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FRANK H. MURKOWSKI, GOVERNOR

X 1
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DEPARTMENT OF ADMINISTRATION TOLII_\I-IFE:REE OE§12§51

DIVISION OF RETIREMENT AND BENEFITS

February 10, 200"

The Honorable Paul Seaton, Chair
Members of House Stan Affairs
Alaska State Legislature

State Capitol, Room 102

Juneau, Alaska 99801

Subject: Response to Questions from House State Affairs Members

Dear Mr. Chair and Members of House State Affairs:

This letter is written in response to questions received from the members
of the House State Affairs Committee on January 31, 2005. Pased on the
nature of the question, the response will origin, te from the Division of
Retirement and Benefits, the Alaska State Pension Investment Board, or Mercer
Human Resource Consulting as noted below. Additionally, some questions
were posed by members of the Committee to the Division durng the
presentations and were not assigned a number. Please let me know if you have

any questions about this information.

Questions 1, 2, and 3 (b) were responded to by Mercer Human Resource
Consulting (enclosed).

3. (@ Would you characterize the management of the assets ac
conservative?

Response provided b} Alaska State Pension Investment Board (ASPIB).
Asset management by the fiduciaries, the Alaska State Pension
Investment Board trustees, is not conservative according to conventional
definitions. The current target asset allocation is to have 30% of the
portfolio in domestic fixed income and 3% in other fixed income. A
conservatively managed portfolio would have a higher alloca. on to fixed
income, lower expected returns, and a lower standard deviation in

returns (a measure of risk).
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The Honorable Paul Seaton, Chair
Members of Hour** State Affairs February 10, 2005
Responses to Questions Page 3

increase long-term returns. However, extreme volatility could impact
employer contribution rate stability over the short- to midterm even as it
could reduce required contributions over the long term. The currer*
targeted rate of return and associated risk projects that there isa 1in 10
chance of a negative 6% rate of return, and a 1 in 4 chance of earning
only a .2% rate of return, in any given year. Likewise there isa 1in 10
chance of earning 24%, and a 1in 4 chance of earning 16%.

Could PERS and TRS invest in the gas pipeline?

Response provided by Alaska State Investment Board fASPIB) Building
one or more gas pipelines to bring North Slope natural gas to markets is
expected to include various financing structures. Fixed income
securities will likely be part of the mix. While much of the bonded
indebtedness may be tax-exempt, and therefore paying a lower rate than
a public pension fund would find attractive, if there is a taxable
component of the bonds it would likely be rated at investment grade or
better and would therefore be an attractive investment option for the
Alaska State Pension Investment Board.

Questions 7 and 8 were responded to by Mercer Human Resource Consulting
(enclosed).

9.

10.

What policy decisions of the PERS and TRS Boards improved the
financial condition of the plan?

Response:  Adopting the actuarys recommendation regarding
assumptions and methods; increasing the employer contribution rates,
and. initiating efforts to reduce medical costs for the retiree health plan.
For example, th<“ Health Sub-committee initiated an educational
campaign along with the Division to educate retired members about the
use of generic drugs versus brand name drugs. For every 1% shift that
members make from brand name prescriptions to generic drugs, it saves
the retiree health plan one million dollars. Initially tne percentage of
generic prescriptions filled constituted 37%, which has increased to 42%
since the inception of this initiative.

Have policy decisions of the PERS and TRS Boards impacted the
current financial con iition of the plan?

Response: The lowering of the employer contribution rate beginning in
1998 for PERS may have had a financial impact on the funding status for
the system. Additionally, not adopting the actuarially calculated rate for
TRS may' have had an impact on the TRS system. Mercer has been

asked to determine the financial impact.
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DIVISION OF RETIREML \ITAND BENEFITS

February 10, 2005

The Honorable Pi ul Seaton, Chair
Members of HoU' e State Affairs
Alaska State Lag slature

State Capitol, hoom 102

Juneau, Alaska 09801

Subject: Response to Questions from House State Affairs Members

Dear Mr. Chair and Members of House State Affairs:

This lettei is written in response to questions received from the members
of the House Sta e Affairs Committee on Ja uary 31, 2005. Based on the
nature of the qi estion, the response will originate from the Division of
Retirement and Benefits, the Alaska State Pension Investment Board, or Mercer
Human Resource Consulting as noted below  Additionally, some questions
were posed by members of ihe Committee to the Division during the
presentations and were not assigned a number. Please let me know ifyou have

any questions about this information.

Questions 1, 2, anc 3 (b) were responded to by Mercei Human Resource
Consulting (enclosedl.

3. (d Would you characterize the management of the assets as
conservative?

Response provided by Alaska State Pension Investment Board (ASPIB).
Asset management by the fiduciaries, the Alaska State Pension
Investment Board trustees, is not conservative according to conventional
definitions. The current target asset allocation is to have 30% of the
portfolio in domestic fixed income and 3% in other fixed income. A
conservatively managed portfolio would have a higher allocation to fixed
income, lower expected returns, and a lower standard deviation in

returns (a measure of risk).
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The Honorable Paul Seaton, Chair
Members of House State Affairs February 10, 2005

Responses to Questions

4.

Page 2

Why is the liability of the pension system managed by the
Department of Administration, the assets by the Dep. ment of
Revenue, and what is the role of the PERS and TRS Boardsr

Response: In 1961 the Public Employees’ Retirement System was
established pursuant to AS 39.35.010. The authority for tne
administration of the Public Employees’ Retirement System is found in
AS 39.35.020, Administration, which states, “The cornmis_.ioner of
administration is responsible for the administration of the system. . ..”

In 1955 the Teachers’ Retirement System was established pursuant to
AS 14.25.010. The authority for the administration for the Teachers'
Retirement System is found in AS 14.25.015 Administrator, which
states, “The commissioner of administration shall anpoint an

administrator of the system.”

In 1993 the Alaska State Pension Investment Board (ASPIB) was
established pursuant AS 37.10.210. The authority is set out in
AS 3/'.10.210, and states, “There is established the Alaska State Pension
Investment Board in the Department of Revenue. The purpose of the
board is to provide prudent and productive management and investment

of state pension funds. .. .”

AS 39.35.030 established the Public Employees’ Retirement Board
(PERB) and AS 14.25.035 established the Teachers’ Retirement Board
(TRB). The powers and duties assigned to the PERB and TRB can be
summarized, in part, as follows: (1) hold regular and special meetings
considered necessary; all meetings are open to the public; (2) serve as an
appeal board and shall hold hearings at the request of the employer,
member, annuitant, or any beneficiary on decisions made by the
administrator; (3) to adopt, with modifications it considers proper,
regulations recommended by the administrator; (4) the PERB determines
the annual employer contribution rate and the TRB recommends to the
Commissioner the annual employer contribution rate; and (5) review
periodic actuarial/experience studies and audits of the actuarial
consultant and may adopt, revise, or reject the recommendations made

by the actuarial consultant.

Would it be prudent to increase the overall investment risk of the
fund?

Response provided by Alaska State Investment Board (ASPIB).
Contemporary management of large institutional funds strive for
efficiency as delineated by high returns compared to the amount of risk
assumed. Over time, incremental increases in risk may be expected to
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The Honorable Paul Seaton, Chair
Members of House State Affairs February 10, 2005

Responses to Questions

Page 3

increase long-term returns. However, extreme volatility could impact
employer contiibution »ate stability over the short- to mid-term even as it
could reduce required contributions over the long term. The current
targeted rate of return and associated risk projects that there isa 1in 10
chance of a negative 6% rate of return, and a 1 in 4 chance of earning
only a .2% rate of return, in any given yeai. Likewise there isa 1in 10
chance of earning 24%, and a 1in 4 chance of earning 16%.

Could PERS and TRS invest in the gas pipeline?

Response provided by Alaska State Investment Board (ASPIB). Building
one or more gas pipelines to bring North Slope natural gas to markets is
expected to include various financing structures. Fixed income
securities will likely be part of the mix. While much of the bonded
indebtedness may be tax-exempt, and therefore paying a lower rate than
a public pension fund would find attractive, if there is a taxable
component of the bonds it would likt ly be rated at investment grade or
better and would therefore be an attractive investment option for the

Alaska State Pension Investment Boarc .

Questions 7 and 8 were responded to b\ Mercer Human Resource Consulting
(enclosed).

9.

10.

W hat policy decisions of the PERS and TRS Boards improved the
financial condition of the plan?

Response:  Adopting the actuary's recommendation regarding
assumptions and methods; increasing the employer contribution rates;
and initiating efforts to reduce medical costs for the retiree health plan.
For example, the Health Sub-committee initiated an educational
campaign along with the Division to educate retired members about the
use of generic drugs versus brand name drugs. For eveiy 1% shift that
members make from brand name prescriptions to generic drugs, it saves
the retiree health plan one million dollars. Initially the percentage of
generic prescriptions filled constituted 37%, which has increased to 42%

since the inception of this initiative.

Have policy decisions of the PERS and TRS Boards impacted the
current financial condition of the plan?

Response: The lowering of the employer contribution rate beginning in
1998 for PERS may have had a financial impact on tl e funding status for
the system. Additionally, not adopting the actuarially calculated rate for
TRS may have had an impact on the TRS system. Mercer has been
asked to determine the financial impact.
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The Honorable Paul Seaton, Chair
Members of House State Affairs February 10, 2005

Responses to Questions

11.

12.

Page 4

W hat policy decisions can the Department cf Administration make
to improve the plan?

Response: A Tier Redesign Study was initiated at the request of the
Commissioner of Administration in order to determine what the financial
impact would be in the event new Tiers were established by the
Legislature. The Commissioner of Administration has net approved
ad hoc Post Retirement Pension Adjustment (ad hoc PRPA) for tne last two

consecutive years.

For example, if the ad hoc PRPA had been approved by the
Commissioner, the increase in accrued liability for PERS would have
been $37.7 million and $34.0 million for TRS. AS 39.35.475 (a) Post
Retirement Pension Adjustment states, “When the administrator
determines that the cost of living has increased and that the financial
condition of the retirement fund permits, he shall increase benefit
payments to persons receiving benefits under this system.”

Based on the statute provision, the ad hoc PRPAs are discretionary (only
Tier 1 PERS and TRS members are eligible to receive ad hoc PRPA).
Since 1991, eight ad hoc PRPAs have been paid to retirees, three were
paid as a result of a lawsuit. In addition to the ad hoc PRPA, there is
also an automatic PRPA, which is tied to the consumer price index (CPI)
for Anchorage and specific conditions apply to this increase in benefit

payment.

W hat policy decision can the Legislature make to improve the plan?

Response- The outcome of the Tier Redesign Project indicates that it
could provide a long-term solution by limiting the volatility of the current
defined benefit plan and reducing the medical costs to employers for
future members. New Tiers will not immediately reduce the employer
contribution rate for some period of years into the future. However, the
new tiers will reduce volatility, provide a good benefit for new members
and pay off the unfunded liability. The Legislature could consider
establishing a moratorium on any legislation that enhances retirement

benefits for members.

Question 13 was responded to by Mercer Human Resource Consulting
(enclosed).
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The Honorable Paul Seaton, Chair
Members of House State Affairs February 10, 2005

Responses to Questions Page 5

14. Please provide a graph of the actual cash flows in and out of the
various existing plans for the periods listed below as well as what
you anticipate (base case) for the next three years - please aggregate
if possible so that we can me -e easily sec the “big picture.” The
chart responding to this information is attached.

Questions 15, 16, 17, 18, and 19 were responded to by Mercer Human
Resource Consulting (enclosed).

The following questions noted below were asked by members during the
hearing session or were sent to the Division for response without an assigned

number.

W hat were the comments made by employers who refused to participate
in the Tier Employer Survey?

Response: Most employers who did not participle did so after at least
three follow-up calls from staff with the Division of Retirement and
Benefits. When asked most employers did not want to discuss w’y they

were not responding to the survey.

However, a couple of the employers did provide the following comments
regarding not participating in the survey as follows:

"As a school administrator I'm not comfortable speaking to the best
interests of almost 200 employees wle serve with our program. . . My
subjective responses to these questions would not be a fair assessment of
what my board might offer and wouldn't serve the majority of our

employees.”

"The questions seemed to only really provide two choices to choose from."
(There were many choices, but it appears this references defined benefit
v. defined contribution.) "The survey was extremely long;" "Can't respond
due to time constraints.”

A copy of the Tier Employer Survey is enclosed.

How many states pre-fund tb<; medical cost component of the retirement
benefits?

Response: According to National Association of Retired State
Administrators (NASRA) there are three other states besides Alaska that
pre-fund for the medical costs of the retirement benefit: (1) Ohio, (2

Michigan, and (3) Kentucky.
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The Honorable Paul Seaton, Chair
Members of House State Affairs February 10, 2005

Responses to Questions Page 6

W hat type of smoothing technique is used to determine the employers’
contribution rate, and limit volatility from year to year?

Response: The smoothing technique adopted by PERB and TRB can be
found in the actuarial valuation report in section 2.3 of this report.
Effective June 30, 2002, the asset valuation method recognizes 20% of
the investment gain or loss in each of the current and preceding four
years. This method will be phased in over the next five years. All assets
are valued at market value. Assets are accounted for on an accrued basis
and are taken directly from audited financial statements provided by
KPMG LLP. Valuation assets cannot be outside a range of 80% to 120%
of the market value of assets.

How are future savings of the Tier employees factored into the future rate
projections?

Response: The normal cost rate includes the present value of benefits for
the various different Tiers, which are expected to be credited with respect
to service during the year beginning on the valuation date. The normal
cost rate includes the different benefit costs for each of the Tiers.

The Legislature has been provided a suggestion from the Kenai Peninsula
Board calling for an “Alaska Public Employees Retirement Corporation.”
Have you reviewed it? Js it a more efficient manner to doing business?

Response: The Division is aware of this proposal, however, the Division
has not undertaken an analysis of this proposal. Ifthe proposal becomes
a bill, it is anticipated that the public comment and legislative hearing
process will assist in a determination regarding the merits of this

proposal.

Could you explain whether the retiree rehire provisions of HB 242 has
impacted the PERS or TRS?

Response: This response only addresses the retiree rehire provisions and
not the medical enhancements for HB 242. According to Mercer’s letter
dated September 2, 2004, “A merribei who elects the waiver earns no
additional benefits from the Retirement System. Therefore, such a
member has no “normal cost rate” and there is no normal cost rate.
However, a portion of the employer contribution for each member is
needed to amortize the Systems’ unfunded past service liability. This
portion is referred to as the “past service rate.” When a member elects
the waiver, the payroll base that can be used to amortize the unfunded

liability is reduced.
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The Honorable Paul Seaton, Chair
Members of House State Affairs
Responses to Questions

February 10, 2005
Page 7

A higher past service rate must be applied to the remaining payroll to
arrive at the same payment towards the unfunded liability. Based on the
number of members participating in HB 242 for PERS, the cost has been
negligible. As a result of the higher unfunded liability for TRS coupled
with the number of members participating, it has resulted in
approximately $100,000 of additional unfunded liability per year (see

attached).

Explain the new GASB rules - Are we sure the state is required to comply,
since the state self-insures? Or are we already compliant?

Response: The State already complies with this new rule and has done so
since the 1970s. While the State is self-insured, this factor docs not
impact the new GASB rules issued in August of 2004. The new GASB
rules will mandate that employers subject to GASB*s rules acount for
retiree health benefits in a similar manner to the way they account for
defined pension benefits. Instead of recording the expense associated with
when the expenses are paid, employers will have to recognize the expense
over the working lifetimes of their employees. By contrast the State
already records the expense on an accrual basis not a pay-as-you-go basis.
Additionally, the State pre-funds for this expense in order to collect all of
the amount necessary to pay for this benefit at the time an employee is
appointed to retirement. GASB will not require states to pre-fund;
however, they will have to record the expense on an accrual basis.

Why can a national guard/reservist claim military service in the PERS and
a career military retiree can not? What is the employer’s cost for

claiming military service?

Response: Please see enclosed letter from Kathy Lea, Retirement Manager
to Representative Lynn.

Provide retirement statistics by fund (attached 1995 through 2004).

Sincerely,

Director

MM
cc: Ray Matiashowski, Commissioner, Department of Administration

Kevin Brooks, Deputy Commissioner, Department of Administration
Mike Tibbies, Deputy Commissioner, Department of Administration
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February 3. 2005

Ms. Melam'e M’llhom

Director of Retirement and Benefits
State of Alaska

Department of Administration
Division of Retirement and Benefits
P.O. Box 110203

Juneau, AK 99811*0203

Subject: _
PERS and TRS - Investment Return Assumption

Dear Melanie:

This letter responds to questions 1 through 3 from the January 27, 2005 memo from Louie Flora.
Mercer cannot respond to the part of question 3 related to management of assets, but would
suggest referring that question to the Alaska State Pension Investment Board (ASPIB).

Actuarial Methods

The purpose of actuarial methods is to fund each member’s retirement benefits over the
member's working lifetime. The total expected liability for each member is broken down into
two parts - the past service liability and future normal costs. The past sr-> ice liability is the
portion attributable to prior service and is expected to Have already been funded fo.. Future
normal costs are the annual amounts expected to be earned in the future and to be paid for by
future member and employer contributions. To the extent that System assets are less than the past
service liability, the “unfunded liability” is unionized over 25 years and a past service rate is
combined with the normal cost rate in calculating employer contributions.

Actuarial Assumptions

The expected System liability is the value in today’s dollars of all of the expected future benefit
payments to all of the System members. There is uncertainty as to both the amount and the
timing of future benefit payments. Thus, determining System liabilities requires making
assumptions regarding future events. In setting each assumption, appropriate consideration is
given to historical observations as well as to expectations for the future. Professional standards
require that each assumption represents our best estimate at the time of anticipated future
experience. Therefore, it would not be appropriate to characterize any of the assumptions as
“conservative” or “aggressive”, but rather to characterize each assumption as our best estimate

based on information available at the time.

MMC M.i",' £ Mc.enn.in CoriB«™g\
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M ERCER
Human Resource Consulting

Page 2

February 3, 2005

Ms. Melanie Millhom
State of Alaska

Several of the key actuarial assumptions are as follows:

investment return

health cost trend

future inflation

mortality rates

future salary increases

e retirement/termination rates

Vfliile each assumption is the best estimate of future experience based on information available
at a given point in time, changes can occur which lead to revisions in actuarial assumptions.
Among others, such changes can include longevity increases, lowered expectations regarding
future inflation, and increased exp* ations regarding future healthcare cost increases.
Assumption changes cause increases or decreases in System liabilities, which are amortized over

25 years through the past sendee rate.

Assumption Review Process

Actuarial assumptions are approved by the PERS and TRS Boards after recommendations by and
discussion with the actuary. Formal assumption reviews are conducted every five years. The
results of the most recent review of the actuarial assumptions were presented to the Boards in
October. 2000. Detailed analysis of each assumption can be found in the following reports:

m  Public Employees' Retirement System Analysis Study of Actuarial Assumptions
m Teachers' Retirement System Analysis Study of Actuarial Assumptions

In addition, periodic audits of the actuary’s assumptions and methods are performed by an
independent actuarial consulting firm. The most recent audit was performed by Milliman, USA,

with results presented to the Boards in October, 2002.

Investment Return Assumption

The investment return assumption represents the average long-term rate of return expected to be
realized on the System portfolio over ti e System's future lifetime. It is used to discount future
benefit payments to the valuation date when calculating liabilities, "ecause it represents
expected future earnings to provide for benefits, raising or lowering the return assumptions
causes liabilities to move in the oppos'te direction. Lowering the return assumption to 7.25%
would increase System liabilities; raising the discount rate to 9.25% would reduce System

liabilities.
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M ERCER
Human Resource Consulting

Page 3

February 3, 2005

Ms. Melanie Millhom
State of Alaska

Attached are *cerpts from t ie most recent assumption review, providing our analysis of the
investment return assumption. Also attached are excerpts from the actuarial audit rendering the
opinior. “We believe this is a reasonable assumption given the Systems’ current asset allocation

policies’.

The National Association of State Retirement Administrators (NASRA) periodically publishes a
public fund survey. NASRA’s survey of investment return assumptions as of June 30,2003
produces a median return assumption of 8%, with 39 funds using return assumptions of 8.25% or

higher.

I hope this information is helpful. Please call or email if you have questions or need additional
information.

Sincerely,

Robert M. Reynolds. ASA, MAAA

RVR/OVBWs
Copy:

Chris Byrnes
Marcia Chapman

Enclosure

0 BVt reum™*iumecon mm 03(& mr e
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M ERCER
Human Resource Consulting

lIxcerpt from Mercer Assumption Review

Annuel Investment Return

The investment return assumption is one of the most impoitar.t elements of the actuarial basis in
that it covers the entire lifetime of System participants, making the results of the valuation
extremely sensitive to this assumption. The investment return assumption represents the verage
long-term rate of return expected to be realized on the investment portfolio of the System over
the System’s future lifetime. Current System liabilities and recommended contribution rates are
determined by discounting all future benefits payable to current and future retirees and their
beneficiaries at this .ate of interest. It is important not to overestimate the expected future
investment returns, otherwise actuarial losses could occur resulting in unanticr atrd contribution
rate increases. However, it should be rcmembered that short-term expectations of interest rate
levels should have little influence on the determination of a valuation asrumption vhich should
rather represent best estimates of the long-term average return which can be anticipated for the

System assets.

The annual investment return is compnscd of three major components:

» The increase in overall productivity
» The risk premium rssociated with each investment class

e Inflation

Th™ first two of these represent the “real” rate of return. Since 1996, the real rate of return
implicit in the investment rate has been 4.25% for PERS. The real rate of return expected on
investments is a function of the time period over which results are measured and the types of

investments chosen.
The following table presents rates of return for the past Eve years for the System:

Approximate Ruturn on

Measurement Period National CPI Market Value o1Assets
FY99 2.2% 10.3%
FY98 1.6% 12.8%
FY97 2.3% 17.0%
FY96 3.0% 13.6%
FY95 2.8% 15.3%

A relatively long time frame should be measured when choosing a retirement system investment
return expectation given that system liabilities can span 50-plus years. Therefore, the real
investment return assumption for actuarial valuations may differ from the real return
expectations often measured over shorter durations.
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M ERCER
Human Resource Consulting

Excerpt from Mercer Assumption Review (cont.)

Generally, the more risk accepted in the asset classes chosen for investment, the higher expected
real rate of return. Given the above discussion of time frame, the actuarial assumption for real
return should be based on historic observations of real re*ums in the capital markets as well as
expectations about the future.

In developing the basic assumptions used for this study, we have used long-term returns for
various asset classes along with projections based on the current economic environment. A large
portion of the data represents information for periods beginning in 1926.

The Investment ncliiy of the System will determine the long-term asset allocation. The current
investment policy is summarized as follows:

Current PERS Investment Policy

Asset Category Policy Allocation
Dementic Large Cap 29%
DorrivStic Small Cap 12%
International 17%
Domestic Fixed 30%
International Fixed 5%
Real Estate %

Based on current Investment Policy for the System, a simple mathematical average can be
applied to determine the long-term real rate of return expectation.

Long-Term Current

Real Return Investment

Expectation* Policy Product
Domestic Large Cap Equities 6.61% 29% 1.92%
Domestic Lmall Cap Equities 7.39% 12% .89%
International Equities 6.81% 17% 1.16%
Domestic Fixed Income 3.00% 30% .90%
International Fixed Income 3.51% 5% .18%
Real Estate 4.83% 7% .34%

5.39%

* Produced by Mercer Investment Consulting, Inc.

Considering that the actual year-by-year returns achieved by PERS will be volatile, reflecting the
risk associated with each asset class, it is often prudent to set the real return assumption below
the full expectation. We believe a real return assumption between 4.50% and 5.00% w-ould be
appropriate, and when added to the long-term inflation assumption of 3.5% vyields a nominal
return of 8.00% to 8.50%. We are recommending that the Board continue to assume 8.25% for

the interest rale.
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Alaska Division of Retirement and Benefits
2002 Actuarial Audit of TRS & PERS

Although we believe inflation levels may turn out to be lower than currently assumed, we
believe the 3.50% inflation assumption is leasonable. We concur with Mercer that a
separate inflation assumption for the Post Retirement Pension Adjustments (PRPA) is

notjustified.

Wag- Growth: Estimates of future salaries are based on two types of assumptions.
Rates of increase inthe general wage level of the membership are directly related to
inflation, while rates of increase in individual salaries due to meri* or promotion and
longevity occur even in the absence of inflation.

The excess of wage growth over price inflation represents the increase in the standard
of living, also called real wage growth. The 2000 Study contained a recommendation for

productivity increases of 0.50% per year, except for the PERS P&F group, where the
recommended increase is 1.00%.

Although we generally agree with the level of real wage growth increase in TRS and
PERS, inour opinion, the reports should have demonstrated a basis for the res! wage
growth increases. In addition, itis uncommon to assume a different real wage growth,
an assumption derived for the forecast of a general economic trend, for different groups
within the same valuation. Increases inexcess of across-the-board adjustments are

normally handled in the longevity assumption.

We have used statistics from the Social Security System on the National Average Wage
from 1951 through 1998 (these would have been available for the 2000 Study). For
years priorto 1951 we studied the Total Private Nonagricultural Wages as published in
Historical Statistics of the U.S., Colonial Times to 1970. This , ata shows a compounded
annual increase from 1926 through 1998 of 4.6%.

Inflation for the same period was 3.1%, so the long-term real increase inwages has
been about 1.5% per year. The difference between the compounded rate of wage
increase and the rate of inflation has been decreasing.

Based on ourjudgment, we believe that a range between 0.25% and 1.00% is
reasonable for the lor o-term real wage growth assumption. Therefore, based on an
inflation assumption of 3.50%, we believe a reasonable range for wage growth is
hgh\%veen 3.75% and 4.50%. The Mercer assumption fits within this range.

pojgfifc B IRV

Investment Return: The investment return assumption is one of the primary
determinants to allocate the expected cost of the Systems' henefits, providing a discount
of the estimated future benefit payments to reflect the time value of money. The current
assumption for investment return is 8.25% per year. We believe this is a reasonable
assumption given the Systems' current asset allocation policies.

@ ) Milliman U5A October 24,2002
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Alaska D, 'ision of Retirement and Benefits
2002 Actuarial Audit of TRS & PERS

The following description of the derivation of the 8.25% assumption contained in the

2000 Study followed the actuarial standard.

Im

%
mesel Biges

Expected Real

Domestic Large Cap Equities
Domestic Small Cap Equities

International Equities
Domestic Fixed Income

International Fixed Income

Real Estate
Total Fund

* ok

Table 5 i "

Policy Asset

Rate of Return Allocation
6.61% 79%
7.39 12
6.81 17
3.00 30
351 5
4.83 7

100%

Return by
Class

1.92%
0.89
1.16
0.90
0.18
0.34

5.39%

‘Considering that the actual year-by-year returns achieved by PERS will be
volatile, reflecting the risk associated with each asset class, it is often prudent to
set the real return assumption below the full expectation. We believe a real

retu. n assumption between 4 50% and 5.00% would be appropriate, and when
added to the long-term inflation assumption of 3.5% yields a nominal return of
8.00% to 8.50%. We are recommending that the Board continue to assume
8.25% for the interest rate.”" (from Mercer's experience study report)

Our following demonstration also shows that the 8.25% assumption was within a
reasonable range in 2000. A formula-based model was used to predict future returns
based on these capital market assumptions, the asset allocation policy, and assumed
annual rebalancing. The asset allocation and the expected real returnc and total returns

by asset class are shown helow.

©

Rt Blase

US Equities
International Equities
Rea! Estate

Fixed Income

Asset Class

US Equities
Int'l Equities
Real Estate
Fixed Income

M illim an (JS4

1%ble6 .

US Equity

1.00
0.58
0.36
0.27

Expected Real
Rate of Return

6.80%
6.90
5.70
4.50

Cross Correlation Matrix

Inti Equity Real Estate
1.00
0.29 1.00
0.24 0.48

Page 14
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Standard
Deviation

18.10%

19.20

15.50
3.10

Fixed

1.00

October 24,2002



Alaska Division of Retirement and Benefits
2002 Actuarial Audit of TRS & PERS

These capital market assumptions were combined with the asset allocation policy shown
inthe 2000 Study to generate expected returns over a thi.iy-vear perioa. The model
assumes tnat investment returns are normally distributed and are based on
mathematical formulas from The Long-Term Exoected Rate of Return: Setting it Right by
Olivier de la Grandviile as published in the Financial; Analysts Journal, Nov/Dec 1998.

The expected real rate of return cf a portfolio allocated in this way is 5.94% for one year,
which is slightly higher than the Mercer results shown in the 2000 Study. However, the
return is subject to significant volatility. 1he mode' provides a gjide to see if itis
reasonable to expect this return to compound over longer periods of time. The results
are summarized in the following table.

Horizon Std Percentile Results

inYezrs Mean Dev 5th. 25th 50th 75th 95th
1 5.94%  10.5% (10.5)% n.4)% 5.4% 12.7% 24.1%
10 547 33 0.1 32 5,4 7.7 11.0
20 oaA 2.3 16 3.8 £.4 7.0 9.3
30 543 1.9 2.3 4.1 5.4 6.7 8.6

In the first year, ihe mean real return is 5.94%. but due tc the volatility associated wi>h
the asr.et allocation, the range of probable outcomes is quite large. For example, for a
single year there is a 5% chance the return will be less than -10.5% and a 5% chance it
will be grcuter thac 24.1% Dased on these capital market assumptions. As the time
hofzon lengthens, the range of cumulative average results narrows.

Over a thirty-year time horizon, there is a 25% chance the real return will be less than
4.1% and a 25% chance the return will be greater than 6.7% (bold numbers on the
bottom line in the table above). Therefore, we can say the real return is just as likely to
be W'thin ~ mange from4.1% to 6.7% as not. The median return c-ver thirty vea'S is

expected io be 5.4%.

The investment returl assumed to be net of all investment-related and administrative
expenses. The investment and administrative expenses, taken from the System's
financial statements, are very modest. The expense mtio is calculated as the total
expenses divided by the average asset balance during jie year. Based on this data, it
appears the annual investment and administrative expenses represent are aoout 0.3%

of the Systems' assets.

Based on the ASOF No 27 guidelines, we conclude that a reasonable range for the net
investment return is from 7.3% to 9.9%.

M il liman USA October 24, 200
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Alaska Division of Retirement and Benefits
2002 Actuarial Audit of TRS & PERS

Nerceiitik) Results

Components of Return 25th 30th 75th
Real Investment Return 4.1% 5.4% 6.7%
Inflation 3.5 3.5 3.5

Assumed Expenses f0.3) f0.31 L<L3)
Net Investment Return 7.3% 8.6% 9.9%

3ased on this analysis, we concur that the net investment return assumption of 8.25%

peryearwas reasonable based on available information and the economic environment
in 2000. We "elieve an Investment return assumption of 8.25% per year was consistent
with the lovel of inflation and real rate of return likely to occur over an extended period of

time, net of exoenses.

Although comparing one system's assumptions to those of otner systems has only
limited importance in setting assumption, we did make several comparisons.

)

The assumption of 8.25% was slightly high when compared with the assumptions
made by other public systems at that time. The 2000 GFOA survey of state and
local governmental employee retirement systems showed that the average
assumed rate of return from the latest available actuarial reports was 7.88% for
all systems

The biennial comparative study performed by the State of Wisconsin on 84
statewide systems showed a range from 7.0% through 9.0%, with an average of
8.0%. The rates of return were fairly wall distributed, with over half of the
systems using 8.0%, 20% using 7.5% and 20% using 8.5%.

October 24, 2002

M illim anusA
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MERCER

Human Resource Consulting Ont Unior Squar*
600 Umvers.ty Strtft, Suite 3200

Seattle, WA 98101-3137
206 80S 8800 fax 206 ?78? 0627
WWW rnercerrtR com

Februaiy 3, 2005

Ms. Melanie Millhom

Director of Retirement and Benefits
State of Alaska

Department of Administiation
Division of Retirement and Benefits
P.O. Box 110203

Juneau, AK 99811-0203

Subject:
PERS and TRS - Effect of Tiers

Dear Melanie:

This letter responds to questions 7 and 8 from the January 27, 2005 memo from Louie Flora.

Mercei ’s actuarial valuations of the Systems are based on member and asse’ information
provided by the Division of Retirement and Benefits and pian provisions as described in the
Actuarial Valuation Repoits. 1he actuarial methods and assumptions are also described in the

Actuarial Valuation Reports.

The Division of Retirement and Benefits provides us with information on each System member
Using proprietary computer software, we apply actuarial assumptions and methods to
individually project each member’s expected future benefit payments, taking :nto account the
benefit provisions applicable to each individual member. Each member's Tier is taken imo
account. The liability for each System is the sum of the individual member liabilities.

Foi the Public Employees’ Retirement System, we calculate liabilities for each participating
employer, taking into account each employer’s actual member population Fdch employer’s
liability and calculated rate therefore reflect the proportion of that employer’s members in each

Tier.

Employees contribute the same rate regardless of Tier. In general, contribution rates for
employees are as follows:

Employee Contribution Rate

Teachers B.55%
Police Officers & Firefighters 7.50%
Other PERS Members 6.75%

Page 17



M ERCER
Human Resource Consulting

Page 2

February 3, 2005

Ms. Melanie Millhom
State of Alaska

I hope this information is helpful. Please call or email if you have questions or need additional
information.

Sincerely,

Kyv

Robert M. Reynolds, ASA, MAAA

RVROVBAs

Copy:
Chris Byrnes
Marcia Chapman

o viam M COHEC N i on hwbM mrr_013106_rmi doc
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MERCER

Human Resource Consulting One Unior. Square
600 university Street. Su te 3200

Seattle. WA 98101-3137
206 808 8800 Fan 206 382 0677

IVWW rne re'HR com

February 3, 2G5

Ms. Melanie Millhom

Director of Retirement and Benefits
State of Alaska

Department of Administration
Division of Retirement and Benefits
P.O. Box 110203

Juneau, AK 99811-0203

Subject: . _ o
PERS and ""IS - Financial Condition

Dear Melanie:

This letter responds to question 13 from the January 27, 2005 memo from Louie Flora: “Is there
anything that can be done besides adding assets to the plan to improve its fiscal condition?” It
also addresses questions 15 through 19 related to possible System benefit changes.

Retirement Program Financial Management

The attached chart depicts the 3 primary policies involved in financial management of a
retirement system:

m funding policy
m investment policy
m benefits policy

The ultimate cost of a retirement system is equal to the benefits paid to members together with
the administrative cost of managing the system. These costs are determined by the benefits
policy. The money to pay for ihese costs must come from either of 2 sources: contributions to the
fund (funding policy) or investment earnings on the assets in the fund (investment policy).

Actuarial calculated contribution rates for the PERS and TRS indicate the need for higher
contributions in order to eventually achieve 100 percent funding ratios. In theory, higher funding
ratios could also be achieved through increasing the level of investment earnings. However,
higher levels of investment earnings can generally be achieved only by taking on higher levels of
risk, which may mean both increasing year-to-year volatility and increasing the likelihood of
failure to meet long-term investment objectives.

Both the funding and investment policies can be thought of as “adding assets to the plan.” The
remaining “lever” available towards improving the fiscal condition is the benefits policy. Over
the long term, the Systems’ fiscal condition could be improved by providing lower benefits.
Alaska court interpretations indicate that benefit reductions can only be implemented through

formation of new tiers.
MNK: Marsh {, Mclennan Companies
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M ERCER
Human Resource Consulting

Page 2

February 3, 2005

Ms. Melanie Millhom
State of Alaska

New Tiers

Questions 15, 16 and 17 are relatea to changing from a “final pay” to a “career average ’type of
benefit formula. Currently the Systems base retirement benefits on the highest 3-year average
pay, or on the highest 5-year average in the case of PERS “other” members. In general,
averaging pay over a member’s entire career would result in a lower average, thereby reducing
monthly benefits and System liabilities. Similarly, as suggested in question 18, excluding
overtime and eliminating the Alaska COLA would reduce monthly benefits and System
liabilities. As you know, these and other issues were studied by the Tier Committee appointed by
the PERS and TRS Boards. More detail on the alternatives considered by the Committee and
their long-term financial impact can be found in our reports as posted on the Division’s website.

Defined Contribution Program

Question 19 addresses implications of changing from the current defined benefit approach to a
defined contribution approach. Defined contribution programs provide members with accounts.
Usually both members and employers make annual contributions. Many programs allow
members to perform their own asset allocations to funds selected in advance by the program
administrator. In general, providing benefit level;; comparable to the current Systems would
require comparable long-term costs. A significant difference to the current program, however, is
that investment risk and any costs attributable to long-term investment underperformance are
bome by plan members rather than employers. More discussion on characteristics of defined
benefit and defined contribution programs, detail on the alternatives considered by the
Committee, and the possible long-term Financial impact can also be found m our reports as

posted on the Division’s website.

Please call or email if you have qu( stions or need additional information.

Sincerely,

Robert M. Reynolds, AS\, MA\A

RVR/OVBws

Copy:
Chris Byrnes , Marcia Ch.ipman

Enclosure

Onwr***uuft»*cx><<«ie\2005<<mp'ov* fcunoi oood«on fnrr_013105.mv

Page 20



T¢ ed

Overview

Retirement Program Financial M anagement

System
Objectives:

Mercer Human Resource

Funding

Policies

Assumptions
& Methods

Consulting

Investment

Policy
Assets

Benefits

Policy
Plan Provisions



Public Employee*' Retirement System (PERS) & Teacher*'
TI*r IV /Il Committee * EMPLOYER SURVEY RESULTS - Jui.

Olvislon of Retirement & Benefits
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Public Employ.e«‘ Retiremerit System (PERS) A Teechere' Retirement System (TR3)
Ti»f IV IIII Comnlttee - EMPLOYER SURVEY RESULTS «June 7, 2004

Division of Retirement & Benefits
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Tier IV/ MCommlttH - EMPLOYER SURVEY RESULTS - June 7. 2004
Dhitaton of Retirenent &BereRit
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PubUc Employed Retiiement Syetem (PERS) & Teachart' Retirement System (TRS)

Tier iV /H Committee - EMPLOYER SURVEY RESULTS -Juni 7, 2004

Division of Retirement & Benefits
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Tier IV/ Il Committee *EMPLOYER SURVEY RESULTS -June 7, 2004

|Division of Retirement & Benefits
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Pubuc Employ— *Retirement System (PERS) & Teacher*' Ret
Tier IV/ 1l Committee - EMPLOYER SURVEY RESULTS »June

Division of Retirement & Benefits
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Public Employees' Retirement System (PERS) ft Teachers' Re
Tier IV /1l Committee « EMPLOYER SURVEY RESULTS -June

Dlvision of Retirement & Benefits
2/i72005 14 11

NR * Employer Did Nol Response lo SHjﬁCQuestion

ER Green « Employer Would Nol Participate In Survey
fund Num  Empio#ar Incomplete *
PERS 235 HUSLI1A. CITY OF
PERS i6a HYDABURG city SO
PERS 124 IDITARCX. AREA SD
PERS 775 »ISAGVIK COLLEGE
PERS 203 INTERIOR RHA
PERS 284 INTER ISL/ ID FERRY AUTHORITY
PERS 108 JUNEAU BONn”UGH SD
PERS 126 JUNEAU. CITY AND BOROUGH OF
PERS
PERS 265 KAKE CITY SD
PERS 277 KAKE. CITY OF
PERS 237 KALTAG. CITY OF
PERT 211 KASHUNAMIUT SD
PERS 180 KENAI PENINSULA BOROUGH
PERS 190 KENAI PENINSULA BOROUGH SD
PERS 115 KENAL CITY OF
PERS 122 KETCHIKAN GATEWAY BOROUGH
PERS 177 KETCHIKAN GATEWAY BOROUGH SP
PERS 181 KETCHIKAN. CITY Or
PERS 151 KING COVE. CITY OF
PERS 231  KIVALINA. CITY OF
PERS 251 KLAWOCK CITY SD
PERS 227 KLAWOCK. CITY OF
PIRS 174 KODIAK ISLAND BOROUGH
PERS 158 KODIAK ISIAND BOROUGH SD
PERS 128 KODIAK. CITY OF
PERS 140 KOTZEBUE. CITY Or
PERS 287 KGTUK. CITY OF
PERS 125 KUSPUK SD
PERS 247 LAKE AND PENINSULA BOROUGH
PERS 164 LAKE ANC PENINSULA BOROUGH SD
PERS 157 LOWER KUSKOKWIM SD
PERS 153 LOWER YUKON SP
PERS 268 MARSHALL. CITY OF (AKA FORTUNA LEDGER
°ERS 109 MATANUSKA SUSITNA BOROUGH
PERS 110 MATANUSKA-SUSITNA BOROUGH SD
PERS 254 MEKORYUK. C.TY OF
PERS 196 NENANA CITYSD
PERS 193 NFNANA. CITY OF
PERS 149 NOME CITY SD
PERS 175 NOME JOINT UTILITY SYSTEM
PERS 139 NOME CITY OT
PERS 241 NOORVIK. CITY OF
PERS 170 NORTH . ACIFIC FISHERY MGMT COUNCIL
PERS 276  NORTH PACIFIC RIM HA
PERS 191 NORTH POLE. CITY OF
PERS 145 NORTH SLOPE BOROUGH
PERS 161 NORTH SLOPE BOROUGH SD
PERS 220 NORTHWEST ARCTIC BOROUGH
PERS 154 NORTHWEST ARCTIC BOROUGH SD
PERS 288 NORTHWEST INUPIAT MOL SING AUTH
PERS 134 'AIMER. CITY OF
PERS 257 'EIICAN CITYSD
PERT ID 'ELICAN. CITY OF
PERS 228 Tr'EIERS8URG CITY SD
PERS 187 ETERSBURG MEOICAI CENTER
PERS 143 f E' ERSBURG. CITY OF
PERS 156 RIBILOF SO
PERS % CIUINHAGAK. CITY OF
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Public Employees' Retirement System (PERS) A Teachers' Re 1
Tier IV/ Il Committee - EMPLOYER SURVEY RESULTS -June

Division of Retirement & Benefits AGE AGE YEARS YEARS
RANGE RANGE RANGE RANGE
2/7/2005 14:11 9 IMP 10 IMP 1 IMP 11 BOT TOP IMP 13 BOT TOP IMP 14 IMP 15 IMP
Yellow * Employer Rospondoc rVr*oo rsf n/rno w
F'R * Employer Did No! Response to Specific Question
ER Green = En .ptoyer WoukJ Not Participate In Survey 1
Food Num  Employer Incomplete *
PERS 216 RUBY. CITY OF
PFRS 256 SAINT GEORGE. CITY OF
PERS 221  SAINT MARY S SD
PERS 214  SAINT MARY S, CITY OF
PERS 172 SAINT PAUL, CITY OF 9 3 1 3 5 3 b n/r n/r 3 9 nA n/r 3 9 3 1 3
PERS 176 SAND POINT. CITY OF 2 1 » 1 2 1 8 nir nir 3 7 nlr n/r 3 7 3 e 1
PERS 276 SAXMAN SFAPORT
PERS 198 SAXMAN CITY Or
PERS 222 SELAWICK. CITY OF 7 2 6 2 7 2 8 n/r n/r i 7 nA n/r 1 6 2 7 1
PERS 206 SELDOVIA. CITY OF
PERS 102 SEWARD. CITY OF 7 vr 3 nir 8 3 8 n/r n/r J 8 n/r nA 3 9 2 i 1
PERS 133 SITKA BOROUGH SD 3 2 4 2 7 1 9 60 65 < 9 nA 25 3 1 1 3 1
PERS 165 SITKA COMMUNITY HOSPITAL 1 1 1 1 3 2 9 n/r nlr i f 9 nA nir 2 9 2 9 2
PERS 120 SITKA. CITY AND BOROUGH OF 1 2 1 2 5 2 5 nir n/r *> 5 nir nir 2 2 1 5 if
PERS 225 SKAGWAY CITY SD
PERS 132 SKAGWAY, CITY OF 3 2 3 2 4 2 5 nlr n/r 3 3 nA nA 2 3 2 5 2
PERS 123 SOLDOTNA. CITY OF a'r nir nir 9 nlr nlr n/r nir nir 9 nA nA nA 3 r'r 1 n/r
PERS 155 SOUTHEAST ISLAND SD 1 1 1 1 1 2 9 nir n/r 1 9 nA nA 1 9 1 4 2
PERS 167 SOUTHEAST REGIONAL RESOURCE CTR
PERS 102 SOUTHWEST REGION SCHOOL DIST (SD)
PERS 216 SPECIAL EDUCATION SERVICE AGENCY 1 1 1 1 L] 1 6 nir n/r 2 9 n/r nA 2 3 2 2 1
PERS 166 TANANA SD
PERS 169 TANANA CITY OF 1 1 2 2 8 nir nir 3 8 n/r nir 2 8 2 8 2
PERS 206 THORNE BAY. CITY 01 1 1 1 2 1 1 9 nir nir 2 9 nA nA 2 9 2 1 1
PERS 279 TLINGIT-HAIDARHA
PERS 280 TOKSOOK BAY. CITY OF
PFRS 249 UNALAKLEET. CITY OF 1 nir 1 nir 1 n/r 9 nir n/r n/r 9 nlr nir I’ir 8 nlr 5 r‘r
PERS 209 UNALASKA CITY SD 2 2 3 2 5 2 5 nir n/r 2 5 nir nr 2 1 1 5 2
PERS 179 UNALASKA. CITY OF 2 2 2 2 5 2 9 nA n/r 3 9 nA n/r 3 8 2 3 2
PERS 113 UNIVERSITY OF ALASKA
PERS 137 VALOEZ CITY SD 3 1 1 1 1 1 1 25 30 1 2 nA 30 1 6 2 9 2
PERS 107 VALDEZ. CITY OF 1 2 1 2 nA n/r 4 nir n/r 2 8 nir nir 2 2 1 B 2
PERS 131  WASH.LA. CITY OF
PERS 202 WHITTIER. CITY OF
PERS 146 WRANGELL PUBLIC SD
PERS 135 WKANGEIL. CITY OF 1 1 1 2 5 2 9 nir I’fl’ 1 9 nir n/r 2 1 1 1 1
PERS 264 YAKUTAT SD 1 1 1 1 1 1 4 45 5! 2 3 ﬂr 20 1 9 n/r 1 1
PERS 248 YAKUTAT. CITY AND BOROUGH OF 1 1 1 1 d 2 6 n*r rfl‘ 2 2 nir 25 2 2 2 1 1
PERS 195 YUPIT SD 2 1 3 2 3 2 3 nlr 50* 2 3 n/r nir 2 2 1 8 1
PLRS 160 YUKON/KOYUKUKSD
PERS 159 YUKON FIATS SD 1 1 1 1 1 1 9 nir n/r 1 9 nir n/r 1 9 3 1 1
TRS 737  ALASKA DEPARTMENT OF EDUCATION 5 2 5 2 5 2 3 nir nA 2 3 nir n/r 2 9 1 9 1
TRS 766  ALASKA GAT F.WAY SD 1 1 1 1 1 1 8 n/r ﬂl’ 2 8 nA nA 2 2 2 1 !
TPS 758 ALEUTIAN REGION SD
TRS 780 ALEUTIANS EAST BOROUGH SD 2 1 2 1 2 8 nlr I1I’ 2 8 nA I[li: 2 8 2 2 1
TRS 701 ANCHORAGE SD 2 1 3 1 3 2 8 n/r ﬂl‘ 2 8 nA 2 8 1 7
TRS 770  ANNETTE ISLAND SD 1 1 1 1 1 1 1 n/r 60 1 2 nir 40 2 1 1 1 2
TRS 752  3ERING STRAIT SD
RS 742 3RISTOL BAY BOROUGH 1 1 1 1 1 1 3 nir ﬂr 2 3 n/r nA 2 3 2 8 1
m TRS 768 :HATHAM SD
D TRS 71 2HUGACH sSD 3 2 3 2 1 1 9 nir ﬂl’ 3 9 n/r n/r 3 9 3 9 3
TRS 767 :OPPER RIVER SD 1 1 3 2 1 9 nlr I’1I‘ 2 1 ﬂ,r 20* 1 9 1 8 2
TRS 704 :ORDOVA CITY SD 2 1 2 1 4 2 7 nir n/r 2 2 nt 20 2 2 1 1 1
POrrs 705  :raig city sd 1 1 1 1 1 1 3 5b 60 2 3 nt 55 2 4 2 4 2
CORs 765 3ELTA/GREELY SD 1 1 1 1 1 9 1 7 nA | nir 2 7 nir nir 2 9 1 9 1
P8 D 270R LAV
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Public L Voyees Retirement System {PERS) & Teachers' Ret 1 [
Tk/r IV / fit Committee - EMPLOYER SURVEY RESULTS - June

iDivislor of Rotlrcrrent & Benefits AGE AGE b e e h e e i
S " 2/7/2005 14 11 . 9 MP 10 IMP 1 IMP 12 BOT TOP IMP 13 Mwimy 4 IMP u IMP 15 IMP
YeJkr* © Enptoyer Res ided .Vr«no rsp
NR = Emptoyer Od No: Response |1 Specific OuesSon 7 T I
o L[ ]
fund Ni/m " Emgtoye. mcomplote 7 7 3 7
R TEAME [TM)
_ - N
rEAKK) T T

UNION S AVERAGE RESPONSE

Rfiponded to survey
Yon*! Parl*dpale -received response — _ e

-

EoarSnneys T Ruew Rp DD TR LM



Public Employee* Retirement Sy*tem (PERS) & Teacher*' Ret
Tier IV / Committee - EMPLOYER SURVEY RESULTS -June
DMelon of Retirement & Benefit*

21014 1
Yettow * Emptoyer Responder

NR « Emptoyer DkJ No! Response lo Specific Quest>or

ER Green « Emptoyer Would Not Participate In Survey
Fund Num  Employer Incomplete «
PERS 208 AKUTAN. CI OF
PERS 255 ALASKA GATEWAY SD
PERS 152  Ai ASKA HOUSING FINANCE CORP
*PLRS 106 ALASKA MUNICIPAL LEAGUE
PERS 101 ALASKA. STATE OF
PERS 267 ALEUTIAN MOUSING AUTHORITY
PfPS 162 ALEUTIAN REGION SD
PERS 230 ALEUTIANS EAST BOROUGH
PERS 244  ALEUTIANS EAST BOROUGH SD
PERS 245 ALEUTIANS WEST CRSA
PERS 259 ALLAKAKET. CITY OF
PERS 203 ANCHORAGE PARKING AUTHORITY
PFRS 111 ANCHORAGE SD
PERS 173 ANCHORAGE. MUNICIPALITY OF
PERS 203 ANOFRSON. CITY OF
PERS 289 ANGOON. CITY OF
PERS 103 ANNETTE ISLAND SD
PERS 2s'3 ATKA. CITY OF
PERS 281 BARANOF ISLAND HA
PERS 171 BARROW. CITY OF
PERS 219 BARTLETT REGIONAL HOSPITAL
PERS 104 BERING STRAIT SD
PERS 232 BERING STRAITS CRSA
PERS 270 BERING STRAITS RHA
PERS 136 BETHEL. CITY OF
PERS 144  BRISTOL BAY BOROUGH
PERS 184 BRISTOL BAY BOROUGH SD
PERS 223 BRISTOL BAY RHA
PERS 105 CHATILAM SD
PERS 121 CHUGACM SD
PERS 202 COOK INLET HOUSING AUTHORITY
PERS 224 COPPER RIVER BASIN RHA
PERS 112 COPPER RIVER SD
PERS 185 CORDOVA CITYSD
PERS 163 CORDOVA COMMUNITY MEDICAL CENrER
PERS 148 CORDOVA CITY OF
PERS 204 CRAIG CITY SU
PERS 186 CRAIG. CITY OF
PERS 282 DELTA JUNCTION. CITY OF
PERS 246 DELTA/GREELY SD
PERS 258 DENALI BOROUGH
PERS 118 DENALI BOROUGH SO
PFRS 205 DILLINGHAM CITYSD
PERS 178 DILLINGHAM CITY OF
PERS 292 EEK CITY OF
PERS 27« EGEGIK, CITY OF
PERS 242  ELIM. CITY UF
PERS 116  ‘AIRBANKS NORTH STAR BOROUGH
PERS 117 AIRBANKS NORTH STAR BOROUGH :*D
PERS 179 AIKBANKS. CIIYOF
PERS 103 ORT YUKON. CITY OF
ﬁERS 141 SALENA CITY SD
QJ. ERS 189 IAINES BOROUGH
CD PERS 240 tAINES BOROUGH SD
PERS 215 1UOMER. CITY OF
PERS 138 IOONAH CITY SD
c’\}’ERS 199 IOONAH. CITY OF
N OPERS 285  fOOPER BAY. CITY OF
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Public Employees’' Retirement System (PERS) & Teachers' Re
Tier IV ]JII Committee - EMPLOYER SURVEY RESULTS -June

Division of Retirement & Benefits

2/7/2005 14 11
YeHo* « Employer Respondec

NR * Employer DkJ Not Response to Specific Question

ER Green * Employer Would Not Participate in Survey
Turxj Num  Employer Incomplete *
PERS 235 HUSLIA. CITY OF
PFRS 168 HYDABURG CITY SD
PFRS 124 ID1TAROD AREA SD
PERS 275 IUSAGVIK COLLEGE
PERS 263 INTERIOR RHA
PERS 284 INTER ISLAND FERRY AUTHORITY
PERS 108 JUNEAU BOROUGH SD
PERS 126 JUNEAU. CITY AND BOROUGH OF
PERS 260 KACHEMAK. CITY OF
PERS 265 KAKE CITY SD
PERS 277 KAKE, CITY OF
PERS 237 KALTAG CITY OF
PERS 211  KASHUNAMIUT SD
PERS 180 KENAI PENINSULA BOROUGH
PERS 190 KENAI PENINSULA BOROUGH SD
PERS 115 KENAL CITY OF
PERS 122 KETCHIKAN GATEWAY BOROUGH
PERS 177 KETCHIKAN GATEWAY BOROUGH SD
PERS 181 KFTCHIKAN. CITY OF
PFRS 151 KING COVE. CITY OF
PERS 231  KIVALINA. CITY OF
PERS 251 KLAWOCK CITY SD
PERS 227 KLAWOCK, CITY OF
PERS 174 KOPIAK ISLAND BOROUGH
PERS 158 KODIAK ISLAND BOROUGH SD
PERS 128 KODIAK. CITY OF
PERS 140 KOTZEBUE. CITY OF
PERS 287 KOYUK. CITY OF
PERS 125 KUSPUK SD
PERS 247 LAKE AND PENINSULA BOROUGH
PERS 164 LAKE AND PENINSULA BOROUGH SD
PERS 157 LOWER KUSKOKWIM SD
PERS 153 LOWER YUKON SD
PERS 268 MARS.IALL. CITY OF (AKA FOR fUNA LEDGE)
PERS 109 MATANUSKA SUSITNA BOROUGH
PERS 110 MATANUSKA SUSITNA BOROUGH SD
PERS 254 MEKORYUK. CITY OF
PEf.S 196 NENANACITY SD
PERS 193 NENANA. CITV OF
PERS 149 NOME CITY SD
PERS 175 NOME JOINT UTILIIY SYSTEM
PERS 139 NOME CITY OF
PERS 241  NOORVIK. CITY OF
PERS 170 NORTH PACIFIC FISHERY MGMT COUNCIL
PERS 276  NORTH PACIFIC RIM HA
r>ERS 191 NORTH POLE. CITY OF
PERS 145 NORTH SLOPE BOROUGH
PFRS 161 NORTH SLOPE BOROUGH SD
PERS 220 NORTHWEST ARCTIC BOROUGH
PERS 154 NORTHWEST ARCTIC BOROUGH SD
PERS 288 NORTHWEST INUPIAT HOUSING AUTH
ERS 134 3ALMER. CITY OF
m_d;ERS 257 JELICAN CITY SD
PERS 700 PELICAN. CITY OF
D PERS 228 PETERSBURG CITY SD
PERS 187 PETERSBURG MEDICAL CENTER
PERS 143 PETERSBURG. CITY OF
Q}ERS 156 RIBILOF SD

CAPERS

266  TUINHAGAK. CITY OF
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PubMc Employ— *Retirement 8y»tem (PER8) & Teechere' Ret
Tier IV I]JlCom m ttt* -EMPLOYER SURVEY RESULTS -June

Division of Retirement A Benefits

PERS
PERS
PERS
PfRS

PERS
PfRS

PERS

afied

165
120
225
132
123
155
167
102
216

206
279
260
249
209
179
113
137
107
131
202
146
135
264
248

160
159

737
766
758
780
701
770
752
742
768

2/7/2005 14.11
Y—cw m Emptoyer Responded
I\R- Emptoyer DM Not Response to Spoaflc Qi>ost>on
Green m Emptoyer Would Not Psrttdpste in Sur-ey

SAINT GEORGE, CITY OF
SAINT MARY'S SD

SAINT MARTS, CITY OF
SAINT PAUL. CITY OF
SANO POINT, CITY OF
&AXMAN SEAPORT
SAXMAN, CITY OF
SELAWICK, CITY QF

SEWARD. CITY OF

SITKA BOROUGH SO

SITKA COMMUNITY HOSPHAL

SITKA. CITY AND BOROUGH OF
SKAGWAY CITYSD

SKAGWAY. CITY OF

30LDOTNA, CITY OF

SOUTHEAST ISLAND SD

SOUTHEAST REGIONAL RESOURCE CTR
SOUTHWEST REGION SCHOOL DIST (SD)
SPECIAL EDUCATION SERVICE AGENCY

THORNE BAY. CITY OF
TLINGIT HAIUA RHA
TQKSOOK BAY, CITY OF
UNALAKLEET, CITY OF
UNAL ASKA CITY SD
UNALASKA. CITY OF
UNIVERSITY OF MASKA
VALDEZ CITY SD
VALDEZ, CITY OF
WASILLA. CITY OF
WHITTIER. CITY OF
WRANGELL PUBLIC SD
WRANGELL. CITY OF
YAKUTAT SD

YAKUTAT, CITY AND BOROUGH >f

YUKON /KQYUKUK SD
YUKON FLATS SD

PERS AVERAGE RESPONSE

ALASKA DEPARTMENT OF EDUCATION
ALASKA GATEWAY SD
ALEUTIAN REGION SI)
ALEUTIANS LAST BOROUGH SD
ANCHORAGE SO

ANNETTE ISIAND SD

BERING STRAIT SD

BRISTOL BAY BOROUGH SD
CHATHAM SD

CHUGACH sD

COPPER RIVER SD

CORDOVA CITY SO

CRAIG CITY SD

DELTA/GREELY SD

Employer Survey - Tier Review

2/7/20052 12 PM



Public Employeee’ Retirement System (PERS) & Teachers' Ret
Tier IV/ Il Committee - EMPLOYER SURVEY RESULTS «June

Dlvitic n of Retirement & Benefits

Tund

TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
IRS
TRS
TRS
TRS
TRS

UNIONS

Ge  afied

ER
Num

706
735
707
708
709
761
710
712
77
746
714
717
718
755
757
754
753
722
719
720
736
751
723
74
75b
748
727
728
769
743
756
779
775
729
733
730
731
737
762
763
778

200B 1411
Yolow m Employer Rosponde<

NR » Employer D*d No! Response lo Specific Queetlor
Green m Employer WouW Not Participate in Suvov
Emptoyor Incomplete«
DENALI BOROUGH SD
M4INGHAM CITYSD
FAIRBANKS NORTH STAR BOROUGH SO
GALENA CITY SD
HAINES BOROUGH SD
HOONAH CITY SD
HYDABURG CITY SD
IDITAROD AREA SD
JUNEAU BOROUGH SD
KAKE CITY SO
KASHUNAMIUT SO
KENAI PENINSULA BOROUGH SD
KETCHIKAN GATEWAY BOROUGH SD
KLAWOCK CITY SD
KODIAK ISLAND BOROUGH SD
KU*f'UK SD
IAKE AND PENINSULA BOROUGH SD
LOWER KUSKOKWIM SD
LOWER YUKON SD
MATANUSKA SUSITNA BOROUGH SD
NENANA CITY SO
NOME CITY SD
NORTH SLOPE BOROUGH SD
NORTHWEST ARCTIC BOROUGH SD
PELICAN CITYSD
PETERSBURG CITY SD
PRIBILOF SD
SAINT MARY S SD
SITKA BOROUGH SD
SKAGWAY CITY SD
SOUTHEAST ISLAND SC
SOUTHEAST P roIONAL RESOURCE CTR
SOUTHIVLST REGION SD
SPECIAL 10UCATION SERVICE AGENCY
TANANA SL
UNALASKr*CITY SD
UNP.LRSITYOF AiASKA
VALDE2 CITY SD
WRANGELL PUBLIC SD
YAKUIAT SD
YUKON/KOYUKUK SD
YUKON FLATS SD
YUPIT SD

TRS AVERAGE RESPONSE

COMBINED PERS -TRS AVERAGE

\FAccu)
VPEA (SU)

TC (Local 71)
*SEA (AA & CO)
1BU (MM)

1M&P (CC)
AEBA (BB)

VTECTA (TA)
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Public Employe**' Retirement 8y*tem (PERS) t Teechere' Ret
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Yeeow m Employer Responded

NR = Employer Dk) Not Response lo Specific Question
' ER Green - Employer Would Not Pertidpete In Survey

TEAME (TM)
NEA (AJaska)
CEA (KK)

UNION'S AVERAGE RESPONSE

Responded lo survey
Wool Paritopate - received response
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Public Employee** Retirement Syitom (PERS) & Teechers* Ret
Tier IV 1III CommHtee - EMPLOYER SURVEY RESULTS -June

Division of Retirement & Benefit*

fund

PERS
PfRS
PERS
PERS
PfRS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PFRS
PERS
PERS
PERS
PERS
PERS
PRS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
PERS
o w i
PERS
QO pegs
O pers
CD PERS
PERS
PERS
PERS

ER
Num

208
255
152
106
101
267
162
230
244
245
259
203
11
173
283
289
103
243
281
171
219
104
232
270
136
144
184
223
105
121
262
224
112
185
163
148
204
186
282
246
258
118
205
178
292
271
247
116
117
129
183
141
192
189
240
215
138
199
285
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VeHow » Emptoyer Respond*

NR  Employer UkJ Not Response lo Specific Quest**

Green m Employer Would Not Participate m Survey
‘complete *

Employer

AKUTAN. CITY Of
ALASKA GATEWAY SO
ALASKA HOUSING FINANCE CORP
ALASKA MUNICIPAL LEAGUE
ALASKA. STATE Of
ALEUTIAN HOUSING AUTHORITY
ALEUTIAN REGION SD
ALEUTIANS FAST BOROUGH
At EUTIANS EAST BOROUGH SD
ALEUTIANS WEST CRSA
ALLAKAKET, CITY Of
ANCHORAGE PARKING AUTHORITY
ANCHORAGE SD
ANCHORAGE. MUNICIPALITY OF
ANDERSON. CITY Of
ANGOON, CITY Or
ANNETTE ISLAND SD
ATKA. CITY Of
BARANOf ISLAND HA
BARROW. CITY OF
BARTLETT REGIONAL HOSPITAL
BERING STRAIT SD
BERING STRAITS CRSA
BERING STRAITS RHA
BETHEL. CITY Of
BRISTOL BAY BOROUGH
BRISTOL BAY BOROUGH SD
BRISTOL BAY RHA
CHATHAM SD
CHUGACH sD
COOK INLET HOUSING AUTHORITY
COPPER RIVER BASIN RHA
COPPER RIVER SD
CORDOVA CITYSD
CORDOVA COMMUNITY MEDICAL CENTER
CORDOVA. CITY OF
CRAIG CITY SD
CRAIGACITY Of
DELTA JUNCTION. CITY Of
DELTA7GPEELY SD
DFNAII BOROUGH
DENALI BOROUGH SD
DILLINGHAM CITY SD
DILLINGHAM CITY
EEK, CITY OF
EGEGIKjCITY Of
"LIM. CITY Of
AIRBANKS NORTH STAR BOROUGH
AIRBANKS NORTH STAR BOROUGH SO
AIRBANKS. CITY Of
ORT YUKON, CITY OF
ALENA CITYSD
3ALENA. CITY OF
*IAINES BOROUGH
LAINES BOROUGH SD
‘ OMLR. CITY OF
f OONAH CITYSD
f OONAH. CITY Of
EOOPER BAY. CITY Of
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21

29

15

19

26

16

16

15

72

29

nir

16
rvr
16

21

26
20
20

24
15
73

23

10

nir
22

26
16
nir
16
e
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24

17

19

Enka Tntremmet. C»ty Administrator

Carol Doyle Superintendent

Michael Bu*ar, CMef Administralive Officer
Kevin Ritchie. Executive Director

Gary Jacobsen. Superintendent

Mane Trueblood. Finnnee 0*octor

Ertc Toliefsen. Ex Director. MR

Karon Moore. Dep Dlretor Employee Relations
Nancy Holl»s, City CletkfTreasurt'

Robcn Lang. Superintendent

Julie Dirks, City Administrator

Bad Meyer. Fiscal Officer

Edith Vorderstrasse. Mayor
Kenneth Beattie. HR System Admin

Frank Bamjs, Finance Director

Ellen Stales. Finance Director
Richard Hebhardt. Superintendent
Ad'I' ne Fleming. Business Manager
Kns Winter. Account Tech IlI

Dr James Elliot. Superintendent
Rebecca Dodge. Business Manager

Rona'd Fnekson. Superintendent

Jon Bolkng. City Administrator

Thomas GHbadson. Mayo*

Janiel Beck. Superintendent

Amanda Nyborg. Admin Clerk/Treasurer
Robed Whicker. Superintendent

<aty Bagierek. Finance Director

)r Ann Shortt. Superintendent

NAHertxxl. Accounting Clerk

ioan Baugh. Finance Director

R.J Murran, City Administrator
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Division of Retirement & Benefits
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Yelow m Employer Responded
Nr * Employer D*d Not Response lo Specific QuetOor

ER Green * Employer Would No! Participate in Survey
Fund Num  Employer Incomplete *
PERS 235 HUSLIA, CirYOF
PERS 16a HYDABURG CITY SP
PERS 124 IDITAROD AREA SO
PERS 275 ILISAGVIK COtLEGE
PERS 263 INTERIOR RHA
PFRS 284 INTER-ISLAND FERRY AUTHORITY
PERS 108 JUNEAU BOROUGH sD
PERS 126 JUNEAU. CITY AND BOROUGH OF
PERS 260 KACHEMAK, CITY OF
PERS 265 KAKE CITY SD
PERS 277 KAKE. CITY OF
PERS 237 KALTAG"CITY OF
PERS 211 KASHUNAMIUT SD
PERS 180 KFNAI PENINSULA BOROUGH
PERS 19 KENAI PENINSULA BOROUGH SD
PERS 115 KENAL CITY OF
PERS 122 Kt TCHIKAN GATEWAY BOROUGH
PERS 177 KETCHIKAN GATEWAY BOROUGH SO
PERS 181 KETCHIKAN. CITY OF
PERS 151 KING COVE. CITY OF
PERS 231  KIVALINA, CITY OF
PERS 251 KLAWOCKCITY SD
PERS 227 KLAWOCK. CITY OF
PERS 174 KODIAK ISLAND BOROUGH
PERS 158 KODIAK ISLAND BOROUGH SD
PERS 128 KOOIAK. CITY OF
PERS 140 KOTZEBUE. CITY OF
PERS 287 KOYUK. CITY OF
PERS 125 KUSfUK SD
PERS 247  LAKE AND PENINSULA BOROUGH
PERS 164 IAKE AND PENINSULA BOROUGH SO
PERS 157 LOWER KUSKOKWIM SO
PERS 153 LOWER YUKON SO
PERS 268 MARSHALL. CITY OF (AKA FORTUNA LEDGE)
PERS 109 F ATANUSKA SUSITNA BOROUGH
PERS 110 MATANUSKA SUSITNA BOROUGH SD
PERS 254 MEKORYUK. CITY OF
PERS 196 NENANACITY SD
PERS 193 NENANA. CITY OF
PERS 149 NOME CITY SD
PERS 175 NOME JOINT UTILITY SYSTEM
PERS 139 NOME CITY OF
PERS 241 NOORVIK, CITY OF
PERS 170  NORTH PACIFIC FISHERY MGMT COUNCIL
PERS 276  NORTH PACIFIC RIM HA
PERS 191 NORTH POLE. CITY OF
PERS 145 NORTH SLOPE BOROUGH
PERS 161 NORTH SLOPE BOROUGH SD
PERS 220 NORTHWEST ARCTIC BOROUGH
PERS 154  NORTHWEST ARCTIC BOROUGH SD
PERS 288 NORTHWEST INUPIAT HOUSING AUTH
PERS 134 'ALMER. CITY OF
MRS 257 'ELICAN CITY SD
PFRS 200 "ELICAN. CITY OF
PERS % "ETERSBURG CITY SD
PERS 187 ETERSBURG MEDICAL CENTER
PERS 143 FETERSBURG, CITY OF
PERS 156 RIBItOF SD
PERS % CUINHAGAK, CITY OF
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Eiaie Vent. City Administrator
Doreen WHwer
Sarah Hanuske-Hamilton, Superintendent

Dolores Owen. Manager oT Accounting
Gary Epperson. Business Manager

Eric Gebhart. Suponntoodo*

Jack Foster. Superintendent
Soott Holt, Fmancu Director
Melody Douglas. CFO

Larry Sommens. Finance Director

David Moans. Business Manager
Clark Cortoridge. City Manager

Richard Carlson, Superintendent

Jack Walsh. Director of Personnel 6 Student Services
Esther Greene, Fmance Director

Kim Langton, Superintendent
Don Strand. Finance Officar
Steve Atwater. Superintendent

Jack Sherman. Asst Supt GBusiness
Ed'th Olran. City Clerk

Jason Mayrand. Mayor/Administrator

Amy Lujan. Business Manager

John Handeland. Gen Mnger/Chief Operat'ng Officer
Randolph Romonesko, City Manager

3a»i Sandmen. Finance Officer/TJtecutlve Asm
Tarry Morlog. Chief Financial Officer

Jervis Packer. Chief Adnvrwsl'etrve Officer
uoenne Smith. Director c' Business Affairs
>harron Ue, Controller

ohn Bama. SHe/DepaMmontai Supervisor

athio Wasscrman. Mayor

enny Marions. Business Manager
ohn Bnnghurst. CEO

can Mack. Finance Director
fcalcofm Fleming. Superintendent
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Public Evploy— *Retirenrent Sytlem (PERS) &Teacher/ Rl
Tiff IVIII Commitl— - EMPLOYER SURVEY RESULTS « Junt
Division of Retirerrent &Benefits

PERS
PERS
PERS

RS
piiij
PFRS
Pl KS
ERS
PERS
PERS
PERS
PERS
PERS

PFRS
PERS
PFRS

PERS
Pt RS
PERS
PERS
PERS
PERS
PERS
PERS

PERS
PERS
PFRS

HFS

PERS
PERS
PERS
PERS

ERS

TRS
TRS

216
256

17?
176
278

286
133
225
137

123
155

ﬁ

218

279

109
re
113
137

107

248

i

159

737
766

780
701

752

742
768

705

210b 1K1 [\Vi

NR = Employer D»JNot Reaponae to Specific Question
Green mEmptoyer Would Not Participate In Survey

Enpoer

RUBY.CITYOf
SAINT GEORGE, CITY Of
SAINT MARY'S SO
SAINT MARY'’S. CITY OF
sain | PAUIJ ITY Of
SANO POINT, CITY Of
SaxMAn S S/W ftf
SAXMAN. CITY OF
SELAWICK. CITY OF
SFLDOVIA. CITY OF
SEWARD. CITY OF
SITKA BO TOUGH SD
SITKA COMMUNITY HQSPI1AI
SITKA, CITY AND BOROUGH OF
SKAGWAY CITYSD
SKAGWAY. CITY OF
SOLPOTNA, CITY OF
SOUTHEAST ISIANO SD
SOUTHEAST REGIONAL RESOURCE CTR
SOUTHWEST REGION SCHOOL DIST (SD)
SPECIAL EDUCATION SERVICE AGENCY
TANANA SD
TANANA. CITY OF
THOPME BAY. CITY OF

LINGIT HAIOA RHA

OKSQOK BAY, CITY OF
UNALAKIEET, CITY OF
UNALASKA CITYSD
JNALASKA, CITY OF
UNIVERSITY OF ALASKA
VALDEZ CITY SD
VALOEZ, CITY OF
WASILIA. CITY OF
WHITTIER. CITY OF
WRANGELL PUBLIC SD
WRANGELL JITY OF
YAKUTAT SD
YAKUTAT. CITY AND BOROUGH OF
YUPIIT SO
YUKON IKOYUKUK SD
YUKON FLATS SP

PERS AVERAGE RESPONSE

A1ASKA DEPARTMENT OF EDUCATION
ALASKA GATEWAY SD
ALEUTIAN REGION SD
ALEUTIANS EAST BOROUGH SP
ANCHORAGE SD

ANNETTE ISLAND SO

BERING STRAIT SD
BRISTOL BAY BOROUGH SD
CHATHAM SO

CHUGACH SD

COPTER RIVER SD
CQRDQVA OTY SD

CRAIG CITY SD
IDELTA/GRELLV SD

FroaSney T Ruiaw

13
26
26

26
25 23
27 26

26

26

Rap BED

26
15

27

28

15

16

Phyllis Swet/ol, Cly Clerk
Paul Day. Ctfy Admmntrator

Roger Clarfc, Administrator

Kristin, Erchinger. Finance Dvector
Sieve Bradshaw. Superintendent
Bill Patten. Jr., Administrator

Mark Danielson, HR Oiroctor

Bob Ward. Oty Manager
Mart WHIuson. Fmance Officer
Janet Stout. Asst Superintendent

Ouane Guiioy. Finance Officer

Peter Ratten. City Manager
Stan Osborne. Mayor

Pawl Scvtak, Oty Administrator
Ho>y Holman. Business Manager
John Voss. Finance Director

Emie Marve. Superintendent
David Oengcl. City Manager

Jeff Jabusch, Fmance Director
John Novak. Superintendent
Connie Klushkan. Finance Diroclor
Joe Slats. Superintendent

Dr Darrell Hargraves. Superintendent

Carol Poylo, Suponntendeni

Gary Jacobsen. Superintendent
f nc Tmicfsen, F« Ducklor. HR
Robert Lang. Superintendent

W tfjed Hcbhardl. Suponntendeni

Adncnno Fleming. Business Manager
James Emot. Superintendent
Rebecca Dodge. Business Manager
Ronald Erickson. Superintendent

| Daniel Bock. Superintendent
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Public Employees' Retirement System (PERS) A Teachers' Ret
Tier IV 1l|| Committee - EMPLOYER SURVEY RESULTS «June

Dfviston of Rctirement

fIH

TRS
TRS
TRS
TRS
TRS
TRS

TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
tRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
IRS
TRS

TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS
TRS

UNIONS

CR
Num

764
744
706
735
707
708

781
710
712
7

746
714
717
718
755
757
754
753
722

720
736
751
723
724
759
748
727
728
769

756
779
775
729
733
730
731
732
762
763
778

Benefits

2/7/20*5 14 11
Yotkrw « Employer Respondot
NR « Employer Did Not Response lo Specific Questkx
G'een m Employer Would No! Participate m Survey
Employer Incomplete m

DENALI BOROUGH SD

DILLINGHAM CITY SO

FAIRBANKS NORTH STAR BOROUGH SD
GALENA CITY SO

HAINES BOROUGH SD

HOONAH CITY SD

IDITAROO AREA SD

JUNEAU BOROUGH SD

KAKE CITY SO

KASMUNAMIUT SD

KENAI PFENINSU -A BOROUGH SD

KE ICMIKAN GATEWAY BOROUGH SD
KLAWOCK CITY SD

KODIAK ISIANO BOROUGH SD
kuSpuk SD

I AK t.»NO PENINSULA BOROUGH SD
LOWER KUSKOKWIMSD

LOWER YUKON SD

MATANUSKA SUSITNA BOROUGH SD

NOME CITY SD

NORTH SLOPE BOROUGH SO
NORTHWEST ARCTIC BOROUGH SD
PELICAN aTY SD

PETERSBURG CITYSD

PRIBILOF SD

SAINT MARY S SD

SITKA BOROUGH SD

SKAGWAY CITY SD

SOUTHEAST ISLAND SD

SOUTHWEST REGION SO

TANANA SD

UNALASKA CITY SD
UNIVERSITY OE ALASKA
VALDEZ CITYSD

WR/ NG EIl PUBLIC SD
YAKUTAT SD

YUKON / KOYUKUK SD
YUKON FLATS SO
VUPIIT SO

TRS AVERAGE RESPONSE

-QMBINED PERS TRS AVERAGE

ASEA (GGU)
U'EA (SU)

| TC (Local 71)
'SEA (AA & CO)
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21
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27
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29
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Rohed Wh*cker, Superintende d

Dr Ann Shortt, Superintendent

Sarah lanus*e-Hamilton, Superintendent

Pattie Certaon. MR Manaper

F.nc Gofchad, Superintendent

Jack Foater. Superintendent

Metcdy Douglas. CFO

David Means. Business Manager

Richard Cadson, Superintendent

Jack Walsh. Director of Personnel 8 Student Services
Kim Langron, Sup”nntendent

Stevo Atwater. Superintendent

Jack She'man. Asst Supt Of Business
Amy Lujan. Butmes*
Luoenne Smrth. Director of Business Affairs

John Bama, Sitc/Depadmental Supervisor

Jenny Madens, Business Manager
Malcolm Fleming. Superintendent

Steve Bradshaw. Superintendent

Janet Stout. Asst Superintendent

Holly Holman. Business Manager
Ernie Marne. Superintendent
JZNNovak. Supcn iteodent

)r Darrell Hargraves. Superintendent
Joe Sla's. Superintendent

oe D Amico. PSEA Business Manager
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Public Employee*' Retirement System (PERS) ft Teacher*' Ret
Tier IV 1III Committee - EMPLOYER SURVEY RESULTS -June

Division of Retirement ft Benefit*

2/7/2C05 14.11
Yellow * i mpioyer Responded

NR - Employer Did Not Response »0 Specific Question

ER Green * Employer Would Not Participate In Survey
Fund Num Employer Incomplete *
TEAME (TM)
NEA (Alaska)
CEA (KK)

Responded to survey
Won! Participate - received response

“0

CD

IN

Eyoer Sney e Tr Riaw

26

IMP

27

IMP

28

RpDED

IMP

29

29

29

Tom Harvey, Executive Diroctor
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2004
Month JAN
PERS
TRS
NGNMRS
JRS
EPORS
TOTALS

2003
Month JAN
PERS
TRF
NGNMRS
JRS
EPORS
TOTALS

Month JAN
PERS

TRS

NGNMRS

JRS

EPORS
TOTALS

Month JAN
PERS

TRS

NGNMRS

JRS

EPORS

TOTALS

FEB

136

FEB

131

FEB

D

129

5

79

FEB

oc<IH FE§:1:¥>5*=§

117

MAR

MAR

MAR

DIVISION OF RETIREMENT AND BENEFITS
NUMBER OF RETIREMENTS BY FUND

APR  MAY  JUNE  JUL  AUG
641 TC 15+ 15¢ 231 142 % ]Z)
13 7 4 315 3
14 1 1 15

b :
o 9 161 7 s 190 170

APR  MAY  JUNE JUL  AUG .. SEP .. 0OCT

8% 7 159 17 195 10
4 5 7 28 24
104 9 178 163 484 147 141 14

APR  MAY  JUNE JUL  AUG  SEP  OCT

® 7 133 107 154 99 108 %
44 33 1

) b3

80 137 114 598 142 153 117
JUNE

1145 0y

49 52 136 104 341 134 76 98

JUL

MONTHLY RETIREMENT APPOINTMENTS BY FUND

DEC TOTALS NonRIP
9 7% 1434
9 455
8 130
103 2024
DEC  TOTALS NonRIP
89 72 1335
4 9 414
19 8 148
107 92 1898
DEC  TOTALS NonRIP
6 1207
563
68
103 79 1836

DEC  TOTALS NonRIP
897"
5

104 60 1263
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2000

Month
PERS
TRS
NGNMRS
JRS
EPORS
TOTALS

1999
Month
PERS
TRS
NGNMRS
JRS
EPORS
TOTALS

1998
Month
PERS
TRS
NGNMRS
JRS
EPORS
TOTALS

1997
Month
PERS
TRS
NGNMRS
JRS
EPORS
TOTALS
1996
Month
PERS
TRS
NGNMRS
JRS
EPORS
TOTALS

JAN

JAN FEB MAR  APR JUNE UL
2 34 4 82 77
ﬁ ?ﬁ) é % 15 ﬁ% 2181
s i 4
239 % 49 7 N 110 2
FEB MAR  APR  MAY  JUNE  JUL
0% 84 4 8% 42 208 292
ﬂ 7 4 é 453
13 7 14 9
123 104 61 03 160 223 754
IAN FEB MAR  APR  MAY JUNE
118 12@ 7 91 141
7 45§
8 "
129 136 99 o4 105 172 59
JAN FEB MAR  APR  MAY  JUNE  JUL
103 87 7 7 12 14%3 360,
% 17 5741
13 2
132 117 05 89 134 173 944
JAN FEB MAR  APR  MAY  JUNE  JUL
57 52 30 30 55 & 125
1 3 3 m
28 8
65 33 57 63 o 53

AUG

105
2

1

133

AUG

119

31

124

AUG
116

8

148

AUG
67
23

1

137

SEP

&

1

SEP

;

?

10

OCT

0CT

84

90

77

b

92

ﬁ% 104

i1V

91

SEP
84
7
9

10

SEP
5

65

MONTHLY RETIREMENT APPOINTMENTS BY FUND

0CT

0CT

65

;

78

i

}

85

NOV

NOV

oV

NOV

NOV

DEC TOTALS Jan was
50 1006 last RIP
4 339 month.
4%3
75 54 1388
DEC TOTALS RIP Year
73 7%3 1364
i- 558
13 9
1 91
DEC TOTALS RIP Year
70 3E3 1144
jb 543
?l 10?{
83 54 1795
DEC TOTALS
75 1364
Z) ff[ 708
7 933
1/1/1997
82 74 2166 RIP Year
DEC TOTALS
52 61 738
7 9
P 1
4
4
85 1352
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1995

Month
PERS
TRS
NGNMRS
JRS
EPORS
TOTALS

JAN FEB MAR APR MAY JUNE

JUI]]Z AUG SEP 0CT NOV DEC TOTALS
54 51 30 3 27 9 73 5 34 690
5 3 4 22 % 293
1 10
. ; 8
0
62 64 46 53 40 97 346 97 87 83 49 1090

MONTHLY RETIREMENT APPOINTMENTS BY FUND



MERCER

Human Resource Consulting m : ,{' 20
Ab 3 067
\IVIN (m
RECEIVED
September 1. 2004 =P 07 2(0".
Div. of Ret &Benefits

Ms. Melanie Millhom

Director of Retirement and Benefits
State of Alaska

Department of Administration
Division of Retirement and Benefits
P.O. Box 110203

Juneau, AK 99811-0203

Subject:
Retireo Return under HB 242/SB 149

Dear Melanie:

As you described in your August 10 email, the legislation enacted in July of 2001 allows PERS
and TRS retirees who retired under the normal retirement provisions to return to covered
employment. Such retirees can sipr an irrevocable waiver allowing the member to continue to
receive his or her retirement benefit Neither the employer nor the employee makes further
contributions to the Retirement System. In your email you asked for an indication of the effect of
this election on System funding. The chart that follows might help to illustrate this issue:

Numberof Increase In Average Increase In Average
Member* Electing PERS Employer TRS Employer
the Waiver Contribution Rate Contribution Rate
10 negligible Qo2
500 01% Q0%

100 Qo2% 020

A member who elects the waiver earns no additional benefits from the Retirement System.
Therefore, such a member has no “normal cost” and there is no normal cost rate. However, a
portion of the employer contribution for each member is needed to amortize the Systems’
unfunded past service liability. This portion is referred to as the “past service rate.” When a
member elects the waiver, the payroll base that can be used to amortize the unfunded liability is
reduced. A higher past service rate must be applied to the remaining payroll to arrive at the same
payment towards the unfunded liability.

Mirth \ McLennan Companies
Page 45



RECEIVED
MERCER

Human Resource Consulting SEP 0 7 200*

Div. of Ret & Benefits

Page 2

September 2,2004
Ms. Melanie Millhorn
State of Alaska

The waivers have a greater impact on employer rates for TRS than PERS. This is because (1) the
total payroll for PERS is higher so the loss ofone member’s contribution to the unfunded has a
smaller impact and (2) the current past service rate for TRS is almost twice as high as PERS. Our
analysis is extremely dependent on the current funded status ofthe Systems. For example, if the
Systems were 100 percent funded and remained so, the waiver would have virtually no impact on
employer rates.

We based our analysis on actuarial valuation information as of June 30,2003. We assumed
annual earnings for returning retirees of 546,000 for PERS and $64,000 for TRS. This is based
on the average annual earning of current active PERS and TRS members of ages 55 to 59.

We hope you find this information helpful. Please call if you have any questions.

Sincerely,

Robert M. Reynolds ASA, MAAA

RMR/CMB/kmp

Copy: Chris Bymes

IO chalke N.GRAGHTAX
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RETIREE RETURN UNDER HB 242/ SB 149

Public Employees' Retirement System

Number of Increase in Average Total PERS Salaries Liability to the

Members Electing PERS Employer as of June 30, 2003 PERS Fund
the Waiver Contribution Rate

10 negligible $ 1460783,000.00 $
o 901% $ 146078300000 $ 146,078.30
02% $  1460.783.00000 S 292,156 60

Teachers' Retirement System

Number of Increase in Average  Total TRS Salaries  Liability to the
Members Electing TRS Employer as of June 30, 2003 TRS Fund
the Waiver Contribution Rate

10 02% S 532,630.00000 $ 106,526.00
&b 10% S 53263000000 $ 532.630.00
20% S 53263000000 $ 1.065260.00
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February 7, 2005

The Honorable Representative Robert Lynn
Alaska State House of Representatives
Capitol Building, Room 415

Juneau, AK 99811

Dear Representative Lynn:

In aHouse State Affairs meeting on January 31, 2005 you requested information regarding the
Public Employees' and Teachers' Retirement System provisions and restrictions for members
claiming additional service credit for their military service.

The Division of Retirement and Benefits has been researching this issue since we became aware in
2003 of the effect of a change in federal law contained in USC 10 E 12736. The federal law requires
pension systems to allow national guard and reservists to claim past military service regardless of any
state laws or pension plan provisions to the contrary. The following information represents the

results of our research into this issue.

CLAIMED MILITARY SERVICE PROVISIONS

The Public Employees’ (PERS) and Teachers' Retirement (TRS) Systems both allow members to
claim military service performed prior to PERS or TRS employment for additional service credit.
This should not be confused with a voluntary or involuntary call to active military dun-while a
member is actively employed and participating in the retirement plans.

USC 10 also requires employers to grant National Guard and Reserve members a leave of absence
without loss o f pay, time or performance rating while ordered to training duty or active duty while
they are actively employed. Members of the retirement systems continue to earn service and salary

credit during their covered active duty time.

Claimed military service credit cannot be used to meet vesting requirements or sendee requirements
for retirement. It may increase the amount of pension a member receives. Members do not pay the
full liability cost for this sendee. PERS members pay 8.5% of their vesting year salary and TRS 8.65
% of their entry year salary for each year and partial year claimed. The remainder of the cost for the
additional benefits based on the claimed sendee is the responsibility of the employer.

Prior toJuly 1, 1986 for PERS and July 1, 1990 for TRS, all members could claim up to 5 years of
military sendee. With the creation of a second tier of benefits for both systems, new members who
were receiving or would receive federal benefits based on the same sendee were not allowed to claim

their military time. This iscommonly known as a “no double-dipping” provision.

The second tier of benefits for both PERS and TRS included several cost containment measures of
which the military service provisions were one part, he measures included changes to the age at
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which members couid qualify for retirement, when system paid health premiums began, and a
change to the provisions for payment of after retirement increases for cost of living and additional
allowances for Alaska residents. Restricting members who were already receiving benefits for
military service from the federal government from claiming the same service in the PERS or TRS

acted to reduce the employer Liability for future benefits.

In recent years changes in federal law have modified the procedures for military service claims under
die State law. Tide 10 Subtide E Part Il Chapter 12736 (USC 10 E 12736), which governs National
Guard and Reserve members, requires that members be allowed to claim their active duty military
service in the PERS or TRS regardless of whether they are receiving or will receive a federal
redrement benefit based on the same service.

The division has addressed this issue in the recent past with both the Army Nadonal Guard and the
Division of Military and Veteran's Affairs. In 2003 Lt. Commander Mamrol o f the Alaska Army
National Guard contacted the division and stated that recruitment efforts were impaired because
members were willing to forgo their federal benefit in favor of claiming their military service rime in
PERS. The perception was members would receive greater monetary value from claiming the
service rather than accepting the modest federal pension based on their military service. Lt.
Commander Mamrol indicated the average federal pension for a National Guard or Reserve
member was between S200 and $500 per month depending on year of active duty military service.

The division obtained information for one of the individuals and calculated the effect on the
retirement benefit if the member was credited with five years of military service in order to do a
comparison. The addition of the military service increased the member's retirement benefit by
approximately $247.00 per month. The comparison indicated there was no clear advantage to
claiming the military service in PERS versus re-enlisting and qualifying for a federal benefit.

Since that time, the division has become aware of the provisions of USC 10 E 12736 in working
with Department of Military and Veteran's Affairs employees. Because the provisions of USC 10 E
12736 require retirement plans who have anti double-dipping laws to allow National Guard and
Reserve members to claim their pnor active military service, members may claim their service and

retain tneir federal benefit rights.

Alaska Statutes and Federal Code

PERS

The statute regarding the claiming of military service performed prior to entry in the Public
Employees’ Retirement System (PERS) is:

AS 39.35.340 Military Service

(a) A vested employee is entitled to credited service for active military service in the armed forces of
the United States, either by enlistment or induction, if the employee received a discharge under
honorable conditions and is not entitled to receive retirement benefits from the United States
government for the same service. The credited service allowed may not exceed an aggregate period
of five years. Benefits are not payable on credited service for military" service unless the employee
makes retroactive contributions to the system for the period of time that service credit is claimed.
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However, if the employee was in the employ of an employer on the date of entry into the armed
forces and returned to the employ of an employer within 90 days after th: date of djscharge from
military service, the employee is not r* ired to make retroactive contributions under this system for

the penod of credited sendee.

(b) In order to obtain credited senicc under this section, an employee shall make an election to do
so and shall verify the period of military sendee. When eligibility for credited sendee for military
sendee has been established, an indebtedness shall be determined as follows: (1) the employee's
actual compensation, or the calculated annual compensation for those employees working less than
12 months, during the calendar year 1976 or the year in which an employee first becomes vested
under this chapter, whichever is later, multiplied by (2) the number of years of military sendee
credited under this section, and this product multiplied by (3) six percent for members who are first
eligible to claim this military sendee before January' 1, 1987, or eight and one-half percent for
members who are first eligible to claim this military sendee on or afterJanuary 1, 1987. Interest as
prescribed by regulation accrues on this indebtedness beginning on July 1, 1977, or one year
following the date a person first becomes vested, whichever is later. Any outstanding indebtedness
that exists at the time a person is appomte 1to retirement necessitates an actuarial adjustment to the

benefits payable based upon that military sendee.

(c) A retired employee onJuly 1,1976, is eligible to receive increased benefits based upon military
scn'ice as described in (a) o f this section. To receive credited service for military’ sendee, a retired
employee shall verify’ the military semec. When verified, a retired employee is entided to receive an
increased henefit that shall be actuarially adjusted to reflect the employee's indebtedness for that
credit. The indebtedness shall be calculated in the same manner as described in (b) of this section
except that it shall be based on the average monthly compensation used in calculating the benefit.
The effeenve date of this increased henefit is the beginning of the month following that in which

eligibility has been established.

(d) The credited service granted under this section may not be used to satisfy the credited service
requirements for normal retirement,

(e) A deferred vested employee onJuly 1, 1976, is eligible to claim credited service under (a) of this
section. In order to obtain credited service under this section, such an employee shall make an
election to do so and shall verify’ the period of military sendee. W'hrn eligibility for military sendee
has been established, an indebtedness shall be determined as follows: the employee's actual
compensation, or the calculated annual compensation for those employees working less than 12
months, during the calendar year the employee terminated, shall be multiplied by six percent; this
product shall then be multiplied by the number of years of military service credit under this section.
Interest as prescribed by regulation accrues on this indebtedness commencing July 1, 1978. Any
outstanding indebtedness that exists at the time a person k=appointed to reuremcnt necessitates an
actuarial adjustment to the henefits payable based upon that military sendee.

(f) An employee cannot be credited with a period o f active military sendee in the armed forces of the
United States under this section if credit for that military’ sendee u sgranted under AS 14.25.

(9) A sundving spouse receiving or entided to receive benefits under AS 39.35.420 (b), 39.35.430, or

39.1 5.440 or benefits under a joint and survivor option filed under AS 39.35.450 is eligible to receive
increased benefits based on military sendee as described in (a) of this section. To receive credited
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service for military service, the surviving spouse shall verify the employee's military service. When
verified, the surviving spouse is entided to receive an increased benefit which shall be actuarially
adjusted to reflect the indebtedness for that credit. The indebtedness shall be calculated in the same
manner as described in (b) of this section except that it shall be based on the average monthly
compensation used in calculating the benefit. Benefits payable under this subsecdon are effecdve the
first day o f the month following that in which eligibility has been established.

(h) The combined penod of military service claimed under this secdon and under AS 14.25 may not
exceed five years.

(i) Credited sendee under (a) o f this secdon includes sendee as a

(1) foreign sendee officer, a foreign sendee reserve officer, or alimited foreign sendee reserve officer
with the United States Department of State in Vietnam, Cambodia, or Laos from August 4. 1964,

through November 7,1975; and

(2) member of the TV ied States Merchant Marine Sendee from December 7, 1941, through
September 30, 1945.

TRS

The statute regarding the claiming of military sendee performed prior to entry into TRS s

AS 14.25.100. Credit for semcc in the armed forces.

(@) A memberwho sen'ed as an active member of the armed forces of the United States may receive
credited sendee under this system up to a maximum of five vears if the member received a discharge
under other than dishonorable conditions and is not entitled to receive reurement benefits from the
United States government for the same sen-ice. Each 12 months of military sendee equals one
school year, and lesser military periods will be determined for credit purposes in a proportionate
ratio to ayear. Credit for sen-ice in the armed forces shall be granted only if the member makes
contribuuons for the sen-ice in the same manner as required for outside sendee under AS 14.25.060.
The military sen-ice credited under this section shall be included in the 10-year limitation of outside
sendee as specified in AS 14.25.060 , except if entry into the armed forces is immediately preceded
by Alaska membership sendee and following discharge is conunued by Alaska membership sen-ice
within one year thereafter, sendee may not be counted for purposes of determining the applicability

of the 10-year limitation on outside sendee.

(b) Where a member is unable to resume teaching in a public school within one year following
discharge because of hospitalization, rehabilitation training, a disability derived while in the armed
forces, or other like circumstances, die administrator shall determine the allowance or disallowance

of any sendee in the armed forces.

(c) A member mav not be credited with the same period of sen-ice in the armed forces under this
section if credit for that military sen-ice was granted under the public employees' retirement system
(AS 39.35). The combined period of military service claimed under this section and AS 39.35 may

not exceed five years.
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Federal Law

The federal code governing how military service is to be treated for National Guard and Reserve
members is contained in US Code Tide 10 subride E Part [I Chapter 1223 Section 12736 which

states:

Sec. 12736 - Service credited for retired pay benefits not excluded for other benefits.

No period of service included wholly or partly in determining a person’s right to, or the amount of,
retired pay under this chapter may be excluded in determining his eligibility for any annuity, pension,
or old-age benefit, under any other law, on account of civilian employment by the United States or
otherwise, or in determining the amount payable under that law, if that sendee is otherwise properly

credited under it.

Applying this section, the United States Court of Appeals for the Ninth Circuit struck down
California’s “no double-dipping” law. [Cantwell v County of San Mateo, 631 F.2d 631 (9 hcir,,), cert

Denied, 450 U.S. 998 (1990).]
Financial Impact of Repealing the Military Claim Restriction

The division has been in contact with Mercer Human Resources Consulting regarding the financial
impact to the funds associated with admimstenng the PERS and TRS in compliance with USC 10 E
12736. We have received a request from member Steven Gebert on your behalf to determine the
financial impact of allowing all members with military sendee the ability to claim service. We have
also received a request to determine the financial impact o f allowing National Guard and Resendsts
to claim sendee with the employer paying the interest accrual. We have included information
showing the cost of allowing all members and just career military members to claim their military
service with the employer paying the interest accrual as well. The costs are oudined in the

attachments to this letter.

| am please to be able to provide you with this information. If you have further questions regarding
military service claims, please let me know.

Sincerely,

Kathy Lea
Retirement Manager

Attachments
cC: House State Affairs Committee
The Honorable Representative Seaton, Chair

The Honorable Representative Garto, Vice Chair
The Honorable Representative Elkins

The Honorable Representative Gardner

The Honorable Representative Ramras

The Honorable Representative Gruenberg

Melanie Millhorn, Director
Division of Retirement and Benefits
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Claimed Military Service Proposal Or.e
EMPLOYEE Pays Indebtedness Interest accrued

All Military Service Allowed

PERS TRS
Past Past
Service Additional Past Service Additional Past
Salaries Rate  Service Liability Salaries Rate Service Liability
(In Thousands)
$1,402,686 0.04%| $ 561.07 | $532,630 0.03% $160

National Guard and Reservists Only

PERS TRS
Past Past
Service Additional Past Service  Additional Past
Salaries Rate  Service Liability Salaries Rate Service Liability

(In Thousands)

51,402,686 0.0r/0] $ 14027 $ 632 630 0.00% $

Career Military Service

PERS TRS
Past Past
Service Additional Past Service  Additional Past
Salaries Rate  Service Liability Salaries Rate Service Liability
(In Thousands)
$ 1,402,686 0.03%] S 21 3 532,630 0.03%]| $ 160

Division of Retirement and Benefits 2/7/2005

Page 53



Claimed Military Service Proposal One
EMPLOYER Pays Indebtedness Interest Accrued

All Military Service Allowed

PERS TRS
Past Past
Service Additional Past Service Additional Past
Salaries Rate  Service Liability Salaries Rate Service Liability
(InThousands)
$1402686 (2% $  1,683.22 $532,630  (10% $533

National Guard and Reservists Only

PERS TRS
Past Past
Service Additional Past Service  Additional Past
Salaries Rate  Service Liability Salaries Rate Service Liability
(InThousands)
$1,402.686 | 0.02%| $ 28054 | $ 532,630 |  0.01%| S 53.26~

Career Military Service

PERS TRS
Past Past
Service Additional Past Service  Additional Past
Salaries Rate  Service Liability Salaries Rate Service Liability
(InThousands)
$ 1,402.686 010% $ 1,403 $ 532,630 0.09%| $ 479

Division of Retirement and Benefits
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PUBLIC EMPLOYEES' RETIREMENT SYSTEM

Actual
1999
Additions.
Contributions 200,573
Investment Income 764,622
Other 4
Total Additions 965,199
Deductions
Benefits Paid 279,656
Refunds 14,435
Expenses 4,148
Total Deductions 298,239
Not Increase (Decrease) 666,960
Net Assets: Beginning of year 7,438,398
Net Assets: End of Year 8,105,358

TEACHERS' RETIREMENT SYSTEM

Additions:
Contributions 114,568
Investment Income 397,499
Other 1
Total Additions 512,068
Deductions
Benefits Paid 218,072
Refunds 3,490
Expenses 1,722
Total Deductions 223,284
Net Increase (Decrease) 288,784
Net Assets: Beginning of year 3,915,235
Net Assets: End of Year 4,204,019

Actual
2000

200,366
790,336

990,702

323,235
11,998
4,247

339.480

651,222

8,105,358
8,756,580

123,219
406,609
0

529,828

243,110
4,118
1,717

248,945

280,883

4,204,019
4.484,902

Actual
2001

191,467
(478,249)
7

(286,775)

363.617
13,134
4,672

381,423
(668,198)

8,756,580
8,088,382

112,866
(245,363)

(4)
(132,501)

259,873
3,742
1,938

265,553
(398,054)

4,484,902
4,086.848

Actual Actual

2002 2003
195,408 211,310
(448,279) 237,205
10 27
(252,861) 448,542
404,536 451,015
12,869 13,025
5,283 5,880
422,688 469,920
(675,549) (21,378)

8,088,382 7,
7,412,833 7,

112,476
(225,234)
4

(112,754)

279,843
3,120
2,095

285,058

(397,812)

4,086,848 3,
3,689,036 3,
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412,833
391,455

118,645
111,575
14

230,234

310,416
3,840
2,395

316,651
(86,417)

689,036
602,619

Actual
2004

224,139
1,064.605
13,876

1,302,620

496,750
14,723
5,296

516,769

785,851

7,391,455
8,177,306

126,057
513,964
6,277

646,298

331,010
4,189
2,203

337.402

308,896

3,602,619
3,911,515

Projecteu
2005

284,494
672,367
0

956,861

569,007
14,723
5,296

589,026

367,835

8,177,306
8,545,141

137,309
316,252
0

453,561

378,310
4,189
2,203

384,702

68,859

3,911,515
3,980,374

Projected
2006

372 745
706,051
0

1,079,796

617,365
14,723
5,296

C37.384
442,412

8,545,141
8,987,553

147,350
327,115
0

474,465

400,744
4,189
2,203

407,136
67,329

3,980,374
4,047,703

Projected
2007

470,052
746,010
0

1,216,062

669,830
14,723
5,296

689,849

526,213

8,987,553
9,513,766

186,321
342,912
0

529,23:

424,193
4,189
2,203

430,585
98,648

4,047,703
4,146,351

Projected
"008

573,130
792.972
0

" 366,102

,.921
4,723
5,296

746,940
619,162

9,513,766
10,132,928

227,383
359,138
0

586,521

448,231
4,189
2,203

454.623
131,898

4.146,351
4,278,249



LEGAL SERVICES

D" ¢JION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

(907) 465-3867 or 465-2450 STATE OF ALASKA State Capito
FAX (907) 465-2029 Juneau, Alaska 19801-1182
Mail Stop 3101 Deliveries to: 129 6th St., Rm. 3E
MEMORA NLODL M January 29,2005
SUBJECT: Accrued benefits of public employment retirements systems and

legislative changes to the employee contribution rate
(Work Order No. 24-LS042;")

TO: Representath e Mike Kelly
Attn: Heath Hilyard

FROM:

You have asked questions regard the scope of Article XIl. sec. 7 of the Alaska
constitutionl and how it affects the legislature's ability to amend the employee
contribution rates of the teacher's retirement system (TRS) and the public employee's
retirement system (PERS)2 In our conversations about this request you asked about
changing the contribution rates of vested employees ’

" Alaska Constitution Article XII, Sec. 7:
SECTION 7. Retirement Systems. Membership in employee retirement
systen.s of the State or its political subdivisions shall constitute a
contractual relationship. Accrued benefits of these systems shall not be
diminished or impaired.

This provision protects the "accrued benefits” of ti e systems. The question considered

here is whether the employee contribution rate is part of the "accrued benefits."

2AS 14.25.050 and AS 39.35.160 respectively.

JPERS has thre-’ tiers nt this lime, the contribution rates are the same for employees in all
tiers, but the beneif *.ire decreased in Tier Il and Tier III:
police and fire employees - 7.5% (last increased in 19S7)
"other" employees - 0 75% (last increased in 1987)
school district employees - .6% (last increased in 1999)
Tier | is for employees first employed between January 1, 1961 and June 30, 19S6,
Tier Il is for employees entering sendee between July 1, 1986 through June 30, 1996,
ind Tier Il applies to employees entering service July 1, 1996 and later

TRS has two tiers, the employee contribution is 8.65%, last increased in 1991.
Tier | is for teachers first employed between July 1, 1955 and June 30, 1990,
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Employee contribution rates have been raised on several occasions in the past without
creating a new tier of employees. In 1986 the PERS employee contribution rates were
changed from 5% to 7.5% for firefighters and police officers, and the contribution rates
for all others were raised from 4.25% percent to the current 6.15%* In 1990 the TRS
employee contribution rates were raised from 7% to 8.65%.” Both of these changes in
compensation rates were made after the Hammond v. Hoffoeck decision in 1981.
Hammond v. Hoffbeek, 627 P.2d 1052 (Alaska 1981).6 These increases in contribution
rates apparently did not result in legal challenges. This memorandum, thus, considers
whether a new law which raises the employee contribution rates in TRS and PERS while
maintaining the accrued benefits in each Tier wculd be subject to constitutional
challenge.

While such a challenge may certainly be brought, it is not a foregone conclusion that the
argument would prevail. A strong counter argument can be made that the employee
contribution rates are not part of the "accrued benefit" to which members are entitled.
The accrued benefits are the rights to reeeive the retirement and medical plan offered
upon employmc it; the rights accrue as they are earned. A person's contribution rate
cannot be changed retroactively for benefits that have already accrued, however, it can be
argued that the employee contribution rate can change prospectively to pay for vested
benefits.

An employee facing an increased contribution rate for vested benefits can reject the
increase by terminating employment while still preserving the employee's vested right to
"accrued benefits."7 An accrued benefit is one that has already been earned, it is not one

Tier 1l is for teachers first employed cn July 1, 1990 and later.
*sec. 15, ch. 82 SLA 1986.

5sec. 1, ch. 97 SLA 1990. There was at least one other change in PERS for
noncertificated employees of school districts to 9.6% in 1999.

6 The reductions in benefits in the Hammond v. Hoftbeck case involved a reduction in
occupational disability benefits for public safety employees, a requirement that an
employee be totally unemployable in order to be eligible for an occupational disability
pension rather than "incapacitated for service in the position held” and reducing
occupational death benefits from one hundred per cent to forty per cent of monthly salary
at the time of death.

7 A New York case (New York has constitutional protection of pension benefits like
Alaska) involving diminution of disability benefits to employees in me public service
makes this point, that employees do not have a constitutional right to stay in public
employment:
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that has not yet been earned. The constitutional promise is that earned benefits cannot be
diminished, and the future right to a specified benefit is vested, however Hoffbeck
recognized that "rigid adherence to labels like "gratuity,” "compensation,” “contract,” and
"vested nghts” has not allowed courts the flexibility necessary to deal properly with
legitimate legislative response to changing economic and social conditions."* The
Hoffbeck court found the following language in a California case to be "instructive.”

An employee's vested contractual pension rights may be modified prior lo
retirement for the purpose of keeping a pension system flexible to permit
adjustments in accord with changing conditions and at the same time
maintain the integrity of the system. Such modifications must be
reasonable, and it is for the courts to determine upon the facts of each case
what constitutes a permissible change. To be sustained as reasonable,
alterations of employees' pension rights muH bear some material relation
to the theory of a pension system and its successful operation, and changes
in a pension plan which result in disadvantage to employees should be
accompanied by comparable new advantages.9

Following that discussion the decision found:

We agree with this analysis and hold that the fact that rights in PERS vest
on employment does not preclude modifications of the system; that fact
does, however, require that any changes in the system that operate to a
given employee's disadvantage must be offset by comparable new
advantages to that employee.

An important qualification is found in note 11 of Hoffbeck. It may apply to the situation
at hand where the system finds that failing to increase employee contributions, and thus
increasing the projected unsupportable burden on employers, will threaten the fiscal
future of the system as a whole:

It is long settled, however, that the fact that there can be no
constitutional impairment of pension system benefits does not
create a constitutional right to stay in public employment. To do
this would place the regulation of public employment beyond the
control of any authority, which certainly was not intended by our
Constitution (Gorman v. City of New York, 280 App Div 39, 45,
affd 304 NY 865).
Cook Binghamton. 48 N.Y.2d 323, 332 (N.Y., 1979)

8Hammond v. Hoffbeck. 627 P.2d at 1057
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We are not called upon to consider the problem, which has frequently
arisen in other jurisdictions, presented by a pension fund that is
insufficient to satisfy all employee claims brought under its provisions.
We intimate no view as to the appropriate legal analysis of any legislative
alteration in employee benefits systems made in response to such
circumstances.

In this case, it may not be that the system is currently insufficient to handle current
claims, and no alteration in the benefits to be received is contemplated. However, the
continued fiscal health of the plan for future claims by current beneficiaries may
reasonably require a prospective increased contribution rate. Such an argument is not
precluded by Hammond v. Hoffbeck.

Four other states have constitutional protection for public employee retirement benefits
very similar to Alaska: Hawaii,DMichigan,” New York and Illinois2 There is a case
from Michigan which is squarely on point. The Michigan Supreme Court was asked to
determine whether a statute increasing the employee contribution rate for certain
employees was constitutional. Advisory Opinion re Constitutionality of 1972 PA 258.
389 Mich. 659, (Mich. 1973). The court found that "the Legislature cannot diminish or
impair accrued financial benefits, but we think it may properly attach new conditions for
earning f  ncial benefits which have not vet accrued.”n The Michigan court found that
raising the employee contribution rate was a "new condition” wnich was not "a
diminishment or impairment of such accrued benefits unless the new conditions were
unreasonable and hence subversive of the constitutional protection.”

DArt. XVI, Section 2 of the Hawaii Constitution, provides:
Membership in any employees' retirement system of the State or any
political subdivision thereof snail be a contractual relationship, the accrued
benefits of which shall not be diminished or impaired.

I Michigan's constitution, art 9, sec. 24 reads:
The accrued financial benefits of each pension plan and letirement system
of the state and its political subdivisions shall be a contractual obligation
thereof which shall not be diminished or impaired thereby.Financial
benefits arising on account of service rendered in each fiscal year shall be
funded during that year and such funding shall not be used for financing
unfunded accrued liabilities.

PWhile 'he constitutional provisions are similar in Illinois and New York the cases have
focused on the time of vesting, not relevant to this discussion.

N Advisory Opinion re 1972 PA 258. 389 Mich. 659, emphasis added.
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A case in Hawaii involved determining the date a firefighter was considered to have
begun his retirement. Chun v. Employee's Retirement Svs.. 607 P.2d 415, 421 (Hawaii
1980). The court discussed its constitutional protection of public employee retirement
systems and found that although benefits attributable to past services could not be
reduced, the legislature could make general changes in the retirement system. While not
discussed in that rase, if could be argued that the employee compensation rate for
continued benefits ma; be a condition that can be changed without violating the
constitutional protection of accrued benefits. 4

After Hoffbeck the next discussion of Article XIlI, sec. 7 by the Alaska Supreme Court
occurred in 2003 where the court considered how to evaluate changes to public employee
benefits, specifically health plans. Duncan v. Retired Public Employees of Alaska. Inc.
(Duncan) 71 P.3d 882, (Alaska 2003) The state argued that health insurance benefits
were not covered by Article XII, sec. 7, and if they were, the dollar amount of the

KId. at 421, citations omitted.

This court has never been called upon to examine or construe this
particular provision of the Hawaii Constitution. It was proposed from the
floor of the 1950 Constitutional Convention and adopted by the
Committee of the Whole. The Committee of the Whole Report states:

It should be noted that the above provision would not limit the
legislature in effecting a reduction in the benefits of a
retirement system provided the reduction did not apply to
benefits already accrued. In other words, the legislature could
reduce benefits as to (1) new entrants into a retirement
system, or (2) as to persons already in the system in so far as
their future services were concerned. It could not, however,
reduce the benefits attributable to past services. Further, the
section would not limit the legislature in making general
changes in a system, applicable to past members, so long as
the changes did not necessarily reduce the benefits
attributable to past services.

The Committee of the Whole's interpretation of the provision, which we
accept, indicates that a member of the retirement system is entitled to the
benefits available under the system that have been accrued by the member.
From the Committee of the Whole Report, we conclude that the provision
was meant to protect an employee from a reduction in accrued benefits.
However, the extent of such benefits as well as the conditions under whi
an employee should receive benefits, are governed bv applicable statuto.
provisions.. . ..
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premium was all that was protected, not the type of coverage, and third if the first two
arguments failed, that changes could be made to vested health benefits so long as any
disadvantages from changes were outweighed by advantages, as considered from a group
perspective. The court agreed with the third argument only, and found that health
benefits could be changed without violating the constitution. Duncan states that "[tjhe
natural and ordinary meaning of "benefits” in a health insurance context refers to the
coverage provided rather than the cost of the insurance."b

The language in Duncan does not preclude an argument that the employee contribution
rate, applied prospectively, does not diminish accrued benefits. The Michigan case
illustrates the argument that employee contribution rates are a condition of current and
prospective employment and do net diminish accrued rights. Because the Alaska court
has not spoken in regard to the rate of employee contributions in public retirement
systems, there can be no certainty. However, there have been changes in employee
contribution rates since Hoffbeck. none of them generating a constitutional challenge.
Increasing the contribution rates of employees prospectively is not explicitly barred by
Hoffbeck. or Duncan. Other states with similar constitutional protections have either
allowed increases in contribution rates or have acknowledged the need for some
flexibility in administering the retirement programs while protecting accrued benefits of
public employees.

If I may be of further assistance, please advise.

BRC:med
05-066.med

HDuncan. 71 P.3d 882 at 888 - 839. One of the issues in Duncan was whether health
benefits consisted of a certain level of coverage, or only a certain dollar amount applied
towards health insurance premiums.
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Dear Representative Seaton:
Sov*h Carolina is pursuing a DC plan (see below).
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National Association of State Retirement Administrators
February 3,2005
NASRA News Clips

South Carolina governor seeks mandatory DC plan

Charleston Post & Courier February 2, 2005

Associated Press

COLUMBIA-Gov. Mark Sanford wants to scuttle the state's traditional pension
plan for a new program as a way of curing problems in the South Carolina
Retirement System.

Sanford is applying what he learned from /ears as one of the U.S. House's
leading advocates for privatizing Social Security and stucying pension systems in
50 countries.

Atheme emerged as ho studied those systems. Traditional retirement, or
defined-benefit, plans are a "great system for the first generation,” Sanford said.
"But the history of every defined benefit plan, not just in this country but frankly
around the world, has been that they've run into problems down the line -* not
because there's a fault with tf 3 system, but because of the nature of politics,” he
said. "People want to add bells and whistles."
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South Carolina’s plan has that and more. It requires cost-of-living adjustments;
allows retirees to return to jobs and draw pay and retirement checks; and lets
people retire with full benefits after 28 years.

On top of that, a program intended to retain the state's best teachers has grown
out of control, becoming a benefit for all workers.

In his State of the State speech last week, Sanford said legislators recklessly
added benefits without enough regard for the financial impact.

Now the system is "a ticking time bomb for state retirees and if we stay on the
present course, the cost-of-living adjustments that they've been counting on
won't be there."

Part of Sanford's prescription "lies in moving new employees from a defined
benefit plan to a defined contribution plan," he said.

Defined contribution plans, including the 401 (k), don't offer retirees guaranteed
payouts. Employers and workers put money into investments and retirees get
what's there at retirement or when they move to other jobs.

The programs have not been used much in government. Traditional plans cover
about 90 percent of the nation's public employees, according to the National
Association of State Retirement Administrators.

So far, Sanford's proposal has had a lukewarm reception among legislators.
"I'd be real hesitant,” said House Ways and Means Committee Chairman Bobby
Harrell, R-Charleston, one of the retirement system's five trustees.

ABOUT THE PLAN

South Carolina's primary retirement plan faces challenges this year.

WHOM IT COVERS: -- 185,538 active state and local government and
educational workers -- 142,245 former state workers -- 84,420 retirees and their
beneficiaries Three other plans cover police, judges and legislators, but they are
not facing the same problems

FINANCES AS OF JUNE 30: -- $25 billion in assets -- $4 billion in liabilities

PAYMENT GAP: The system now has a 28-year gap between money it has on
hand and what wouid ultimately have to be paid to retirees. It started in 2000 with
a two-year gap. Changes that increased that:

- 2000: Teacher Employee Retirement Incentive program and reducing years to
full retirement by two to 28. Long-term cost: $1.8 billion.

-- 2001: Cost-of-living adjustment of 3.4 percent. Long-term cost: $353 miilion.

-- 2002: Cost-of-living adjustment 1.3 percent. Long-term cost: $149 million.

- 2003: Cost-of-living adjustment 2.4 percent. Long-term cost: $278 million.

-- 2004: Adjusted forecast of plan's needs. Long-term cost: $399 million.



-- 2004: Cost-of-living adjustment 1.6 percent. Long-term cost. $212 million.
-- 2005: A $420 million estimation error is expected to widen the gap to 28 years.

SOURCE: South Carolina Retirement Systems

California Pension Fight Goes National
San Jose Mercury News February 3, 2005

SACRAMENTO, Calif. - Democratic officials from five states launched a
nationwide campaign Wednesday to fight Gov. Arnold Schwarzenegger's plan to
privatize California's public pension systems.

California Treasurer Phil Angelides, who is leading the effort, called the
Republican governor's proposal a major assault on the movement to reform

corporate America following a wave of scandals.

Angelides said Schwarzenegger's plan "is part of a concerted effort to break
apart the powerful voices of public pension funds that have stood up for ordinary
investors in corporate boardrooms."

The attack came hours before President Bush was to make Social Security
privatization a key theme of his State of the Union Address. It also signaled a
major new partisan fight nationally over the future of public pension funds.

Schwarzenegger wants to make California's new public employees use 401 (k)-
style contributio, plans after 2007.

Calling the state's pension system "another financial train on another track to
disaster," Schwarzenegger said the state's obligation to its retirees had risen
from $160 million in 2000 to $2.6 billion this year. The funds attribute the state's
higher costs to market losses suffered from corporate collapses such as Enron

Corp. and WorldCom.

The plan, if adopted, would greatly dilute the financial and political power of
California's pension funds. The $182 billion California Public Employees
Retirement System is the nation's largest.

Schwarzenegger spokesman H.D. Palmer accused Ange>:des of "giving hysteria
and hypjrbole a bad name," saying the governor’s plan differs little from those
used by many California businesses.

"We are trying to take the long view here, and trying to make sure California has
a pension system that is sustainable for the long haul," he said.



Materjal for House State Affairs PERS/TRS
tier initiative oversight hearing

UNIVERSITY OF ALASXA
Statewide Office of Human Resources

Summary of the
Optional Retirement Program

The university’s Optional Retirement Program (ORP) is a defined contribution
alternative to the state sponsored defined benefit plans for iaculty and executive staff,
the Teachers’ Retirement System and the Public Employees’ Retirement System
respectively.

The university’s obligation under ORP is to make a contribution that is tied to a
rolling three year average of the TRS rate. In FYO05, the employer contribution is 13%,
the employee contribution is 8.65%, for a total of 21.65%. By comparison, the TRS
rates this year are 16.00% from the employer, 8.65% from the employee, for a total of
24.65%. There is no health benefit provided by ORP. Vesting is immediate. The
employee’ plan choice — whether to participate in ORP, or TRS or PERS is
irrevocable.

ORP’s advantages to the university include an enhanced ability to compete in
the national market for top faculty and administrators with other universities a.id
corporations offering primarily defined contribution plans like ORP. In addition, the
university has the advantage of relieving its liability under the retirement plan from the
obligation to provide a costly health benefit upon retirement. ORP participants
generally prefer the plan because it provides full portability, although some are
concerned about the absence ofa health benefit in the plan and the inherent
uncertainties of the market

Approximately 750 faculty and staff participate in ORP. Faculty comprise 90%

of plan participants and executives 10%. At present, ORP% assets are $315 million.

January 25, 2005



Plan Type
Internal Revenue Service
Governing Code
Social Security
Replacement Plan
State O f Alaska
Governing Code
Eligibility
Vesting

Health Coverage
After Retirement

Contribution Rate
Setting Authority
Methodology For Setting
Rates

Rates For FY04

»ates FY05

Proji

Subject Of Bargaining
Participation Rate

Average Age

RETIREMENT PROGRAM COMPARISION CHART

Teachers Retirement
System (TRS)
Defined Benefit
401(a)

Yes

AS 14.24

culty
Eears of service
Yes
Tier 1— Medical at no cost
Tire Il — Medical at age 60
at no cost

State of Alaska Division of
Retirement
Actuarial Model

Employer 12%
Employee 8.65%
Total 20.65%
Employer 16.00%
Employee 8.65%
Total 24.65%

No

ACCFT- 174 (56%)
UNAC - 328 (39%)
Executive - 23 (24%)
Total - 525 (95% faculty)

Public Employees Retirement
System (PERS)

Defined Benefit

401(a)

Yes
AS 39.35

Administrative and Executive Staff
5 years of service

Yes

Tier 1— Medical at no cost

Tier Il — Medical at age 60 at no
cost

Tier 111 — Must have 10 years of

service and be 60 for no cost
medical

State of Alaska Division of
Retirement

Actuarial M*>dcl

Employer 5.58%

Employee 6.75%

Total 12.33%

Employer 10.58%

Employee 6.75%

Total 17.33%

No

Faculty do not participate in PERS

UA Optional Retirement
Program (ORP)

Defined Contribution
Employer contribution 401(a)
Employee contribution 403(b)
Yes

AS 14.40.661

Faculty and Executive Staff
Immediate
No

University of Alaska

3 year rolling average of the TRS
contribution rate
Employer 11.66%
Employee 8.65%

Total 20.31%

Employer 13.00%
Employee 8.65%

Total 21.65

Possible

ACCFT- 139(44%)
UNAC-511 (61%)
Executive - 73 (76%)
Total - 725 (90% faculty)
ACCFT - 53

UNAC - 50

Executive - 55
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DIVISION OF RETIREMENTAND BENEFITS
February 7, 2005

The Honorable Representative Robert Lynn
Alaska State House of Representatives
Capitol Building, Room 415

Juneau, AK 99811

Dear Representative Lynn:

In a House State Affairs meeting on January 31, 2005 you requested information regarding the
Public Employees® and Teachers® Retirement System provisions and restrictions for members
claiming additional service credit for their military service.

The Division of Retirement and Benefits has been researching this issue since we became aware in
2003 of the effect of a change in federal law contained inUSC 10 E 12736. The federal law requires
pension systems to allow national guard and reservists to claim past military service regardless of any
state laws or pension plan provisions to the contrary. The following information represents the
results of cur research into this issue.

CLAIMED MILITARY SERVICE PROVISIONS

The Public Employees "(PERS) and Teachers ™Retirement (TRS) Systems both allow members to
claim military service performed prior to PERS or TRS employment for additional service credit.
This should not be confused with a voluntary or involuntary call to active military- duty while a
member isactively employed and participating in the retirement plans.

USC 10 also requires employers to grant National Guard and Reserve members a leave of absence
without loss of pay, time or performance rating while ordered to training duty or active duty while
they are actively employed. Members of the retirement systems continue to earn service and salary
credit during their covered active duty time.

Claimed military service credit cannot be used to meet vesting requirements or service requirements
for retirement. Itmay increase the amount of pension amember receives. Members do not pay the
full liavility" cost for this service. PERS members pay 8.5% of their vesting year salary® and TRS 8.65
% of their entry year salary for each year and partial year claimed. The remainder of the cost for the
additional benefits based on the claimed service is the responsibility of the employer.

Prior tojuly 1, 1986 for PERS and July 1, 1990 forTRS, allmembers could claim up to 5 years of
military® sen-ice. With the creation of a second tier of benefits for both systems, new members who
were receiving or would receive federal benefits based on the same sen-ice were not allowed to claim
their military time. This iscommonly known as a “ho double-dipping””provision.

The second tier of benefits for both PERS and TRS included several cost containment measures of
which the military- service previsions were one part. The measures included changes to the age at

Note: P'.-so Include your social security number In all correspondence and requests concerning your benefits.
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which members could qualify for retirement, when system paid health premiums began, and a
change to the provisions for payment of after retirement increases for cost of living and additional
allowances for Alaska residents. Restricting members who were already receiving benefits for
military service from the federal government from claiming the same service in the PERS or TRS
acted to reduce the employer liability for future benefits.

In recent years changes in federal law have modified the procedures for military service claims under
the State law. Title 10 Subtide E Part Il Chapter 12736 (USC 10 E 12736), which governs National
Guard and Reserve members, requires that members be allowed to claim their active duty military
service in the PERS or TRS regardless of whether they are receiving or will receive a federal
retirement benefit based on the same service.

The division has addressed this issue in the receni past with both the Army National Guard and the
Division of Military and Veteran 3 Affairs. In 2003 Lt. Commander Mamrol of die Alaska Army
National Guard contacted the division and stated that recruitment efforts were impaired because
members were willing to forgo their federal benefit in favor of claiming their military service time in
PERS. The perception was members would receive greater monetary value from claiming the
service rather than accepting the modest federal pension based on their military service. Lt.
Commander Mamrol indicated the average federal pension for a National Guard ot Reserve
member was between S200 and $500 per month depending on year of active duty military service.

The division obtained information for one of the individuals and calculated the effect on the
retirement benefit ifthe member was credited with five years of military service in order todo a
comparison. The addition of the military service increased the member 3 retirement benefit by
approximately $247.00 per month. The comparison indicated there was no clear advantage to
claiming the military service in PERS versus re-enlisting and qualifying for a federal benefit.

Since that time, the division has become aware of the provisions of USC 10 E 12736 inworking
with Department of Military and Veteran 3 Affairs employees. Because the provisions of USC 10 E
12736 reo -iire retirement plans who have anti double-dipping laws to allow National Guard and
Reserve members to claim their prior active military service, members may claim their service and
retain their federal benefit rights

Alaska Statutes and Federal Code

PERS

The statute regarding the claiming of military service performed prior to entry in the Public
Employees Retirement System (PERS) is:

AS 39.35 340 Military Sen ice

(@ A vested employee isentided to credited sen-ice for active military sendee in the armed forces of
the United States, cither by cniistment or induction, ifthe employee received a discharge under
honorable conditions and is not entided to receive retirement benefits from the United States
government for the same sendee. The credited sendee allowed may not exceed an aggregate period
of five years. Benefits are not payable on credited senice for milicary senice unless the employee
makes retroacdve contributions to the system for the period of time that senice credit is claimed.
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However, ifthe employee was in the employ of an employer on the date of entry into the armed
forces and returned to the emplc) of an employer within 90 days after the date of discharge from
military service, the employee isnot required to make rctroacdvc contributions under this system for
the period of credited service.

(b) In order to obtain credited service under this section, an employee shall make an elecuon todo
so and shall verify th period of military service. When eligibility for credited service for military
service has been established, an indebtedness shall be determined as follows: (1) the employee”s
actual compensation, or the calculated annual compensation for those employees working less than
12 months, during the calendar year 1976 or the year inwhich an employee firstbecomes vested
under this chapter, whichever is later, multiplied by (2) the number of years of military service
credited under this section, and this product multiplied by (3) six percent for members who are first
eligible to claim this military service before January 1,1987, or eight and one-half percent for
members who are first eligible to claim this military service on or afterJanuary 1, 1987. Interest as
prescribed by regulation accrues on this indebtedness beginning on July 1, 1977, or one year
following the date a person firstbecomes vested, whichever is later. Any outstanding indebtedness
that exists at the time a person isappointed to retirement necessitates an actuarial adjustment to the
benefits payable based upon that military service.

(@© A retired employee on July 1, 1976, is eligible to receive increased benefits based upon military
service as described in @) of this section. To receive credited service for military" service, a reti.ed
employee shall verify the military sen-ice. When verified, a retired employee isentitled to receive an
increased benefit that shall be actuariallv adjusted to reflect the employee®s indebtedness for that
credit. The indebtedness shall be calculated in the same manner as described in (b) of this section
except that itshall be based on the average monthly compensation used in calculating the benefit.
The effective date of this increased benefit is the beginning of the month following that in which
eligibility has been established.

(d) The credited sen-ice granted under this section may not be used to satisfy" the credited service
requirements for normal retirement.

() A deferred vested employee on July 1, 1976, iseligible to claim credited sen-ice under (@) of this
section. In order to obtain credited service under this section, such an employee shall make an
election to do so and shall verify- the period of militaiy sen-ice. Wh e n eligibility for military sen-ice
has been established, an indebtedness shall be determined as follows: the employee®s actual
compensation, or the calculated annual compensation for those employees working less than 12
months, during the calendar year the employee terminated, shall be multiplied by six percent; this
product shall then be multiplied by the number of years of military service credit under this section.
Interest as prescribed by regulation accrues on this indebtedness commencing July 1, 1978. Any
outstanding indebtedness that exists at the time a person is appointed to retirement necessitates an
act arial adjustment to the benefits payable based upon that military service.

(M An employee cannot be credited with a period of active militaiy sen-ice in the armed forces of the
United States under this section ifcredit for that military sen-ice was granted under AS 14.25.

6/) A sun-iving spouse receiving or entitled to receive benefits under AS 39.35.420 (b), 39.35.430, or
39.35.440 or benefits under a joint and survivor option filed under AS 39.35.450 is eligible to receive
increased benefits based on military sen-ice as described in (@) of this section. To receive credited
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service for military service, the surviving spouse shall verify the employee 3 military service. When
verified, the surviving spouse isentitled to receive an increased benefit which shall be nctuarially
adjusted to reflect the indebtedness for that credit. The indebtedness shall be calculated in the same
manner as desenbed in (b) of this section except that it shall be based on the average monthly
compensation used in calculating the benefit. Benefits payable under this subsection arc effective the
firstday of the month following that inwhich eligibility" has been established.

(h) The combined period of military service claimed under this section and under AS 14.25 may not
exceed five years.

(i) Credited service under (@) of this section includes sendee as a

(D) foreign service officer, a foreign sendee reserve officer, or a limited foreign sendee rescn"c officer
with the United States Department of S"ate in Vietnam, Cambodia, or Laos from August 4, 1964,
through November 7, 1975; and

(2 member of the United States Merchant Marine Sendee from December 7, 1941, through
September 30, 1945.

TRS

The statute regarding the claiming of military” senice performed prior to entty into TRS is

AS 14.25.100. Credit for senice in the armed forces.

@ A member who sencd as an active member of the armed forces of the United States may receive
credited sendee under this system up toamaximum of five years ifthe member received a discharge
under other than dishonorable conditions and isnot entitled to receive retirement benefits from the
United States government for the same sendee. Each 12 months of military sendee equals one
school year, and lesser military pcnods will be determined for credit purposes in a proportionate
ratio to a year. Credit for sendee in the armed forces shall be granted only ifthe member makes
contributions for the sendee in the same manner as required for outside service under AS 14.25.060.
The military sendee credited under this section shall be included in the 10-vear limitation of outside
sendee as specified inAS 14.25.060 ,except ifentry into the armed forces is immediately preceded
by Alaska membership sendee and following discharge iscontinued by Alaska membership service
within one year thereafter, sen"ice may not be counted for purposes of determining the applicability
of the 10-ycar limitation on outside sen"ice.

() Where amember isunable to resume teaching in a public school within one year following
discharge because of hospitalization, rehabilitation training, a disability derived while in the armed
forces, or other like circumstances, the administrator shall determine the allowance or disallowance
of any sen Tce in the armed forces.

(© A member may not be credited with the same period of sen ice in the armed forces under this
section ifcredit for that military senice was granted under the public employees® retirement system
(AS 39.35). The combined period of military senice claimed under this section and AS 39.35 may
not exceed five years.
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Federal Law

The federal code governing how military service is to be treated for National Guard and Reserve
members iscontained inUS Code Tide 10 subtide E Part Il Chapter 1223 Section 12736 which

states:
Sec. 12736 - Service credited for retired pay benefits not excluded for other benefits.

N o period of service included wholly or partly in determining a person 3 right to, or the amount of,
retired pay under this chapter may be excluded in determining his eligibility for any annuity, pension,
or old-age benefit, under any other law, on account of civilian employment by the United States or
otherwise, or in determining the amount payable under that law, ifthat service isotherwise properly
credited under it

Applying this section, the United States Court of Appeals for the Ninth Circuit struck down
California3 “fio double-dipping>”law. [Cantwell v County of San Mateo, 631 F.2d 631 (9hair.,), cert.
Denied, 450 U.S. 998 (1990).]

Financial Impact of Repealing ,he Military Claim Restriction

The division has been in contact with Mercer Human Resources Consulting regarding the financial
impact to the funds associated with administering the PERS and TRS in compliance with USC 10 E
12736. We have received a request from member Steven Gebert on your behalf to determine the
financial impact of allowing all nembers with military service the abi~ty to claim service. We have
also received a request to determine the financial impact of allowing National Guard and Reservists
to claim sen"ice with the employer paying the interest accrual. We have included information
showing the cost of allowing all nembers and just career military members to claim their military
service with the employer paying the interest accrual as well. The costs arc outlined in the
attachments to this letter.

lam please to be able to provide you with this information. Ifyou have further questions regarding
military sen"ice "hums, please let me k ow.

Sincerely,
Kathy Lea
Retirement Manager
Attachments
cc: House Spite Affairs Committee

j/ihe Honorable Representative Seaton, Chair
The Honorable Representative Gatto, Vice Chair
The Honorable Representative Elkins
The Honorable Representative Gardner
The Honorable Representative Ramras
The Honorable Representative Gruenberg

Melanie Millhom, Director
Division of Retirement and Benefits



