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Claimed Military Service Proposal One
EMPLOYEE Pays Indebtedness Interest accrued

All Military Sjrvice Allowed

PERS TRS
Past Past
Service Acditional 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 Rc't  Service Liability Salaries Rate Service Liability
(In Thousands)
$1,402,686 0.01% $ 14027 $ 532,630 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% $ 21 3% 532,630 0.03% $ 160

Division of Retirement and Benefits 2/7/2005



Claimed Military Service Proposal One
EMPLOYER Pays Indebtedness Interest Accrued

All Military Service Allowed

PERS TRS
Past Past
Service Additional Past Service Additior al Past
Salaries Rate  Service Liability Salaries Rate Service Liability
(In Thousands)
$1,402,686 0.12%| $ 1,683.22 $532,630 0.10% $533

National Guard and Reservists Only

PERS TRS
Past Past
Service Additional Past Service Additional Past
Salaries Rate  Service Liability Salaries Rate Service Liability
(In Thousands)
$1,402,686 <Cpg $ 28054 $ 532,630 0.01%| $ 53.26

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 0.10%]| $ 1,403 $ 532,630 0.09%]| $ 479

Div.jion of Retirement and Benefits 2/7/2005
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Louie Flora

From:  Will Files [will®wfiles.us]

Sent:  Monday, February 07, 2005 1:15 PM
To: Louie Flora

Subject: TRS tiers

Hi Louie,
Iwent to the web site about tiers, and found the whole subject somewhat confusing. But lam opposed to

the idea of "tiers". This creates different classes of pe ople, which is not constitutionally viable. With
high teacher turnover, particularly in the bush (I heard ithas been averaging 6 0% in the Kotzebue area),
and the need for quality instruction, we need to strengthen our retirement system, not water itdown. It's
time w hoever issupposed to pay, pays up.

will

Will Files
Homer, AK

2/7/2005



D R A F T Recommendations of the:

AML Revenue and Finance Subcommittee of the Legislative Committee and
Special Municipal/School District/UA Committee on PERS/TRS

The committees have been meeting for the past six months to propose solutions to control
PERS/TRS costs and define a reasonable program for the future. Municipalities, school districts,
and the U of A comprise <>3% of the PERS/TRS system. The State and all other PERS/TRS
employers have exactly the same interests in stabilizing the PERS/TRS programs.

Summary of recommendations:

I. Hold all bi'ls that could increase costs to the PERS/TRS System until:
a An adequate PERS/TRS benefit change review process has been adopted, and
b. New retirement program benefit “tiers" have been considered.
Holding bills that could increase costs will stabilize the program immediately to avoid new
irrevocable permanent costs lo the State, municipalities, schools, and the Univetsity.

2 Adopt a hill that creates an approjr :ate review and analysis of the impact of changes to
PERS/TRS benefits. Unlike any other legislative decision, under Alaska"s Constitution a
PERS/TR.s benefit can neve: be “diminished or impaired" (Article XIll, Section 7). The
current "fiscal note””process for bills is not sufficient «o accurately delerr Ine the long-term
impacts of changes. Over a long time period the lack of an adequate analysis process has been
the cause of a significant portion of the current cost crisis. Implement:

a. A statutory 90 day review process prior to legislative committee review that includes.
i. A comprehensive long-term actuarial analysis by the PERS/TRS Boards, and
ii. PERS/TRS hearings with all affected employers, and
iii. A full report and recommendation of the PERS/TRS Boards to the

legislature.

3. Introduce bills lo consider the PERS/TRS “Tiers>”devel pod by the PERS/TRS Boards:
After a close vote by the joint PERS and TRS Boards these comprehensive alternatives were
not adopted for action, however, there are simply no other long term op”ions on the table to
reduce long-term costs of the program. The alternatives include a thoughtful analysis of the
major provisions of the PERS/TRS retirement benefit programs and some or all of the
recommendations should be implemented.

4. Look for short-term and long-term financiul solutions to meet crushing cost increase
for past liability:

a. Suppoit Stale appropriations lo offset the 5% PERS/TRS cost increase for FY 06 and
the cumulative 10% cost increase for FY 07.

b. Consider the long-term cost impacts a direct pay dow n of the approximately $5
Billion past liability. For example, a $2 Billion pay down coulu lower long-term
PERS/TRS rate increases significantly.

c. Consider the creation of a State and Local Retirement Pension Bond Corporation to
finance the PERS/TRS $5 Billion past liability with low interest bonds.

d. Set minimum contributions and do more work to forecast future trends.

vV Representation: Municipalities, Schools, and the University represent 63% of the
PERS/TRS programs but do not have direct representation on the PERS/TRS Boards.
Consider adding employer representatives to the PERS/TRS Boards and/or creating a
separate Public Retirement System Corporation (somewhat similar to AHFC or AIDFA) to

manage all aspects of the retirement systems.



Component

Office of the Commissioner
Inforr ation and Administrative
Services

Environmental Health Director
Food Safety & Sanitation
Laboratory Services

Drinking Water

Solid Waste Management

Air Quality Director

Air Quality
Spill Prevention and Response
Director

Contaminated Sites Program
Industry Preparedness and
Pipeline Operations
Prevention and Emergency
Response

Response Fund Administration
Water Quality
Facility Construction

TOTAL FEDERAL
TOTAL GF
TOTAL OTHER

71000
20.9

95.5

97
92.1
51.T
98 9
4*.2

re
168.0

6.2
166 1

92.6

96 5
12.7
182.0

102.9
1,245.8

318.2
311.7
615.0
1,245.8

DEPARTMENT OF ENVIRONMENTAL CONSERVATION

FY2006 RETIREMENT SYSTEMS COST
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Component

Office of the Commissioner
Information and Administrative
Services

Environmental Health Director
Food Safety & Sanitation
Laboratory Services

Drinking Water

Solid Waste Management

Air Quality Director

Air Quality
Spill Prevention and Response
Director

Contaminated Sites Program
Industry Preparedness and
Pipeline Operations
Prevention and Emergency
Response

Response Fund Administration
Water Quality
Facility Construction

TOTAL FEDERAL
TOTAL GF
TOTAL OTHER

DEPARTMENT OF ENVIRONMENTAL CONSERVATION
FY2005 BARGAINING UNITCONTRACT TERMS: GGU

71000 Fed

231.4

58.5
59.3
113.6
2314

ACWF Tanks CAPF ADWF SDPR

CPVF Total



Component

Office of the Commissioner
Information and Administrative
Services

Environmental Health Director
Food Safety & Sanitation
Laboratory Services

Drinking Water

Solid Waste Management

Air Quality Director

Air Quality

Spill Prevention and Response
Director

Contaminated Sites Program
ndustry Preparedness and
F'Deline Operations
Prevention and Emergency
Response

Response Fund Administration
Water Quality
Facility Construction

OTHER BARGAINING UNITS & NON-COVERED EMPLOYEES

71000
8.3

71.1
5.5
73.6
39.5
74.5
32.5
1.8
126.2

2.5
125.8

67.6

72.6
10.3
140.0

74.2
926.0

TOTAL FEDERAL 239.8
TOTAL GF 230.0
TOTAL OTHER 456.2

926.0

DEPARTMENT OF ENVIRONMENTAL CONSERVATION
FY2006 HEALTH INSURANCE AND WAGE INCREASES
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Component

Office of the Commissioner
Information and Administrative
Services

Environmental Health Director
Food Safety & Sanitation
Laboratory Services

Drinking Water

Solid Waste Management

Air Quality Director

Air Quality

Spill Prevention and Response
Director

Contaminated Sites Program
Industry Preparedness and
Pipeline Operations
Prevention and Emergency
Response

Response Fund Administration
Water Quality
Facility Construction

TOTAL FEDERAL
TOTAL GF
TOTAL OTHER

DEPARTMENT OF ENVIRONMENTAL CONSERVATION
FY2006 WORKING RESERVE RATE AND SBS CHANGES



FRANKH MURKO /31, GOVERNOR
PO BOX 110203
JUNEAU. AK 99811-0203

(907)465 2805

TDD
TAX: (907) 465-3086
PHONE (9071465-4460
DEPARTMENT OF ADMINISTRATION TOLL-FREE 1-800-821-2251

DIVISION OF RETIREMENT AND BENEFITS

Febmary 18. 2005

'Hie Honorable Representative Seaton

Members of House State Affairs

Alaska State Legislature

State Capitol

Juneau. Alaska 99801

Dear Representative Seaton:

Re: Employer Contribution Rates - Valuation 2002

Enclosed pery ur request, is a summary of the assumptions and experience
changes that resulted in increases in the employer contribution rates for PERS

and TRS as of the Actuarial Valuation Report dated June 30. 2002. Please let
me know ifyou have any questions about this correspondence.

Sincerely.

Melanie Millhom
Director

Attachments

MM/m m

Note: Please include your social security number in all correspondence and requests concerning your benefits



Analysis of the Valuation (continued)

Summary

The following table summarizes the sources of change in the average employer contribution rate:

1. Last year's average employer contribution rate 6.77%
2. Change due to:

a. Resetting FY03 assumed total blended medical premium 3_(28%

b. Health Cost trend assumption change b.98%

c. Asset methodology change - immediate recognition of deferred losses 7.24%

d. Asset methodology change - elimination of corridor adjustments 4.11%

e. System benefit changes 0.04%

f. Ad hoc PRPA 0.14%

g Salary increases (0.20%)

h. Demographic experience 1.21%

i. Past service amortization change (5.06%)

24.91%

Average employer contribution rate this year

Mercer Human Resource Consulting 8 State of Alaska Public Employees' Retirement System



Analysis of the Valuation (continued)

Summary

The following table summarizes the sources of change in the total employer contribution rate:

1. Last year’stotal employer contribution n e

2. Change due to:

a.

S @ - o0 a o o

Resetting FY03 assumed total blended medical premium

Health cost trend assumption change

Asset methodology change - immediate recognition of deferred losses
Asset methodology change - elimination of corridor adjustment
Salary increases

Demographic experience

Ad hoc PRPA

Past service amortization change

Total employer contribution rate this year

Mercer Human Resource Consulting 8

14.44%

3.85%
6.84%
15.03%
0.03%

(011%)
4.21%
0.36%

(9.08%)
35.57%

State of Alaska Teachers’ Retirement System

as of June 30, 2002
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Overview
* Retirement Program Financial Management

Funding n ,'m*nt
Policies Pc..*y
Benefits
Palic;
BnRwlat
MeXTHNanR=Ue@a g Slido 1

Financial Summary
Employer Contribution Rates - PERS

FY05 FY06
Normal Cost Rate: 13.31% 13.24%
Average Past Service Rate: 11.60% 12.39%
Average Contribution Rate: 24.91% 25.63%
Board Adopted Rate: 11.77% 16.77%

« The normal cost rate provides for benefits expected tn be earned by active
members during the fiscal year

« The past service rate is the part of the contribution that is intended to pay
off the unfunded liability (over 25 years)

Mre HnanRsueQralirg Slide 2
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Financial Summary

Emplcysr Contribution Rates - TRS

Normal Cost Rate:
Past Service Rate:

Total Contribution Rate:

Board Adopted Rate:

» The normal cost rate provides for benefts expected to be earned by

active members during the fiscal year

» The past service rate is the part of the contribuhon that is intended to

FYO05

14.76%
20.81%
35.57%
16.00%

pay off the unfunded liability (over 25 years)

MrovHnanReofc Grading

P age

2

FYO06

14.28%

24.57%

38.85%
21.00%

Slide 3
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Report Highlights (continued)

PERS Funding Ratio History

120%

100%

82%
80%

71%
68%

60%

40%

20%
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1979 1982

Mercer Human Resource Consulting
L0

g

85%
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106% 106% 106%
0, 0,
102% 100% 050s 101% 101%
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94% 95%
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I
I 5%
73%
|
Im i
1985 1988 1991 1994 1997 2000 2003
Slate of Alaska Public Employees Retirement System Slide 4
JHO 30, 2003
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Report Highlights (continued)

TRS Funding £atio History

Mercer Human Resource Consulting
, MMVMAbonMItnipUMOsiacc

State of Alaska Teachers' Retirement System
35°f3un6 302003

Slide 4B



Overview
Financial Context

o Rising contribution levels

o Volatile investment returns
* Investment uncertainty

o0 Rising medical costs

M H anRsreGralirg Slide 5

ANl ] Overview
Key Information

Key information gathered and analyzed
c Employer survey
o Member focus groups
o Benchmarking
0 Benefit levels
Demographic projections
o Implications of Medicare changes
<>Trends, issues and alternatives

A Cost analysis and projections

Myt HnanR=.Ee@ R nig Slide 6

P age 5
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Employer Survey ~ PERS
Important Conclusions
'X
o Employers want the retirement program *o continue to provide medical
coverage

w>Many employers open to me possibi*ty O providing difienng leveis of
medical coverage based on service or having members share in the
cost of coverage

& Other potential cost savings areas that some employee seem open
to:
« Lowering the post-retirement cost-of-living adjustment
* Not providing medical coverage to vested terminated members

0 Some responses seem to favor continuing a defined benefit approach
* Reward long service
o However, responses leaned towards shifting investment risk iO

members

Mg Hirer Res®toeQraliirg ~N'ld6 7

Employer Survey - TPS
Important Conclusions

Employers want the retirement program to continue to provide medical
coverage

N Many employe-s. particulaiiy the largest employers, open to the
possibility of providing differing levels of medical coverage based on
service or having members chare in the cosi of coverage

<>Other potential cost savings areas that some employers seem open
to:
m Lowering the post-retirement cost-of-living adjustment
* Not, jviding meci.cal coverage- to vested terminated mcmbt s
0 Some resoonses seem to tavor continuing a defined benefit appioach
* Reward long service
o However, responses leaned towards shifting investment risk to

members

M Hnar, Rsaue Graliirg Slide 8
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A ft Overview
System Objectives and Constraints

Raci-d on information gathered and stakeholder feedback, the Tier
Committee drafted the following objectives:

The System should provide medical benefits to retirees
« Members should bear a greater chare of the cost
* Members should have to retire from the System to be eligible

o0 Benefits should favor longer-service members
Employer contributions should be more predictable and stable
o Investment risk snould be shared by employers and members

= Healthcare inflation risk should be shared by employers and members

\aovy TenResareCRNg

to Overview
System Objectives and Constraints

Based on information gathered and stakeholder feedback, the Tier
Committee drafted the following constraints:

m=>Non-medical benefits must be sufficient to satisfy minimum
requirements for employers who do not participate in Social Security

Benef' changes must take the form of new "tiers”

N Annual cost of benefits should be less than the current Systems'
normal cost rates

Mie>Hnan ReneCralig Slide 10
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fo Trends and Alternatives
m Defined Benefit Observations

o Plans have experienced higher cost levels and greater cost volatility
<>Funded status has declined in last 3 years
o Advantages (to employer) of defii.od benefit plans

* P.etention incentives, lower turnover cost

m Workforce management
« Cost allocated to longer-service employees

MesHNIR=0UeQralirg Slide 11

Trends and Alternatives
Defined Benefit Observations (continued)

<>Advantages (to employee) of defined benefit plans
* Pooling of longevity risk
* In most cases, employer bears investment risk

* Predictable, stable retirement income

Challenges (for enpioyer) of defined benefit plans
m [nvestment risk

Cost volatility

M Hnan Re.era i Slide 12
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Trends and Alternatives
Defined Contribution Observations

<>Advantages (to employer) of defined contribut'on plans
m Predictable cost
m Stable cost
m Employee assumes investment risk
m No long-term administrative commitment
[

Contribution equity among employees

= Advantages (to employee) of defined contribution plans
m Portability
m Ability to dir ict investments

m Contribution equity among employees

Mrar HnanR=saneGralirg Slide 13

| Trends and Alternatives
Defined Contribution Observations (continued)

Challenges for defined contribution plans

» More difficult to manage workforce

« Employee directed money often earns less

“ Amount needed at retirement is often underestimated

Employees need to contribute in excess of 10 percent, but most do
not

m Reiirees generally not equipped to transform lump sum into
monthly payments that last for a lifetime (difficult to manage

longevity risk)

Mrcz HnanRsareQralig Cliip. 14
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Alternatives

Proposed Alternatives
Overview
X

<>Two alternatives are being presented to the PERS and TRS Boards, with the
Tier Committee recommending Alt* .-native 1

< Components of Alternative 1
 defined benefit
« defined contribution
« medical
« health reimbursement account (HRA)

o Components of Alternative 2
« defined contribution
* medical
* health reimbursement account (HRA)

Member contributions under both alternatives are higher than the current tiors

Contribution rates for the defined contribution component are higher for
Alternative 2

Post-retirement medical program is the same for both alternates

M HnanR=ueCralirg Slidfi 16

Page 10



Proposed Alternatives
R S Defined Benefit Alternative

Key features of Alternative 1 defined benefit program

m>1 percent of career average pay

o Pay is indexed from year received to year preceding retiremr rt (or
termination) based on the Anchorage CPI

» for example, 1997 pay for a member retiring on December 3 1,
2009 would be increased at Anchorage CPI for 12 years

0 Base pay only

o Normal retirement at the earlier of
¢ (1) age 60 with 5 years of sen/ice (8 years for TRS) or
¢ (2) 25 years of service (30 years for PERS "others")

o Post-retirement pension adjustments similar to current tiers

o No 10 percent Alaska cost-of-living adjustment (COLA)
M HnanR=sueGralirg Slidl

Proposed Alternatives
Defined Contribution Alternatives

Key features of defined contribution components
Individual accounts are maintained for each member

o Contributions are a percentage of base pay

o Various investment options (member-directed)

0 100% vested

Terminating or retiring member takes account (eligible for rollover)

Mua HnanRsoueQrslirg Slide 18
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Proposed Alternatives
Accrual of Non-Medical Benefits - TRS

14000
OO0
103D " s
i3zm e
1soprt
Hm
Mtz Hnan R=auroQra g Slide 19
Proposed Alternatives
Accrual of Non-Medical Benefits - PERS
i \A T FONA PG =« al BopSms
amtTa3
—Mme<T «
My HnanRsa reQralirg Slide 20
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Proposed Medical Program
Key Features

Key features of post-retirement medical program
Members must retire directly from the System to be eligible

o System sponsored health plan with varying levels of subsidy or cost to
members

m>Early retirees get "access only" prior to normal retirement eligibility

o Defined dollar benefit from normal retirement to Medicare eligibility
(currently age 65)

& Defined health benefit after Medicare eligibility, similar to the current
program with the following key exceptions:
» Method of coordination with Medicare
* Retired members will share in the cost through premium
contributions

Mg HnenR=areCraLirg Slide 21

Proposed Medical Program
System Sponsored Health Care Plan

System sponsored health plan available to all eligible retirees, but with
varying levels of subsidy

= Basic plan design elements

Slide 22
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jik Proposed Medical Program
F- Eligibility

= Normal retirement eligibility for medical benefits will be defined as the
earlier of
¢ (1) age 60 with 10 years of service
¢ (2) 25 years of service (30 years for PERS "others" retirees).
=* Disabled participants will be eligible

0 Terminated vested participants are not eligible. A member must retire
directly from active service in order to receive coverage

Slide 23

Proposed Medical Program
Early Retirement

AN Early retirees who have not reached normal retirement eligibility
* Receive “access only" plan
« Will not be eligible for subsidized retiree health pla’ costs

» Pay 100% of the pre-Medicare eligible (currently pre-age 65) per
member per year (PMPY) claim costs

o Dependent spouses of early retirees will pay 100% of the appropriate
pre-Medicare or Medicare eligible PMPY claim cost

Moy HnanRsaeQraling Slide 24
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7 Proposed Medical Program
Niormal Retirement to Medicare Eligibility

Members who retire directly from the Systems will be eligible for a
"defined dollar" benefit upon reaching eligibility for normal retirement

<>Fixed dollar subsidy toward system sponsored health coverage
<>Access to system sponsored retiree medical plan as outlined above
0 Subsidy amount is based on length of service

Subsidy amount indexed each year by healthcare inflation up to a
maximum of 5 percent (with a "catch-up" provision based on years
when healthcare inflation is less than 5%)

M HneanR=sareGralirg Slide 25

Proposed Medical Program
Normal Retirement to Medicare Eligibility

o Upon becoming eligible for Medicare, such members will become
eligible for the "defined health" benefit

=>Pre-Medicare dependent spouse is eligible for the same subsidy as
retiree

o Medicare eligible dependent spouse is eligible for the Medicare
eligible benefit level, with contnbutiori percentage based on retiree
length of service

M HnanR=ueQralirg Slide 26
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Proposed Medical Program
Nermal Retirement to Medicare Eligibility
N

o Apply percentages to the applicable subsidy base to arrive at the
appropriate subsidy amount.

Defined Dollar Subsidy Base Annual PMPY for fiscal year 2004:
Pre Medicare $5,962*

o0 Subsidy Percentage
Service (yrs) Subsidy %

10-14 30%
15-19 45%
20-24 60%
25-29 75%
30+ 90%

<m Member contributions are determined by subtracting the annual
subsidy amount from the annual claims cost for a given year.

‘Eyhdatlo Pl po Medaepaedaddionat CliH 97
m@ﬁmﬁ%ﬁm aliuB*1

Proposed Medical Program
After Medicare Eligibility

o Defined health benefit similar to current program

o0 Retirees who were previously eligible for 100% subsidy of retiree
health plan costs will now participate in the premium cost.

o Contributions are per covered individual

o Pre-Medicare dependent spouses are eligible to receive a defined
dollar subsidy with percentage based on retiree length of service

Medicare eligible dependent spouses are eligible to receive the same
defined health benefits as the retiree and pay the same contributions

Mt HnanRsueQraig Slide 28
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A Proposed Medical Program
ifle fl After Medicare Eligibility

<>Contribution Base PMPY W fiscal year 2004:
Medicare Eligible $2,667

o Contribution Percentage

Service (yrs) Contribution %

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

o Apply percentages to the contribution base to arrive at the applicable
contribution amount

Mercer Himan Resouree GraLting Slide 29

th Reimbursement
unts (HRAS)

M HnanRsueGraling Slid® 30
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#f. Health Reimbursement Accounts
Overview

o Arrangement that:
¢ Is solely employer paid
* Reimburses employees for medical expenses

* Provides reimbursements up to a maximum dollar amount for a
defined coverage period

0 Unused funds are carried forward to the next coverage period

Usually, but not required to be, associated with high-deductible health
plans or consumer directed health plans

o Includes aspects of FSAs
0 Also known as

* Health Reimbursement Arrangements
« Defined contribution health care plans

Miar HnanRsoueGralirg Slide 3

Health Reimbursement Accounts

Overview
IIV

Funding
o Employer only
Employer sets own limits

o Notior al or funded accounts
¢ general assets
* VEBA
* other trusts
Eligibility
= Current and former employees (including retired employees), spouses and
dependents
0 COBRA participants

<> Dependent medical expenses on death of employee

QliHo

M HnanResueQralirg
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Health Reimbursement Accounts
Overview

Benefits

<>Reimbursements for meoical expenses as defined in IRC section
213(d)

A No IRS limit on reimbursements
& Employee responsible for substantiating expenses
o Cannot use for over-the-counter drugs

m>Can be used for after tax insurance premium payments (LTC is gray
area)

A Cannot have any right to receive cash benefit

<3 Can be used with FSA, but special rules apply

Mt HnanRsouacQralirg Slide 33

Health Reimbursement Accounts

Overview

Plan design

o Plan sponsor dictates plan design
* Contribution amount
« Covered expenses
m Termination provisions
Tax Treatment
o Requirements for exclusion from employee/retiree income:
« Employer funding only - no employee contributions
* Only reimbursed for qualified medical expenses

N Subject to non-discrimination rules under IRS code section 105(h)

MrecHnanR=areCralirg Slid© 34
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Health Reimbursement Accounts
S CCoom parison of tax advantaged health care
accounts
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Health Reimbursement Accounts
Comparison of tax advantaged health care
accounts
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h|ea|th Reimbursement Accounts
Projection scenarios

A llustrate the HRA fund value at retirement, the total costs expected to
be bome by the retiree during the pre-Medicare period of retirement
and the retiree’s expected net cost after hRA reimbursements

<>Four scenarios
« Early hire, 1.0% funding - hire at 25, retire at 55
¢ Ea.ly hire, 1.5% funding - hire at 25, retire at 55
¢ Late hire, 1.0% funding - hire at 40, retire at 60
m Late hire, 1.5% funding - hire at 40, retire at 60

= Key assumptions
m Hire date of 7/1/2004
« Normal retirement at 25 years or age 60
» Funded as percent of average salary for group
m Average salary for group of $35,000
« Wage inflation 4.0%
Mrer HnanR¥ auceGralling Slide 37

Health Reimbursement Accounts
Projection scenarios

Key assumptions (continued)
¢ HRA accumulation rate 8.25%
« Earty retirement access-only plan as described in the proposed medical
program
« Normal retirement to Medicare eligibility defined dollar subsidy as
described in the proposed medical program
» Benefit costs increase at proposed valuation trend
« Retirees transition to defined health benefit plan at Medicare eligibility

o Other assumptions
¢ Participant retires from system and is receiving system-sponsored benefits

« Demographic composition of future pre-Medicare retiree group remains
constant
» No spend down of HRA during active benefit period

Mgz HnanRsaureGraliirg Slid®© 38
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Health Reimbursement Accounts

Projection scenarios

Gross Retiree

Cost
Early Hire, 1.0% $153,721
Early Hire, 1.5% $153,721
Late Hire, 1.0% $ 68,993
Late Hire, 1.5% $ 68,993

HRA at
Retirement

$64,622
$96,933
$23,052
$34,579

Net Retiree
Cost

$72,348
$12,714
$44,543
$30,580

= Gross retiree cost is the toial medical premium cost expected to be paid by
the retiree less any System-sponsored subsidy. Does not include retiree cost
sharing via plan oesign elements such as deductibles and coinsurance.

=>HRA at retirement is the beginning fund balance at the year of retirement.

Net retiree cost is the gross retiree cost less expected re:mbursements from
the HRA. HRA balance continues to earn interest after medical expenses are

reimbursed each year.

M HnanR=sueCGralirg

Proposed Alternatives
Alternative 1- Normal Cost Rates

Slide 39

o “Normal cost” rates for Alternative 1 are expected to be as follows:

Normal Cost Rates

TRS

Medical normal cost rate 3.75% (9.07%)

Defined benefit normal cost rate
Defined contribution rate

5.0% (13.90%)
8.5% (N/A)

HRA contribution rate 1.5% /A)
Gross normal cost rate 18.75% (22.97%)
Member contribution rate (10.00%  (8.69%)
Employer normal cost rate 8.75% (14.28%)

PERS
3.5% (8 68%)
45% (11.37%)
7.0% (N/A)
1.0% (N/A)
16.0% (20.05%)
(8.00% (6 81%)
8.0% (13.24%)

[ Normal cost rates for the current program (all tiers) are shown
in parentheses for comparative purposes.

Mgz HnanResaueCralirg
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°g*;; Proposed Alternatives
m m . Alternative 2 - Normal Cost Rates

0 “Normal cost” rates for Alternative 2 are expected to be as follows:

Medical normal cost rate
Defined contribution rate
HRA contribution rate
Gross normal cost rate
Member contribution rate

Employer normal nost rate

M HnanRsaueCralirg

Normal Cost Rates

TRS
3.75%
13.5%

1.5%
18.75%

(10.0)%

8.75%

Page 23

PERS

3.5%
11.5%
1.0%
16.0%
(8.0)%
8.0%

Slide 41



State of Alaska

Division of Retirement & Benefits
Normal Cost Rate and Actuarial Computed Rate from FY 1383 through FY 2006

Valuation
report date
June 30

1980
1981
1982
1PSJ
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003

Fiscal
year of

rate

1983
1984
1985
1986
1987
1988
1989
19n0
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2G04
2005
2C06

Normal
Cost rate
PERS

11.46%
12.03%
11.36%
11.82%
12.31%
11.13%
10.20%
9.23%
10.37%
12.00%
12.83%
10.18%
10.90%
11.29%
10.36%
10 61%
9.85%
9.89%
8.07%

8.07%
10.07%
8.53%
13.31%

.1X24%
27a. 7 /f

Actuarial
Computed
Rate PERS

y

13.78%
13.68%
13.62%
13.59%
13 84%
9.55%
9.38%
S.30%
i2.00%
14.20%
13.58%
13.72%
13.70%
12.82%
12.14%
11.90%
7.74%
7.36%
7.03%
6.56%
6.12%
6.77%
24.91%
25.63%

Normal
Cost
rate
TRS

11.95%
13.51%
13.64%
13.13%
13.91%
11.62%
9.36%
9.14%
11.86%
13.26%
14.07%
9.05%
8.57%
9.06%
9.70%
10.10%
8.97%
9.21%
8.99%
8.88%
9.40%
10.36%
14.76%
14.28%

Uéb.

Actuarial
Computed
Rate TRS

16.84%
17.42%
17.95%
17.36%
13.28%
13.28%
11.16%

3.19%
12.27%
15.16%
19.65%
15.59%
13.36%
12.48%
14.96%
14.94%
10.52%
13.00%
10.55%

7.09%

8.29%
14.44%
35.57%
38.85%

ch are expected to be credited with respect to service

turing the year beginning on the valuation date.

Actuarial Computed Rate: after comparing plan assets and liabilities, an actuarial rate is computed that would fully
fund the retirement systems over 25 years. There are two components: the normal cost rate and the past service

| 6 /m!

rate necessary to pay any unfunded liability. Both rates account for differences between actual experience versus

anticipated results, changes in actuarial assumptions and | or methods, changes in statutory provisions, and the
difference between the rate actuaily adopted by the Boards for a particular year versus the computed rate.

Page
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Valuation Results

1.5(c) Actuarial Projections - Effect of Economic Scenarios

Key Assumptions
* All assumptions and methods are the same as Section 1.5(a) except
Results arc shown or.iy under the 1% population growth scenario

The actuarially calculated contribution rate is adopted in each year beginning in FY06,
but rate cannot increase by more than 5% per year.

Investment returns are assumed as follows-

Total Portfolio Investment Return Under Each Scenario

Year Ending Base Prolonged
June 30 Case Growth Recession
2004 15.08% 15.08% 15.08%
2005 8.25% 10.00% -3.50%
2006 8.25% 10.00% -3.50%
2007 8.25% 9.50% 2.10%
2008 8.25% 9.00% 7.75%
2009 8.25% 8.25% 7.75%
2010 8.25% 8.25% 7.75%
2011 8.25% 8.25% 7.75%
2012 8.25% 8.25% 7.75%
2013 8.25% 8.25% 7.75%
2014 8.25% 8.25% 7.75%
2015 8.25% 8.25% 7.75%
2016 8.25% 8.25% 7.75%
2017 8.25% 8.25% 7.75%
2018 8.25% 8.25% 7.75%
2019 8.25% 8.25% 7.75%
8.25% 8.25% 7.75%

¢ 8.25% 8.25% 7.75%
8.25% 8.25% 7.75%

2023 8.25% 8.25% 7.75%
2024 8.25% 8.25% 7.75%
2025 8.25% 8.25% 7.75%
2026 8.25% 8.25% 7.75%
2027 8.25% 8.25% 7.75%
2028 8.25% 8.25% 7.75%
2029 8.25% 8.25% 7.75%

Mercer Human Resource Consultin State of Alaska Public Employees' Retirement System

VKR MTBR AN MY BBk QLB as of June 30, 2003



Valuation Results

1.5(c) Actuarial Projections - Effect of Economic Scenarios (continued)

Contribution Rate

50%
45% -
40% \
35% \
TJ
CQ
CD
N>
0)
10% /
5%
0% i to0 i » i IS EE T A
2004 2009 2014 2019 2024 2029
Fiscal Year Ending
— Prolonged Recession " Base Case "% Growth
2 State of Alaska Public Employees' Retirement System

Mercer Human Resource Consulting
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Valuation Results

1.5(c) Actuarial Projections - Effect of Economic Scenarios

Key Assumptions

m All assumptions and methods are the same as Section 1.5(a) except:
Results are shown only under the 1% population growth scenario

The actuarially calculated contribution rate is adopted in each year beginning in FY06,
but rate cannot increase by more than 5% per year.

Investment returns arc assumed as follows:

Total Portfolio Investment Return Under Each Scenario

Year Ending Base Prolonged
June 30 Case Growth Recession
2004 15.08% 15.08% 15.08%
2005 8.25% 10.00% -3.50%
2006 8 25% 10.C0% -3.50%
2007 8.25% 8 R 2.10%
2008 8.25% 9.0% 7.75%
2009 8.25% 8.25% 7.75%
2010 8.25% 8.25% 7.75%
2011 8.25% 8.25% 7.75%
2012 8.25% 8.25% 7.75%
2013 8.25% 8.25% 7.75%
2014 8.25% 8.25% 7.75%
2015 8.25% 8.25% 7.75%
2016 8.25% 8.25% 7.75%
2017 8.25% 8.25% 7.75%
2018 8.25% 8.25% 7.75%
2019 8.25% 8.25% 7.75%
2020 8.25% 8.25% 7.75%
2021 8.25% 8.25% 7.75%
2022 8.25% 8.25% 7.75%
2023 8.25% 8.25% 7.75%
2024 8.25% 8.25% 7.75%
2025 8.25% 8.25% 7.75%
2026 8.25% 8.25% 7.75%
2027 8.25% 8.25% 7.75%
2028 8.25% 8.25% 7.75%
2029 8.25% 8.25% 7.75%
Mercer Human Resource Consultin 1 State of Alaska Jachers' Retirement System
g mal ,<<*§WWn WL« pex 3S of June 30. 2003
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CORRECTION

THE FOLLOWING DOCUMENT(S)
HAVE BEEN REFILMED TO
ASSURE LEGIBILITY OR PAGINATION

Central Microfilm Services
Departement of Education & Early Development
State of Alaska



Valuation Results

1.5(c) Actuarial Projections - Effect of Economic Scenarios

Key Assumptions

m  All assumptions and methods arc the same as Section 1.5(a) except:
Results are shown only under the 1% population growth scenario

The actuarially calculated contribution late is adopted in each year beginning in FYO06,
but rate cannot increase by more than 5% per year.

Inves’ment returns arc assumed as follows:

Total Portfolio Investment Return Under Each Scenario

Year Ending Base Prolonged
June 3C Case Growth Recession
2004 15.08% 15.08% 15.08%
2005 8.25% 10.00% -3.50%
2006 8.25% 10.00% -3.50%
2007 8.25% 9.50% 2.10%
2008 8.25% 9.00% 7.75%
2009 8.25% 8.25% 7.75%
2010 8.25% 8.25% 7.75%
2011 8.25% 8.25% 7.75%
2012 8.25% 8.25% 7.75%
2013 8.25% 8.25% 7.75%
2014 8.25% 8.25% 7 75%
2015 8.25% 8.25% 7.75%
2016 8.25% 8.25% 7.75%
2017 8.25% 8.25% 7 75%
2018 8.25% 8.25% 7.75%
2019 8.25% 8.25% 7.75%
2020 8.25% 8.25% 7.75%
2021 8.25% 8.25% 7.75%
2022 8.25% 8.25% 7.75%
2023 8.25% 8.25% 7.75%
2024 8.25% 8.25% 7.75%
2025 8.25% 8.25% 7.75%
2026 8.25% 8.25% 7.75%
2027 8.25% 8.25% 7.75%
2028 8.25% 8.25% 7.75%
2029 8.25% 8.25% 7.75%
Mercer Human Resource Consultin 1 State of Alaska tochers’ Retirement System
gvertioxa?0 Y YChotmVABYE %mwmwm 14350c ASCFJuné 30, 2003
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Valuation Results
1.5(c) Actuarial Projections - Effect of Economic Scenarios (continued)

Contribution Rate

80%

—

S8 s%e

2004 2009 2014 2019 2024 2029

Fiscal Year Ending

Prolonged Recession mBase Case Growth

Mercer Human Resource Consultin 2 Stale u, Alaska Sachers' Retirement System
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Proposed Alternatives
Cost Projections - PERS
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Proposed Alternatives
Cost Projections - TRS
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Public Employees*Retirement Systen
Teachers "Retirement Systen

Senate Finance Briefing on Proposals for New Tiers

Attached arc two spreadsheets comparing the specific benefit differences in the existir g and proposed Tiers for
PERS and TRS. Outlined below is a summary of the major benefit changes and a cos comparison.

PERS/ TRS
Current PERS Tier 111 Alternative 1 Alternative 2
/TRS Tier Il DB Plan  DB/DC Plan DC Plan
PERS Employee Contribution 6.75% or 7.5 Police/Fire 8% all members 8% all members
Rate 8.5% Police/Fire 8.5% Police/Fire
11.0% School District 11.0% School District
TRS Employee Contribution 8.65% 10% 10%
Rate
Retirement Age 60 normal - 55 early Same Any age
30 years “all others” Same
20 Police/Fire 25 Police/Fire members
20 Teachers 25 Teachers
PERS Benefit 2% up to 2.5% DB 1% DB; 8% DC 12.5% DC
Formula/Contribution Rate (8% includes HRA) (12.5% includes HRA)
TRS Benefit 2% up to 2.5% DB 1% DB; 10% DC 15% DC
Formula/Contribution Rate (10% includes HRA) (15% includes HRA)
Medical « Do not have to retire « Must retire directly ~ Same as Alternative 1
directly from system from system to be
to be service or age eligible.
eligible for medical ~« Must have 10 years
coverage. of service.
* Must have 10 years « Member pays more
of service. Minimal through “cost share”
cost share. design elements.
Normal Cost Rate - PERS 13.24% - Current 8% reduces normal cost 8% reduces normal
(docs not include unfunded Normal Cost Rate rate by 40% cost rate by 40%
liability portion)
Normal Cost Rate - TRS 14.28% - Current 8.75% - this reduces 8.75% this reduces
(does not include unfunded Normal Cost Rate normal cost rate by 39% normal cost rate by

liability portion) 39%
Future exposure and volatility  Employer bears all the Employer continues to Minimal Exposure to

to loss in investment earnings  risk. have risk in two areas: employer in one area
and increasing medical costs. (1) 1% DB component >nly:(I) medical
and (2) medical inflation w/cappcd %.

inflation component.

Briefing SenateFinance January 27, 2005
Employer PERSand TRS Tier RedesignProject
Page 30
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A%

Tlwl
7/1/55-600/90

Pre-tax Contnbutior:
%% begnnng /91
Menberj vestwith Byears ot senvice
Nonrel retireent age 06
Early retirement at age 50
Teadhers can retire at any age alter 20 yea's ot menbership
sanvice

zda‘iredber‘eﬁtsmur*fa‘ﬁeﬁrstzoyearsardallyealsol
service prior ts uuly 1,1990

25* theresfter Benefit calculation is determined on the average
ol the high three contract salaries

Medical coverage is provided lo all benefit reapienis and th*r
eligble dependents

Autarretic PHPA legislated in 1990 gpplied lo all merbers
regardess ol hire dale

Alaska Cost-of-living Allonance is payable to berefit reapienis
who rerrein domicled mAleska after retirerrent: The allonance
s>10%o0l Ihe base benefit

Alaska Division of Retirement and Benefits
Teachers' Retirement System (TRS) Plan f'-oniparison Chart
Rev January 15. 2005

Tierll
Entered on or efts: 7/1/90

Pre-tax Gontribution
% beginning 1/1/91
Menbers vest with 8 years ot senvice
NonrHl retirerrent age a 60
Eanymv uuentat rges5
Teachers can retire at any age after 20 years

z;deﬁned benefit formula (or the first 20 years

2 B theredfter Benefit catenation is detemined on tbe average
ol the high three contract salaries

Medteul p-emuns are pad for all drsabdvienis regardess ol age
ad

Retire »nd sunvivors over age 60 and for retirees with &t least
25 years of service induding eligible dependent

Retimes and sunivors under age 60, with less then 25 years ol
mermbership service must pay the fun premiumoost il they wert
coverage

Autometic PRPA adjustments to disabled members, retirees 60
and over, and those who have received benefits for 8 years

utof-Lnnng Allonence s payabe lo benefit reapients
Vv dlder or disability benefit rcapients regardess ol agewho
8: doniviled mAlaska after retirement The dlonence is
bol I'« bese berefit

Gpldcdiastenoodstrsie dat parsadiel hacRy Y50

[D:1\Y/]
AdDGad Adtonrtivt 1- DDCF
Etead nar eter 71200

Employee Pre-tax Contribution
10% beginning 7/1/2005

Memben vest with 8 years ol service
Nord retirement age is 60
Early retirement at age 55

Teachers can retire at any age alter 25 years

]é:deﬁnedbere tformulaal years d senice
defined cor nbution rate

Apartion ol the Jefined cortriboution rele mey tv dlocated loan

aooount to provice kv medical eqpenditures (HRA)

Benefit calculation is computed on indexed career average
Mediical

Employees must retire dxectly fromthe system to be eligible and

Acauea mininumol 10years ol aredited service'

Early retirees get "access only'* pror to nomel retirement age-

musl pay prenium

HRA acontribution

Defined dallar berefit from nomrel retirement to age 66

Defined heglth benefit alter age 65 (cost share based on length of

Senice)

Autorretic PRPA adiustments lo dsabted menbers, retirees 60

and over, and thase who have received benefits for 8 years

Nre

Tier'H
>*DCHen
Fr *

onorefitr 72201

Employee Pre-tax Contribution:
10% beginning 7/1/2006

v*“?

100% Vested at tmeot enrdiment

Can leave employment at any ane and take aooount belance v
them leave acoount balance in plan or rallover to another

quelifiedp>al

150% defined contribution rate

Aportion ol tie defined coninbution rate may be dlocated toan
aooount o provice lor medics' onenditures (HRA)

Medical

*  Bmployees must retire Grredtty from Ihe systemto be eligible and

¢ Aoccueamininumol 10 years oleredded service'

*  Early retirees get 'access orly” pror lo nomel retirerrent age -
must pay prenium

*  HRAconthPution

«  Defined d Mar benefit (ramnomel retirerent to age 66

«  Defined heilh benefitaft  ige 65 (cost share based on length of
Senvice)

None

Norne






Employer Survey - PERS

The following pages illustrate the responses to the employer survey sent to all
PERS employers. In total. 89 employeis responded. PERS represents
employers of various sizes. As a way to show the five largest employers'
responses (of those who responded), we have included the letters A - E on the
charts to represent how they answered. The employers have been assigned
the following letters:

# Active Code
gmotexir Employees Letter
State of Alaska 15,259 A
Anchorage SC 2.496 B
Anchorage. Municipality of 2,351 C
Fa.rbanks North Star Borough SO 790 D
North Slope Borough 788 E
Mivr HnanRsoeeGrauvy Slid® 45

Incjrtance
Employer Survey - PERS
1. Long-Service Employees
Hgh o
Plan should favor long-service employees Plan should not distinguish

on account of length of service

1 2 3 4 5 b 1 8 9

Key Implications
- .

0 gmmmm hutdonsctiasto vekat tredr wend olsavm

Mercer Huvan Resource Gorsiting Slide 46
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Importance

Employer Survey - PERS

2. Older Employees
m

Plan should favor older employees Plan should rol distinguish

on account of age

Key Comments
= laghaseduldentenmiattenaendanirgdimethedis
« Ifdinattressindayrassachdddindada Yargrestoseqqotiyintissde

Key Implications
» Ryadyddrenploass poisaez afignat .
%@anmm hitdosciasio vekattredo wenargmentis

Mg HnanRsneQralig Slide 47

Employer Survey - PERS
VB& Benefits Build Up N I

Hdh Ned  ton

Benefits should build up slowly, so "early

Benefits si ">ud build up quickly, so
leavers" have little

"early leavers" have good benefits
.0
P2 j v~

H -1

Key Comments

N Brdisdulcem edacrdatideate tanircesseda onanyasdsaue
<ftdolddm/iolaesdaresss\eal

& Aanioesaeinmiat Ealyleaasduldameguderis

Key Implications

o Ui baa“nrrpnlatetnallcnm.Hi hidonsdrosto vekattredo wenargneant|es
. : ) ' at

s

Mercer Hurren Rosource Gorsulting SHuU® 48
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Mid-career hires should

Imp lance i

Employer Survey - PERS
. Mid-career Hires lﬂ
Hin v

It's OK lor mid-career hires
to accrue smaller benefits

accrue excellent benefits

The System should not reward
retirees who remain in Alaslta

Key Comments
s Tediestredawoaiatoocsat
0 Wa@maeawmmmme

Key Implications

Sfidertharditsio mdaeahresanteaninoiatiod nodsrodrad epaietldat
o Rodyrdetodiseashidecs
o Miaarhesnaybe sagiidrogabor ditstosathamioas

S — Qralig Slide 49
Importance
Employer Survey - PERS
5. Remaining in Alaska mh .
gt Md Low

The System should reward
retirees who remain in Alaska

Key Comments

N d rgarend) dsvtee
o LvrgnegeaidaEt Soldetnddeforninund
0 aoaarectdrienat ldterivevieete/dasenotpedy

Key Implications

\mtmms&am hiAsa enmyledistoretiod dasgatytoe
0 (Af rescr spaaeslidogrescey
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Employer Survey - PERS
6. Med Coverage to Term. Vested Members

The System should provide medical

Importance

The System should not provide medical

coverage to terminated vested members coverage to terminated vested members
e
1 2 3 4 5 6 7 8 9

| Key Comments
o T

Key Implications

Employer Survey - PERS
7. Medical Coverage
m

The retirement program should
provide medical coverage

Key Comments
Bopt sdirgaontimienirg
0 Cbﬂ@'nnﬂm bilelrefsmbm/asaemmstmahwsdsmes

Key Implications

o Emmﬁnmiﬂmmmﬂww%mmgmwwne

Slide 51

Importance

E m

Hdh MO Llow

The program should not
provide medical coverage

Page 37
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Employer Survey - PERS

8. Medical Coverage based on Service H |
T/re System should provide levels of medical The System should provide the same level of
coverage that depend on years of service medical coverage regardless of years of service
B
Key Comments

0 Tesjlerardao)opoi@teseitvi dneddmgte TeesdsnicedoldHarscta
» twit* B)yeashadisdoldehde tensnaenowet it tils
o \édga Deasd sareisai se Aresaineisne sne-aadoaaeioatpatiaets

Key Implications
" Ryadgoyssueanioess fosasaonet
Epoesnenetie vihdegyasd ssvealduidyraedioatledsonadd oeae

Mic® Hnan R=EQE trg Slide 53

Importance
Employer Survey - PERS
9. Medical Coverage and Medicare
Hh Md Lo
The System should provide medical coverage to all The System should provide medical coverage only to
retirees regardless of Medicare eligibility those retirees without access to Medicare coverage

1 2 3 4 5 0 1 8 ®

Key Comments

» v
0 FdiEsEovne
o

Key Implications
o LiningmeapvaldcneseSdarassoatine
0 (dres itnireckn genedc aaagio Mdaedigderdrass

M HnanR=sareCGralirg Slide 54
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Importance
Employer Survey - PERS
I 10. Medical Coverage and Medicare

The System should provide medical coverage to all The System should provide medical coverage only to
retirees regardless of Medicare eligibility those retirees with access to Medicare coverage

Key Comments
0 Medical coverage should supplement Medicare up toa maximumamount based on a formula deiermmed by number

of years of service
0 Reduce benefits when eligible for Medicare  If retire early should have optionto pc - hase health insurance

Future retrees should pay their own medial * eligible for Medicare

Key Implications

-3 Limiting coverage would decrease Systnm costs over time

0 without retree medical coverage before Medicare, members would be mors inclined to work untn Medicare eligible
o nmedical coverage is not offered by In* System to pre medicare rotrees. access to heoith coverage winbe

significantly reduced

Mercer Humen Resource Consuiting Slide 55
Employer Survey - PERS
11. Medical Coverage
X Hgh Hd Low

The System should otter the same medical coverage The System should not offerthes ~ medical coverage
to active and retired members

to active and retired members

Key Comments
A Provide dollar amount of medical for retreos. (f medicn coverage for active employees provides better coverage, grve

retrees option to make co-pay
<5 Those who are reined are less able to provide coverage

Key Implications

o Potential cost savings by providing lesser medical coverage lor retired members
o Different benefit levels for active and retired members may lead to communication and potential equity challenges

Sli(J6 56
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Employer Survey - PERS imikaocy
12. Retiring Age |

We don't care when people retire

We want to be able to encourage

retirement at a particular age nnge

We want to be abi* to encourage retirement

M

Key Comments

a Employe's productivity and contribution am not subject to ago Somandatory retirement at a certain age may not bo
beneficial

I* 1 believe we wit need 10 discourage early retirement as the available workforce decreases

* 20and out needs to be changed  if anyone should be 20 and out it should be law enforcement

Key Implications
0 Byencouragmq cetremont at a parhcu/ar age. the System may run the nsk of losing productive members teosoon
and/or unproductive members "hanging on*too long

Meroor Humen Resource Consuting Slide 57

Em Ider Survey - PERS ™ 'mp?rtance
13. Retiring after Years of Service n .

Hh Mo Low
We don't care when people retire

after a particu'ai number of years of service

[ ] IfH

Key CommenU

0 tnrroasmg the number of years of service required when age is not a factor would reduce the cost to the reiremeni
cystem

0 ivAehigh salary people are a budget concern  their etponence and expertise is a tremendous pfis for a sl
organization

0 Aslong as the enployee meetsfob rrjaiibcalions andis productive  This is the real issue

Key Implications
0 Byencouraging ret*'nment at aparticular number of years of service, the System may run tho nsk of losing productive
mombors too soon and/or unproductive members hanging on"too long

Slid© 58
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Importance

Employer Survey - PERS
14, Early Retirement m |
X

We wan! to be able to encourage early retirement We don't care about encouraging early
with ad hoc enhanced benefits through the plan retirement, or will handle it through other methods

Key Comment#

0 Ripanp severance plans which offer early retirement have been shown to have a Oetnmenlal tnancml effect on the
retirement system

n This would help lo manege the woddotte and take advantage of the knowledge end sMts at older workers

Key Implications
> Being able lo provide ad hoc enhanced retirement benefits gives the System and Individual employers an additional

tool to menage the workforce
Mercer Humen Rosotrtc ConsLiting Slide 59
Employer Su rvey - PERS Importance
15. Retirement Income -
Hph  Md  Low

We will contribute to our employees retirem-nt,
but each employee should be entirely
responsible for managing their retirement

We want to provide employees with a specific amount of
retirement income they can count on at retirement

n
bn&ad P u
.L m
1 2 3 4 5 0 7 8 9

| Key Comments

0 Seenslike (his is doTmed benefits Vs contribution - which is the key issue for debate and cannot be answered this
eosly -i needs economic and market analysis on long term ability to attract and retain employees

0 Adefined contnbution plan would be more predictabta. in terms cf costs to tho retirement system, and less expensive
than a defined benefit plan

0 People should be responsible for themselves  Investment advice should be available
& Should not be a crapshoot

Key Implications
0 By not providing members with o specific amount of retirement income, members may not be saving enough or taking
tho appropriate responsibility to ensure a confortable retirement

Mercer Human Resource Consulting Slide 60
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Inportance
/: £ EIMmployer Survey - PERS
P 16 Investment Risk Responsibility

Employees should assume investment risk Employer should assume investment nsk

Key Comments

o Erryoyoes should assume responsibility However employers may want lo U investment options to minimize nsk
Employer should not assurme uivestment nsk

& There should ue a balance between the employee and employer

Key Implications
" Beanng the n vestment nsk exposes the System to cost increases and votati/ty. but can also often achieve higher
retumns than an individual due to a longer tune honton and professional management

& Members can often invest too conservatively or too aggressrvetv for their given situation and needs

Mercer Hurven Resource Corsuting Slide 61
Plo yer Survey - PERS mportance
nflation Risk Responsibility

Hdh Ma la
Employees should assume Employers should adjust benefits
for post-retirement inflation

post-retirement inflation nsk

Key Comments
0 It needs economic end market analysis onlong term abirty lo attract and retain employees

0 Employees shouki assume more nsk for post-retirement inflation
0 Employer rates should rvftoct a more conservative estimated annual inflation rate and annual inflation adjustrments
shouldhave an annual inflation cop

Key Implications
0 Provtdng post-retirement inflationary protection would onsure that the value of memoer's benefits al retrement
continue to remain as valuable throughout their lifetime

0 Providing post-retirement inflationary protection is a cost to the System

Mercer Human Resource Consulting Slide 62
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Employer Survey - PERS o221
19. Longevity Risk Responsibility
X

Employees should assume longevity risk Employers should assume longevity risk

is

Key Comments
e Employee can no longer altonr lo assume M tuture cost “creases
Why should an Alaska vmployar become die Heetime guarantor (and lledme nsk lakar} (or oil employees1

® Employers can assume (his nsk better
® n shouldbe die employees obligation to assume some nsk

Key Implications

<» Prolong longevity protection a a cost to the System

a By assuming the longevity nsk. he System could predict and manage | more accisately lor the entire group than any
employee could do ndrviduaSy

Slide 63

Employer Survey - PERS SZHs
20. Savings

The program should perm t

The retirement program should heavily
but not push saving?

encourage savings in the plan

Key Comments

0 There aretots of other options  401(K)'s. IRA's ana 457 ptans But at least one should be heavfy pushed to
employee

0 Enployees need to assume more responsibility for their retrement  Programs should bo structuredto educate and
eocourago enmployees to save for retirement

& Employees should be allowed to contribute ana enhance their retirement security

Key Implications
A Without strongly encouraging members to contnbuto to the* retirement, many WSl not havo adequate funds to retire
comfortably

Slid® 64
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Employer Survey - PERS
21. Cost of Medical Coverage

Employer should assume the

Employees should share m
cost ot providing medical coverage

the cost of medical coverage

| Key Comments |
0 Enployers can no longer adord lo pay the entire amount lor medical msurence Employees should share mthe coat
®» Teechadadnvntsiralor salary floes not redact' high weges. hence this Denetd shotid be provided
The more you share inthe cost, the more you mette wise decisions

Key Implications
= Mebers sharing mthe cost ol medical coverage would provide cost savings to the System over rime
0 Wotio be e significant shift from current design and increase tnancal burden on retreus

Mercer Hamen Resaros Gsing slide 65
Em |Oyer S_urvey - PERS Importance
22. Cost of Medical Coverage . |

. Hp Md Low

Employer should assume responsibility

Employees should assume responsibility
for medical cost increases

for medical cost increases

Key Comments
# Employees should participate th medical cost increases
0 i thnk the employee should hold this responsibility along with some help from enployer

0 Costshartngts the key Then employees wHhave an incentive to be wiser consumers and the system can menage
cost ncreases more efficiently

Key Implications

A Members assuming the responsibility for medical cost increases would provido cost savings to the System over time
0 Would be o shift fromcurrent t ~sign and increase financial burden on retirees

Mercer Hum*n Resource Consulting Slide 66
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Employer Survey - PERS "ST1
23. Access to Contributions w . |fS]

ngi 1M UM
Employees should have no access

Employees should have access lo as mucin of their
to plan assets until retirement

own retirement contributions as legclly possible

am ||

Key Comments
«© Smafl portion should bo avafablc for'emergency only'situation
& If the employee pmdl out It ehounJbe the* choice to hmvo | whenever and how much they wunt

0 Employees generally havo *her deferred comp plans avoiabh) to thom to moot emergency needs  PERS is not o
tovtingsplan butolong-ti  reftamenl vehicle

Key Implications
e Members may spend retnment Income dunng#oning Itatimt and as a result may be unable to retrv
0 The copatwty to use retirement plans lor pre retirement needs such as a hnme purchase can be a valuable beneta

Mercor Humen Resource Constiting Slide 67
Employer Su rvey - PERS Importance
24. Understandability

Mg Los

understandability *s thp primary concern We |l sacnfice understandability if necessary to
achieve our workforce and benefit objectives

Key Comments

0 Enmployees needto understand this plan

" Employers need to provide good communication and seminars to explain plans, but the plan must be structured soit is
simple enough for *ne me/onty of poopie to understand

Raise the bar  Ash people to be more responsible

Emptoyees need to be involved mtheir retirement

Conege should teach 41

R O

Key Implications
0 Generally a more complex formula can meet a wider variety of specific ob/ectrves
0 Members may perceive more value maretirement plan that is more understandable

Mercer Human Resource Consulting Slide 68
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mployer Survey - PERS

E
25. Tangible and Relevant Plan

All employees should find the
plan tangible and relevant

Key Comments

Importance

It's OK If the plan is tangible and

relevant mainly to older employees

o human nature is such mexrotnmant benefits are valued more as you approach retirement It you want young

enployees lo become widly enthusiastic you have to give away the lam

o All enployees should be responsible lor mewoan decisions
*> A» employees need lo see the benefits of the plan

Key Implications

0 Members may perceive more value *i d retirement plan that a tangible and relevanl

Mercer Human Resource Gonsuiung

edictability and Stability

"KK

We want maximum predictability
and stability of contnbutions

| Key Comments
> for budgeting purposes. employers needa high degree ol predictability
» Governments havetot udget  They need to kowwhat to expect
WCebudget swings are hard to deal with

[?IO yer Survey - PERS
[

IH IH

Slide 69

Importance

H B
Mh  Um>  low
We're willing to accept volatility
as part of our asset strategy

re As an enployer, we're willing lo accept volatility as pad of our asset strategy, as long as Itucluation isnltoo drastic

Such as our thaeaso over me next two years

Key Implications

0 Volatlity ISme rusutt ol a hrghernsh asset strategy with higher potential rewards

Mercer Human Resource Consulting
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Employer Survey - PERS |IT|[H1HIE
21. Change in Cost |1 -

Hh M low

Warglnal cost increases are

Aggregate retirement contributions
appropriate to meet other design goals

should be less than they are now

Key Comments

Employees contribution rates may need to increaseft
0 We understand that costs are increasing  Wont to keep plans competitive whHe keeping plan costs reasonable
0 nwouldbe afairy tale to want aggregate retirement contributions to bo less than they are now

Key Implications
0 Lowomo contributions ml result tn generally loner level of benefits lor retirees
0 Sy rc"j benefits n,0y or may not be competitive apems! peer group n benefits are decreased

Mercer Humen Resource Consuiting
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Employer Survey - TRS

The following pages illustrate the responses to the employer survey sent to all
TRS employers in total. 36 employers responded TRS represents employers
of various sizes. As a way to show the five largest employers' responses (of
those who responded), we have Included the letters A - E on the charts to
represent how they answered. |ne employers have been assigned the

following letters:

# Active Code

Emolover Letter
Anchorage SO 3.464 A
Fairbanks North Star Borough SO 988 B
Matanuska-Susitna Borough SD 936 C
Kenai Peninsula Borough SO 723 0
Juneau Bureau SO 372 E

Stk o

Merc* Humen Resource Consuting

Imfiaflgncs

Employer Survey - TRS
1. Long-Service Employees |
Md  LON

Plan should not distinguish

Plan should favor long-
on account of length of service

service employees

Key Comments
 incentives to reduce teacher turnover always help
0 Anything that keeps employees saves time in recruitment, hnng. and framing

*3 Rotammg quality employees is lar more important  Employees tor hire consider immediate compensation, not
retirement  Veteran enployees deserve rewards

Key Implications

0 Rewardmg long-service omptoyees supports career employment

0 Uniform allocation can be an important attraction tool, but allows dollars to ‘walk out the door' when shorl-soofico
employees leave the System

wereer HUMan Resource Consulting Slide 74
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Employer Survey - TRS
2. Older Employees

Plan should not distinguish

Plan should favor older employees
on account of age

Fa Bm mwMm

Key Comments
Length of senice should 60 nmore Important than age in determning ratrvmeni benefits
0 inflation and decreases m salary raises ore historical mAlaska Young need to see oppodunty mthis state

& Equal balance regardless of ago

Key Implications

0 Rewarding older employees supports career employment

0 Uniform allocation can be an important attraction tod, but allows dollars to "walk out the door' when younger
member* inavt the System

Mercer Humen Resource Constiting Slide 75

Importance

Employer Survey - TRS
3. Benefits Build Up

Hph M Lew

Benefits should build up slowly, so "early

Benefits should build up quickly, su
leavers" have little

"early leavers" have good benefits

0] c
AF *
Klvj
— 1 0 mmm — - . n m
2 3 4 5 0 7 8 9

Key Comments

0 in orderto save costs in a defined benefit plan. benefits should accrue at a constant rate rather than increase attar s
many years of service
The System should promote an optimumago cv service time that encourages turnover of the workforce without loss of
good erpenenco white providing a decent retirement

Key Implications

o Does not affect career employees who stay unit retirement
0 Undormallocation can be an important attraction tc Y, but allows doUars to "walk out tho door’ when younger
members leave the Systom

Mercer Human Resource Consu tng Slide 76
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Employer Survey - TRS

4. Mid-career Hires 1

Its OK (or mid-career hires

Mid-career hires should
to accrue smaller benefits

accrue excellent benefits

Key Comments
X This often the chance to attract art ntoyaes with experience

& Toachcrsladmttrsiralors needar mtusrontf md-camt change poopta We need their expe-ences and insight «i
educating our kids Ve need to not penaiuo them in retirement planning

0 Mrdcaraor employees prphably have other benefits

Key Implications

o Sufficient benefits lor mid-career hires can be an important tool m order to attract experienced talent
X Providing higher benefits equals higher cost

-X Mid carec' hires may be sacrificing good benefits to switch employe's

Mercer Humen Resource Constiting Slide 77

Employer Survey - TRS ki

5. Remaining in Alaska
V

The System should not reward
retirees who remain in Alaska

m |
Hph Med  Low
The System shouki reward
retirees who remain in Alaska

.JBHL, cm ,im b bsuhu n rg

| Key Comments |
*3 Retfroes should be encouraged to stay m Alaska .
0 When poopio have given and eamed their retrement, let themlive where thoy choose without penalty
0 Alaska needs to promote lifelong state cituenship
 Spend money where they want The employee has earned it.

Key Implications
0 providing COLA results mhigher System costs, but Alaskan economy benefits from additional dokars spent oy those
who remain mAlaska

o COLA for residents promotes lifelong residency

Mercer Human Resource Consulting Slide 78
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Employer Suivev - TRS

& Med Coverage to Tenti. Vested Members

The System should not provide medical

The 'ystem should provide medical
coverage to ten mated vested members

coverage to terminated vested members

| Key Comments

» Pus areanood. lo Dormnowodand moaned tohup control rosts It may bonocosn 'y n.-vokfy fa bontfks or tool
aprovidinga'if donoram unt lor bonofks withtho rotno payingt o ddioronco

» Helps with rocnjltmont M ny cometo Alaska to get verted mwe nood to encourage this trend

0 Medical coverage should Do averable alter vesting. nd attaining a certain specified age Isay 60) or direct retirement if
poor to 60

Key Implications
portunity tor cost sanigs mists by cutting Deck medical Denetss tar fermmewf vested members

ehmmatog. employers wouldlose out on e recrurtmg tool

Mercer Humen Pesource Consuiting Slide 79

Employer Survey - TRS
1. Medical Coverage |
W HgVed 1OV

The program should not

The retirement program shouki
provide medical coverage

provide mﬁjical coverage

Key Comments

0 Biggest seeingpomtm  crwimg mmedical

0 Maying medical coverage wii only force potential retirees lo slay mthe systemlonger at tho top-end ol salary

*  Coverage important, but retirees couldpay a share, pernaps based on years of services

0 Medical coverage is very important  But with costs increasing as they are. we need to consider changes to the current
structure

Key Implications

0 Himination ol medical coverage would lower System costs significantly over time

0 Himinating medical coverage would drastically change current design and hmder attraction and retention ol employees
0s welVis possibly providng msiffficient overall retirement bondits to meet retirees needs

Mercer Hmen Re JixeeC g Slide 80
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er Survey - YRS
m Med|ca Coverage based on Service
Hot Md Low

The System should provide the same level of

The System should pmvtde levels of medical
medical coverage regardless of years of service

coverage that depend on years of service
. |

R J J -

Key Comments

0 Contributions to medical coverage could be based on aform.** depending on years of service
'his we help retain teachers beyond 8 year minimum

o> Hligibility for tut retirement (20 years) should make one eligible tor Aill medical bt nits

Key Implications
Rewerding long-sorvtcc enployees supports career employment
~ Employees msame tier with differing years ol service could potentially have different levels of medcal coverage

Mercer Humen Resource Constiting Slide 81
Importance
Employer Survey - TRS
10. Medical Coverace and Medicare
Hp M Low
The System should provide medical coverage to all The System shou.d provide medical coverage only to
retirees regardless of Med, are eligibility those retirees with access to Medicare coverag
B _, KB m .d 0 0
1 2 3 4 S e 7 e 0

Key Comments

0 Not being able to see into tho future to detormno what Modn ore wil look hko. it would seem irresponsible to not
provide retirees with some sense of comfort in a p/ecRtable cenoCt

0 * ‘dicai coverage should supplement Medicare up to a maxir tum amount based on a formula determined i)y number
of years of service

& Medicare should not be a factor

Key Implications

~ ummng coverago \Wwould decrease Systemcats over time
o Without retireo medical coverage before Medicare, members would be more incline 1ft work until Medicare eligible

If mndical coverage is n,t offert J by tho System to pre medicare rutirees, access to health coverage will be
significantly reduced

w - Human Resource Consulting Slide 82
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Employer Survey - TRS
11. Medical Coverage
TV

The System should offer the same medical coverage The System should not offer the same medical coverage
to active and retired members to active and retired members

Key Comments |

0 Provide doHar amount of medical for retirees, ft medical coverage for active employees provides better coverage, gtve
retirees option to make co-pay

0 Thaose who are retired are less able to prov.de coverage

o Thisis L composite of many employers  Medical benefits are a negotiated Hemat the bargaining table

Key Implications
0 Potential cost savings by provtdnglosser medical coverage for retired memi 'S
o Different benefit levels for active and retrod members may lead to communia®vi and percerved equity challenges

Mercer Humen Resource Consiting Slide 83

Importance

Employer Survey - TRS
12 lgetiri)r(g Age Y ENEM

We want to be able to encourage We don't care when people retire

retirement at a particular age range

JIM L. |

Key Comments

o Employees productivity and contnbubon are not subject to age so mandatory retirerment at a certain age may not be
beneficial
Ther years of service should determine benefits, not their ago  The loopholes Mowing shod service and futf benefits
should bo closed

* 20andout needs totu changed Ifanycn.” should be 20 and out it should be law enforcement

Key implications
0 By encouraging retirement at a particular age. the Systemmay run the ns\ of losing productive members too socn
andlor unproductive memoirs *hanging on' too long

Mercer Humen Resource Consuiting Slide 84 |
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Employer Survey - TRS
13. Retiring after Years of Service

We want to be able to encourage retirement We don't care when people retire

after a particular number ol years ol service

\'m M m |

Key Comments
0 increasing the number otyears ol sonnce required, when ege is not a fa. .ar, would Kiuce the cost tn the retremeot

system

a While high salary people are a budget concern, their oxpener e and expertise is a tremendous plus for a small
organization

ib 20years at least 50years mage

Key Implications
0 By encouragmy retirement at a particular number ol years ol senvice, the System may run the nsk ol losing productive
members too soon andior unproductive members "hanging on*too long

Mercer Humen Resource Consuitir S“de 85
ﬁm[:p‘ioyer_ Survey - TRS"” Apporiinee
14, Early Retirement

Hh Mo tow

We don't care about encouraging earty
retirement, or will handle it through other methods

Ie 10

We want to be able to encourage early retirement
with ad hoc enhanced benefits through the plan

Key Comments
0 rip and severance plans which odor early retirement have been shown to have a detrimental financial effect on thj

retirement system
0 Givon NEAJunion's impact on teaching forte per seniority, this is needed to brmg in new blood to the organization

b intimes of fixianciai stress this will allow us to be more creative

Key Implications
Berg atxo lo provide ad hoc enhanced retirement benefits arves tho System and individual employers an additional
tool to manage tho workforce

) Qit nr
Mercer Human Resource Consulting
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Employer Survey - TRS

15. Retirement Income
Mt LM

We will contribute to our employees retirement,
but each employee should be entirely
responsible for managing their retirement

We want to provide employees with a specific amount of
retirement income they can count on s! retirement

1 p s 4 5 0 7 8 9

| Key Comments
a Adtfined contribution plan would be mompredictable mterms at costs to the retirement system, endless etpensive
than a defined benemplan
0 Shouldnot Doa crap shoot'
> Some ftestbaay on this might be useful

Key Implications
«a By norproviding members with a specific amount of retromenl income, members may not he saving enough or taking
the appropriate rosponsibilty to ensure a comfortable mUmmenl

Mercer Humen Resource Consuting Slide 87

Employer Survey - TRS m m
% 16. Investment Risk Responsibility |

Hp Md Tow

Employees should assume investment nsk Employer snould assume investment nsk

A m . — i i

Key Comments
0 Employees should assume ros. onsiMty  However employers may want to limit investment options to minimize nsk
s> QOur enployees neither have the time nor the investment skits to manage a retirement portfolio

0 Defined contribution plans are bad publmpolicy Employer should proviQo access to a pretax dottor mvestment
program but a stooie retirement mcomo must be mplace

Key Implications
Beanng the xivostment risk exposes the System to cost increesos and voiot/rty. but can also often achieve higher
returns than an individual due to alonger time horizon and professional management

0 Members can often invest too conservatively nr too aggressively for ther given situation and needs

Mercof Humen Resource Consuiting Slide 88
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Employer Survey - TRS

17. Inflation Risk Responsibility
Y\ ie
Employees should aisume Employers should adjust
preretirement inflation nsk benefits (or p e-retirement inflation
Key Comments
0 Employ** snotyd ad/ust Denetts tor prp-mtirvmeni nUahon
Thu*naM lag oy a tewyoars
Key Implications
*> Value of benefits tor members vrho terminate poor to retirement can erode over time from nflatmn
4 Providing pre-retirement inflationary protection is a cost lo the System
0 Thetmu average pay plan design provides some automatic pm-retirement inflation protection
Mercor Humen Resource Consuiting Slide 89
Importance
ployer Survey - TRS
18 Inﬂat|0n Risk Respon5|b|l|ty | m
M Mo™ Low
Employees sh, uld assume Employers should adjust benefits
post-retirement inflation nsk for posi-retiroment inflatiori
Key Comments
0 Employees should assume more nsk lor post-retirvment inflation
*  This should tag by a few years
Key Implications
Providing post retiremen: inflationary protection would ensure that the value of member s benofts at retirement
continue to reman as va-oable throughout their lifetime
0 Providing post-rotvomont inflationary protection is a cost to the System
Slide 90
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19. Longevity Risk Responsibility

Employees should assume longevity risk Employers should assume longevity nsk

Key Comments
*» Employais can no longer attend lo assume ail future coat increases
«a Employees neeo to be an the ball miho area

Key Implications

0 Providing longevity protection is a cost lo the System

a By assuming the longevity risk, the System could predict and manage it more accurately tor tho ontire group than any
employee cotM do norvtdoatty

Morcel Humen Resource Consuiting Slide 91

Employer Survey - TRS
20. Savings 9 9 h

Hp Md  Low
The retirement program should heavily The program should permit
encourage savings in the plan but not push savings
5 5 3
AR f 1
JBPU V 2" 1 H m s fr.,
1 3 4 5 e 7 0 9

| Key Comments

& Employees need to assume mure responsibility fa the* retirement  Programs should be structured to educate and
oncourage employees to save fa retirement

Employees should be allowed to contnbute and enhance their retirement security
Savings in one plan should encoumge long careers

Key Implications
Without strongly encouraging members to ccntnbutc to the* retirement many wilt not have adequate funds to retire
comfortably

Mercer Human Resource Consulting Slide 92
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21, Cost of Medical Coverage |-

Employer should assume the

Employees should share in
the cost of medical coverage cost of providing medical coverage

Key Comments
« Employers can no longer afford topay the e nin amount tor me tical insurance Employees should share mthe cost

> Teachertaon.islralor salary does nor rafrecf Tugh wages 'haicelha benefit should be provided

® Enployees snare mthe cast ol medical coverage and retreni nt benelas through ther active career contnoutnns
They also contribute vta co-pays deducfroles and Medicare P vtB premiums

Key Implications
0 Uombers sharing n the cost o! medKa! coverage would; r nnda cost savings lo the System overtime

*» Would bo a srgheant shifr from current design and men o e financial burden on retirees

Morcw Humen Resouroe Consoling Slide 93

Emplo¥er Survey - TRS InpgkRe
22 Cost of Medical Coverage |

7 Vv, Md  Low
Employees should assume responsibility Employer should assume responsibility
tor medical cost increases

lor medical cost increases

Key Comments
The retirement system should bo responsible lor tho monagemenl ol the medical coverage while the rebreo should bo

responsible lor cost increases
Both shoufd assume cost responsibviios  MSno, either or

Key Implications
0 Members assuming the responsibility fa medical costirk asos would provide cost savings to the Systom over time

Would be a shit from current design ,*nd increase financial burden on retrees

Mercor Humen Resource Consu tg Slide 94
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m 23. Access to Contributions

Employees should have no access

Employees should have access lo as much of their
to plan assets until retirement

own retirement contributions as legally possible

Key Comments

®» Sm.Vpa on shouta Oh awrtatte tor 'emergency onlys.:uabon
<a Access should certainly he very hmted

o Onty with bonds at understanding the com mouences

Key Implications
« Members may spen-r m«t-cd T income during wortong Utelme and as a resuit may be unable lo retire
0 The caoabeey lo use retirement plans for pro-retirement noeds such as a home purchase can be e valuable benefit

Mercer Humen Resource Constiting Slide 95
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24. Understandability m |

Md  Low

We'll sacnfice understandability if necessary to

Understandability is the pnmary concern
achieve our workforce and benefit objectives

Key Comments I
 Employers need lo provide good communication and seminars to explain plans Out the plan must Cesstructured so it is
simple enough for the mpfnrly of people to understand
Let individuals who want complexity and flexibility do so on their own apart fromthis
0 itis their respmnsibiity to understand it
0 Coiege shouldteach V

Key Implications
0 Generally a more complex formula can meel a wider variety of specific obfectrves
I? Members may perceive more value ma retren'enl plan that is more understandable

Mercer Human Resource Consulting Slide 96
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25. Tangible and Relevant Plan
Md low

It's OK if the plan is tangible and

All employees should find the
relevant mainly to older employees

plan tangible and relevant

Koy Comments
# Avlemployees should understand and value h aretirement plan
A Rocruitmg tool

Key Implications
i* Members may perceive more value ma retirement plan that is tangible and relevant

Mercer Humen Resource Consiting Slide 97
%/er Su rve)é TRS mporiance
26 Predlc ability and Stability |
Hh Md L
Werewilli i accept volatility

We want maximum predlctablllty

and stabiI:iIz of contnbutioru; as pari oi our asset strategy

Key Comments

~ For buugetsng purposes, employers need a high degree of predictabfity

° Until schools are adeguately fundod. predictability and stability are very important  If adequate funding is ever
established, volatility <an be more easily handled

*  Can't swrtg *\ amajor way ma shod ponod 5%is too much of a swing  12% « doable

Key Implications
0 \olatilityis the result of a higher-nsk asset strategy with higher ootentiol rewards

Meroer Humen Resource Corstiting Slide 98
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21. Change in Cost

Marginal cost increases are

Aggregate retirement contributions
appropriate to meet other oesign goals

should be less than they are now

Key Comments

® Employees contortion rates may need toncreeso”

a Wb understand met costs areincreasing  Warnt to keep plans conpetitive wiise Heepng plan costs reasonable
» \\e nave lo contain costs or overyone loses

5 Costs needloOesumc.enllo do die/OP

Key Implications
0 Lomnng contributions wA result mgenerally loner level ol Denelits tor retirees
a  System benefits may or may not be competitive nganst pear group 1 benefit are decreased

Mercer Humen Resource Constiting Slide 99

Employer Survey - TRS
29. Most Important Questions
WX

123 456 7 8 9 10111213 14 1516 17 18 19 20 21 22 23 24 25 26 27 28
(Responses are weighted)
The four most important questions with preferred spectrum comment
Question # 7: "The retirement program snould provide medical coverage'
Question #26: ‘We want maximu.n predictability and stability of contributions*
Question #1: 'Plon should favor long-service employees’
Question #6: (The responses did not Indicate a significant difference between the two)
‘The System should provide medical coverage to terminated vested members'

"The System should not provide medical coverage to terminated vested members'

Mercer Humen Resource Consiting S||dB 100
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Alaska Division of Retirement and Benefits
2002 Actuarial Audit of TRS & PERS

These capital market assumptions were combined with the asset allocation policy shown
in the 2000 Study to generate expected returns over a thirty-yea- period. The model
assumes that investment returns are normally distributed and are based on
mathematical formulas from The Long-Term Expected Rate of Return; Setting it Right by
Olivier de la Grandville as published in the Financial, Analysts Journal, Nov/Dec 1998.

The expected real rate of return of 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. The model provides a guiae to see if itis
reasonable to expect this return to compound over longer periods of time. The results

are summarized in the following table.

#.
, « Table 7 fo-j (e} * %!

Horizon Std Percentile Results
in Years Mean Dev 5th 25th 50th 95th

1 5.94% 10.5% (10.5)% 1.4)% 5.4% 1% 24.1%

10 5.47 3.3 0.1 3.2 5.4 7.7 11.0

20 5.44 2.3 1.6 3.8 54 7.0 9.3

30 5.43 1.9 2.3 41 5.4 6.7 8.6

In the first year, the mean real return is 5.94%, but due to the volatility associated with
the asset 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 greater than 24.1% based on these capital market assumptions. As the time
horizon 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 within the range from 4.1% to 6.7% as not. The median return over thirty years is
expected to be 5.4%.

The investment return is 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 ratio is calculated as the total
expenses divided by the average asset balance during the year. Based on this data, it
appears the annual investment and administrative expenses represent are about 0.3%

of the Systems’ assets.

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

(~) Milliman (JSA October 24, 2002
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New Tien

Questions 15,16 and 17 are related to changing from a “final pay" to a “career & Tage” type of
bene'it formula. Currently the Systems base retirement benefits on the highest 3-year avenge
pay, or on die highest 5-year average in the caae of PERS “other*’ raemberc. In general.
averaging pay over amember'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 issue* were studied by the Tier Committee appointed by
the PERS and TRS Boards. More detail or. 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 fhnds selected in advance by the program
administrator. In general, providing benefit levels comparable to the current Systems would
require comparable long-term costs. A significant difference to the current program, however, is
that investment rirk and any costs attributable to long-term investment underperformance are
borne 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-ten financial impact can also be found in our reports as

posted on the Division's website.

Please call or email if you have questions or need additional information.

Sincerely,

Robert M. Reynolds, ASA. MAAA

RMR/CMBAvi

Copy:
Chris Byracs, Marcia Chapman

Enclosure
itw i csnoanoMnjttltti
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September 2,2004

Ms Melanie MiHhom

Director of Retirement and Benefits
Stale of Alula

Department of Administration
Division of Retirement and Benefits

P.O.Box i 10203
Joncan, AK. 99811-0203

Subject
Retirte Return under HR 242/SB 148

Dear Melanie:

Aa yon described in your August 10 email, the legislation enacted in July of 2001 allows PERS
and TRS retirees who retired under the normal retirement provision* to return to covered
employment Such retirees can sign an irrevocable waiver allowing the member to contin.’ftto
receive hit or her retirement benefit Neither the employer nor the employee makes further
contributions to the Retirement System. In your email you saksd for an indication of the effect of
this election on System Raiding. The chart that follows might help to illustrate this issue:

Number of Increaee In Average Increaee In Average
Members meeting PRR* Rmpleyer TRS Emp&yar
the Welver Cer.trlbuftOfi Rate Ccentrtbution Rete
100 necllQWr 0.02%
500 0.01% 0.10%
1.000 0.02% 0.20%

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

Mnitt Mot GnpiM
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September 2,2004

M i Melania MiUhom
State of Alaska

The waiven have a greater impact on employer rates for TRS than PERS. This ia because (1) the \Y
total payroll for PERS is higher so the Ipsa of one member’* contribution to the unfimded h u t

gnallfef impact and (2) the current past service rale for TRS is almost twice as high as PERS. Our

analysis is extremely dependent on the current fiinded status offoe Systems. Far example, if foe

Systems were 100 percent funded and remained so, foe waiver would have virtually no impact cm

employer rates.

We baaed our analysis on actuarial valuation information as of June 30,2003. We assumed
imnual eamiugs for returning retirees of $46,000 for PERS and $64,000 for TRS. This is baaed
on foe average annual earning of current active PERS and TRS members ofages 55 to 59.

We hope you find this infonnaucc helpful Please call if you hive any questions.

Sinoerely,

Rabat M. Reynolds, ASA, MAAA
RMR/CMB/knaj

Copy: Chris Byrnes
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