S OPINION
The financial statements presented herein were prepared from the books of account without audit, and no independent 
opinion on the fairness of these statements has been rendered.

Treasury Comptroller

Page 7
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STATE OF ALASKA 
DEPARTMENT OF REVENUE 

DIVISION OF TREASURY 
TEACHERS RETIREMENT TRUST FUND

BALANCE SHEETS

October 31,1992 and 1991

ASSEJS

INVESTMENTS AT MARKET 
MARKETABLE SECURITIES:

U.S. GOVERNMENT DEBT 
FEDERAL AGENCY DEBT 
CORPORATE BONDS 
COMMERCIAL PAPER 
CERTIFICATES OF DEPOSIT 
DOMESTIC EQUITY POOL 
INTERNATIONAL EQUITY POOL

TOTAL MARKETABLE SECURITIES

1992

445,242,312
28,777,170

501,715,917
0
0

832,207-271
108,725,857

1,916,668,528

MORTGAGE LOANS (note 6)
ALLOWANCE FOR LOAN LOSSES 

NET MORTGAGES

REAL ESTATE EQUITIES
TOTAL INVESTMENTS

RECEIVABLES:
INTEREST
DUE FROM (TO) GENERAL INVESTMENT FUND 

TOTAL RECEIVABLES

74,364,443
(12,598,009)
61,766,434

70,695,357
2,049,130,319

25,217,689
167,438

25,385,127

CASH AND CASH EQUIVALENTS 6.347,742

TOTAL ASSETS S 2,080,863,188

FUND BALANCE

FUND BALANCE RESTRICTED FOR BENEFICIARIES S 2,080,863,188

1991

S 413,666.757 
19,483,950 

418,856,856 
0 
0

764,070,686
119,615,807

1,735,694,055

83,282,498
(4,048,808)
79,233,690

81,700,239
1,896,627,985

23,838,612
660,935

24,499.547

11,584,409

S 1,932,711,940

S 1,932,711.940

See accompanying notes to financial statements page 1



STATE OF ALASKA 
DEPARTMENT OF REVENUE 

DIVISION OF TREASURY 
TEACHERS RETIREMENT TRUST FUND

STATEMENT OF INVESTMENT INCOME AND CHANGES IN 
FUND BALANCE RESTRICTED FOR BENEFICIARIES

October 1992

INVESTMENT INCOME:
INCOME:

INTEREST:
MARKETABLE SECURITIES 
MORTGAGE LOANS

TOTAL INTEREST

DIVIDENDS:
DOMESTIC EQUITY POOL 
INTERNATIONAL EQUITY POOL 
REAL ESTATE EQUITIES

TOTAL DIVIDENDS

TOTAL INCOME

REDUCTION (INCREASE) OF ALLOWANCE FOR LOAN LOSSES 
NET INCOME

NET REALIZED AND UNREALIZED GAINS (LOSSES)
ON INVESTMENTS:
REALIZED:

MARKETABLE DEBT SECURITIES 
DOMESTIC EQUITY POOL 
INTERNATIONAL EQUITY POOL

NET REALIZED GAINS (LOSSES)

CHANGE IN UNREALIZED MARKET APPRECIATION 
NET REALIZED AND UNREALIZED 

GAINS (LOSSES)

TOTAL INVESTMENT INCOME

CURRENT
MONTH

6,541,865
411,376

6,953,241

1,088,459
246,222
180,138

1,514,818

8,468,059

0
8,468,059

1,698,968
6,132,234

(1,388,849)
6,442,354

(28,976,245)

(22,533,892)

YEAR TO 
DATE

25,970,374
1,983,368

27,953,742

6,393,311
1,099,605
1,002,978
8,495,894

36,449,636

0
36,449,636

4,321,883
14,986,868
(1,988,763)
17,319,989

17,387.814

34,707,803

(14,065,833) 71,157,439

BEGINNING FUND BALANCE RESTRICTED FOR BENEFICIARIES 
NET CONTRIBUTIONS (WITHDRAWALS)

2,095,493,376
(564,355)

2,020,303,953
(10,598,204)

ENDING FUND BALANCE RESTRICTED FOR BENEFICIARIES S 2,080,863,188 S 2,080,863,188

See accompanying notes to financial statements page 2



STATE OF ALASKA 
DEPARTMENT OF REVENUE 

DIVISION OF TREASURY 
TEACHERS RETIREMENT TRUST FUND

STATEMENT OF CASH FLOWS

October 1992

CURRENT
MONTH

YEAR TO 
DATE

INVESTMENT OPERATIONS:
TOTAL INVESTMENT INCOME:
ADJUSTMENTS TO RECONCILE INVESTMENT INCOME TO 

NET CASH PROVIDED BY INVESTMENT OPERATIONS: 
REALIZED LOSS (GAIN)
CHANGE IN UNREALIZED MARKET APPRECIATION 
AMORTIZATION
DECREASE (INCREASE) IN INTEREST RECEIVABLE 
INCREASE (DECREASE) IN ALLOWANCE FOR LOAN LOSSES 

NET CASH (USED) PROVIDED BY 
INVESTMENT OPERATIONS

INVESTING ACTIVITIES:
PURCHASE OF MARKETABLE SECURITIES 
SALES AND MATURITIES OF MARKETABLE SECURITIES 
ACQUISTION OF MORTGAGE LOANS AND 

REAL ESTATE EQUITIES 
NET (INCREASE) DECREASE IN BOOK VALUE 

OF DOMESTIC EQUITY POOL 
NET (INCREASE) DECREASE IN BOOK VALUE 

OF INTERNATIONAL EQUITY POOL 
MORTGAGE PRINCIPAL PAYMENTS AND

PROCEEDS FROM REAL ESTATF EQUITIES POOL
NET CASH (USED) PROVIDED IN 

INVESTING ACTIVITIES

FINANCING ACTIVITIES - NET CONTRIBUTIONS 
(WITHDRAWALS) FROM BENEFIT SYSTEM

NET INCREASE (DECREASE) IN CASH 
AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD

S (14,065,833) S 71,157,439

(6,442,354) 
28,976,245 

170,326 
(3,166,487) 

 0_

5,471,897

(27,175,773)
24,218,892

(610,386)

(1,088,459)

(246,222)

1,753,281

(3,148,666)

(339,889)

1,983,342

4,364,400

(17,319,989) 
(17,387,814) 

657,456 
(6,049,472) 

 0_

31,057,620

* * * * * * * * * *

102,215,783

(2,349,550)

(6,393,311)

(1,099,605)

5,502,174

(25,420,435)

(11,787,321)

(6,150,135)

12,497,877

CASH AND CASH EQUIVALENTS AT END OF PERIOD S 6,347,742 S 6,347,742

See accompanying notes to financial statements page 3



STATE OF ALASKA 
DEPARTMENT OF REVENUE 

DIVISION OF TREASURY 
TEACHERS RETIREMENT TRUST FUND

Notes to Financial Statements

October 31, 1992

(1) THE ACCOUNTING ENTITY
The Teachers Retirement Trust Fund (Fund) is the investment portfolio of the State of Alaska Teachers' 
Retirement System (TRS). TRS is a multiple-employer cost sharing, defined benefit, joint contributory 
system established for the payment of retirement, disability and death benefits to or on behalf of qualified 
teachers employed by the state, municipalities, school districts, or other political subdivisions within the 
state. These financial statements are those of the Fund and not TRS taken as a whole. The Commissioner 
of Revenue is the fiduciary and has the statutory authority to invest the moneys of the Fund.

Alaska Statutes 14.25.180, and 37.10.071 provide that investments shall be made with the judgment and care 
under circumstances then prevailing that an institutional investor of ordinary professional prudence, 
discretion and intelligence exercises in managing large trust portfolios. The Department of Revenue has 
contracted the management of certain investment securities to selected external managers. Specifically, the 
domestic equity pool, international equity pool and real estate equities are managed by external management 
companies.

(2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Investment Presentation
The market value of marketable securities is determined at the end of each month by the custodial agent. 
The determination of market values involves, among other things, using pricing services or prices quoted 
by independent brokers. The market value of the mortgage loans is determined by adjusting purchased 
yields to the current secondary mortgage market conditions established by the Mortgage Guarantee Insurance 
Corporation. A mortgage loan loss provision has been provided as described below. The market values 
of real estate equities are valued by the various companies managing those funds.

Seciuity transactions and any resulting gains or losses are accounted for on a trade date (ownership) basis. 
In determining gains and losses, the cost of securities sold is determined on the specific identification basis. 
Interest income, including amortization of premium and discount and dividend income on domestic equity 
securities, is accrued monthly. Dividend income on domestic equity securities is accrued on ex-dividend 
date. Dividend income on international equity securities is recognized upon notification from the custodian.

Net Contributions
Net contributions represent contributions from employers and employees, net of benefits paid to TRS 
participants. Net contributions are recorded on a cash basis according to when contributions are received, 
and benefits are paid by the Stale of Alaska, Department of Administration, Division of Retirement and 
Benefits.

Administrative and Other Expenses
All expenses, including investment management costs, are charged to appropriations of Fund assets and are 
therefore not deducted from investment income of the Fund.

Statement of Cash Flows
For purposes of the statement of cash flows, all highly liquid debt instruments with original maturities of 
three months or less are considered to be cash equivalents. The cash flow statement is presented to reflect 
the activity resulting in a change in cash and cash equivalents. Total investment income is adjusted for 
realized gains or losses because gross proceeds are shown under sales and maturities of marketable 
securities.
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(Continued)

Allowance for Loan Losses
Historically, management of the Fund has provided an estimated allowance for loan losses to provide for 
potential credit losses in its loan portfolio. Fa rs considered by management in developing the allowance 
for loan losses include delinquency levels, historically charge offs and die aging of the portfolio. During 
1991, management elected to offer the loan portfolio for sale, and has recorded as an allowance an amount 
considered sufficient to reflect the portfolio’s net realizable value.

(3) DOMESTIC EQUITY POOL
The Fund, along with several other State of Alaska funds, has an investment in a domestic equity pool. The 
majority of the domestic equity pool is comprised of common stock with available cash balances invested 
in short term debt instruments. All accrued income and realized gains and losses are allocated monthly to 
each participating fund on a pro rata ownership basis. Income which is received by the domestic equity 
pool is distributed monthly in cash to each participating fund, first to accrued income allocated to any 
withdrawal by a participating fund, and second, in proportion to each fund’s ownership of remaining 
accrued income. On October 31. 1992, the Fund's investment in the domestic equity pool is comprised of 
the following:

Domestic equities, at market S830.650.210
Interest and dividends receivable 1.557.061

Total S832.207.271

(4) CASH AND CASH EQUIVALENTS
Cash and cash equivalents are comprised of the following on October 31, 1992:

Interest-bearing deposits S8.838.567
Unsettled investment transactions (2,744,825)
Repurchase agreement 254.000

Total cash and cash equivalents S6.347.742

(5) INTERNATIONAL EQUITY POOL
The Fund, along with the Public Employees Retirement Trust Fund, formed an international equity pool 
during 1992. The majority of the international equity pool is comprised of common stock with available 
cash balances invested in short-term debt instruments. All accrued income, realized gains and losses and 
income received are allocated monthly to the tv/o participating funds on a pro rata ownership basis. On 
October 31, 1992, the Fund’s investment in the international equity pool is comprised of the following:

International equities, at market $108,221,646
Interest Receivable  504,211

Total S 108.725,857

page 5



STATE OF ALASKA 
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(Continued)

(6) REAL ESTATE MORTGAGES
Real estate mortgages are comprised of the following on October 31, 1992:

Outstanding Principal:
Real estate loans current or less titan 

90 days past due 
Real estate loans past, due 90 days 
Real estate acquired by foreclosure 

Total Outstanding Principal 
Unrealized Appreciation 
Total Market Value

Allowance for Real Estate Loan Losses 

Net Mortgages

S52.313,188 
6.507,794 
8.254,815

67.075.800
7.288.643

74.364,443 

(12.598.009) 

S61.766.434

(7) SAFEKEEPING RISK
The Teachers Retirement Trust Fund’s deposits and investments are categorized below pursuant to 
Governmental Accounting Standards Board (GASB) Statement Number 3 and GASB Technical Bulletin 
Number 87-1 to give an indication of the level of safekeeping risk assumed by the Fund at statement date.

Deposits

1. Insured or collateralized with securities held by the State or by its custodian in the State's name.

2. Collateralized with securities held by the pledging financial institution’s trust department or custodian 
in the Stale’s name.

3. Uncollateralized.

Investments

1. Insured or registered for which the securities are held by the State or its custodian in the State’s name.

2. Uninsured and unregistered investments for which the securities are held by the broker's or dealer's trust 
department or agent in the State’s name.
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DEPARTMENT OF REVENUE 

DIVISION OF TREASURY 
TEACHERS RETIREMENT TRUST FUND

Notes to Financial Statements
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3. Uninsured and unregistered investments for which the securities are held by the broker’s or dealer’s trust 
department or agent not in the State's name.

At statement date, all of the Fund’s deposits and investments were considered to Category 1 with respect 
to safekeeping risk.

(8) COMPTROLLER’S OPINION
The financial statements presented herein were prepared from the books of account without audit, and no independent 
opinion on the fairness of these statements has been rendered.

Mark W. Prussing, 
Treasury Comptroller



* . A P E A / A F T

A L A S K A  P U B L I C  E M P L O Y E E S  A S SO C IA T IO N /A FT (A FL- C IO )
State Headquarters/Juneau Field Office
211 Fourth Street, Suite 306, Juneau, Alaska 99801 
Telephone (907) 586-2334, (800) 478-9991, Fax 463-4980

February 1, 1993

H onorable A1 Vezey, Chairm an  
House State A ffairs  Com m ittee  
Alaska State Legislature  
Juneau, A K  99811

R E : R etirem ent Incentive Program, H B -36  &  H B -42

D e a r Representative Vezey,

The Alaska Public Employees Association/Alaska Federation o f Teachers represents public 
employees at every level o f government and throughout the state geographically. W e  
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 o f services 
at substantially less cost due to shrinking revenues. TTie Retirem ent Incentive Program  
(R IP ), is an im portant tool for these entities to assist them in reaching this goal.

The R IP  encourages senior employees, who are in the higher steps o f salary and leave 
schedules to retire. T h e ir retirem ent allows new employees to enter the system at entiy  
level steps o f those schedules, generating a significant savings. W ithout a R IP , these same 
public employers would be forced to lay people off, which reduces services to Alaskans and 
removes spendable income from  A laska’s economy.

Passage o f the R IP  bill w ill allow the same level o f services, at reduced costs, while  
m aintaining em ployment. I t  also introduces new money in the Alaska economy by using the 
P ER S  and T R S  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 o f dollars. O ther  
states and private companies have adopted sim ilar measures as a way of reducing costs. 
California, as I  recall, granted five years credit in their R IP .

Anchorage Field Office Fairbanks Field Office
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



February 1, 1993 
Honorable A1 Vezey  
Page 2

A t a time when all public entities in the State are faced with cutting services or raising taxes, 
the R IP  offers a humane, sensible, cost-effective tool to the^e entities to mitigate the effect 
of shrinking resources. W e encourage your com m ittee to pass a R IP  b ill out w ith Do-Pass 
Recommendations.

B IL /l jh



January 30, 1993 

Mr. Robert S ta ln ak er
D irec to r , D iv is io n  of R itirem ent and B e n e fits  
PO Box 110203 
Juneau, AK 99811-0203

MS 0203

Re: Retirem ent In cen tiv e  Program

Dear Mr. S ta ln ak e r :

Thank you fo r  tak in g  the time to  answer questions a t  our hearings 
on HB 36 th is  week. Your exp ertise  in  these m atters has saved th is  
committee considerab le  tim e.

I f  your o f f ic e  could furn ish  our committee w ith  any stud ies or 
o ther inform ation p erta in in g  the the sub ject retirem ent funds and 
p e rtin en t to  the retirem ent in cen tive  programs, we would be 
a p p re c ia t iv e .

Some fundamental questions we would l ik e  to  fin d  an answer to  
includ e:

1. What is  the average length  of se rv ice  fo r  a PERS r e t ir e e ?

2. D itto  a TRS re t ir e e ?

3. D itto  an A laska Court System re t ir e e ?

4. Do you have a ta b le  o f employer con tribu tion  ra te s  under PERS 
going back as f a r  as 198 6? We are looking fo r  something th a t would 
g ive  us an in d ic a tio n  of how the em ployer's co n trib u tio n  is  
changing.

5. Do you have data on re t ir e e s  th a t  might help us understand the 
impact on PERS o f a R . I . P .  program? The question we are a f te r  is  
what w i l l  the cost to  the employer be i f  an employee e le c ts  to  
s e le c t  the e a r ly  retirem ent program?

6. My c a lc u la t io n s  show th a t the curren t unfunded pension fund 
o b lig a tio n s  ((guaranteed by the S ta te ) is  approxim ately $850 m illio n  
d o lla r s .  Am I  co rre c t  in  assuming th a t  th is  represents a 25 year



am ortization  of the cu rren t a c tu a r ia l  l i a b i l i t i e s  of the funds?t

That i s ,  a t  the cu rren t a c tu a r ia l  ra te  and a t  the cu rren t ra te  of 
co n tribu tio n s the funds are  c u rre n tly  $850 m illio n  short o f th e ir  
o b lig a t io n s . Using a simple time va lu e  of money c a lc u la t io n  th is  
would imply th a t  i t  would take $70,000,000 per year fo r  25 years 
to  repenish  th is  fund.

At th is  tim e do you know how much the S t a t e 's  co n trib u tio n  ra te  is  
going to  have to  be increased  to  make up fo r  th is  s h o r t f a l l?

7. Do you have suggestions as to  what changes could be made in  
A la s k a 's  re tirem ent laws to  make these funds mor' a c tu a r ia l ly  sound 
or more c o rre c t ly  to  make meeting the funds o b lig a tio n s  le ss  
expensive?

8. Our committee has questions about the  retirem ent funds th a t  w i l l  
req u ire  an a c tu a r ia l  eva lu a tio n . Do you have a suggestion  as to  
where we could get these se rv ices?

9. The 1986 and 1989 R . I . P  programs provided fo r  the employer to  
make the necessary co n trib u tio n s  to  the fund over a th ree  year 
period . HB 36 req u ires  th a t  the e f fe c t  on the funds be funded by 
the employer over a 5 year period . W i l l  th is  in crease  the to ta l  
cost of the program to  the s ta te ?  W i l l  th is  enable the employer 
to  rep lace  persons who opt out w ith h igher paid persons than they 
would have been ab le to  under a 3 year eva luation  program?

10. What i s  the formula th a t  w i l l  be used to  determine i f  th e re  is  
a savings? W il l  i t  e f f e c t  the em ployer's co n trib u tio n  ra te ?

11. What changes in  cu rren t law could be made th a t  would encourage 
employees to  take advantage of the R IP?

S in c e re ly ,

Rep. A1 Vezey



(Alaska (Hourt J^jstem
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OFFICE OF ADMINISTRATIVE DIRECTOR

303 K Slieol 
Anchoiogc, Alaska 99501

ROBERT G. FISHER
Manager of Fiscal Operations

February 4, 1993

Represen tative  A1 Vezey 
A laska S ta te  L e g is la tu re  
C ap ito l B u ild in g , Room 102 
Juneau, A laska 99811

Dear Represen tative  Vezey:

A rt Snowden asked me to  respond to  your request fo r
inform ation on p o te n tia l savings from the p a r t ic ip a t io n  of the 
A dm in istrative  D irec to r p o s ition  in  Retirem ent In cen tiv e  Program.

In  analyzing p ossib le  savings, i t  is  my understanding th a t  
the Supreme Court would consider c e rta in  changes to  the
p o s it io n 's  sa la ry  and the le v e l of support s t a f f  assigned to  the 
p o s itio n . I f  adopted by the Supreme Court, these changes would 
re s u lt  in  savings to  the court system.

I f  the Supreme Court changes the sa la ry  of the d ire c to r
p o s itio n  to  th a t of a superior court judge, an annual savings of 
$6,115 w i l l  occur. I f  the le g a l a s s is ta n t  p o s itio n  assigned to  
the d ire c to r  is  e lim inated , an annual savings of $46,311 w i l l
r e s u lt .  The retirem ent in cen tive  program uses a f iv e  year period 
fo r c a lc u la t in g  savings. For a f iv e  year period , the combined 
savings are $262,130.

P lease  l e t  me know, i f  you need ad d itio n a l in form ation .

cc: Arthur H. Snowden, I I

020493a



Alaska State Legislature
H O U S E  O F  R E P R E S E N T A T I V E S

State Capitol 
Juneau, AK 99801-1182

Official Business

H O U S E  S T A T E  A F F A IR S  C O M M IT T E E  1 /2 8 /93

S PO N S O R  S T A T E M E N T : R e p re se n ta tiv e  B i l l  H u dson

L E G IS L A T IO N : H B  4 2 -  "A n  A c t re la tin g  to re tirem en t 
in c e n tiv e  p ro g ram s...an d  p ro v id in g  fo r  
an e ffe c tiv e  date ."

T H E  B IL L  B E F O R E  Y O U  W O U L D  E S T A B L IS H  A  R E T IR E M E N T  IN C E N T IV E  

P R O G R A M - B E T T E R  K N O W N  A S  R IP . T H E  P R O G R A M 'S  O V E R R ID IN G  

P U R P O S E  IS  T O  S A V E  P U B L IC  D O L L A R S  (F O R  T H E  S T A T E  A N D  O T H E R  

P U B L IC  E M P L O Y E E S ). W IT H  S T A T E  R E V E N U E S  P R O JE C TE D  T O  D E C L IN E  

O V E R  T IM E ,  T H IS  P R O G R A M  IS  N E E D E D  N O W  M O R E  T H A N  E V E R .

A S IN  T H E  P R IV A T E  S E C T O R , P U B L IC  M A N A G E R S  N E E D  A S M A N Y  

T O O L S  A S P O S S IB L E  T O  H O L D  D O W N  O P E R A T IN G  C O STS. O N E  M A J O R  

C O S T  A R E A  IS  P E R S O N N E L . C U R R E N T L Y , U N L IK E  T H E  P R IV A T E  

S E C T O R , P U B L IC  M A N A G E R S  D O  N O T  H A V E  T H E  A U T H O R IT Y  T O  

P R O V ID E  R E T IR E M E N T  IN C E N T IV E S . (H IG H -C O S T  E M P L O Y E E S

C A N N O T  B E  E N T IC E D  T O  M A K E  R O O M  F O R  N E W  L O W E R -C O S T
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P R O G R A M  H IG H L IG H T S :

-T H IS  B IL L  E S T A B L IS H E S  A  C O M P R E H E N S IV E  R IP  P R O G R A M -  

C O V E R IN G  S T A T E  A G E N C Y , U N IV E R S IT Y , T E A C H E R S , 

A D M IN IS T R A T IV E  D IR E C T O R  O F  T H E  C O U R T  A N D  L O C A L  

G O V E R N M E N T  E M P L O Y E E S .

-T H E  P R O P O S E D  R IP  P R O G R A M  IS  E N T IR E L Y  V O L U N T A R Y .

(N E IT H E R  T H E  E M P L O Y E E  N O R  T H E  E M P L O Y E R  M A Y  B E FO R C E D  T O  

P A R T IC IP A T E )

-P A R T IC IP A T IO N  R E Q U IR E S  A  D E M O N S T R A T IO N  IN  S A V IN G S .

(A  R IP  P L A N  M U S T  M A X IM IZ E  T H E S E  S A V IN G S , IN  P E R S O N A L  

S E R V IC E S , W IT H IN  F IV E  Y E A R S  O F  A D O P T IO N )

-O M B  H O L D S  A B S O L U T E  A U T H O R IT Y  O V E R  T H E  A P P R O V A L  O F  

A N Y  R IP  P L A N  SU B  M U T E D  B Y  A  S T A T E  A G E N C Y . ( IN  F A C T , O M B  C A N  

O N L Y  A P P R O V E  P L A N S  T H A T  M E E T  T H E  C O S T  S A V IN G S  

R E Q U IR E M E N T S . F U R T H E R M O R E , O M B  M A Y  IS S U E  IN S T R U C T IO N S  

R E G A R D IN G  A S S U IT P T IO N S , P R O C E D U R E S  A N D  M E T H O D S  T O  B E  U S E D

E M P L O Y E E S .)  T H IS  B IL L  W E L L  P R O V ID E  P U B L IC  M A N A G E R S  W IT H  

T H A T  A U T H O R IT Y .



T O  D E T E R M IN E  P A R T IC IP A N T  E L IG IB IL IT Y  A N D  C A L C U L A T E  

S A V IN G S ) .

-T H E  R IP  P R O G R A M  IS  D E S IG N E D  T O  M A X IM IZ E  L O C A L  C O N T R O L .  

T H E  D E C IS IO N  T O  P A R T IC IP A T E  IS  M A D E  A T  T H E  L O C A L  L E V E L , A S  

IS  E S T A B L IS H IN G  P R O G R A M  R U L E S  A N D  C R IT E R IA .

-O M B  S H A L L  D O C U M E N T ,  IN  T H E  B U D G E T , S A V IN G S  R E A L IZ E D  B Y  

A G E N C Y  A D O P T E D  R IP  P L A N S . F U R T H E R M O R E , O M B  S H A L L  S U B M IT  

T O  T H E  L E G IS L A T U R E  A N N U A L  R E P O R T S  D E T A IL IN G  C O S TS  PER  

P A R T IC IP A N T , C O S T  T O  T H E  S T A T E , C O S T  T O  T H E  E M P L O Y E E  A N D  T H E  

P R O JE C T E D  O R  A C T U A L  N E T  S A V IN G S  O V E R  T H E  F IV E -Y E A R  P E R IO D . 

(T H IS  P R O V IS IO N  W A S  IN C O R P O R A T E D  A T  T H E  S U G G E S T IO N  O F  

L E G IS L A T IV E  A U D IT )

-T H IS  A C T  IS  T E M P O R A R Y .  (T H E  P R O G R A M  W O U L D  T A K E  E F F E C T  

IM M E D IA T E L Y /  R E P E A L E D  J U L Y  1, 1995 )

IT S  IM P O R T A N T  T O  R E M E M B E R  T H A T  R IP  P R O G R A M S  A R E  N O T  

S O M E T H IN G  N E W  T O  A L A S K A , T H E  L E G IS L A T U R E  A D O P T E D  T W O  

S U C H  P R O G R A M S  IN  T H E  P A S T  (1986  A N D  1989). IN  B O T H  C A S E S  

C O S T  S A V IN G S  T O  T H E  S T A T E  A R E  W E L L  D O C U M E N T E D  

(L E G IS L A T IV E  A U D IT  R E P O R T S  H A V E  B E E N  P R O V ID E D  T O  T H E



C O M M IT T E E ).  A C C O R D IN G  T O  T H E S E  A U D IT S , T H E  1986 P R O G R A M  

P R O D U C E D  A  N E T  S A V IN G S  T O  T H E  S T A T E  O F  $ 1 4 ,4 4 9 ,0 0 0  W H IL E  

T H E  1989 P R O G R A M  P R O D U C E D  A  S A V IN G S  O F  $ 22 ,9 0 0 ,0 0 0 .

P R O G R A M  M E C H A N IC S :

O M B  IS  R E S P O N S IB L E  F O R  IS S U IN G  D E T A IL E D  G U ID E L IN E S  F O R  S T A T E  
A G E N C IE S  T O  F O L L O W  IN  IM P L E M E N T IN G  R IP . E M P L O Y E E S  W IS H IN G  
T O  P A R T IC IP A T E  H A V E  T O  M E E T , A T  A  M IN IM U M ,  T H R E E  
R E Q U IR E M E N T  L E V E L S  IN  O R D E R  T O  Q U A L IF Y -

1. P E R S O N A L  E L IG IB IL IT Y - B A S IC  R E Q U IR E M E N T S  O F  A G E , 
L E N G T H  O F  S E R V IC E  A N D  S T A T U S  W IT H  R E G A R D  T O  PERS O R  TR S;

2. D E S IG N A T E D  O R G A N IZ A T IO N A L  U N IT S - T H E  IN D IV ID U A L  
H A S  T O  B E  E M P L O Y E D  IN  A  P O S IT IO N  F A L L IN G  W IT H IN  A N  A G E N C Y  
A S S IG N E D  JOB C L A S S IF IC A T IO N , A N D  A U T H O R IZ E D  IN  A N D  P A ID  
F R O M  A  D E S IG N A T E D  O R G A N IZ A T IO N A L  U N IT .  A G E N C IE S  H A V E , IN  

P A S T  P R O G R A M S , B E E N  G IV E N  C O M P L E T E  F R E E D O M  T O  S E L E C T  JOB 
C L A S S IF IC A T IO N S  A N D  O R G A N IZ A T IO N A L  U N IT S  O F  T H E  G R E A T E S T  

O R  L E A S T  D E T A IL ;
3. C E R T IF IC A T IO N  O F  S A V IN G S - A G E N C IE S  A R E  R E Q U IR E D  T O  

F O R W A R D  E V ID E N C E  O F  C O S T  S A V IN G S  T O  O M B . O M B  M U S T  C E R T IF Y  
T H E  C O S T  S A V IN G S  C A L C U L A T IO N .

A F T E R  A N  IN D IV ID U A L  IS  C E R T IF IE D  E L IG IB L E , T H E Y  A R E  A W A R D E D  

3 Y E A R S  O F  C R E D IT E D  S E R V IC E ; F U N D S  M A Y  T H E N  B E  E N C U M B E R E D  

T O  P A Y  T H E  C O S T  O F  R IP  (R E T IR E M E N T  B E N E F IT  C O N T R IB U T IO N S  
A N D , AS N E C E S S A R Y , A D M IN IS T R A T IV E  C O S T S ).

S A V IN G S , U N D E R  T H E  R IP  P R O G R A M , C A N  B E  A C H IE V E D  IN  O N E  O F  
T H R E E  W A Y S :

1. A  P O S IT IO N  H E L D  B Y  A  P E R S O N  R E T IR IN G  U N D E R  
T H E  P R O G R A M  C O U L D 'B E  F IL L E D  B Y  S O M E O N E  A T  A  
L O W E R  STEP O R  R A N G E ;

2. T H E  P O S IT IO N  C O U L D  B E  R E C L A S S E D  D O W N W A R D ;

3. T H E  P O S IT IO N  C O U L D 'B E  H E L D  V A C A N T .«



* 0 N  T H E  N E X T  P A G E  Y O U  W IL L  F IN D  A  T A B L E , P R O D U C E D  B Y  

L E G IS L A T IV E  A U D IT ,  T H A T  D E M O N S T R A T E S  P IO W  R IP  S A V IN G S  A R E  

C A L C U L A T E D .

C O N C LU SIO N :

T H E  G R E A T E S T  C H A L L E N G E  A L A S K A  F A C E S  T O D A Y  IS  L E A R N IN G  T O  

T O  L IV E  W IT H  L E S S . H O W  C A N  W E  C U T  C O S T S , Y E T  S T IL L  P R O V ID E  

B A S IC  S E R V IC E S  D E S IR E D  B Y  T H E  P U B L IC ?  I N  S H O R T , H O W  C A N  W E  

M A K E  G O V E R N M E N T  M O R E  E F F IC IE N T ?  I  B E L IE V E  A  R IP  P R O G R A M  

O FFE R S  P A R T  O F  T H E  A N S W E R . IT S  C O S T  S A V IN G S  A R E  W E L L  

D O C U M E N T E D  B Y  L E G IS L A T IV E  A U D IT .

P L E A S E  G IV E  T H IS  L E G IS L A T IO N  C A R E F U L  C O N S ID E R A T IO N . I  

W E L C O M E  Y O U R  SUPPO RT.



Factors typically involved in the calculation of RIP savings are illustrated by the following 
example:

An individual otherwise eligible for participating in RIP has an annual salary of $411,(100.■ The 
individual: has fixed benefit: costs of $2,000 and other benefit: costs that represent 10% of 'his. 
salary. I t  is assumed tiiat the employee would receive salary increases of 5% a-year over the next 
two yearsy if lie continued working. The employer '.contribution costs required to provide the 
tltree additional years of service under RIP is $20,<I0(K The projected costs of the RIP participant 
would be calculated: asfbllows:

■Salary Fixed
Benefits

Other
Benefits

Total
Projected

Costs

Year I $2,000 $4,1100 $ 46,000

Year 2 (Year I salary + 5%) 42,000 ; 2,000 4,200 4,8,200

Year 3 (Year 2 ‘salary +. 5%) 44,100 •2,00(1 4,410 50,510

Projected Salary and benefit Costs of RIP Participant . $144,710

I f  the. replacement for the RIP participant |s paid $32,000 with the same assumptions, then the 
projected salary and benefit costs would be calculated as below:

Salary Fixed
Benefits

Other
Benefits

Total 
Projected 

. : ; Costs _

Year I $32,000 $2.0(10 $3,200 $ 37400

Year 2 (Year 2 salary + 5%). 33,600 2,000 3,360 38.960

Year 3 (Year 2 salary + 5%) 35.280 2.000 3,528 • 4 0 , 8 0 8

Projected Salary and Benefit Costs of the replacement employee $116,968

The difference of $27,742 in the projected costs ($144,710 -  $116,968) represents gross savings 
attributable to R IP ,.;This total is reduced further by the $20,000 employer’s contribution costs • 
and the $140 administrative fee charged by;the Division of Retirement Benefits,

In this situation, the net. RIP savings are estimated as $7,602, This savings is generated from the 
incremental difference between the p. ojected salary and benefits of the RIP participant and the 
replacement: ($27,742), reduced by cost to the employer of providing the retirement incentive of 
the incentive ($20,000 the employer must pay), and the administrative fee paid to the Division of. 
Retirement and Benefits ($140). If. the RIP participant’s position had been eliminated, the 
estimated savings to the employer would have jumped to $124,568 ($144,710 • $20,000 - $140)......

Example o f  how RIP Savings are estimated

ALASKA STATE LEGISLATURE 4- DIVISION OF LEGISLATIVE AUDIT



Session 
Rm. 102 

S tate Capitol 
Juneau. A K  09801 

(907) ‘105-0719

Interim  
119 .V. Cushman St.

Su ite  211 
Fairbanks. A K  99701 

(907) ‘156-5081

Testimony for House Finance Subcommittee on January 28, 1993 
for the Department of Transportation by Commissioner Turpin, 
addressing Representative Richard Foster, Chairman and House 

Finance Subcommittee, on the subject of the RIP program.

Question:

Chairman Foster: "Commissioner, I know that you had 499.9 
thousand dollars reduction in the RIP program, it is my 
understanding that it was 499.9 thousand dollars that we had to fund 
a general fund, to cover those non general fund employees, who 
participated in the program. "I guess my question is this, did the last 
RIP program save your agency money and is the effectiveness of the 
agency as strong as it was before? "Just give me any information 
that you have regarding the RIP program and how it effected your 
agency."

Answer:

Commissioner Turpin: "Mr. Chairman, we have not calculated 
that figure that you really are asking, but I can tell you my intuition 
of it is that we lost a lot of valuable experience in that RIP 
program." "That has a lot of hidden costs that numbers of people just 
don't tell you the full story." "I have found time after time, people 
have told me that we had the man that was doing that job 
beautifully, but he chose to take the RIP program and he's no longer 
here." "I feel we lost an awful lot, and I'm afraid another i-iiP 
program would be the same thing."

Rep. A1 Vezey 
Chairman

Rep. Pete Kott
Vice Chairman 

Rep. Bettve Davis 
Rep. Gary Davis 
Rep. Harley Olberg 
Rep. Jerry Sanders 
Rep. Fran Ulmer

State of A laska

H o u s e  S t a t e  A f f a i r s  C o m m i t t e e



A L A S K A  ST A T E  EM PLO YEES A SSO C IA T IO N
A F S C M E  L o ca l 5 2 , A F I . - C IO

F e b ru a ry  10, 1993

H o n o ra b le  A1 V e z e y , C ha irm an  
H o u se  S tate A ffa irs  ^Com m ittee  
A la s k a  S tate  L e g is la tu re  

Juneau, A K  99811

R e: Retirem ent/ In cen tive  Program  -  H B  36

D e a r  R e p re se n ta tiv e  V e z e y ,

A S E A /A F S C M E  L o ca l 5 2  is the lab o r organ ization  that represents the 
S ,600  m em bers o f the G eneral G o vern m en t U n it o f the State o f  
A la sk a . 1 was denied the opportun ity  to speak at the Feb. 9, .1993 
p u b lic  hearing  due to tim e  constraints o f the com m ittee. Pleasea CD

accept this le tte r as my w ritten  tes tim ony.

I  have the fo llo w in g  points to convey to you regard ing  this R IP  

le g is la t io n :

1) T h e  19S6 and 1989 R IP  leg is lation  saved m illio n s  o f do llars  to 
state and lo ca l governm ent as w e ll as school districts across the State 

o f A laska .

2 ) T h e  G en era l Fund dollars saved m ade it  possible, in part, for  

p u b lic  services to be m ain tained . T h is  m eant state and lo ca l 
g o v ern m e n t em ployees w ere  able to co n tin u e  p ro v id in g  essential 
services w ith o u t the n o rm a l in fla tio n a ry  increases associated w ith  
m ain ten an ce  o f services. S im ila r  savings w ere  experienced by school 

d is tr ic ts .

3 ) P u b lic  em ployees care- g reatiy  about the services they provide  
and they do not look  at the R IP  as an ad d itio n a l benefit. R ather, they  
v ie w  i t  as a w ay  to hold the lin e  on costs w h ich  enables them  to 
co n tin u e  the leve l o f services that the p u b lic  expects and deserves.

ANCHORAGE OFFICE 
3510 Spennrd Rond, Suite 110 

Anchorage, AK' 9950.3 
(907) 277-5200 FAX (907) 277-5200 

TOLL free: 800-178-ASHA

JUNEAU OFFICE 
041 West Willoughby, Suite- 100 

June.ui, AK' 99801 
(907) 403-4949 FAX (907) 403-4950 

TOLL free: 800-478-0049 
•6S2>«

FAIRBANKS OFFICE 
315 Barnette Street, Suite 104 

Fairbanks, AK 99701 
(907) 452-2300 FAX (907) 452-2307 

TOLL free: 800-478-2.305



I  am  sorry that I  was unab le  to tes tify , but I  found the testim ony  
in te res tin g . F o r  exam p le , M r .  S ta ln aker stated: “ I f  the individual^
em p lo yee  represents a savings, fin e  - -  they e ith e r do or they d o n ’ t.’ ’ 
I t  appears he is saying that a w e ll-a d m in is te re d  R IP  p rogram  can, in  

fa c t, be a cost savings. I t  is s ta tis tica lly  possible to de te rm in e  

w h e th e r an in d iv id u a l’ s e a rly  re tire m e n t represents a savings. 
T h e re fo re , i f  the a rgum ent is m ade that the R IP  does no t represent a 
savings, that a rg u m en t is sophistry.

T h e  R IP  p ro g ram  can and should be adm in is tered  in  such a w ay  that
it does represent a savings. T h e  L e g is la tu re  should see to i t  thaf this 
b ill passes and is p ro p e rly  adm in is tered .

F in a lly , w ith  regard to costs, I  w ou ld  ask that in fu tu re  discussions  
you and the co m ittee  discuss apples and apples. F o r exam p le , how  
m uch m o re  w o u ld  the state and m u n ic ip a litie s  have spent on w ages, 
P E R S , T R S , SB S, F IC A , E S C  and other benefits i f  there had not been a 

R IP  in 1986? O r  in 1989?

T h a n k  you fo r  your a tten tion . M a y b e  n ex t tim e  I  trave l to Juneau  

we w il l  be able to ta lk  face to face.

Business A g e n t I I I
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POSITION PAPER 
RETIREMENT INCENTIVE PROGRAM

NEA-Alaska supports u t i l iz a t io n  of a retirem ent 
in cen tive  program (R IP ) as a cost e f fe c t iv e  means to  reduce 
school d i s t r i c t  personnel costs , thus reducing the cost of 
school d i s t r i c t  operation , during a time when the student 
population is  increasing  but ad d itio n a l funding is  not being 
provided to  adequately address the educational need of our 
ch ild ren .

The in cen tive  program u t il iz e d  in HB 36 is  f a i r  because 
the decis ion  to  exerc ise  the in cen tive  option re s ts  with a 
q u a lify in g  employer and employee thus avoiding an a rb itra ry , 
cap ric iou s or ir r a t io n a l  ap p lica tio n  of the R IP . 
A d d itio n a lly , i f  i t  is  the in ten t of the L e g is la tu re  and the 
Adm in istration  to  reduce the cost of s ta te  government, th is  
is  an e x c e lle n t  opportunity to  achieve th a t goal without 
harming any employees a t  the upper or lower end of the 
sa la ry  schedule. Absent th is  R IP opportunity in order to 
achieve the goal of cu ttin g  operating costs through 
reduction of s t a f f ,  school d is t r ic t s  and government would be 
forced to  lay  o ff  the le ss  experienced employees thus 
c rea tin g  a hardship on younger employees and th e ir  fam ilie s .

HB 36 provides c e r t i f ie d  and n o n -c e r t if ie d  school 
employees the b en e fits  of the retirem ent in cen tive . NEA- 
A laska represents over 8,700 members; 2,000 of which are 
non -cerl . ed Educational Support Personnel. The b i l l s  
extend the b e n e fits  of R IP  to a l l  school employees.

The retirem ent in cen tive  program o ffe rs  school d i s t r ic t  
adm in istrators an opportunity to  reduce s t a f f  a t the top end 
of the sa la ry  schedule and rep lace those reduced with 
employees who could be hired a t  the lower end of the sa la ry  
schedule. I f  school adm in istration  c a re fu lly  employs 
equally  q u a lif ie d  but le ss  experienced teachers and support 
employees, a school d i s t r i c t  w i l l  net a reduction in 
operating co sts . Furthermore, the decision  to  t r ig g e r  the 
R IP program re s ts  with the employer.

The R IP  o ffe rs  experienced employees an ea r ly  
retirem ent option by providing them a c re d it  of three 
ad d itio n a l years of se rv ice  provided the employer and 
employee pay the a c tu a r ia l cost of th a t s e rv ic e . This b i l l  
w i l l  not overly  encourage experienced school employees to

ANCHORAGE REGIONAL OFFICE • 1411 W. 33n( Avenue • Anclwr.tnc, Alaska 09503 • 1007) 274-0530 • FAN; |907> 274 0331 
JU N F .au  OFFICE * 114 Seenml Sirocl • June.ui. Al.isk.i WHO I • (007) 3X0 30011 ♦ FAN; |907j 5X0-2744 

FAIRBANKS REGIONAL OFFICE • 21IX Cushin.m Street • F.urh.ink'. Al.isk.i 00701 • iV07| 430 4433 • FAX; »907i 430-2139



r e t i r e  since many would l ik e ly  r e t i r e  w ith in  th ree  to  f iv e  
years anyway.

We commend the sponsor of the b i l l  for in troducing a 
f a i r  an e f fe c t iv e  way to deal with economic u n certa in ty , 
w hile a t  the same time presenting an eq u itab le  and f a i r  plan 
fo r the employees of A la sk a 's  schools and s ta te  government.

2/3/93
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A N C H O R A G E  S C H O O L  D IS T R IC T  
A N C H O R A G E , A L A S K A
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F ebruary  3 ,1 9 93

TO :

FR O M :

SUBJECT:

ROB PFISTERER, A E  A  P R E S ID E N T

A N C H O R A G E  S C H O O L  D IS T R IC T ’S P O S IT IO N  O N  
R IP  P R O G R A M S

The Anchorage School D istrict has supported R etirem ent Incentive  Program s in  
the past because they  are of benefit to the D istrict and the em ployees. Substantial 
cost savings have occurred through past participation.

In  the 1986-87 p ro g ram  for the Teachers' R etirem ent System -R IP , 245 in d iv id u a ls  
partic ipated  for an estim ated net savings over five  year o f ap p ro xim ate ly  $13.9 
m illio n .

In  the 1989-90 p rogram  for the TRS-PJP, 204 ind iv idua ls  partic ipated  for an  
estim ated net savings over a five  years of approxim ate ly  $6.6 m illio n .

I f  w e  can determ ine that fu tu re  program s w ill  result in  cost savings to the 
D istrict, w e w ill  recom m end participation.

cl
cc R epresentative Loren Lem an



From: R ep resen tative  Mackie

Re: Scheduling of HB 36, Retirem ent In cen tiv e  Frogram.

I  re s p e c tfu lly  request a S ta te  A f fa ir s  Committee hearing  of HB 36, 
scheduled a your e a r l ie s t  convenience. This b i l l  is  a major
con sid era tion  and I  b e lie v e  the committee w i l l  want to  thoroughly 
understand i t s  p rov is ions and th e ir  im p lica tio n s . I  w i l l  have a 
sponsor statem ent, se c tio n a l an a ly s is , and f is c a l  notes (hopefu lly ) 
to  you tcmarrow.

I  c e r ta in ly  am ready to  a s s is t  the committee in  in v it in g  
knowledgeable testim ony from a ffec ted  in te re s ts  and concerns.

Thank you fo r  your a tte n tio n  to  th is  request.

m
s

s
m
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S ta te  o f  A laska  
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P .O . Box 110400, j u i i e a u ,  A laska  99811 

(907)465-2300

Alaska Department o f Revenue, Treasury Division
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This report provides information on the m anagem ent o f  the assets o f  the T eache rs ’ Retirement 
System (System). The related pension liabilities and the financial well-being o f  the System as 
a whole are presented in the annual report o f  the System  which is published each Decem ber by 
the Alaska Department o f  Administration, Division o f  Retirement and Benefits.
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C om m issioner’s M essage

I am pleased to present the Department o f  Revenue 's  second annual T eachers’ Retirement Trust 
Fund (Fund) Report o f  Assets. The successes ol' managing the Fund in fiscal year 1992 were 
many. The Treasury Division within the Department was instrumental in achieving the successes.

When we ended the 1992 fiscal year, the Fund had grown to $2.0 billion dollars. This growth 
was established by investment earnings o f  $208.8 million and net contributions o f  $2.1 million. 
My responsibility for the continued positive investment performance o f  the Fund is one which 
1 lake very seriously.

The $208.8 million dollars o f  investment income represents an investment return to the Fund of
11.2%. The actuarial rate o f  return assumption adopted by the T eachers ' Retirement System 
(TRS) board is 9.0%. The investment rate o f  return assumption is used by the actuary to 
calculate the funding requirements o f  the TRS. W hen the actual investment performance exceeds 
the investment assumption rate, a higher "funding ratio" will result.

The "funding ratio" (i.e. the ratio o f  plan assets to actuarial liabilities) is a m easure  o f  the 
financial health o f  retirement plans. A plan is said lo be "fully funded" when its assets are equal 
lo its actuarial liabilities. The differences in actuarial assumptions that underlie the calculations, 
however, m ake a precise measurement difficult.

For the 1991 fiscal year, the funding ratio for TRS fell by 2%  to 88%. The primary reason for 
this decrease was the actuarial change to the TRS demographics. At 88% TRS would still be 
considered financially sound. Fiscal year 1992’s positive investment performance will help 
achieve a higher "funding ratio" for TRS. My goal is to m anage the F u n d ’s inves ments so 
investment earnings continue lo m ake positive contributions toward achieving a 100% "funding 
ratio."

To achieve this goal within the investment standards expected o f  a prudent investor, I authorized 
the following strategic m anagem ent activities to take place:

Dorn & Helliesen, an investment advisory firm, was selected to help us with the 
development and implementation o f  an asset allocation plan for the Fund. The 
asset allocation plan addresses further portfolio asset diversification lo include 
small-cap domestic equity stocks and international fixed-income securities.

i We continued to use the Investment Operations Advisory Com m ittee  F t 
investment m anagement review and recommendations.

Alaska Department o f Revenue, Treasury Division ♦ 3



1 assisted with drafting legislation which created an eight m em ber Alaska State 
Pension Investment Board (Board). This legislation was enacted and signed into 
law, becoming effective July 1, 1992. The eight m em ber board will assume the 
fiduciary responsibility o f  the Fund’s assets by July 1, 1993. Formation o f  the 
Board is underway with the first meeting slated for January 1993. Four members 
(two m em bers each) from the Teachers’ Retirement System and Public 
Em ployees ' Retirement System will be elected. Three m em bers will be appointed 
by the Governor. One o f  these m em bers will represent participating employers 
o f  the TRS. The Com m issioner o f  Revenue is statutorily named to the Board.

The Board represents a blending o f  plan sponsor and beneficiary interests. All 
Board m em bers will be subject to the prudent investor standard. This standard 
requires all investments o f  the Fund be made with the care, skill and diligence of 
a prudent professional with investment expertise.

The following people were hired during the past year: Brian C. A ndrew s as 
Deputy Commissioner, Treasury; Robert D. Storer as C hief  Investment Officer: 
and Mark W. Prussing as Treasury Comptroller. Their experience and expertise 
have lent themselves well to the investment m anagem ent o f  the Fund.

It is c lear by the positive investment return for fiscal year 1992 that the above management 
activities will contribute positively to a "fully funded" TR S status and will lower the contribution 
rate requirement from the plan sponsors and participating employers in the years to come.

As fiduciary to the Fund, 1 pledge to continue the m anagement of the F und’s assets in the best 
interest o f  the beneficiaries.

I welcome any com m ents or questions you m ay have regarding the report.

Darrel J. Rcxwinkel 
Com m issioner o f  Revenue

4 ♦ Teachers' Retirement Trust Fund ♦ AnnuaI Report o f Assets



1992 A n n u a l F in an c ia l Review

The T eachers’ Retirement System Trust Fund (Fund) is established by Alaska Statute 14.25.010 
The Fund holds the assets of the Teachers’ Retirement System (TRS). These  assets are 
comprised o f  investments o f  various kinds, predominantly stocks and bonds. The Fund was 
created to pay retirement benefits to employees participating in the retirement plan administered 
under the TRS. The letirement plan is a defincd-bcnefit plan in which benefit levels for each 
employee are determined by length o f  em ploym ent and highest average salary. The plan is a 
joint-contributory plan in which both the employee and the employer m ake continuing 
contributions, calculated as a percentage o f  current salary. Employee contribution percentages 
are fixed by statute. Em ployer contributions are determined annually by the TRS board based 
011 evaluations o f  the Fund by a consulting actuary. The plan is considered to be perpetual 
because it applies to future as well as current employees and because the employers (Stale and 
municipal governm ents or political subdivisions) are perpetual in nature.

Participating employers are bound by the Alaska Constitution to pay the p lan 's  benefits. 
Although benefits could be paid on a pay-as-you-go basis, the existence o f  a Fund serves two 
purposes. For the employer, it distributes contributions over an em ployee’s years o f  service. For 
the employee, it provides a form of assurance that employers will meet their obligations.

Fiscal 1992 Annual! Financial Results

M a r l e d  K n v i r o n i n e n l

After the United States ' success in the G u lf  War. fiscal year 1992 started out with signs o f  a 
strong econom ic recovery. However, as the year progressed, certain economic conditions 
continued to hinder the strength o f  this upturn. Money supply continued to increase at a slow 
rate o f  2% a year, the housing sector was only able to post a modest recovery and the reluctance 
o f  financial institutions to extend credit continued to impede economic growth.

The recovery had clearly stalled by D ecem ber 1991. In a desperate move, the Federal Reserve 
Bank cut the discount rate a full percentage point during that month in order to prevent the 
economy from sliding back into a recession. Prompt actions by the Federal Reserve Bank 
improved market psychology. As a result, consum er spending increased by a 4 .9%  annual rate 
during the third quarter o f  fiscal year 1992. In turn. Gross Domestic Product grew at a 2.7% 
annual rate during the sam e quarter.

During the fourth quarter, however, econom ic signs again pointed toward a lackluster recovery. 
The strength in consum er spending that was seen in January and February faded as consumers 
turned cautious. Industrial production only improved slightly and employment reports continued 
to signify a bleak em ploym ent situation. This prompted the Federal Reserve Bank lo lower the 
discount rale from 5.5% to 3.5%.

A l a s k a  D e p a r t m e n t  o f  R e v e n u e ,  T r e a s u r y  D i v i s i o n  ♦ 5



An acconnnodating monetary policy such as this typically results in a vigorous economic 
recovery, along with strong growth in money and credit. However, even with the economic 
throttle wide open, the econom y was slow lo accelerate. This may be due to the significant 
increase in the assets outside the banking system and structural problems such as the large 
Federal deficit.

The weak econom y and an accom m odating Federal Reserve Bank enabled marketable debt 
investments to provide returns higher than those achieved by equities. In FY 1992, the Lehman 
Brothers Government/Corporate Index posted a 14.20% return. A low interest rate environment, 
coupled with an anticipated strong econom ic recovery, resulted in a lower, but still strong, 
performance from the equity market. The Standard & Poor 's  500 Index posted a 13.4% return 
for the fiscal year.

j Op* j K c ltii'tts

The Fund earned $158.1 million in realized net income in FY 1992 versus $127.6 million in FY 
1991. Realized net income is cash actually received by the Fund, such as d ividends paid on 
stocks, interest paid on bonds, fees and other income earned on equity tea 1 estate and realized 
capital gains. Realized capital gains were $56.3 million in FY 1992 and S I 7 5 million in FY 
1991.
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equities had negative returns for the fiscal year. The five year 
weighted, rolling average) as o f  June 30, 1992 was 8.8%. This 
o f  a long-term rate o f  return o f  9.0% for future periods.

Total return m easures realized 
net income plus the net change 
in unrealized gains and losses. 
On a total return basis, the 
Fund earned $208.8 million in 
FY 1992 as compared to 
$ 1 2 4 .1 million in FY 1991. 
This amount includes both the 
realized income, o f  $158.1 
million and a $50.7 million net 
increase in unrealized gains.

The rate o f  return for the Fund 
for FY 1992 was 11.2%. Of 
the Fund 's  m ajor asset classes, 
marketable debt securities 
c o n t r i b u t e d  th e  h ig h e s t  
economic rate o f  leturn, 
followed by dom estic  equities 
and then international equities. 
Mortgage loans and real estate 

rate o f  return (annualized, time- 
is near the actuarial assumption
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Asset A Horn lion

M a r k e t a b l e  D e b t  S e c u r i t i e s

Marketable debt securities, consisting ol’ high quality investment grade securities, accounted for 
47.5%  o f  the total Fund assets at fiscal year-end. This allocation was comprised of 48%  Federal 
Government and Agency securities and 52%  high grade corporate bonds. O ver 98%  of  the 
Fund 's  debt securities have an "A" rating o r  belter. The weighted average life o f  the debt 
portfolio at fiscal year-end was just under 10 years. Investment m anagem ent emphasized the 6 - 

10 year maturity range because securities in this range tended lo provide higher rates o f  return 
while protecting against the price volatility typical o f  longer maturities. At the end o f  FY 1992, 
the Fund had 44%' o f  its debt securities in this maturity sector.

During the fiscal year, the yield o f  the 30 year U.S. Treasury bond declined from 8.41% to 
7.78%. In a period o f  declining interest rates, a strategy o f  investing in longer maturities has a 
positive effect on investment results. For this reason, investment m anagem ent structured a 
portfolio o f  debt securities with an average maturity which is moderately longer than many 
corporate or stale portfolios. The portfolio earned a total return o f  15.1% in FY 1992 which is 
.90% above the benchmark index return of 14.2%.

Interest earned on debt securities in fiscal year 1992 totaled $74 million. The fiscal year ended 
with realized gains o f  $15 million and unrealized gains o f  $35 million. Investment management 
was a net buyer o f  $95 million o f  debt securities during the fiscal year.

Teachers' Retirement Trust Fund

Asset ABiocation

Equities 39.0% Equities -10.0%

Bonds 47.0% Bonds 44.0%
June 1992 June 1991
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Domestic ICquilies

The calendar year closed seeing the Dow Jones Industrial Average (3,168) and the S & P 500 
Index (417) rallying to all time highs from the six month low on Decem ber 10, 1991 (2,863). 
This 305 point rally over a three m onth period illustrates the need to bt lly invested at all 
times. Uncertainty about the economic environm ent during the last six ir , o f  the fiscal year 
produced mixed results for the domestic equity market. For the fiscal year, the Dow Jones 
Industrial Average had a positive return o f  17.7% and the broader based S & P 500 Index 
returned 13.4%.

The structure o f  the F und’s 
domestic equities changed in 
D ecem ber with the dismissal 
o f  United Capital M anagem ent 
as an equity manager. The 
funds were transferred to 
Invcsco Capital Management.
The indexed portion of the 
domestic equities was also 
restructured from an S & P 
100 emphasis to an S & P 500 
weighting. During FY 1992, 
the domestic equity portion of 
the Fund increased by $80.4 
million lo $795.7. This asset 
class represented 39% of the 
total Fund and provided a 
return of 12% for the fiscal 
year com pared lo the S & P 
500 index return o f  13.4%.
I n v e s t m e n t  m a n a g e m e n t  
believes that the changes outlined above, along with anticipated changes in FY 1993, will 
improve the Fund 's  domestic equity performance.

I n U T t i s i l io tu t l  K q t f i f ie s

Despite the 2197 drop in the Japanese stock market during the fiscal year, the Fund 's  international 
equity allocation had a rate o f  return o f  7.1%. The overall EA FE index ended the fiscal year 
with a return o f  -.7%. The Fund 's  favorable performance was due to the m anagers’ 
under-weighting o f  the Japanese market.

For the fiscal year, international equities increased $6.8 million to total $116.7 million, 
representing 5.8% o f  the total portfolio.

1.000 S Millions

800 -

600

400

200

Teachers’ Retirement Trust Fund 
Asset A llocation

Marketable Domestic International Mortgage Real Estate Cash 
Debt Equities Equities Loans Equities
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U e a l  Ks t a l i '  E q u i t i e s

The real estate equity allocation is a holding o f  com m ingled funds consisting o f  diversified 
properties. The m arket value o f  real estate equities decreased during the fiscal year by $10.3 
million to total $70.5 million, providing a return o f -13.0% com pared to the NCRE1F index return 
o f  -7.2%. The real estate equity allocation comprised 3.6% o f  the Fund as o f  fiscal year-end.

These inslilutional-grade funds are m anaged by seven professional real estate investment firms. 
TRS invested in these funds principally in 19X0 and 1984. No new investments have been made 
since 1987.

The real estate industry is in one o f  the most difficult periods in decades. In general, real estate 
markets are suffering from over-building in virtually all m arket sectors. The good news is that 
new construction across the country is virtually at a standstill.

As the econom y improves and excess capacity  is absorbed, this investment class o f  assets should 
improve in overall performance. Investment m anagem ent believes the real estate equity 
allocation is positioned to realize future returns more quickly than the benchmark NC REIF index 
because o f  the F und ’s bias toward retail and mullifamily sectors.

Teachers' Retirement Trust Fund

Real Estate Equities
June 30, 1992

Resldenlat 30.0% Energy Sts 14.0%

K e n  I K s f t i t c  M o r t g a g e s

The Fund continued its investment policy o f  not m aking direct residential and comm ercial real 
estate loans, due lo the low liquidity, high risk, and administrative expense o f  this type of 
investment. The market value o f  real estate loans totaled $66.0 million at year-end representing 
2.9% of  the total Fund. This allocation returned - 11.0% for the year ending June 30, 1992. A 
major reason for this performance was m anagem ent’s decision to increase the allowance for loan

Alaska Department o f Uevenitc. Treasury Division ♦ l)



loss to reflect an estimated market value. This presentation o f  a net realizable m arket value is 
consistent with the presentation o f  o ther asset allocations o f  the Fund.

The assets o f  the Fund came into being and have grown because employers and employees have 
paid more into Ihe Fund in the form o f  contributions and earnings on those contributions than 
has been paid out in benefits. Investment returns have significantly increased the F und ’s assets. 
Contributions from participants approximately match benefits by design in order to provide 
reasonable assurance that sufficient assets will be available lo make benefit payments when they 
are needed.

The Fund continues to be a well diversified, prudently managed portfolio to insure the growth 
and stability o f  the Fund for current and future participants.

Teachers' Retirement Trust Fund

Annual Market Value Growth
$ Billions

2.50 
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1.00
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FY 80 FY 89 FY 90 FY91

Beg. Mkt Value ffl Net Contributions L'JInvestment Income
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I n d e p e n d e n t  A u d i t o r s ’ R e p o r t

State of Alaska 
Department of Revenue 
Treasury Division

We have audited the accompanying balance sheets of the Teachers' Retirement Trust Fund (Fund) 
as of June 30. 1992 and 1991, and the related statements of investment income and changes in 
fund balance restricted for beneficiaries, and cash flows for the years then ended. These financial 
statements arc the responsibility of the Fund’s management. Our responsibility is to express an 
opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those 
standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. An audit includes examining, 
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An 
audit also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. We believe that 
our audits provide a reasonable basis for our opinion.

As described in note 1, the financial statements of the Teachers’ Retirement Trust Fund represent 
only the investment portfolio of the State of Alaska Teachers’ Retirement System.

In our opinion, the financial statements referred lo above present fairly, in all material respects, 
the financial position of the Teachers’ Retirement Trust Fund as of June 30. 1992 and 1991, and 
the results of its investment operations and changes in fund balance, and its cash Hows for the 
years then ended in conformity with generally accepted accounting principles.

September 4, 1992

KPMG Peat Marwick 
Certified Public Accountants 
601 West Fifth Avenue, Suite 700 
Anchorage, Alaska 99501-2258

K p / w ( r  r w -

Member Firm of Klynveld Peat Marwick Gocrdelcr
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ASSETS

June 30, 1992 and 1991 
(000’s omitted)

Investments, at market 
Marketable securities:

U.S. Government debt 
Federal agency debt 
Corporate bonds 
Domestic equity pool 
International equity pool 

Total marketable securities

Mortgage loans
Allowance for loan losses 

Net mortgages

Real estate equities 
Total investments

Receivables:
Interest
Due from (to) general investment fund 

Total receivables

Cash and cash equivalents 

Total assets 

FUND BALANCE

Fund balance restricted for beneficiaries

B a l a n c e  S h e e t s

1992 1991

1 424,620 S 420,898
22,846 -

493,450 372,433
795,659 15,287
116.680 109.947

1.853,255 1.618,565

78,525 82.941
(12.598) (4,574)

65,927 78,367

70.478 80.828
1.989.660 1,777,760

19.168 17,507
(1,022) 1.129
18.146 18.636

12.498 17.200

S2.020.3U4 $1.813.596

$2,020,304 SI.813.596

See accompanying notes to financial statements.

12 ♦ Teachers' Retirement Trust Ruud * Annual Report o f  Assets



S t a t e m e n t s  o f  I n v e s t m e n t  I n c o m e  a n d  C h a n g e s  i n  

F u n d  B a l a n c e  R e s t r i c t e d  f o r  B e n e f i c i a r i e s

Years Ended June  30, 1992 and 1991 
(000’s omitted)

1992 1991
Investment income:

Income:
Interest:

Marketable securities $ 74,302 $ 72,071
Mortgage loans 6.304 7.252

Total interest 80.606 79.323

Dividends:
Domestic equity pool 20,943 22,098
International equity pool 4,460 3,717
Real estate equities 3.778 4,412

Total dividends 29 .181 30.227
Total income 109.787 109,550

(Increase) reduction of allowance for loan losses  (8.024) 596
Net income 101.763 110.146

Net realized and unrealized gains on investments:
Realized:

Marketable debt securities 14,517 5,429
Domestic equity pool 41,265 10,955
International equity pool  563 1.115

Net realized gains  56.345 17.499

Change in unrealized market appreciation 50.666 (3.577)
Net realized and unrealized gains 107.011 13.922
Total investment income 208,774 124,068

Beginning fund balance restricted for beneficiaries 1,813,596 1,700,702
Net withdrawals (2.066) (11,174)

Ending fund balance restricted for beneficiaries $2.020.304 $ 1.8 i3.596

See accompanying notes to financial statements.
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S t a t e m e n t s  o f  C a s h  F l o w s

Years Ended June 30, 1992 and 1991 
(000’s omitted)

1992 1991
Investment operations:

Total investment income $ 208,774 $ 24,068
Adjustments lo reconcile investment income to 

net cash provided by investment operations:
Net realized gain (56,345) (17,499)
Change in unrealized market appreciation (50,666) 3,577
Amortization 418 175
Increase in 'merest receivable (1,661) (583)
Increase (reduction) of allowance for loan losses 8.024 .......(596)

Net cash provided by investment operations 108,544 109.142

Investing activities:
Purchase of marketable securities (410,931) (355,285)
Sales and maturities of marketable securities 314,954 367,273
Acquisition of mortgage loans and real estate equities (11,885) (10,373)
Net increase in book value of domestic equity pool (18,444) (140,946)
Net increase in book value of international equity pool (3,475) -
Mortgage loan principal payments and proceeds
from real estate equities 16.450 15.135

Net cash used in investing activities (113.331) 024,196)

Financing activities - net contributions (withdrawals)
from benefit system 85 (11.472)

Net decrease in cash and cash equivalents (4,702) (26,526)

Cash and cash equivalents at beginning of year 17.200 43.726
Cash and cash equivalents at end of year $ 12.498 $ 17,200

See accompanying notes to financial statements.
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N o t e s  t o  F i n a n c i a l  S t a t e m e n t s

June 30, 1992 and 1992 
(000’s omitteo)

Mi T lie  A vcoum iu ji K tilify

The Teachers Retirement Trust Fund (Fund) is the investment portfolio of the State of 
Alaska Teachers’ Retirement System (TRS). TRS is a mulliplc-employer cost-sharing, 
defined benefit, joint contributory system established for the payment of retirement, disability 
and death benefits to or on behalf of qualified teachers employed by the state, municipalities, 
school districts, or other political subdivisions within the state. These financial statements 
are those of the Fund and not TRS taken as a whole. The Commissioner - Revenue is the 
fiduciary and has the statutory authority to invest the moneys of the Fund.

Alaska Statutes 14.25.180 and 37.10.071 provide that investments shall be made with the 
judgment and care under circumstances then prevailing that an institutional investor of 
ordinary professional prudence, discretion and intelligence exercises in managing large trust 
portfolios. The Department of Revenue has contracted the management of cer’iin 
investment securities lo selected external managers. Specifically, the domestic equity pool, 
international equity pool and real estate equities arc managed by external management 
companies.

l i t  um n iun i:i’ • i^ iiifican l ViTOunlin# Policies

f i r . • ' . t n u ' t t i  ( 'le s o n ia t iu n

The market value of marketable securities is determined at the end of each month by die 
custodial agent. The agent’s determination of market values involves, among other things, 
using pricing services or prices quoted by independent brokers. The market value of the 
mortgage loans is determined by adjusting purchased yields to the current secondary 
mortgage market conditions established by the Mortgage Guarantee Insurance Corporation. 
A mortgage loan loss provision has been provided as described below. The market values 
of real estate equities are valued by the various companies managing those funds.

Security transactions and any resulting gains or losses are accounted for on a trade date 
(ownership) basis. In determining gains and losses, the cost of securities sold is determined 
on the specific identification basis. Interest income, including amortization of premium and 
discount and dividend income on domestic equity securities, is accrued monthly. Dividend 
income on international equity securities is recognized upon notification from the 
custodian.

Alaska Depai nncnt o f  Revenue, Treasury Division ♦ 15



Notts In ''itum ciiti Si.iHments (continuer!)

Nft ( 'mif»'ihiHit?ns

Net ccntributions represent contributions from employers and employees, net of benefits paid 
to TRS participants. Net contributions are recorded on a cash basis according to when 
contributions are received, and benefits are paid by the Stale of Alaska, Department of 
Administration, Division of Retirement and Benefits.

Adinir.istiyliw and O.iier l Apcnses

All expenses, including investment management costs, arc charged to appropriations of Fund 
assets and are therefore not deducted from investment income of the Fund.

StatcmiMil ol ( ash Mows

For purposes of the statement of cash flows, all highly liquid debt instruments with original 
maturities of three month., or less arc considered to be cash equivalents. The cash flow 
statement is presented to reflect the activity resulting in a change in cash and cash 
equivalents. Total investment income is adjusted for realized gains or losses because gross 
proceeds are shown under sales and maturities of marketable securities.

Allowance* lor lo a n  Misses

Historically, management of the Fund has provided an estimated allowance for loan losses 
to provide for potential credit losses in its loan portfolio. Factors considered by management 
in developing the allowance for loan losses include delinquency levels, historical charge offs 
and the aging of the portfolio. During 1992, management elected to offer the loan portfolio 
for sale, and has recorded as an allowance an amount considered sufficient to reflect the 
portfolio’s net realizable value.

(3! Domestic  Pool

The Fund, along with several other State of Alaska funds, has an investment in a domestic 
equity pool. The majority of the domestic equity pool is comprised of common slock with 
available cash balances invested in short-term debt instruments. All accrued income and 
realized gains and losses arc allocated monthly to each participating fund on a pro rata 
ownership basis. Income which is received by the domestic equity pool is distributed 
monthly in cash to each participating fund, first to accrued income allocated to any 
withdrawal by a participating fund, and second, in proportion to each fund’s ownership of 
remaining accrued income. At June 30, 1992 and 1991, the Fund’s investment in the 
domestic equity pool is comprised of the following:
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June 30 pool ownership percentage

Domestic equities, at market 
Interest and dividends receivable 
Cash and cash equivalents

Cash and cash equivalents are comprised of the following at June 30, 1992 and 1991

Interest-bearing deposits 
Unsettled investment transactions 
Repurchase agreement

Total cash and cash equivalents

Itifcrm ilinm U K tju ify  Pool

The Fund, along with the Public Employees Retirement Trust Fund, formed an international 
equity pool during 1992. The majority of the international equity pool is comprised of 
common stock with available cash balances invested in short-term debt instruments. All 
accrued income, realized gains and losses and income received are allocated monthly to the 
two participating funds on a pro rata ownership basis. At June 30. 1992 and 1991. the 
Fund's investment in the international equity pool is comprised of the following:

June 30 pool ownership percentage

International equities, at market 
Cash and cash equivalents

Alaska D epartm ent o f  Revenue, Treasury D ivision  » 17



U M i H H B H I H f l H n n n H H H B I

Note* F in a n c ia l  S la lc in c n ( s  ( c o n t in u e d )

(6 )  kt';»S K s lh io  V lortKU^es

Real estalc morigagcs are comprised of the following at June 30, 1992 and 1991:

Outstanding Principal:

Real estate loans past due 90 days 
Real estate acquired by foreclosure

Total Outstanding Principal 

Unrealized Appreciation 

Total Mar<ct Value 

Allowance For Real Estate Loan Losses

Net Mortgages

1992 1991

$ 54.295 $ 55,849
8,283 i 1,612
8,303 11.375

70,881 78,836

7.644 4.105

78.525 82.941

(12.598) (4.574)

i 65.927 S 78.367

< 7 1 Saiokceiimj/, Risk

The Teachers Retirement Trust Fund's deposits and investments are categorized below 
pursuant to Governmental Accounting Standards Board (GASB) Statement Number 3 and 
GASB Technical Bulletin Number 87-1 to give an indication of the level of safekeeping 
risk assumed by the Fund at statement date.

Deposits: Insured or collateralized with securities held by the Slate or by its 
custodian in the State’s name.

2. Collateralized with securities held by the pledging financial 
institution’s trust department or custodian in the State’s name.

3. Uncollateralized.

Investments: [. Insured or registered for which the securities are held by the Stale or 
its custodian in ihe State’s name.
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Notes to Financial Statements (continued)

2. Uninsured and unregistered investments lor which the securities are 
held by the broker’s or dealer's trust department or agent in the 
Stale’s name.

3. Uninsured and unregistered investments for which the securities arc 
held by the broker's or dealer's trust department or agent not in the 
Stale’s name.

At June 30, 1992 and 1991. all ol’ the Fund’s deposits and investments were considei’d 
to be Category 1 with respect to safekeeping risk.

Alaska Department o f  Revenue, Treasury Division * 19



O u t s i d e  M a n a g e r

D o m e s t ic  l*!v|t!ilk‘s

(Fred) Alger Management 
N ew  York, N ew  York 

IDS Equity Advisors 
M inneapolis. M innesota  

Invesco Capital Management, Inc.
Atlanta, G eorgia  

Lehman Ark Management 
N ew York. N ew  York 

Miller. Anderson & Shcrrerd
W est Consltoltocken. Pennsylvania  

Slate Street Bank & Trust Co.
N. Quincy, M assachusetts

Mtjtiiiv R ea l l v l a t e  V?: • n a d i r s '
A d\ isofs

Aetna Capital Management 
Hartford, Connecticut 

Equitable Real Estate Investment 
Management, Inc.
Irvine, California  

John Hancock Properties. Inc.
Boston, M assachusetts  

JMB Institutional Realty Corporation 
Chicago. Illinois  

Karsten Realty Adviso 
Los Angeles, California  

J.P. Morgan Investment Management, Inc.
N ew  York, N ew  York 

Sentinel Real Estate Corporation 
Bellevue, W ashington

lii\(!.stiii(!iil A d v  i.sor

Dorn & Helliesen. Inc.
Berkeley, C alifornia  
Boise. Idaho

IVrl'onaanoe Measurement

SEI Funds Evaluation Services 
San F rancisco, C alifornia

Real F.sli;k‘ ( ■onsullunls

Institutional Property Consultants. Inc. 
A tlanta, G eorgia  
San D iego, C aliforn ia

Domestic Ju ju ih  Kvuluafion

SEI Funds Evaluation Services 
San F rancisco, C alifornia

1 u(crntt<ionttl ICrjiiity K\uiuutt<m

The WM Company 
E dinburgh . Sco tland

Indepenilctit Audilor s
KPMG Peat Marwick 

Anchorage, A laska

Giolx 1 Master Custodian

i n k r n a t i o o i i i  iujitilicw

Citibank Investment Management 
London. E ngland  

J.P. Morgan Investment 
London, E ngland

State Street Bank & Trust Co. 
N. Q uincy, M assachusetts

This publication was released by the Department o f  Revenue, produced at a cost o f  $3.96 per 
copy, to provide information on retirement asset management to interested parties. This 
publication is required by AS 37 .10 .0 /1.
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A Pension Trust 
for Public Employees

State of Alaska 
Department of Revenue, Treasury Division 
P.O. Box 110400, Juneau, Alaska 99811 

(907)465-2300
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This report provides information on the management of the assets of the Public Employees’ 
Retirement System (System). The related pension liabilities and the financial well-being of the 
System as a whole are presented in the annual report of the System which is published each 
December by the Alaska Department of Administration, Division of Retirement and Benefits.
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C o m m i s s i o n e r ' s  M e s s a g e

1 am pleased lo present the Department of Revenue's second annual Public Employees' 
Retirement Trust Fund (Fund) Report. The successes of managing the Fund in fiscal year 1D92 
were many. The Treasury Division within the Department was instrumental in achieving the 
successes.

When we ended the 1992 fiscal year, the Fund had grown to $3.4 billion dollars. This growth 
was established by investment earnings of $356.5 million and net ontributions of $86.0 million. 
My responsibility for the continued positive investment performance of the Fund is one which 
I take very seriously.

The $356.5 million dollars of investment income represents an investment return to the Fund of 
11.6%. The actuarial rate of return assumption adopted by the Public Employees' Retirement 
System (PERS) board is 8.75%. The investment rate of return assumption is used by the actuary 
to calculate the funding requirements of the PERS. When the actual investment performance 
exceeds the investment assumption rate, a higher "funding ratio" will result.

The "funding ratio" (i.e. the ratio of plan assets to actuarial liabilities) is a measure of the 
financial health of retirement plans. A plan is said lo be "fully funded" when its assets are equal 
to its actuarial liabilities. The differences in actuarial assumptions that underlie the calculations, 
however, make a precise r  easurement difficult.

For the 1991 fiscal year, the funding ratio for PERS fell by 9% to 86%. The primary reasons 
for this decrease are the actuarial change lo PERS's demographics and the lower rate of return 
assumption. Ai 86% PERS should still be considered financially sound. Fiscal year 1992's 
positive investment performance will help achieve a higher "funding ratio" for PERS. My goal 
is to manage the Fund's investments so investment earnings continue to make positive 
contributions toward achieving a 100% "funding ratio."

To achieve this goal within the investment standards expected of a prudent investor, I authorized 
the following strategic management activities to lake place:

iH Dorn & Helliesen. an investment advisory firm, was selected lo help us with the 
development and implementation of an asset allocation plan for the Fund. The 
asset allocation plan addresses further portfolio asset diversification to include 
small-cap domestic equity stocks and international fixcd-income securities.

B3  We Continued to use the Investment Operations Advisory Committee for 
investment management review and recommendations,
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1 assisted with drafting legislation which created an eight member Alaska State 
Pension Investment Board (Board). This legislation was enacted and signed into 
law. becoming effective July I. 1992. The eight member board will assume the 
fiduciary responsibility of the Fund's assets by July 1. 1993. Formation of the 
Board is underway with the first meeting slated for January 1993. Four members 
(two members each) from the Public Employees’ Retirement System and 
Teachers’ Retirement System will be elected. Three members will be appointed 
by the Governor. One of these members will represent participating employers 
of the PERS. The Commissioner of Revenue is statutorily named to the Board.

The Board represents a blending of plan sponsor and beneficiary interests. All 
Board members will be subject to the prudent investor standard. This standard 
requires all investments of the Fund be made with the care, skill and diligence of 
a prudent professional with investment expcr‘: .e.

The following people were hired during the past year: Brian C. Andrews as 
Deputy Commissioner, Treasury; Robert D. Storer as Chief Investment Officer; 
and Mark W. Pressing as Treasury Comptroller. Their experience and expertise 
have lent themselves well to the investment management of the Fund.

It is clear by the positive investment return for fiscal year 1992 that the above management 
activities will contribute positively to a "fully funded" PERS status and will lower the 
contribution rale requirement from the plan sponsors and particbaling employers in the years to 
come.

As fiduciary to the Fund. I pledge lo continue the management of the Fund’s assets in the best 
interest of the beneficiaries.

1 welcome any comments or questions you may have regarding the report.

Darrel J. Rexwinkel 
Commissioner of Revenue
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