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( SSH 141 (i 1N ; - Retireme nt Senn it) Vet_______ MoviDQf AppedlS to C AH

Office of Administrative Hearings (OAH)
• Conduct administrative appeals, evidentiary hearings, 

dispute resolution and adjudication for
- Child support services
- Occupational licensing ( tobacco

enforcement and real estate surety claims)

- Permanent Fund Dividend eligibility
- Other (taxation, contracts/procurement, permitting, crime 

victim compensation, benefits programs)

• All these types of appeals of decisions made by 
government impact people’s families, their 
businesses, their income

By: The Senate Finance Committee
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Benefits of Transfer of Appeals Hearing Function

• Operates under the supervision of a chief 
administrative law judge

• Impartial and highly trained adjudicator to hear cases
• Timely resolution for appellants
• Cost savings: 1 administrative law judge replaces 10 

board members
• Decisions of the OAH may still be appealed to 

Superior Court

14 1 (FIN) — Retirement Security Act_______ Moving Appedls to OAH

By: The Scriste Finance Committee 
Dale: April 19th, 2005
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Increasing Contribution 
Rates for Existing Public 
Employees

By: The Senate Finance Committee
Cate: April I9 'h, 2005



( ss» ;41(t in ) Kninmont security .vet________
of Existing Employees

Contribution Rate Setting Process
Each year, the actuary computes the Normal Cost Rate for the next 
contribution year

The Normal Cost Rate is simply the percent of payroll required to pay for 
the benefits expected to be earned by all members during the coming 
contribution y e a r

The process runs two fiscal years in advance -  for example, the FY 07 
Normal Cost Rate was estimated this month by the state’s actuary

FY 07 Normal Ccsts

PERS TRS

Medical ccst component 8.86% 8.75%
Pension component___________ 11.27%  13.69%
Normal Cost Rate 20.13% 22.44%

By: The Senate Finance Committee 
Date. April I9,h. 2005
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Contribution Rate Setting Process

C SSB 141(PIN) -  Retiremenl Securit) Act
of Existing Employees
Increasing Contribution Rates

If our economic, demographic, and financial projections were always 
correct -  the annually reviewed Normal Cost Rate would fully fund the 
retirement system

Unfortunately, those projections can never be 100% accurate

If too much was contributed, the system is overfunded; if too little, it is 
underfunded

The actuary amortizes the unfunded amount over 25 years and computes 
a Past Service Rate

The Past Service Rate is the additional percent of payroll required to 
begin paying off the unfunded liability

By: The Senate Finance Committee 
Dale: April 19th, 2005
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Contribution Rate Setting Process

CSSB 141<F1N) — Retirement Security Act Increasing Contribution
of Existing Employees

Once the Normal Cost Rate and the Past Service Rate are known, the 
employer’s total contribution rate is calculated as follows:

FY 07 Contribution Rates
PERS TRS

Normal Cost Rate 20.13% 22.44%

Less Employee Contribution* (6.81)% (8.68)%

Equals Employer Normal Cost 13.32% 13.76%

Plus Past Service Rate 14.87% 28.02%

Total Employer Contribution 28.19% 41.78%

• Employee C'oninbution Rate shown is the average rale for all members o f the systems Actual rates vary by employee class and are ft 75%, 7.5‘\  or 
4.6% for PHRS and 8.‘.>5% or 9 65% for TRS

By: The Senate Finance Committee 
Date: Apnl I9‘\  2005
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Weaknesses of the Process
The Employee Contribution rate is set in statute, so any increase in the 
Normal Cost Rate is borne entirely by the employer

c s s b  u i ( H M  - Retirement security Aci_________ Increasing Contribution Rates
of Existing Employees

FY 07 Contribution Rates

Normal Cost Rate

PERS  

X .  20.13%

TRS

22.44%

Less Employee Contribution* <X 6 .81 )% (8 .6 8 )% ^

Equals Employer Normal Cost 13.32% 13.76%

Plus Past Service Rate 14.87% 28.02%

Total
i

Employer Contribution J ^ 2 S A 9 % 41.78%^)

These are the actuary's recommended rates....currently, the PERS and 
TRS boards may adopt different rates
When the boards adopt lower rates, our unfunded liability increases

* Employee Contribution Rate shown ij the average rate for all members o f the systems. Actual rates vary by employee class and are 6.75%, 7.5% or 
9.6% for PERS and 8.65% or 9.65% for TRS

By: The Senate Finance C inimittee



SB 141 Addresses these Weaknesses

1. Sets the employee’s contribution to the greater of:

• Current statutory rate or 

1/2 of the Normal Cost Rate

With the additional provision that the increase may not 
exceed 0.50% annually

2. Requires the new Alaska Retirement Management Board (ARMB) 
to adopt a contribution rate that is no less than the actuarially 
computed Employer Normal Cost Rate

ni(i-iN) -  Retirement Security Act_________ Increasing Contribution Rates
of Existing Employees

By: Hie Senate Finance Committce
Date: April :9lh, 2005
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CSSB 141(FIN> — Retirement Security Act Increasing Contribution Rates
of Existing Employees

Historical & Projected Total Normal Cost Rate
25.0% ■ TRS Total Norma, Jo&[

■ PERS Total Normal Cost
FY 2007 24.92%

Experience <

20.0%

15.0%

FY '83 -  FY '07
PERS IRS
Mean 17 82% Mean 19.22%
StdDev 1 17% StdDev 1 98%
Range: 16 05%-Low Range 16.35% - Low

20.14%-High 23 47% - High

10.0%

FY '08 -  FY ‘32
PERS
Mean 19.52%

TRS
Mean 23.13%

Range 19.21% - Low Range 21.71%-Low
19.92% - High 24.92% - High

1983 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021 2023 2025 2027 2029 2031

By. The Senate Finance Committee 
Date: April I9'h, 2()05

Page: 4 1



C SSB 141 (FIN) - Retirement Sccurit> Act Increasing Contribution Rates
of Existing Employ ees

Employers are Paying the Majority of the Normal Cost

FY 07 Normal Cost Rates
PERS Share TRS Share

Total Normal Cost 20.13% 100% 22.44% 100%

Employee Cost 

■mployer

6.81% 33.8% 8.68% 38.7%

Currently, increases in the Normal Cost are borne entirely by 
the employer

* Employee Contribution Rate shown is the average rate for all members o f  the systems. Actual rates vary by employee class and are 
6.75%, 7.5% or 9.6% for PERS and 8.65% or 9.65% for TRS

By: The Senate Finance Committee
Date: April 19th, 2005
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< ssb  i-H (i i n > U fiiif iiH M i s m ih i)  \c i ______
of Existing Employees

y w

Employee Contribution Rates Haven’t Increased 
Since 1987 in PERS and 1991 in TRS

Statutory Changes in Employee Contribution Rates
p e r s  S i n c e

Before
1/1/87

Since
1/1/87 7/1/99

FY 07 
Average

Police/Fire 5.00%
All Others
School Districts*

4.25%

7.50% 7.50%

6.75%
6.75%
9.60%

6.81%

TRS Before
1/1/91

Since
1/1/91

Most Members 

Supplemental Plan
7.00% 8 .00%
8.65% 9.65%

FY 07 
Average

8 .68%

* Beginning in 7/1/99, school district PERS m em bers can elect the h igher 9.6%  contribution rate and receive a full year o f  
service credit for 9 m onths vs. contributing 6.75%  for 12 m onths

* * TRS M em bers who jo ined  the system  before 7/1/82 and elected to participate in the supplem ental contributions provision 
are required to contribute an additional 1% o f  their salaries

By: The Scnaic Finance Committee



CSSB I41(HN)- Retirement Security Act Increasing Contribution Rates
of Existing Employees

Constitu tion o f the State o f Alaska
Article XII -  Section 7
Retirement Systems. Membership in employee retirement systems o f the State 
or its political subdivisions shall constitute a contractual relationship. Accrued 
benefits o f  these systems shall not be diminished or impaired.

Normal Cost Rate is tha cost of benefits expected to be earned during die 
coming contribution year

We contend that employee contributions applied towards the Normal Cost Rate are 
not part of the accrued benefit to which members are entitled

An accrued benefit is one that has already been earned -  not one that has yet to be 
earned
Benefit rights accrue as they are earned -  year to year
Employee contributions cannot be changed retroactively fo pay for past benefits 
(Past Service Costs or any unfunded liability), but they can be changed 
prospectively to pay for future benefits

By: The Senate Finance Committee



CSSB 141(H1N)- Retirement Security Act
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Increasing Contribu Rates
of Existing Employees

W

PERS Payroll Contribution Trend & Forecs .t
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By: The Senate Finance Committee 
Date: April 19* 2005 Page: 45



CSSB 141 (FIN) -  Retirement Security Act Increasing Contribution
^  PERS Employee Normal Rate Projections of Existing Employees

Rate
for
FY

Total
Normal
Cost

Projections at Current Rate Projections at SB 141 Rate

Increase
Over

Previous
FY

Employee 
Normal 

Cost Rate

Employee 
Share of 

Total 
Normal 
Cost

Employer 
Share of 

Total 
Normal 
Cost

50% of 
Total 

Normal 
Cost

SB 141 
Employee 

Rate

Resulting
Employee

Share

2006 20.05% 6.81% 34.0% 66.0% 10.03% 7.33% 36.6% 0 50%
2007 19.80% 6.81% 34.4% 65.6% 9.90% 7.83% 39.5% 0.50%
2008 19.73% 6.81% 34.5% 65.5% 9 87% 8.33% 42.2% 0.50%
2009 19.66% 6.81% 34.6% 65.4% 9.83% 883% 44.9% 0.50%
2010 19.58% 6 81% 34.8% 65.2% 9.79% 9.33% 47 7% 0 50%
2011 19.52% 6.81% 34.9% 65.1 % 9.76% 9.76% 50.0% 0 43%
2012 19.44% 6.81% 35.0% 65.0% 9.72% 9.72% 50.0% -0.04%
2013 19.38% 6.81% 35.1% 64.9% 9.69% 9.69% 50.0% -0.03%
2014 19.31% 6.81% 35.3% 64.7% 9.66% 9.66% 50.0% -0.04%
2015 19.25% 6.81% 35.4% 64.6% 9.63% 9.63% 50.0% -0.03%
2016 19.26% 6.81% 35.4% 64.6% 9.63% 9.63% 50.0% 0.00%
2017 19.23% 6.81% 35.4% 64.6% 9.62% 9.62% 50.0% -0.01%
2018 19.21% 681% 35.5% 64.5% 9.61% 9.61% 50.0% -001%
2019 19.24% 6.81% 35.4% 64.6% 9.62% 9.62% 50.0% 0.01%
2020 19.27% 6.81% 35.3% 64.7% 9.64% 9.64% 50.0% 0.02%
2021 19.31% 6.81% 35.3% 64.7% 9.66% 9.66% 50.0% 0.02%
2022 19.36% 6.81% 35.2% 64.8% 9.68% 9.68% 50.0% 0.03%
2023 19.42% 6.81% 35.1% 64.9% 9.71% 9.71% 50.0% 0.03%
2024 19.52% 6.81% 34.9% 65.1% 9.76% 9.76% 50.0% 0.05%
2025 19.63% 6.81% 34.7% 65.3% 9.82% 9.82% 50.0% 0.05%
2026 19.76% 6.81% 34.5% 65.5% 9.88% 9.88% 50.0% 0.06%
2027 19.92% 6.81% 34.2% 65.8% 9.96% 9.96% 50.0% 0.08%
2028 19.86% 6.81% 34.3% 65.7% 9.93% 9.93% 50.0% -0.03%
2029 19.79% 6.81% 34.4% 65.6% 9.90% 9.90% 50.0% -0 04%
2030 19.73% 6.31% 34.5% 65.5% 9.87% 9.87% 50.0% -0.03%
2031 19.63% 6.81% 34.6% 65.4% 9.84% 9.84% 50.0% -0.03%
2032 19.03% 6.81% 34.7% 65.3% 9.82% 9.82% 50.0% -0.03%

By: The Senate Finance Committee
Date: April 19th, 2005

\

SB 141 Proposes 
to split the Total 
Normal Cost 50/50 
between Employer 
and Employee

However, the Employee 
Rate could never increase 
by more than 0.50% a year
Based on current Mercer 
projections, it would take 
6 years to reach the 
50/50 shared rate

If Normal Costs drop in 
the future, employer 
and employee rates 
would drop accordingly

Page: 46



CSSB 141 (FIN)-  Retirement Security Vet
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PERS Forecast with SB 141 Language

Employer Ffest Service Cost 
Employer Normal Cost 
Employee Contribution 
Total P03S Payroll Contribution

983 1985 1987*-! 1989 1991 1993 1995 1997 1$9

By: The Senate Finance Committee 
Date: April I9'\ 2005

Increasing Contribution Rates
of Existing Employees



kviin'irt'Mi vcm ii; u~;_________ Increasing Contribution Rates
of Existing Employees

Effect of Employee Contribution Rate Increases on Average PERS Employee

Norma) Coat 50% Nomat 
Cost

Current Rate 
@

SB 141 Proposed Pre-T® Paymtl Oenuct-sns (every 2 weeks;

FYOb FY 07 FY 08 FY 09 FY 10 FY 11 FY 12 Cumulative
Increase

2 0 .13 * 10.07% 6.7S% 7.25% 7.75% 825% 8.75% 925% 9.75% 10.07% 3.32%

PERS 2004 Annual c a v w * Monthly
Earnings 2-Week Pay

ASEA GG 1 -A Range 5-A $ 20,<36 00 $ 1,703.00 s 351.50 S 57.40 S 6I.73 S 65.99 $ 73.25 S 74.51 $ 78.76 S 83.02 S 85.70
Yr to Yr Increase $ 4 26 $ 4 26 S 4.26 J 4 26 S 4 26 $ 4.26 s 2 68 S 28.23

ASEa  GG 1-A Range 10-A $ 27,106.00 5 2,264.00 s 1.132.00 5 76.41 S 32.07 s 87 73 $ 93.3? S 99.05 $ 104.71 $ 110.37 $ 113.94
Yr to Yr Increase $ 5.63 $ 5.66 $ 5 6 6 s 5.66 i 566 $ 5.66 s 3 57 $ 37.53

ASEA GG 1-A Range 15-A S 37 260.00 S 3,105 00 s '1,552.50 $ 104.79 $ 112.56 $ 120.32 128.08 s 135.84 $ 14361 $ 151.37 s 156.26
Yr to Yr Increase J 7.76 s 7.76 s 7.76 * 7.76 $ 7.76 S 7.76 $ 4.89 r. 51.47

ASEA GG 1-A Range 17-A S 42,352 00 i 3,571 00 5 1.785 50 $ 12C 52 S 129.45 s 138.38 s 147.30 S 15*23 $ 135.1b s 174.09 f. 179.71
Yr to Yr increase S 6 9 3 s 8.33 s 0.93 s 8.93 i 8.93 s 8.93 $ 562 s 53.16

Average PERS Members $ 43,823.00 s 3,651 92 $ 1,825 06 S 123.25 S 132 58 $ 141.51 s 150 64 & 159.77 * 168.90 s 178.03 $ 183.78
Yr to Yr Inc-ease 5 9.13 s 9.13 $ 9.13 $ 9.13 $ 9.13 s 9.13 $ 5.75 $ 60.53

ASEA GG 1-A Range 27--. t 79.320.00 J 6,61000 s 3,305.00 $ 223 0C $ 239.61 s 256 14 $ 272 66 $ 289.19 $ 305.71 $ 32224 s 332 65
Yr to Yr Increase S 16.53 s 16.53 s 16.53 s 16.53 s 16.53 s ie.5: | $ 10.41 $ 109.56

Estim ate is based on FY 07 Total Normal Cost foi PERS “O ther” and assum ed to be fixed for FY 07 to FY 12

By: The Senate f inante Committee 
Date: April 19'*, 2005
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CSSB 141<I• IN> — Retirement Security Act Increasing Contribution Rates
o f  Existing Employees

TRS Payroll Contribution Trond & Forecast

Errployer Ffest Service Cost 
i Employer Normol Cost 
l Errooyee Convibutcn 
Octal TRS F̂ y roll Contribution

985 1985 1987 1989 1991 1993 1995 1997 1999 2001U 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021 2023 2025 2027 2029 2031

By: The Senate Finance Committee 
Date: April 19th, 2005 Page 49



CSSB 141 (KIN) -  RctircnuMit Security Act Increasing Contribution Rates
of Existing Employees

TR S- Avers a *  Fote

Rate 
for FY

Total
Normal
Cost

Projections at Current Rate Projections at SB 141 Rate

Increase
Over

Previous
FY

Employee Employer 
Share of Share of 

F.nployee Total Total 
Normal Normal Normal 

Cost Rate Cost Cost

50% of
Total SB 141 Resuiting 

Normal Employee Employee 
Cost Rate Share

2006 22.97% 8.69% 37.3% 14.28% 11.49% 9.21% 40.1% 0.50%

2007 21.71% 8.89% 40.0% 13.02% 10 86% 9.71\ 44.7% 0.50%
2008 21.72% 8.69% 40.0% 13.03% 10 86% 10 21% 47.0% 0.50%
2009 21.81% 8.69% 39.8% 13.12% 10.91% 10.71% 49 1% 0 50%

2010 21.87% 8.69% 39.7% 13.18% 10.94% 10.94% rT0% 0.22%

2011 21.90% 8.69% 39.7% 13.21% 10.95% 10.95% J.0% 0.01%
2012 21.93% 8.69% 39.6% 13.24% 10 97% 10.97% 50 0% 0.01 %

2013 21.81% 8.69% 39.8% 13.12% 10.91% 10.91% 50.0% -0.06%
2014 21.94% 8.69% 39.6% 13.25% 10.r7% 10.97% 50.0% 0.07%

2015 22.06% 8.69% 39.4% 13.37% 11.03% 11.03% 50.0% 0.06%>
2016 22.24% 3.69% 39.1% 13.55% 11.12% 11.12% 50.0% 0.09%
2017 22.44% 8.69% 33.7% 13.75% 11.22% 11.22% 50.0% 0.10%
20-. 8 22.66% 8.69% 38.3% 13.97% 11.33% 11.33% 50.0% 0.11%
2019 22.88% 8.69% 38.0% 14.19% 11.44% 11.44% 50 0% 0.11%
2020 23.05% 0.69% 37.7% 14.36% 11.53% 11.53% 50.0% 0.09%
202"' 23.16% 8.69% 37.5% 14.47% 11.58% 11.58% 50.0% 0.05%
2022 23.30% 8.69% 37.3% 14.61% 11.65% 11.65% 50.0% 0.07%

2023 23.60% 8.69% 36.8% 14.91% 11.80% 11.80% 50.0% 0.15%
2024 23.92% 8.69% 36.3% 15 23% 11.96% 11.96% 50.0% 0.16%
2025 24.11% 8.69% 36.0% 15.42% 12.06% 12.08% 50.0% 0.10%.
2026 ‘’4.27% 8.69% 35.8% 15.58% 12.14% 12.14% 50.0% 0.06%
2027 24.31% 8.69% 35.0% 16.12% 12.41% 12.41% 50.0% 0.27%
2023 24.81% 8.69% 35.0% 16.12% 12.41% 12.41% 50.0% 0.00%
2029 24.82% 8.69% 35.0% 16.13% 12.41% 12.41% 50.0% 0.01%
2030 24.85% 8.69% 35.0% 16.16% 12.43% 12.43% 50.0% 0.01%
2031 24.88% 8.69% 34 9% 16.19% 12.44% 12.44% 50.0% 0.01 %
2032 24 92% 8.69% 31.9% 16.23% 12.46% 12.46% 50.0% 0.02%

Based on current Mercer 
projections, it would take 
5 years to reach the 
50/50 snared rate in TRS

By: The Semite Finance Committee
Dare: April 19th, 2005 Page: 50



CSSB 141 (FIN) — Retirement Security Act Increasing Contribution
of Existing Employees
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TRS Forecast with SB 141 Language
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By: The Senate Finance Commi'tec 
Date: April 19'\ 2005 Page: 5 1
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CSSB 141 (FIN; -  Retirement Security Act Increasing Contribution Rates
of Existing Employees

Effect of Employee Contribution Rate Increases on Average TRS Employee

Normal Coat 50% Normal 
Cost

Current Rate 
@

SB 141 Proposed Pre-Tax Payroll Deductions (every 2  weeks)

FY 06 FY 07 FY 08 FY 09 FY 10 FY 11 Cumulative
Increase

22.97% 11.49% 8.69% 9.19% 9.69% 10.19% 10.69% 11.19% 11.49% 2.80%

TRS 2004 Annual Earnings Monthly
Earnings 2-W eek Pay

ASD Teacher BA S'-p 1 S 35.284.00 S 2,940 33 S 1,470.17 $ 127.76 S 135.11 $ 142.46 $ 149.81 $ 157.16 S 164.51 S 168.85
Yr to Yr Increase S 7.35 S 7.35 S 7.35 $ 7.35 $ 7.35 S 4.34 $ 41.09

ASD Teacher BA+18 Step 4 s 40,251.00 $ 3,354.25 $ 1.677.13 $ 14.'.74 s 154.13 $ 162.51 s I70 90 S 179.28 $ 187.67 s 192.62
Yr to Yr Increase s 8.39 $ 8.39 s 839 s 8.39 $ 8.39 $ 4.95 $ 46.88

ASD Teacher BA+36 Step 9 $ 47.274.00 $ 3,939.50 s 1,969.75 S 171.17 $ 181.or s 190.87 s 200.72 s 210.57 s 220.42 s 226.23
Yr to Yr Increase $ 9.85 s 9.85 $ 9.85 s 9.85 $ 9.85 $ 5.81 $ 55.05

Average TRS Member $ 53.948.00 $ 4.495.67 $ 2,247.83 $ 195.34 $ 206.58 s 217.82 s 229.05 s 240.29 s 251.53 s 258.16
Yr to Yr Increase s 11.24 s 11.24 s 11.24 s 11.24 s 11.24 $ 6.63 $ 62.83

ASD Teacher BA +72 Step19 s 61.319.00 $ 5,109.92 s 2,554.96 $ 222 03 $ 234.80 s 247.58 $ 260.35 s 273.13 $ 285.90 s 293.44
Yr to Yr Increase $ 12.77 s 12.77 $ 12.77 s 12.77 s 12.77 7.54 S 71.41

Rg 4 - Mid Level Principal $ 80,893.00 s t.741 08 $ 3,370.54 $ 292.90 s 309 75 s 326.61 s 343.46 s 36031 $ 377.16 $ 387.11
216 Days - Step D) Yr to Yr Increase $ 16.65 s 16.85 s 16.85 s 16.85 | $ 16.85 s 9.94 s 94.21

Estim ate is based on FY 07 Total Norm al Cost for TRS and assum ed to be fixed for FY 07 to FY 11. Salaries are based on 
the 2004-05 A nchorage School District salary schedule

] By: The Senate Finance Committee
Date: April 19,h, 2005
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Defined Contribution Plan

By: The Senate Finance Committee
Date: April 19lh, 2005
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C SSB I4!(MN)~ Retirement Security Act Defined Contribution Plan

We considered the Administration’s 2004 Tier Committee 
work during our analysis and in our solutions

Tier Committee Data Reviewed:

• Tier Alternative Recommendations

• Employer survey

• Member focus group results

• Benchmarking

• Benefit levels

• Demographic projections

• Implications o f  Medicare changes

• Trends, issues and alternatives

• Cost analysis and projections

Finance Committee

Page: 54
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( ssb i4i(Fii\) - Retirement Security Act_________ Defined Contribution Plan

X
Defined Benefit Plan Defined Contribution Plan

Benefit level is fixed Contribution level is fixed

Benefit is based on a formula 
involving salary, years of 
service, age, etc.

Benefit is based on the amount 
of money invested and earned 
in employee’s account

Benefit is paid for life and to 
qualified survivors

Benefit is paid until account runs 
out

Future benefit payments are 
NOT driven by investment 
performance

Future benefit payments are 
driven by investment 
performance

Examples: PERS & TRS Examples: SBS & Deferred Compensation

Defined Benefit (DB) vs Defined Contribution (DC)

By: The Senate Finance Committee
Date: April 19th, 2005
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CSSB I4I(FIN)- Retirement Securit>

Defined Benefit 
System

formula.

Cumulative benefit 
payout over members 
retired life time is not 
necessarily 
representative of 
what they deposited 
during their active 
career

$$
Retired Member

By: The Senate Finance Committee

Defined Contribution Plan

Defined Contribution 
System

u  $$
Retired Member

amount put into the 
employee's account 
during his working 
years and the 
cumulative investment 
earnings.

When the account is 
depleted, there is no 
further benefit.

Page: 56



CSSB i41 (TIN) -  Retirement Security Act Defined Contribution Plan

Defined Benefit Plan
Advantages:

• Pooling of longe vity risk
• Guaranteed income stream• System favors longer-service employees

Challenges:
Employer bears investment risk Estimation of Liabilities Rising health costs Unpredictable or controllable costs

Defined Contribution Pla;
Advantages:

PortabilitySelf-directed investing Contribution equity among employees
• Predictability Stable costs• No long-term administrative costs

Challenges:
Workforce management Employee bears investment risk Employee education Accurate retirement planning

Defined Benefit (DB) vs Defined Contribution (DC)

By: The Senate Finance Committee
Date: April I9lh, 2005
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CSSB 141(M.N)- Retirement Security Act___________ Dsfined Contribution Pldtl

T R S  H e r I  
7 /1 /5 5  - t i f lO W

T R S  T ie r  I  
E n te r e d  o n  o r  a f te r  7 /1 /9 0

S B  141 
P r o p o s e d  D C  P la n  

E n te r e d  o n  o r  a f t e r 7 /1 /2 0 0 6

fnployce Pre-tax Contribution: 
8.65%begrmng 1/1/91

Enployec Pre-Tax ( ontrftxitxm 
8.65%bcgjnrmg 1/WI

Impfiiyvc Pre-tax (onrtutxm  
8.0 %begnnxig 7/1/2005

Mmijers vest wth 8 years o f service Vbmbets vest with 8 years ofservice •  Enpbyecb (mediately vested in ther own contrftrubons

•  Employees gradually vest in enplnyer contributions

•  25% after two years
•  50% after three years
•  75% after fiiur years
• 100% a tier five years

• Normal retxvmcni age is 55

• Earty refrement at age 50

• Teachers can retire at any age a Her 20 years of mrnfticishp 
service.

« Nitmal retiement age b 60

•  Harly retirement at age 55

•  Teachers can retire at any age a Her 20 years

• Retirement Savings: Employee can terminate at any age and lake vested 
account babnce with them leave it rr the pbn or rolfiner to another 
qualified pbn

• Mdical Benrfits Member 6 chgHc fir benefits if
•  65 years ofage and at least 10 years of service; or
•  30 years ofservi-e

• 2% tie fried t  nefifc firntib kV rhe frst 20 years and ail years of 
r ervlce prior to July 1,1990

•  2.3% thereafter. Benefit calcukitxxi t> determned on the average of 
the high three contract satancs

•  2%defined benefit ftxrmh Ibr the frst 20 years

•  2.5% thcrea fier. Benefit cabubtion is determined on the average o f the 
high three contract sabries.

•  8.25% enpfiiyer contribution broken out as:

•  4.25%t> employee retirement savings account
•  1.75% »i retiree medical pbn
• 2.00% lo Ibakh Reni>uivnx.-nt Account

• Mrdical coverage bprovioco to ad benefit rccpienfc and their 
eligible dependents

• Vfcdcal prenairrB are pax) firalldBubifrants regardless ofage and

• Re trees and survivors over age V) and tor retirees with at least 25 
years ofscrvice nckrditg efigMc dependents

• Retirees and survivors under age 60, with less than 25 years of 
nrntrershf) service mist pay tb_ tiill prcnmun cost if they want 
coverage.

•  Employees mrsi retie directly fiom the system with a minimim oflO years 
o f service to be ekgMe fir medical pbn and access to IRA

• Early rctices get ‘fiocess"to retiec nedcal pbn but tmsl pay Kill prenwini 
untft they reach age offvfcdicare vhgiixhv

• Once reaching Medicare age c Irg Way. retiec pays only a portion o f monthly 
1 rum based on years ofsctvicc

•  10-14 yeais = Retiec pays 30%ofprerr»im
• 15-19 years “ Retiree pays 25%ofpremium
• 20-24years “ Relive pays 20%ofpremoim
• 25-29 years = Retiree pays 15%ofpremami
• 30+ yeais =* Retiree pays IWioljirettmm^

• AuPmatic PRPA Icgrsbtcd in 1990 applied to all menircr. 
regardless ofhtte date

•  OCXAis payable to rvcpienE who remain domiciled ii Alaska after 
retirement. (OLAis I0%ofthe base benefit

• Aitonutic PRPAadjus(merits to dsn bled mrnhers, reaves 60 and 
over, and those who have received benefit; lor 8 years

• COLA ts payable to recipten:. 65 or older or dtabday benefit recprncs 
regardless o f ace who reman domiciled in Abska after retiremcni 
COLAb I0%ofbase benefit.

Nmc

By: The Senate Finance Committee
Date: Apr,! 19'", 2005
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c s sc  141 (n \ )  -  Retirement security Aci____________ Contribution
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P ro p o u d D C IV  J 

M t m J  o n  o r d te r 7 'l / J 0 0 6

Employee Pre-tax Contribution:
6.75% begrint g 1/1/87—e l  others 
7.5% begnnng l/ |/* 7 —p o k e  and fire 
9.6% begnnng  '1 ^ 9 — ecbooldistrict

Employee Pre-tax Contrfoubon:
6.75% begnnng  1/1/87 - a l  others 
7.5% beginning 1/1/87—p o k e  end frr 
9.6% beginning 7/1/99- -schooldisip

Employee Pre-tax Contribution:
6.75% b eg n n n g  | / | / 8 ? - a l  other: 
7.5% b egnnng  1/1/87—p o k e  and fre 
9.6% b egnnng  7/1/9V—school dbtrict

Enpbyec Plt-oxCcnribuian: 
8.0%bcgjnrwig 7/1/2005

Vfcmben vest with 5 years ofseivice. Members vest with 5 years ofaervice. Members vest wih 5 years o f service. •  Srirtoyee is im rrd n le ly \esled h  their own caitrixjtinns

•  Enpfcyee^ p a ^ a ly  vest in enptoyer contrtxim c

•  25% afcr two years
•  50% aler thee  year.
•  75% afcr feu-years
•  ICW .afcr fv- years

• Normal retvement age s 55
• Early retvement age is 50
• PoKce'frr memberi can retire at any age after 20 

year* o fp o k e /f rr  service
• Ail other members can retie at any age after 30 years 

o f membership service.

• Normal retirement age is 60
• Early retvement at age 55
•  P o k e  fre members can retie at any age after 20 

years ofpoke'fire serv re
• "All other"members can retie  at any age after 30 

years o f membership service

• Normal retirement age b 60
• Early retirement al age 55
• P o k e  fire members can reive at any age a fter 20 years of 

p o k e  'fre service
• "Al othcr” mcmbers can retire at any age after 30 years of 

meinbershgi service

•  tk tk e n r n lS n in p :  fcrrpbycecanerrrw iaieatanyajEarxitalr 
\ e s r d  a c c u n  hahrxx* win them fcate it ri the p h r  or io Io u t to 
another qm S frdphn

•  5 M c a i Ben-fltt V trrtcr b  ekgjNe fcr benefits if
•  65 /rare o fa jp  and at lca.it 10 jean; ofsenior:
•  25 years ofser.tce pofet'Sre%hlcis
•  30 years o f s e n s e  a l  others

• 2 % d e ftrd  benefit formula for frst 10 years and ad 
years o f service prior to July 1,1986

•  2.25%for the next 10 years; 2.5% pcr year thereafter 
(average ofthe high three consecutive years’salary).

• Poke/Fire - 2 % bene (is formula for frst 10 yean  and 
2.5%for afl years after 10.

• 2% dc fried benefit formub for frst 10 yean
• 2.25% for the next 10 yean , and 2.5% per year 

thereafter Benefit cakruhtfon is determined on the 
average ofthe high three consecutive y e a n ’sabry.

•  Police Fire • 2% brncfr formub for frst 10 yean  and 
2.5%for aliyears after 10.

• 2% defried benefit formub for frst 10 y rirs
• 2 .25% for the next 10 years, and 2.5% pcr year thereafter 

(benefit caleubtion is average ofthe high five onsecume 
years'salary).

• PoKce/Fie * 2% bcncfr formub for first 10 years and 2.5% 
for a l  yean after 10 (benefit cafcubtion t, three consecutive 
years regardless of tier (effective 2002).

•  8 25% errpioyer c o r r tu n n  hrotrn ucl a s .

•  4 25%lo ertploycc retuvtrcni saisigs a c ro m
•  1;75%to retiec .m icalpfan
•  2.00% to 1 fcakh Renfrcrsenrnt .Account

• Mrdical coverage b provided to aB benefit rccqirnts 
and their ckgfcle dependeuts. The retvee medical pbn 
preniBjtn i* paid by the retvement system.

Medical coverage is provided to daab ik in ts. regsrdless o f 
age and benefit recipients over age 60 or

• poke fire members with 25 yean o fp o k e 'f re  service
•  a Bother m cm bcn with 30 years o f mcmbenhip service 

and thcic% fole dependents. The reticm ent system pays 
the retiree medical pbn premium. Retvees and survivors 
unde i age 60 must pay the fullpremum cost if they want 
coverage

Medical same as T r r  0.
• Except, employees must accrue a minimum o f 10 yean  o f 

credited serv ice9, to have system-paid coverage at age 60.
•  Employees wih less than 10 years must pay the &D 

premiums as long as they wish to continue medical 
coverage

•  Brployecs trust irtieilrccily turn the system with a triuT unionO  
years ofsentce to he ekgfclc for medical plan arx] access to IRA

• tarty relives get 'hcecss"tD ictive nrdical pfan but r i u t  pay hjfl 
pirnium und they teach age ofVfcdicarc cigtxky

•  Ohce nachaig Ntdcarc age cSgtdiy. tehee pays only a portion of 
nimthh prenium based on years ufiservice

•  10-14 je a n  Reliee pays fO’/.o fp te n ia n
•  I5-I9ycais 3 Redrcep&ys 25% ofprcti»iii
•  20-24 years Renee pays 2 0 % ofprcnun
•  25-29 years -  Renee pays 15% ofptrnrnm
•  30- years *  Retiec pays I0%ofpnrnium

• The automate PRPA legbbtcd in 1986 uppbed to all 
members regardless o fb v t date.

• COLA o f  10% of base benefit is payable to benefit 
rocgrrnts who rem an domirOed n  Abska after 
retvement

• Automatic PRPA adjustments to disabled members, 
retvees 60 and over, and those who have received 
benefits for 5 yean

• COLA o f 10% ofbase benefit b payable to benefit 
recpients 65 or older or dbahday benefit recipients 
regardless of age who remain domiciled in Alaska after 
retirement

• Automatic PRPA adjustments to disabled members, retirees 
60 and over, and t’uise who have received benefits for 5 
years.

• COLA is payable tc benefit rec jprnts 65 or older or 
dBabilirvDenefil ^.cipients regardfcss ofage who remain 
domicied n  Abska after retvement The ib w ia c e  is $50 or 
10% ofthe base benefit whichever is greater.

Nfane

By: Tlie Senate Finance Committee 
Date: April I9'h, 2005
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CSSB 141 (FIN) — Retirement Security Act Defined Contribution Plan

FY 06 Normal Cost Comparisons -  TRS Tier II & PERS 
Tier II! vs. Proposed DC Plan*

FY 06 Normal Cos^ Rates
TRS II PERS III DC Plan

Medical normal cost rate JL23%_ 7.23% 1.75%
-^Defined contribution rate 12.43% 10.32%

HRA contribution rate 0.0 7cT’ 0.0% 2.00%
Gross normal cost rate 20.36% 17.55% 16.25%
Member contribution rate (8.65)% (6.81)% (8.00)%
Employer normal cost rate 12.71% 10.74% 8.25%

See A ppendix H for FY06 Norm al Cost Com parisons for All Tiers and Appendix 1 for FY07 Norm al Cost Com parisons for All T iers

By: The Senate Finance Committee 
Date: April I9"\ 2005
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Factors that drive the contribution rate discussion
• Investment Return Assumptions

Cost/Benefit Balance for the Employer 

Total Acceptable Norma! Cost 

Keeping Competitive in Northwest Region

c s s b  h i  (FIN) -  Retirement Security Act___________ Defined Contribution Plan

Sv: The Senate Finance Committee



CSSB 141 (Fii\) -  Retirement Secnrih Act

Medical Benefits for New 
Employees



cssb i4 i(HN>- Retirement Socmih Act__________ Medical Benefits for New
Employees\

What are the medical benefits?
• Access to the retiree major medical plan and the health 

reimbursement arrangement (HRA)
• “Access”to the major medical plan means a person

may not be denied coverage except for failure to pay 
the required premium

• Participation in the retiree major medical insurance plan 
is not required to participate in HRA

• Member must make irrevocable decision of coverage by 
age 70 !4 or termination of employment, whichever is 
later

By: The Senate Finance Committee 
Date: April 19th, 20015
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CSSB I41(FIN)- Retirement Security Act Medical Benefits for New
Employees

10 is eligible for retiree medical benefits?
A member is eligible for medical benefits after they 
meet the requisite age and/or service requirements:

Age 65 with 10 years of service: or
25 years of service for peace officers/firefighters;
30 years of service for all others

Coverage includes the member, member’s spouse, and 
member’s dependent children
Coverage includes the surviving spouse and children of 
the eligible member who are dependent on the surviving 
spouse

By: The Senate Finance Committee 
Date. April 19th, 2005
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CSSB 141(HN)- Retirement Securit) Act

V
Medical Benefits for New

Employees

What are the medical contributions?
Health Trust Fund 
• Employer pays 1.75% of employee compensation

Tier Committee initiative projected employer medical 
normal costs at 3.75% for TRS and 3.50% for PERS

• Eliminating employee subsidy between ages 60 and 65 
reduces these rates to 1.50% for TRS and 1.40% for PERS

Health Reimbursement Arrangement 
® Employer pays 2.00% of average employer group 
compensation into an employee’s HRA

By: The Senate Finance Committee 
Date: April 19th, 2005
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14 1 ( f  i n  > — Retirement Sccurih Aci_______________ for
Employees

Major medical plan premiums
• “Early retirees” are members and surviving spouses who 
meet the service requirements for eligibility but are not 
eligible for Medicare

> Pays one of the full monthly group premiums for coverage 
(retiree only, retiree+spouse, retiree*family, retiree+children)

Medicare eligible (currently age 65) members and 
surviving spouses pay a portion based on the member’s 
years of service ►30% for 10-14 years

>25% for 15-1S years
>20% for 20-24 years
>15% for 25-29 years
>10% for 30+ years

By: The Senate Finance Tommittee
Date: April 19th, 2005
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CSSB 141(FI\)-  Retirement Security Act Medical Benefits for New
Employees

Rationale for cost sharing only after Medicare
• 75% of the costs associated with the current 
AlaskaCare plan occur between the time a 
member retirees and the date they become 
Medicare eligible

• Alaska has an early retirement age compared 
to most states

• 25 states have a normal retirement age of 65, 
including

> Arizona, Idaho, Nevada, and Washington

By: The Senate Finance Committee



CSSB 141 (FIN) Retirement Sceurit\ Acl_______________MediCSl Benefits for New
Employees

Medical Cost Comparisons
• Every 1% of base payroll = $21.6 million

Medical Normal Cost Rates

Employer
Group

Total FY 06 
Estimated Base 

Payroll Current DB Plans
Tier Redesign 

Initiative
SB 141

PERS $1,587,594,875 8.68% 3.50% 1.40%
TRS $573,410,095 9.07% 3.75% 1.50%
PERS Medical Cost in $137,803,235 $55,565,821 $22,226,328
TRS Dollars $52,008,296 $21,502,879 $8,601,i51

Total Annual Medical $189,311,531 $77,068,699 $30,827,480

Total Payroll $2,161,004,970 Savings $112,742,832 $158,984,051

By: The Senate Finance Committee



fits for New 
Employees

Example: Medical premium costs
• FY 2004 Medicare projected claim cost: $2,667
• Employer contribution % based on length of service of the 
member

Member's 
Years of 
Service

Annual Employee 
Contribution

Annual Employer 
Contribution

10-14 30% $800 $1,867 70%
15-19 25% $667 $2,000 75%
20-24 20% $533 $2,134 80%
25-29 15% $400 $2,267 85%
30+ 10% $267 $2,400 90%

By: The Senate Finance Committee
Date: April 19 '\ 2005
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CSSB 141(FIN)“  Retirement Security Act

By: The Senate Finance Committee
Date: April 19 '\ 2005



C SSB 141(MN)- Retirement Security Act HRA Oven/idW

What is a Health Reimbursement Arrangement?
■ Reimburses employees for qualified medical expenses 

during retirement years
• Intended as a supplement for medical expenses or a 

bridge between “early” retirement and Medicare
• Employer paid group (or pooled) fund
• Funds accumulate over working lifetime of employee 

Tax-free earnings and tax-free withdrawals
■ Employer-determined flexible plan design (contributions, 

covered expenses, termination provisions)

By: The Senate Finance Committee 
Date: April 19th, 2005
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CSSB I41(MN)~ Rctiremer* Security Act HRA Overview

SB 141 HRA Plan Design
• Employer contributes 2% of the average employer group 
compensation

• Annual payment on behalf of each active emoloyee into 
group fund

• Contributions recorded to individual account balances 
(also tracked by employer)
Fund managed by Alaska Retirement Management 
Board (ARMB)
Interest credited annually to individual accounts, rate 
determined by ARMB

By: The Scnalc Finance Committee 
Hate: April 19,h, 2005
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CSSB 141(1 IN) -  Retirement SecuritvAct  HRA Oven/ieW

SB 141 HRA Plan Design
• Total Reimbursements limited to member’s individual 
account balance until exhausted
Terminated employees forfeit rights to HRA unless
• The person returns to work for an employer in the system within 5 

years
• Account balance restored as of date of termination (accrues no 

additional interest)

Employer may use forfeited funds as credits towards 
future HRA contributions

By: The Senate Finance Committee
Pate: April I9lh, 2()05
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Retirement Security Act_________________________HRA Overview

Who is eligible to draw HRA reimbursements?
• A member is eligible after they meet the requisite age 

and/or service requirements:
Age 65 with 10 years of service; or
25 years of service for peace officers/firefighters;
30 years of service for all others

• Surviving spouse of an eligible member
• Dependent children of an eligible member if both the 

member and surviving spouse have died



CSSB 141(FIN)- Retirement Security Act HRA Overview

What costs are eligible for reimbursement?
• Premiums for a major medical plan (participation in State’s 
retiree medical plan is not required)

• Qualified medical expenses under 26 U.S.C 213(d)
• An eligible member
• Member’s spouse and
• Dependent children

By: The Senate Finance Committee 
Date: April 19th, 2005
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CSSB 141 (FIN) -  Retirement Security Act HRA Overview

Projected HRA account balance
• HRA is a retention tool as it clearly favors longevity

Interest: 8.25% Projected HRA Account Balances

Flccal
Year

Years of 
Service 1% no cap 1.5% no cap

SB 141
2.0% no cap 2.5% no cap 3.5% no cap

2018 10 $6,611 $9,917 $13,223 $16,528 $23,140
2021 15 $13,535 $20,303 $27,071 $33,838 $47,374
2026 20 $24,631 $36,946 $40,261 f $61,577 $06,207
2031 25 $42,100 $63,150 $84,200 $105,250 $147,350
2036 30 $69,256 $138,513 $173,141 3242 397

Interest: 6.00% Projected HRA Account Balances
Fiscal
Year

Years of 
Service 1% no cap 1.5% no cap

SB 141
2.0% no cap 2.5% no cap 3.5% no cap

2016 10 $5,928 $8,893 $11,857 $14,821 $20,749
2021 15 $11,446 $17,169 $22,893 $28,616 $40,062
2026 20 j | $19,592 $29,387 $39,183 $43,979 $68,571
2031 25 $31,418 $47,127 $62,835 $78,544 $109,962
2036 30 $48,370 $72,555 $96,741 $120,926 $169,296

Other assumptions: FY 2006, beginning salary *35,000
Salary inflation 5.5% first 5 years; 4% thereafter 
Projected Anchorage CPI (1.8017% to 4.8859%)

By: The Senate Finance Committee
Date: April I9'h, 2005
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C SSB 141 (FIN) — Retirement Security Act HP4 Overview

Spend down scenarios
• Example: Age 65, 20 yrs service, 2% contribution

balance front 11 
table oa Slide 7

Age
Years

Retired

Beginning
Annual
Balance

Annual
Health

Premium
Annual

Deductibles

Annual
Interest

Credited
oar End 

Balance
65 0 •  .a  •ye.* $ 4,029 $ 500 $ 1,789 $ 46,522
66 1 $ 46,522 $ 4,230 $ 500 $ 1,672 $ 43,463
67 2 $ 43,463 $ 4,442 $ 500 $ 1,541 $ 40,062
68 3 $ 40,062 $ 4,664 $ 500 $ 1,396 $ 36,294
69 4 $ 36,294 $ 4,897 $ 500 $ i ,236 $ 32,132
70 5 $ 32,132 $ 5,142 $ 500 $ 1,060 $ 27,550
71 6 $ 27,550 $ 5,399 $ 500 $ 866 $ 22,517
72 7 $ 22,517 $ 5,669 $ 500 $ 654 $ 17,001
73 8 $ 17,001 $ 5,953 $ 500 $ 422 $ 10,971
74 9 $ 10,971 $ 6,250 $ 500 $ 169 $ 4,389
75 10 $ 4,389 $ 6,563 $ 500 $ MO $ (2,780)

/
* Life expectancy:

M ales=16.3 yrs

Fem ales = 17.9 yrs

/ \

By: The Senate Finance Committee
Date: April 19'h, 2005

*Source: National Vital Statistices Reports, Vol.51, No. 3, December 19,2002, p. 29. The tables used are for all 
races based on year 2000 data.

Page: 77



CSSB 141 (FIN) — Retirement Security Act

Option for Existing 
Employees to Convert to 
New DC Plan

By: The Senate Finance Committee 
Date: April I9'\ 2005
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CSSB 141 (FIN) — Retirement Security Act Conversion Option for
Existing Employees

bility for members to convert from the 
)lan to the DC plan
An employer must first choose to allow their DB plan 
employees to transfer into the DC plan.
Only unvested members of the DB plan will be eligible 
to transfer into the DC Plan

> PERS members with less than 10 years of service

> TRS members with less than 8 years of service

Participation in the defined contribution retirement plan 
is in l<eu of participation in the defined benefits plan.
There is no option to return to the DB plan if you opt 
into the DC plan.

j ^ S f j  By: The Senate Finance Committee
e -M r Date: April 19 '\ 2005
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CSSB 14. (H N )-  Retirement Security Act Conversion Option for
Existing Employees

Mechanics of Conversion
• Present value of the member contribution account 

balance held in DB trust will be transferred to a new 
account.

• A 100% matching employer contribution will be made 
on behalf of the employee to the new account; however, 
this must be new money.

• Service credit earned under the DB plan will be credited 
for purposes of vesting in medical benefits.

By: The Senate Finance Committee 
Date: April 19th, 2005 Page: 80



CSSB 141 (FIN) — Retirement Security Act Conyersign Option for 
Existing Employees

Potential Cost to Employers
Service
Years

PERS Tier 1 Tier 2 Tier 3 Total System

< 5 $ 9,910,842 18,931,859 101,423,157 130,265,858
5 to < 10 55,804,740 128,224,601 96,023,581 280,052,923
10 to < 15 79,577,922 216,672,102 99,905 296,349,928
15 to <20 166,029,809 119.618,440 0 285,648,249
20 to < 25 246,455,352 1,033,437 0 247,488,789
25 and > 141,721,266 123,906 0 141,845,172
Totals $ 699,499,932 484,604,344 197,546,643 1,381,650,918

TRS Tier 1 Tier 2

< 8 $ 9,622,483 92,841,386 102,463,869
8 to < 10 11,597,202 41,796,620 53,393,822
10 to < 15 35,530,bb0 106,276,667 141,807,626
15 to <20 138,923,592 6,547,816 143,471.408
20 and > 221,422,095 0 221,422,095
Totals $ 415,096,333 247,462,488 662,558,821

Grand Total By Tier $ 1,114,596,264 732,066,832 197,546,643 2,044,209,739

0
Limit Conversion Option to: 290,288,124

By: The Senate Finance Committee
Date: April I9 '\  2005



Example of retirement lifetime benefits under DB plan

CSSB 141 (FIN) - Retirjmeit Security Act_______________ Conversion Option for
Existing Employees

• PERS “Other” member, Tier III
• Beginning salary $35,000
• Member Contribution iate = 6.75%
• Semi-annual interest = 4.25%

• Works 30 years
• Normal Retirement at age 60
• Male Life Expectancy = 19.9 years

30 Years of Member Contributions and Interest

Benefit Formula = (2% x 1J yrs) + (2.25% x 10 yrs) + (2.5% x 10 yrs)
Annual Benefit $

Total Employer Benefits Payments

$ 2 09 ,2 6 9

s 68,750
67.5%

$ 46,406.25
$ 923,484
$ 315,949
$ 1 ,5 63 ,8 5 9

13.38%

86.62%

By: The Senate Finance Committee 
Date: April I9'h, 2005

Corrected April 8, 2005
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CSSB 141 (FIN) — Retirement Security Act

X

The Senate Finance Committee



| c S S B  I 4 K F I N ) -  Retirement Securih Act Containina Liability in Our
t --------------------------------------------------------------------------------------------------------------------------------------------------------------------- Current System

Refunded Accounts By Syster.t

By: The Senate Finance Committee 
Date: April 19th, 2005
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Current SystemAge Distribution of PERS & TRS Refunded Accounts

141(Fi!\) — Retirement Security Act Containing Liability in Our

Age

Refunded Accounts Represent a Looming Liability for the System

By: The Senate Finance Committee 
Date: April 19th, 2005
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CSSB 14J(FfN)- Retirement Secuiitv Act Containing Liability in Our
Current System

CSSB 141 (FIN) Solution
• AS 14.25.062 and AS 39.35.350

• Repeals the provision for letting people repcy there 
indebtedness to the state -  effective June 30, 2010

• This provides for a 5 year window for members to 
reinstate their accounts and begin paying the 
indebtedness

By: The Senate Finance Committee 
Date: April 19th, 2005
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CSSB 141 (FIN) — Retirement Security Act Containing Liability in Our
Current System

Post Pension Retirement 
Adjustments (PRPA)

By: The Senate Finance Committee 
Date: April 19th, 2005
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|cSSB 141(F'\)- Retirement Security Act ContaininG Liability in Our
Current System

Current Retirement Pension Adjustments
*

1. COLA -  The greater of 10% or $50 increase in base benefit amount 
paid to retirees 65 years of age or older living in Alaska

2. Post Pension Retirement Adjustment (PRPA) AS14.25.143 & 
AS39.45.475

> Automatic -  annual increase given to eligible retirees based 
a percentage of the year to year change in Anchorage CPI - 
50% pre-65, 75% post-65

> Discretionary (“Ad Hoc”) - All Tier 1 retirees are eligible.
Awarded "when the administrator determines that the cost 
of living has increased and that the financial condition of the 
retirement fund permits’’

Established in 1966 -  repealed on 7/1/86 PERS and 7/1/90 
TRS -  but still applicable to Tier 1 members

By: The Senate Finance Committee 
Date- April 19,h. 2005
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C SSB 141 (KIN) — Retirement Security Act Containing Liability in Our
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PRPA ELIGIBILITY AND CALCULATION
B O B  A I________i 1 B l l f l l h l lM u  " --------»— — -----PRPA ls»u«d | EHgtDUJty Requirements Calculation

Ad Hoc July 1st of every year. 
Members must meet eligibility 
requirements as of July 1st.

Must be a Tier I PERS or TRS 
member. (Appx 24,500)
Must be a change in the 
Consumer Price Index (CPI) 
from date of retirement to date 
of PRPA issuance.

3 Step calculation:
1) Determine the % difference in the current CPI% 
less the CPI% at retirement. Multiply the base 
benefit by this percentage.
2) Determine the 4% compounded rate for each 
month the member has been on retirement. 
Multiply the base benefit times this percentage. 
Subtract any prior PRPAs received.
3) The Ad Hoc amount granted is the lesser of the 
results of steps 1 and 2.

Automatic July 1st of every year. 
Members must meet eligibility 
requirements as of July 1st.

1) Must be age 60, or
2) have been receiving 
retirement benefits for 5 yrs 
(PERS), 8 yrs (TRS), or
3) be receiving disability 
benefits.

If member meets minimum age or service 
eligibility, receives 50% of the % change in CPI 
applied to the base benefit plus any prior PRPAs 
granted. Disability recipients and members who 
are age 65 receive 75% of the % of change in 
CPI.

AdHoc PRPA’s Have a Huge Effect on Future Liabilities

By: The Senate Finance Committee
Date: April I9'h, 2005
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Ad hoc and Automatic PRPA Example
Tier I Retiree 
Retired 1/1/97 
Age 50

Ad Hoc
Base PRPA Auto PRPA PRPA Type 

Age Benefit Amt Amount Paid
Change in 

CPI

Ad Hoc
PRPA % 
Granted*

Auto 
PRPA % 
Granted PRPA Date

3.163% 3.000% 1.581% 7/1/1997 50 $ 2,248.86 NE NE Ad hoc
1.045% 4.000% 0.522% 7/1/1998 51 $ 2,248.86 $ 15.60 NE Ad hoc
1 103% 4.000% 0.551% 7/1/1999 52 $ 2,248 86 $ 25.00 NE Ad hoc
0.954% 4.000% 0.477% 7/1/2000 53 $ 2,248.86 $ 21.86 NE Ad hoc
2.837% 4.000% 1.418% 7/1/2001 54 $ 2,248.86 $ 65.58 NE Ad hoc
3.022% 3.000% 1.511% 7/1/2002 55 $ 2,248.86 $ 7182 S 37.00 Ad hoc
1 849% None 0.924% 7/1/2003 56 $ 2,248 86 $ S 22.63 Auto
3.193% None 1.596% 7/1/2004 57 $ 2,248.86 $ $ 39.08 Auto

Total PR PA Granted: $261.57

Tier II Retiree 
Retired 1/1/97 
Age 55

Age B ase Benefit
Auto 

PRPA Amt
PRPA % 
Granted

55 $ 2,248.86 NE NE
56 $ 2,248.86 NE NE
57 $ 2.248.86 NE NE
58 $ 2,248.86 NE NE
59 $ 2,248.86 NE NE
60 $ 2,248 86 $ 37.00 1.645%
61 $ 2,248.86 $ 22.63 1.006%
62 $ 2,248.86 $ 39.08 1.738%

Total PRPA Granted $ 98.71 $98.71

'Note: The 4% is the maximum any member can receive. No ad hoc PRPA granted can cause the total accrued PRPAs to exceed the total change in 
CPI from the member's retirement date to the date the PRPA was granted

NE = Non Eligiable

By: The Senate Finance Committee 
Date: April 19th, 2005
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Current System

PRPA Awarding History

PRPA
Date

Monthly Benefit Increase 

PERS TRS Total
Total 12 Month 
Cash Increase

Resulting 
Actuarial Loss

1995 Paid in '97 Paid in '97 NA
1996 Paid in '97 Paid in '97 NA
1997 $ 2,289,639 $ 2,877,374 $ 5,167,013
1998 $ 171,502 $ 149,500 $ 321,002 $ 3,852,024 $ 57,158,000
1999 $ 163,715 $ 147,366 $ 311,081 $ 3,732,972 $ 11,765,000
2000 $ 158,034 $ 133,226 $ 291,260 $ 3,495,120 $ 17,905,000
2001 $ 508,787 $ 445,192 $ 953,979 $ 11,447,748 $ 17,123,000
2002 $ 585,443 $ 502,968 $ 1,088,411 $ 13,060,932 $ 39,561,000

AdHoc PRPA’s Have a Huge Effect on Future Liabilities

By: The Senate Finance Committee 
Date: April 19*h, 2005
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CSSB 141 (FIN) Solution

• Define what is meant in statues by “the 
financial condition of the retirement fund” 
permitting (a s  14.25.143 and a s  39.35.475)

•SB 141 defines the healthy financial condition 
ofthe fund to be a minimum funding ratio of
1 1 0 %

j By: The Senate Finance Committee
' Date: April 19th, 2005
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Date: April 19*. 2005
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Funding Ratios
(Actuarial Asset Value/Total Accrued Benefits)

Year

TRS
Funding
Ratio

PERS
Funding
Ratio Year

TRS
Funding
Ratio

PERS
Funding
Ratio

1975 61.0% 61.0% '90 87.7% 97.2%
'76 55.0% 64.0% '91 85.7% 8 8 . 1%
7 7 63.0% 6 6 .0 % '92 89.7% 91.2%
'78 67.0% 69.0% '93 93.1% 95.4%
7 9 72.0% 6 8 .0 % '94 89.6% 94.8%
'80 67.0% 71.0% '95 90.9% 96.5%
'81 79.0% 82.0% '96 97.2% 105.8%
'82 77.0% 79.0% '97 94.0% 106.3%
'83 80.0% 85.0% '98 97.7% 105.9%
'84 84.0% 8 8 .0 % •99 102.5% 105.5%
'85 82.0% 94.0% 2 0 0 0 99.6% 1 0 1 . 1%
'86 93.0% 1 0 2 .0 % '01 95.0?/o 100.9%
'87 1 0 1 .0% 1 0 0 .0 % '02 6 8 .2% 75.2%
'88 98.8% 93.0% '03 64.3% 72.8%
'89 95.0% 91.6% •04 62.5% 71.1%

•ty: The Senate Finance Committee 
Date: April I 9 '\  2005
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Summary of Accrued Assets and Liabilities - PfcRS

Funding Ratio
Accrued Valuation Surplus Market Value Surplus Actuarial Market
Liability Assets Actuarial Asstes Market Value o f Value o f

Valuation Date (000's) (00^'s) (000's) (000's) (000's) Assets Assets
June 30, 2004 11,443,916 8,030,414 (3,413,502) 8,177,306 (3,266,610) 70.2% 71.5%
June 30, 2003 10,561,653 7,687,281 (2,874,372) 7,391,455 (3,170,198) 72.8% 70.0%
June 30, 2002 9,859,591 7,412,833 (2,446,758) 7,412,833 (2,446,758) 75.2% 75.2%
June 30, 2001 7.868,574 7,941,756 73,182 8,088,382 219,808 100.9% 102.8%
June 30, 2000 7,376,912 7,454,758 77,846 8,756,580 1,379.668 101.1% 118.7%
June 30, 1999 6,648,673 7,016,340 367,667 8,105,358 1,456,685 105.5% 121.9%
June 30, 1998 6,203,991 6,571,562 367,571 7,438,398 1,234,407 105.9% 119.9%
June 30, 1997 5,534,116 5,885,488 351,372 6,566,155 1,032,039 106.3% 118.6%
June 30, 1996 4,979,958 5,271,253 291,295 5,567,721 587,763 105.8% 111.8%
June 30, 1995 4,971,172 4,794,754 (176,418) 4,876,808 (94,364) 96.5% 98.1%
June 30, 1994 4,620,182 4,379,305 (240,877) 4,177,013 (443,169) 94.8% 90.4%

Summary of Accrued Assets and Liabilities - TRS
Funding Ratio

Accrued Valuation Surplus Market Value Surplus Actuarial Market
liability Assets Actuarial Asstes Market Value o f Value o f

Valuation Date (000's) (000’s) (000's) (000's) (000's) Assets Assets

June 30, 2004 6,123,600 3,845,370 (2.278.230) 3,911,515 (2,212,085) 62.8% 63.9%
June 30, 2003 5,835,609 3,752,285 (2,083,324) 3,602,619 (2,232,990) 64.3% 61.7%
June 30, 2002 5.411,642 3,689,036 (1,722,606) 3,689,036 (1,722,606) 68.2% 68.2%
June 30, 2001 4,603,147 4,372,229 (230,918) 4,086,848 (516,299) 95.0% 88.8%
June 30, 2000 4,198,868 4,184,015 (14,853) 4,484,902 286,034 99.6% 106.8%
June 30,1999 3,720,954 3,815,6-0 94,679 4,204.019 483,065 102.5% 113.0%
June 30,1998 3,528,757 3.446,070 (82,687) 3,915,235 386,478 97.7% 111.0%
June 30,1997 3,320,069 3,120,044 (200.025) 3,492,071 172,002 94.0% 105.2%
June 30,1996 2,940,437 2,858,756 (81,681) 3,030,644 90,207 97.2% 103.1%
June 30,1995 2,913,467 2,647,392 (266,075) 2,688,451 (225,016) 90.9% 92.3%
June 30, 1994 2,761,409 2.472,957 (288,452) 2,351,719 (409,690) 89.6% 85.2%

Dy: The Senate Finance Committee 
Dale: April I 9 '\  2005
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State o f Alaska PERS & TRS Combined

M e r c e r  F i n a n c i a l  P r o j e c t i o n s  1 9 9 4  - 2 0 0 4

(OOO's)

Growth RatecAsset Projections
Year of Valuation Projection 

Year to 200
1994lo 

Valuation Yr
7,403.413 7,962,757 8.540,481 9.126.369
7,442,146 7.991,239 8,552,339 9,121,335

" 8.130.060 8,746,883 9,390,40h
9.005.532 I 9.553,907

Year of lvvs 
Projection 1999

2000

2001
2002

2003
2004

Liabilities W ere P ro jected  
to Grow 6 12%

Liability Projections Growth Rates
Projection 

Year to 200
1994 to 

Valuation Yr
Year of Valuation

Year of 
Projection

Liabilities Have 
A ctually G row n 9.06%

Annual Valutions

By: The Senate Finance Committee 
Date: Apnl 19th. 2005



Tv
PERS Analysis of Valuation

Cumulative Change in Average Employer Contribution Rate
1998 through 2004

PERS Employer Rate increased cumulatively by 20.83% over 6 years - from 7.36% in 1998 to 28.19% in 2004
What factors contributed to that increase?

< s s l l  H I 1 1-IN) - Retirement Security Aci______________________________ Appendix D

% of Cumulative 1998 to 2004 Rate Increase Attributed to Each Factor PERS
Weighted Absolute Payroll

Type of Gain or Loss Impact Years Absolute Change Impact
Change 1998-2004 (000's)

Assumption Changes ’98, 2000, ’02, '04 (34.79%) 12.18% $ (82,643)
Investment Experience Ail (10.88%) 3.81% $ (25,851)
Health Experience 2002 (10.51%) 3.68% $ (24,969)
Demographic Experience All (9.83%) 3.44% $ (23,341)
Asset Valuation Method 2000, 2002 (4.11%) 1.44% S (9.771)
Contri Shortfall Due to 2 Year Calculated Rate 2003, 2004 (5.68%) 1.99% $ (13,502)
102% Funding Ratio Adjustments 1998, 2001,2003 (1.89%) 0.66% $ (4,478)
Ad hoc PRPA 1998 thru 2002 (1.46%) 0.51% $ (3,460)
System Benefit Changes 2001,2002 (0.60%) 0.21% $ (1,425)
Salary Experience All but 2000 5.80% 2.03% $ 13,774
Past Service Amortization Change 2002 14.45% 5.06% $ 34,333

100.00% 35.01% $ 237,548

By: The Senate Finance Commitlce
Date: April I9lh, 2005
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