


© 0 N o o B W N e

— R =
wWw DR o

= —
> ~ B b=

20
21
2?
2j
24
25
26
27
28
29
30
31

25-LS0252vM™M

principles of the Governmental Accoun.ing Standards Board. This percentage is
uniformly determined for all employers and is applicable to each employer.

* Q4. AS 14.25.125(c) is amended to read:
(c) Membership service for which contributions were refunded is not

creditable under this section [UNLESS THE REFUNDED CONTRIBUTIONS IIAVE
BEEN REP MD. FOR PURPOSES OF THIS SECTION, A MEMBER OR FORMER
MEMBER DOES NOT HAVE TO BE REEMPLOYED UNDER THIS PLAN IN
ORDER TO REP.*Y REFUNDED CONTRIBUTIONS. COMPOUND INTEREST
AT THE RATE PRESCRIBED BY REGULATION MUST BE ADDED TO THE
REINSTATEMENT INDEBTEDNESS FROM THE DATE OF THE REFUND TO

THE DATE OF REPAYMENT].

* Q5 AS 14.25.310 is amended to read:
Sec. 14.25.310. Applicability of AS 14.25.310 - 14.25.590. The provisions of

AS 14.25.310 - 14.25.590 apply only to teachers who first become members on or

litr 1y 1 205 1 nanfies wo ae enload by enfloas tret b ra
patiagee in tre reiramat et den edadided ud AS14.25.000 -
14.25.220. Ofama nenfms e tret Emisddired udh AS14.25.220, or to

members who transfer into the defined contribution plan under AS 14.25.540.

* Sec. 6. AS 14.25.320(c) is amended to read:

(c) The defined contribution retirement plan is intended to qualify under 26
U.S.C. 101(a)* [AND] 414(d), ad.<!tﬂ<) (Internal Revenue Code) as a qualified
retirement plan established and maintained by the state for its employees and for the
employees of school districts and regional educational attendance areas in the state.

* See. 7. AS 14.25.350 is amended by adding a new subsection to read:

(e) Anemployer shall make annual contributions to a tmst accoi nt in the plan,
applied as a percentage of each member's compensation from July 1to the following
June 30, in an amount detemiincd by the board to be actuarially required to fully fund
the cost of providing occupational disutility and occupational death benefits under
AS 14.25.310-14.25.590.

* Sec. 8. AS 14.25.380 is amended to read:

S 14.25.380. LiNMAiaBon ctbtiocsadladits Notwithstanding

-3- 1B 179

New Text Underlined IDELETED TEXT BRACKETED]

I11IB0179a



fﬁ&‘:NBBSNB'?b'lENNNB@EQtﬁbﬁhﬁtﬁlﬁlﬁbomﬁmmhwwp

25-LS0252VM

aydhe poosd thsda) teand attios oesdh nanti's irdid d
amurt udy s denad udy dl diired aotribution dars o te enlog
reireciioleagepirdvith trecr o sfromtisgenudr tepoisas o
HBUSC 45nayrd e foraylinitationyes;, teanaurt paniteduc 6
USC 4154 & ay tine If te anaut o a nanti's ircdvd dl acoaurt
[CEANED GONTRBUTION AAN aoriuios ecask te liniiion 0 5
USC 4150 for ay linitztion Ve, te achindretor 9dl e ay reesay
renadd adion o et ane@s arilion Afed badt poudsd uth
ths dannay rd ecd far a duirgalimiiation yes, e anaurt pamitisd
uth BUSC 415D If abedbaet poiceduth thisdaneasss foar
dlrirg a linkzian yea, tre anaurt pamittied udlr 6 USC 419)), tre
achingraa 44l tde ranedd adion recsay toaonly vith trelimis an
tre bardit anaurt in 6 USC 4150, Trepoudasd 6 USC 415 adte
regleios adjed udlr et delie & gyded 1 qdified [CEHANED
CONIRBUICON gasd gpamartd enfioassae irojodeds@t d e
tansadadiosdtedn
* Qe 9 A5 UAATD) isanardiliosd
O Apatiaaat nay dret inesnart o den fudsldd inanirdvicld
amurianogadiddeinesnart futsinaonchewhiessedddd ey tre
lead
* e 0 ASUAERD saardoiorsd
O Trecnsiod dsility editsacnelgmigteirt dydte
nath fdlonrng Eanirdion o enfignart esa res ke d tre dddlity ad ae
mdletreledt dydtenaith Ifa fird dianireiongatirgteladit isra
nack intine oy te edt Wen de adcade @nat dd kenack o
@A trepaiald ddanat Teld @nat dd kefa tefit nothinwiadh
tredssdednante
() des )
(9 remas fariredselity, _
_  flsoneteryeatsudr 0 . o () [H] dts
S0 o

MB 179 -4- IIBO179a



25-Ls02< 2\M

@ rexdesrona direnartag
* e 11 AS UA/BERQ isanardidiiosd
@O Trenoiiyanaurt dfanam jicd dsdality ereit s et d
tredstded nantir's ges nor ity o stiona tretine dfianireiond eto
dszality, Nowtrelardirg A A5 30D, & tretineanante isggoortedio
dsaality; te et leones fully vesedintreendoa aatrilatias nacke
uth ASUALFH]Y. Adssied nentie isfuly\esedintre arrlutio s o
tre nanfoe’s inrovid | acoourt nack urdhr this ssadion A nantoer isrds
atitled to dat ddriltias fram te nanfe’s inovid A acourt udhr
ASUA0wnle tre nantoer isresavirg d<dality bereits uchr this ssdion
Wileanents isrecvirgdssality kerdits esdontredssdded nanti’'sgas
naotyaonperstiond tetinedtanireiond etodsdility, treendoa g
nadeahiosiote
(@ nante’'sirdvd d acout udy ASUAIDnkEHf dftre
nante; wira.t ced dionfiortrenantss’'sdssolity@anarts ad
@ apqoide amrsadiud o kddf o tre nanfer udy
S UREH)
* S 2 AS YUY isanarcioiiorsd
(0] Adsded nantwe's an o d dsdality ereit anretes tre let
civd trenarthinwidh [WHEN tredstded nantier first Qudifies [ATTANS
BLIGBUTY] for ronal eieat A tretting tenantie’'s dienart ket
ddl ecHaniredurdh tepoutasof A5 UBA0- UM U2AQ ad
USR] Anantier wicse aoa jetiard dsality beredit tamiretes udhr s
S bsadion [FECEMNG OSABLTY BEENEHTS UPUNITIL BIGBLUTY KR
RENREVENT] gl kearsdhadivhaemdirddredly fromireden
* 3 13 A5 UA/E) isanarcidtiosd
0) Lo tre deth o a dstded nentir wo isreevirg o iseriied 0
res\e anasjeiad dsshlity bareit, e achindrao 4dl @y tesnrg
gL a3y SIS [E0) ad 0 ot o te nantie’'s naotiy
amsiond tetanirdiond enlonart kea sed an jziod dsality, If
treeisroaniirggns: teathindia dd @ytesnia'spraminan d

11110179a -5- 111) 179



l—‘l—‘l—‘B =
o~ W Ijocooo\lc)mbwm

18
19
20
21
22
23
24
25
26
27
28
29
30
31

1B 179

25-LS0252\M

parts to the dependent children of the member. V\h'letfenmhysmi\ds
prEanisharepad tesniva isrd atitied todett danbutios frante
enoassirdvicld aotniationacmurt utkr ASAZAI0 The first payment

of the surviving spouse's pension or of a dependent child's pension shall accrue from

the first day of the month following the member's death and is payable the last day of

the month. The last payment shall be made ﬂ’ElEHCB/Cf[FOR] the last month in

which there is an eligible surviving spouse or CHCH’CBTchiId, atela cvdtre
noth in wWidh cite tre nanfor wald hae firdt qdified far ranal
irenat if te nentie Fed anvad Widea dv @es soe: A
rdirenat et 3l he cianired utdh tre pousas d AS U240 -
U224 U240 ard]AZéH)tmlm[ ON] the date the nentoe vwald
Fae firl q.dified farnormal retirement [OF THE MEMBER WOULD HAVE

OCCURRED] if the member had SuNMED IN actiion to tre pynat o te
nante’s iIndid | aourt, e nimg e q; if tree iIsroanirg
Jug tre uwirg gt dilden d tre nentoe, 94l eENe an
actitiad ket in an anaurt e d o e acaumilaed cotnlatiaos tret
wd hae e nack 1o tre desesad nantoa’s irovid |l acoourt uclr
ASUAR3 ad UAE3H]p), Esdontredesssd nantoe’'sgasnortily
anpastion & te tne d coyziod dsddlity, fram te tne d te
nantoa’s cth to the cie e nantoe wald hae first g dified far romal
rdienat if te nantoe Fed annad Eanirgs gl ke dlotad o tre
adbiicd et Galaed uth s slsadion s ontre adid e d
rdum re o eqass d tre e aourt edadided uth A UL
awout 44l ke @ad in te sne nare & cianred far tre nanta’s
indvdd aout udy ASUD - UEA) Fo te pupse o
cbemirirg dighility o a Snivar Wo is resing a bereit it ts
S bdionfor nedd ardits uth ASUA40- UBA) ajLivep, THE

RETIREMENT BENEFIT SHALL BE DETERMINED UNDER THE PROVISIONS

OF AS 14.25.420 - 14.25.440, 14.25.470, AND 14.25.480. A] member who died

while receiving disability benefits shall be considered lo have retired directly from the

.6- 11110179a
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urban wage earners and clerical workers for Anchorage, Alaska, during the previous
calendar year, as determined by the United States Department of Labor, Bureau of
Labor Statistics.

(d) Benefit adjustments under this section shall term, ute the last day of the

month following the date on which a disabled member is no longer receiving a

disability benefit under AS 14.25.485.

+ QI B AS 14.25.487(b) is amended to read:
(b) The first payment of the surviving spouse's pension or of a dependent

child's pension shall be made for the month following the month in which the member

dies. FEmiS[, AND PAYMENT] shall cease ANtreledt v o tre narthin
widhteeisrolotr andigdesnsea digdedgaatat dild atreledt
dvdtrenathfdlosgtreeadiet dte[To B MADE BEGINNING WITH
THE MONTH IN WHICH] the member would have first qualified for normal

retirement IfﬂEnﬂThHm&Mﬂj widea dvisalia.

* Sec. 17. AS 14.25.487(c) is amended to read:
(c) The monthly survivor's pension in (b) of this section for survivors of

members is 40 percent of the member's monthly compensation in the month in which

the member dies. VAiletrenariivaua’'spreoniskarg ad tesnia
isrd atitied to dedt ddributios frante nenoa’s inrdvdld aotribution
acut udy AU ecqd & raguired by ASADM white the
monthly survivor's pension is being paid, the employer shall make contributions on
behalf of the member's SUMMIT g ad naa’s Sniirg gt
Chldﬂ'][BENEFICIARIES BASED ON THE DECEASED MEMBER'S GROSS
MONTHLY COMPENSATION AT THE TIME OF OCCUPATIONAL DEATH

(1) TO THE MEMBER'S INDIVIDUAL ACCOUNT UNDER
AS 14 25.340, WITHOUT DEDUCTION FROM THE SURVIVOR'S PENSION;
AND

(2)] to the appropriate accounts and funds [ON BEHALF OF THE
MEMBER] under AS 14.25.350(b) - (e).

*sec. 1BAS 14.25.487(e) is amended to read:
(c) On the date the member would have first qualified for normal retirement

HB 179 -8- HB0179a
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pension equal to the lesser of 50 percent of the increase in the cost of living in the
preceding calendar year or six percent.

(c) If a survivor was not receivi .ga pension during the entire preceding
calendar year, the increase in the survivor's pension under this section shall be
adjusted by multiplying it by a fraction, the numerator of which is the numbei of

months for which the pension was received in the preceding calendar year and the

denominator of which is 12.

(d) The administrator shall increase the initial survivor's pension paid to a
survivor of a member who died while receiving disability benefits by a percentage
equal to the total cumulative percentage that has been applied to the member's
disability benefit under AS 14.25.486.

(e)An increase in benefit payments under this section is effective July 1 of
each year and is based on the percentage increase in the Consumer Price Index for
urban wage earners _nd clerical workers for Anchorage, Alaska, during the previous
calendar year, as determined by the United States Department of Labor, Bureau of
Labor Statistics.

(0 Pension adjustments under this section shall terminate the last day of the
month following the date on which a survivor is no longer receiving a survivor's
pension under AS 14.25.485(i) or 14.25.487(c).

S U540 Reins far diree nga nedd insuate oaae
WMGMIWMGWSWTM premium for
retiree major medical insurance coverage payable by a member whose disability
benefit is terminated under AS 14.25.485(g) or by an eligible survivor whose survivor
pension is terminated under AS 14.25.485(i) or 14.25.487(c) when the member would
have been eligible for normal retirement if the member had survived shall be

determined under AS 14.25.480(g)(2) as if the member or survivor were eligible for

Medicare.

* Sec. Z)AS 14.25.510 isamended to read:

S UA5I0 g aate d durs rdes a et anaus e
plan created by AS 14.25.310 - 14.25.590 is, V\Hi’]rCS'EHDII’d\Jd.HaIIlI'IS

IIHJEHE& defined contribution rmad[H.A\l]not B defined benefit plan. The

-10- HB0179a
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amount of money in the individual account of a participant depends on the amount of
contributions and the rate of return from investments of the account that varies over
time. If benefits are paid in the form of an annuity, the benefit amount payable is
dependent on the amount of money in the account and the interest rates applied and
service fees charged by the annuity payor at the time the annuity is purchased from
the carrier and benefits are first paid. Nothing in this plan guarantees a participant

(D arate of return or interest rate other than that actually earned by the
account of the participant, less applicable administrative expenses; or

(2) an annuity based on interest rates or service charges other than
interest rates available from and service charges by the annuity payor in effect at the
time the annuity is paid.

*See. 21. AS 14.25.540(c) is amended to read:

(c) Each eligible member who elects to participate in the defined contribution
retirement plan shall have transferred to a new individual account the member
contribution account balance held in trust for the member under the defined benefit
retirement plan of the teachers' retirement system. A matching employer contribution
shall be made on behalf of that employee to the new account. The employer shall
make the matching contribution from funds other than the trust funds of the defined
benefit retirement plan. The amount of the matcliinu employer contribution shall
he subject to. and may not exceed, the limitation of 26 U.S.C. 415(c) during the
applicable limitation year in which the contribution is made.

*See. 22. AS 14.25.540(d) is amended to read:

(d) Upon a trans ’'t, all membership service previously earned under the
defined benefit retirement plan shall be nullified for purposes of entitlement to a future
benefit under the defined benefit retirement plan but shall be credited for purposes of
determining vesting in employer contributions under AS 14.25.390(b) and
eligibility to elect medical benefits under AS 14.25.470. Membership service allowed
for credit tr vard medical benefits does not include any service credit purchased under
AS 14.25.075 for employment by an employer who is not a participating employer in
this chapter.

* See. 23. AS 14.25.540(h) is amended to read:

[ 179
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(h) A member who is eligible to elect transfer to the defined contribution
plan must make the election not later than 12 months after the first dav of the
month following the administrator's receipt of notification that the member's
employer consents to transfers of its members under (i) of this section. The
election to participate in the defined contribution retirement plan must b3 made in
writing on forms and in the manner prescribed by the administrator. Before accepting
an election to participate in the defined contribution retirement plan, the administrator
must provide the employee planning on making an election lo participate in the
defined contribution retirement plan with information, including calculations to
illustrate the effect of moving the employee's retirement plan from the defined benefit
retirement plan to the defined contribution retirement plan as well as other information
to clearly inform the employee of the potential consequences of the employee's
election. An election made under this subsection to participate in the defined
contribution retirement plan is irrevocable. Upon making the election, the participant
shall be enrolled as a member of the defined contribution retirement plan, the
member's participation in the plan shall be governed by the provisions of
AS 14.25.310 - 14.25.590, and the member's participation in the defined benefit
retirement plan under AS 14.25.009 - 14.25.220 shall terminate. The participant's
enrollment in the defined contribution retirement plan shall be effective the first day of
the month after the administrator receives the completed enrollment forms. An
election made by an eligible member who is married is not effective unless the
election is signed hy the individual's spouse.

Sec. 24. AS 14.25.590(7) is amended to read:
(7) "compensation™

(A) means
(i) the total remuneration earned by an employee for
personal services rendered, including cost-of-living differentials, as
reported on the employee's Federal Income Tax Withholding Statement
(Form W-2) from the employer for the calendar year;

(i) the member contribution to the teachers’ retirement

system under AS 14.25.340;

11BO179a
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(B) does not include retirement benefits, severance pay or other
separation bonuses, welfare benefits, per diem, expense allowances, workers'
compensation payments, payments for leave not used whether those leave
payments are scheduled payments, lump-sum payments, donations, or eash-ins,
any remuneration contributed by the employer for or on account of the
emnloyee under this plan or under any other qualified or nonqualified
employee benefit plan, or any remuneration not specifically included above
that would have been excluded under 26 U.S.C. 3121(a) (Internal Revenue
Code) if the employer had remained in the Federal Social Security System [,
OR ANY REMUNERATION PAID BY THE EMALOYHRIN ExcESss oF
THE SOCIAL SECURITY TAXABLE WAGE BASE FOR THE
CALENDAR YEAR];

(C) notwithstanding (B) of this paragraph, includes any amount
that is contributed by the employer under a salary reduction agreement and that
is not includible in the gross income of the employee under 26 U.S.C. 125,
132(H(4), 402(e)(3), 402(h)(1)(B), or 403(b) (Internal Revenue Code); the
annual compensation limitation for the member, which is so taken into account
for those purposes, may not ex' :d $200,000, as adjusted for the cost of living
in accordance with 26 U.S.C. 401(a)(17)(B) (Internal Revenue Code), with the
limitation for a fiscal year being the limitation in effect for the calendar year
within which the fiscal year begins;

*Sec. 25. AS il. 10 is amended by adding new sections to read
Article 4A. Teachers' and Public Employees’ Retirement System Past Service Cost
Liability Accounts.

Sec. 37.10.200. Teachers' retirement system past service cost liability
account, (a) There is established in the Department of Revenue the teachers’
retirement system past sendee cost liability account, consisting of appropriations lo
the account. lhe commissioner of revenue shall develop and adopt regulations
necessary to accomplish the requirements of this section and shall manage ihe account

according to the requirements of AS 37.10.071.

(b) At the end of each fiscal year, afterall distributions under (c) of this

HB 179
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section arc completed, money appropriated for use in that fiscal year reverts to the
general fund and all income earned on the money shall be paid lo the general fund.

(c) During each fiscal year, the commissioner of revenue shall distribute from
the account established in (a) of this section, to each employer other than the state that
is a member of the Teachers' Retirement System of Alaska, a payment that the
employer shall pay to the state for that fiscal year toward eliminating the employer’s
past service cost liability to the Teachers' Retirement System of Alaska.

(d) A payment to an employer under (c) of this section must be based on 80
percent of the payroll on which employer contributions to the Teachers' Retirement
System of Alaska were required and that the employer reported to the Department of
Administration for the fiscal year preceding by three fiscal years the fiscal year for
which a distribution is made under this section, and the past service cost rate of the
system for the fiscal year preceding by three fiscal years the fiscal year for which a
distribution is made under this section.

(e) For any fiscal year that the money available for distribution from the
account is insufficient to pay every eligible employer the amount due under this
section, the amount distributed in that fiscal year to every eligible employer shall be
decreased pro rata.

(0  An employer who receives an overpayment in excess of a distribution
authorized by this section or in excess of the employer's past service cost liability shall
immediately return the overpayment to the commissioner of revenue, who shall cause
it to be returned to the account.

Sec. 37,10.202. Public employees' retirement system past service cost
liability account, (&) There is established in the Department of Revenue the public
employees' retirement system past service cost liability account, consisting of
appropriations to the account. The commissioner of revenue shall develop and adopt
regulations necessary to accomplish the requirements of this section and shall manage
the account according to the requirements of AS 37.10.071.

(h) At the end of each fiscal year, after all distributions under (c) and (d) of
this section are completed, money appropriated for use in that fiscal year reverts to the

general fund and all income earned on the money shall be paid to the general fund.

HHOI79u
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(c) During each fiscal year, the commissioner of revenue shall distribute from
the account established in (&) of this section, to each municipal employer or school
district employer member of the Public Employees' Retirement System of Alaska, a
payment that the employer shall pay to the state for that fiscal year toward eliminating
the employer’'s past service cost liability to the Public Employees’ Retirement System
of Alaska.

(d) A payment to an employer under (c) of this section must be based on the
payroll on which employer contributions to the Public Employees’ Retirement System
of Alaska were required and that the employer reported to the Department of
Administration for the fiscal year preceding by three fiscal years the fiscal year for
which a distribution is made under (c) of this section and 80 percent of the employer's
past service cost rate during the fiscal year that precedes the distribution fiscal year
under (c) of this section by three fiscal years.

(c) In addition to the distribution under (c) of this section, an employer that
paid to the Public Employees’ Retirement System of Alaska in excess of the amount
the employer was required to pay for the fiscal year preceding by three fiscal years the
fiscal year that a distribution is made under this section shall receive, in unrestricted
funds, an incentive distribution from the account in an amount equal to 50 percent of
the excess.

(0 For any fiscal year that the money available for distribution from the
account is insufficient to pay every eligible employer the amount due under this
section, the amount distributed in that fiscal year to every eligible employer shall be
decreased pro rata.

((¢)) An employer who receives an overpayment in excess of a distribution or
incentive distribution authorized by this section shall immediately return the
overpayment to the commissioner of revenue, who shail cause it to be returned to the
account.

Sec. 37.10.204. Definition. In AS 37.10.200 - AS 37.10.204, "past service cost
rate” means the annual payment required to eliminate an employer's unfunded liability
over the amortization period, divided by the payroll for which employer contributions

are required and that is reported by the employer to the Department of Administration
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for the fiscal year preceding by three fiscal years the fiscal year that a distribution is
made under AS 37.10.200 or 37.10.202.
* Sec. 26. AS 39.30 is amended by adding a new section to read:
Sec. 39.30.097. Regulations. The administrator may adopt regulations to
administer AS 39.30.090 - 39.30.095. Regulations adopted under this section relate to
the internal management of a state agency and are not subject to AS 44.62
(Administrative Procedure Act).

* Sec. 27. AS 39.30.154 is amended to read:

Sec. 39.3J.154. Powers and duties of the administrator. The administrator
has the same powers and duties with regard to the plan as those set out in
AS 14.25.003 and 14.25.004 [AS 14.25.004],

* Sec. 28. AS 39.30.160(a) is amended to read:

@ The Department of Administration shall, in accordance with policies
prescribed by regulations adopted by the commissioner [OF THE ALASKA
RETIREMENT MANAGEMENT BOARD], provide to employees for whom special
individual employee benefit accounts are established under AS 39.30.150(c) the
following benefit options:

(D) supplemental health benefits;

(2) supplemental death benefits;

(3) supplemental disability benefits; and

(4) supplemental dependent care benefits.
Sec. 29. AS 39.30.160(e) is amended to read:

e) Regulations adoptedbythe COMMIissioner [BOARD] implementing
AS 39.30.150 and this section are not subject to AS 44.62 (Administrative Procedure
Act).

Sec. 30. AS 39.30 is amended by adding a new section lo read:

See. 39.30.165. Appeals. A final decision made under AS 39.30.150 -

39.30.180 is subject to appeal under AS 44.64.
Sec. 31. AS 39.30 is amended by adding a new section to read:
Sec. 39.30.335. Appeals. A final decision made under AS 39.30.300 -

39.30.495 is subject to appeal under AS 44.64.
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* Sec. 32. AS 39.30.340 is amended to r«ad:

Sec. 39.30.340. Powers and duties of the administrator. The administrator
shall establish a teachers’ and public employees' retiree health reimbursement
arrangement plan trust lund in which the assets of the plan shall be deposited and held.
The administrator has the same powers and duties with regard to the plan and the trust
fund as provided in AS 14.25.003 and 14.2ti.004 [AS 14.25.004].

* Sec. 33. AS 39.30.370 is amended to read:

See. 39.30.370. Contributions by employers. For each member of the plan,
an employer shall contribute to the teachers’ and public employees' retiree health
reimbursement arrangement plan trust fund an amount equal to three percent of the
average annual compensation of all employees of employers in the plan
[EMPLOYER'S AVERAGE ANNUAL EMPLOYEE COMPENSATION], The
administrator shall maintain a record for each member to account for employer
contributions on behalf of that member. The board shall establish by regulation the
rate of interest to be applied annually to the amount in a member's individual account.

* Sec. 34. AS 39.35.160 is amended by adding a new subsection to read:

® Beginning with the payroll for the first pay period in July 2007, a member
shall contribute to the plan, in addition to the amount calculated in (a) of this section,
an amount equal to five percent of the member’'s base salary.

* Sec. 35. AS 39.35.250 is amended to read:

Sec. 39.35.250. Calculation of employer's contribution rate, (@ An
employer shall make contributions to the plan in amounts determined in accordance
with this section. For the purposes of this section and AS 39.35.270, the [PAST
SERVICE DATE FOR EACH EMPLOYER IS THE ENTRY DATE OF THE
EMPLOYER OR DECEMBER 31, 1972, WHICHEVER IS LATER. AFTER
DECEMBER 31, 1972, IF AMENDMENTS TO AS 39.35.095 - 39.35.680 ARE
ENACTED THAT SUBSTANTIALLY AFFECT BENEFITS ACCRUED BEFORE
THE EFFECTIVE DATE OF THE AMENDMENT, THE PAST Sr.vVICE DATE
WILL BE CHANGED TO DECEMBER 31 OF THE YEAR IMMEDIATELY
PRECEDING THAT IN WHICH THE AMENDMENT IS ENACTED. THE]

contribution rate is the sum of the consolidated employer normal cost rate and the
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past service rate as certified bv the board.

(b) In (a) of this section, "consolidated employer normal cost rate” means the
percentage of compensation of all active members [EMPLOYEES] in the plan which,
[IF PAID OVER THE PERIOD OF THEIR CREDITED SERVICE AFTER THEIR
PAST SERVICE DATE AND] when combined with all employee contributions to the
plan, is sufficient to provide the benefits earned during the year beginning i ter the
last valuation date [AFTER SUCH PAST SERVICE DATES]. This percentage is
[UNIFORMLY] determined at the plan level for all employers and is applicable to
each employer.

(© In (@ of this section, "past service rate” means the percentage of
compensation of all active members [EMPLOYEES] in the system [PLAN]
necessary to provide the annual amount required to amortize the unfunded obligations
of the plan [EMPLOYER] for benefits earned bv members in the plan before the
date of the last actuarial valuation [EMPLOYER'S PAST SERVICE DATE] over a
period not to exceed the maximum allowed bv geneiallv accepted accounting
principles of the Governmental Accounting Standards Board [40 YEARS. THE
PERIOD OF AMORTIZATION BEGINS AT THE PAST SERVICE DATE OF
EACH EMPLOYER. THE PERCENTAGE ISSEPARATELY DETERMINED FOR
EACH EMPLOYER.]

Sec. 36. AS 39.35.270(a) is amended to read:

@ The amount of each employer's contributions shall be determined by
applying the consolidated employer normal cost [EMPLOYER'S
CONTRIBUTION] rate [[ AS CERTIFIED BY THE BOARD,] to the total
compensation paid to the employer's active members [EMPLOYEES] of the plan
and bv applying the employer's past service rate to the total compensation paid
to the employer’'s active members in the system [EMPLOYER] for each payroll
period4 [AND BY] including any adjustments to contributions required by
AS 39.35.520(a). This amount shall be remitted by the employer to the administrator
in accordance with AS 39.35.610.

Sec. 37. AS 39.35.375(a) is amended to read:

(@ An active or inactive member who has never been vested in this plan or in
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the teachers' retirement plan under AS 14.25.009 - 14.25.220, who has at least two
years of credited service in this plan, and who has membership service in the teachers’
retirement system may claim credited service in this plan in an amount equal to the
membership service the member has in the teachers' retirement system. The claimed
credited service may be added to service earned under AS 39.35.095 - 39.35.680 to
enable the member to qualify for a public service benefit under this section. The
member may not claim credited service for membership service for which the member
has received a refund under AS 14.25.150 [UNLESS THE MEMBER FULLY FAYS
THE INDEBTEDNESS AS ESTABLISHED UNDER AS 14.25.063], The member

may not claim credited service in this plan based on unused sick leave under

AS 14.25 115.

* Sec. 38. AS 39.35.385(c) is amended to read:

(c) Credited service for which contributions were refunded is not creditable
under this section [UNLESS THE REFUNDED CONTRIBUTIONS HAVE BEEN
REPAID. FOR PURPOSES OF (& AND (b) OF THIS SECTION, A MEMBER OR
FORMER MEMBER DOES NOT HAVE TO BE REEMPLOYED UNDER THIS
PLAN IN ORDER TO PAY REFUNDED CONTRIBUTIONS. COMPOUND
INTEREST AT THE RATE PRESCRIBED BY REGULATION SHALL BE ADDED
TO THE REINSTATEMENT INDEBTEDNESS FROM THE DATE OF THE
REFUND TO THE DATE OF REPAYMENT].

* Sec. 39. AS 39.35.522(d) is amended to read:

(d) A ruling of the [THE] commissioner of administration denying a waiver
under this section may be annealed under AS 44.64. The administrative law
judge may reverse the ruling of the commissioner and may impose conditions on
the granting of a waiver that the administrative law judge [WHICH IT] considers
equitable. These conditions may include requiring the member or beneficiary to make
additional contributions to the plan.

* Sec. 40. AS 39 35.680(3) is amended to read:
(©) "administrator” means [THE PERSON APPOINTED BY] the

commissioner of administration or the commissioner's designee appointed under

AS 39.35.003 [AS 39.35.050];
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* Sec. 41. AS 39.35.700 is amended to read:
Sec. 39.35.700. Applicability of AS 39.35.700 - 39.35.990. The provisions of

AS 39.35.700 - 39.35.990 apply only to members first hired on or after July 1, 2006,
to members who are employed bv employers that do not participate in the
retirement benefit plan established under AS 39.35.095 - 39.35.680, to former
members as that term is defined under AS 39.35.680, or to members who transfer
into the defined contribution plan under AS 39.35.940.

* Sec. 42. AS 39.35.710(c) is amended to read:

© The retirement plan established by AS 39.35.700 - 39.35.990 is intended to

qualify under 26 U.S.C. 401(a)., [AND] 414(d), and 414(k) (Internal Revenue Code)
as a qualified retirement plan established and maintained by the state for its
employees, for the employees of political subdivisions, public corporations, and public
organizations of the state, and for the employees of other employers whose
participation is authorized by AS 39.35.700 - 39.35.990 and who participate in the
plan set out in AS 39.35.700 - 39.35.990.

* Sec. 43. AS 39.35.750(e) is amended to read:

®© An employer shall make annual contributions to a trust account in the

plan, applied as a percentage of each member's compensation from July 1 to the
following June 30, in an amount determines oy the board to be actuarially required to
fully fund the cost of providing occupational disability and occupational death benefits
under AS 39.35.700 39.35.990 and retirement benefits elected bv disabled peace
officers and fire fighters under AS 39.35.890(h)(2) [AS 39.35.890 AND 39.35.892].
The contribution required under this subsection for peace officers and fire fighters and
the contribution required under this subsection for other employees shall be separately
calculated based on the actuarially calculated costs for each group of employees.

*Sec. 44. AS 39.35.780 is amended to read:

Sec. 39.35.780. Limitations on contributions ami benefits. Notwithstanding
any other provisions of this plan, the annual additions to each member's individu '
account under this plan and under all defined contribution plans of the employer

required to be aggregated with the contributions from this plan under the provisions of

26 U.S.C . 415 may not exceed, for any limitation year, the amount permitted under 26
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1 U.S.C. 415£c) at any time. If the amount of a member's individual account
2 [DEFINED CONTRIBUTION PLAN] contributions exceeds the limitation of 26
3 U.S.C. 415(c) for any limitation year, the administrator shall take any necessary
4 remedial action to correct an excess contribution. A fixed benefit provided under
5 tins plan may not exceed, for or during a limitation year, the amount permitted
6 under 26 U.S.C. 415(b). If a fixed benefit provided under this plan exceeds, for or
7 during a limitation year, the amount permitted under 26 U.S.C. 415(b), the
8 administrator shall take remedial action necessary to comply with the limits on
9 the benefit amount in 26 U.S.C. 415(b). The provisions of 26 U.S.C. 415, and the
10 regulations adopted under that statute, as applied to qualified [DEFINED
1 CONTRIBUTION) plans of governmental employees are incorporated as part of the
12 terms and conditions of the plan.

13 *Sec. 45. AS 35.35.860(b) is amended to read:

14 (b) The occupational disability benelits accrue beginning the first day of the
15 month following termination ot employment as a result of the disability and arc
16 payable the last day of the month. If a final determination granting the benefit is not
17 made in time to pay the benefit when due, a retroactive payment shall be made to
18 cover the period of deferment. The last payment shall be for the first month in which
19 the disabled employee

20 (D dies;

21 (2) recovers from the disability;

22 (3) fails to meet the requirements under (0, (i), or [()] of this

23 section; or

24 (4) reaches normal retirement age.

25 *See. 46. AS 39.35.890(d) is amended to read:

26 @ The monthly amount of an occupational disability benefit is 40 percent of

27 the disabled employee's gross monthly compensation at the time of termination due to

28 disability. Not> itlistaiiding AS 39.35.790(b), at the time a member is appointed to

29 disability, the member becomes fully vested in the employer contributions made

30 under AS .39.35.750(a). A disabled member is fully vested in the contnhutions to

31 the member’s individual account made under this subsection. An employee is not
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entitled to elect distributions from the employee's individual account under
AS 39.35.810 while the employee is receiving disability benefits under this section.
While an employee is receiving disability benefits, based on the disabled employee's
gross monthly compensation at the time of termination due to disability, the employer
shall make contributions

(1) to the employee's individual account under AS 39.35.730 on behalf
ofthe employee, without deduction from the employee's disability payments; and

(2) on behalfofthe employee under AS 39.35.750.

*Sec. 47. AS 39.35.890(g) is amended to read:

(g9) A disabled employee's occupational disability benefit terminates the last
dav 0f the month in which [WHEN] the disabled employee first qualifies
[ATTAINS ELIGIBILITY] for normal retirement. At that time, the employee's
retirement benefit shall be determined under the provisions of AS 39.35.820 -
39.35.840, 39.35.870, and 39.35.880. An employee whose occupational disability
benefit terminates under this subsection [RECEIVING DISABILITY BENEFITS
UP UNTIL ELIGIBILITY FOR RETIREMENT] shall be considered to have retired

directly from the plan.

* Sec. 48. AS 39.35.890(h) is amended to read:
(h) Notwithstanding (g) of this section, at the time a peace officer or fire

fighter receiving occupational disability benefits under this section fiist attains
eligibility for normal retirement, the employee shall irrevocably elect to receive
retirement benefits in the amount calculated as the

(1) employee's retirement benefit calculated under the provisions of
AS 39.35.820 - 39.35.840; or

(2) employee's retirement benefit calculated as if the provisions of
AS 39.35.370(c) were to apply; however, retirement b *nefits paid under this paragraph
must he paid first from the peace officer’s or fire fighter's individual account,
and the remaining benel must be paid from the trust account established under
AS 39.35.750(c); the peace officer or fire fighter may not elect other distributions
from the peace officer's or fire fighter's individual account under AS 39.35.810

while receiving retirement benefits under this paragraph [MAY NOT BE MADE
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FROM THE TRUST FUND OF THE PUBLIC EMPLOYEES' DEFINED BENEFIT

RETIREMENT PLAN].

Sec. 49. AS 39.35.890(k) is amended to read:
(k) Upon the death of a disabled employee who is receiving or is entitled to

receive an occupational disability benefit, the administrator shall pay the surviving
spouse a surviving spouse's pension, equal to 40 percent of the employee's monthly
compensation at the termination of employment because of occupational disability. If
there is no surviving spouse, the administrator shall pay the survivor's pension in equal
parts to the dependent children of the employee. While the monthly survivor's
pension is being paid, the survivor is not entitled to elect distributions from the
employee's individual account under AS 39.35.810. The first payment of the
surviving spouse's pension or of a dependent child's pension shall accrue from the first
day of the month following the employee's death and is payable the last day of the
month. The last payment shall be made the last dav of [FOR] the last month in which
there is an eligible surviving spouse or dependent child, or the last dav of the month
in which the employee would have first qualified for normal retirement if the
employee had survived, whichever dav comes sooner. A retirement benefit shall
be determined under the provisions of AS 39.35.820 - 39.35.840, 39.35.870 and
39.35.880 based on [. ON] the date the employee would have first uua >fi d for
normal retirement [OF THE EMPLOYEE WOULD HAVE OCCURRED] if 'he
employee had survived. In addition to payment of the member's individual
account, the surviving spouse or. if there is no surviving spouse, the snrvivint!
dependent children of the member, shall receive an additional benefit in an
amount euual to the accumulated contributions that would have been made to the
deceased member's individual account under AS 39.35.730(a) and 39.35.750(a),
based on the deceased member's uross monthly compensation at the lime of
occupational disability, from the time of the member's death to the date the
member would have first Qualified for normal retirement if the member had
survived. Karnim»s shad be allocated to the ad itional benefit calculated under
this subsection based on the actual rate of return, net of expenses, of the trust
account established under AS 39.35.750(e) over the period that the contributions
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would have been made. This additional amount shall be paid in the same manner
as determined TOI the member's individual account under AS 39.35.820 -
39.35.860. For the purpose of determining eligibility of an employee's survivor
who is receiving a benefit under this subsection for medical benefits under
AS 39.35.870 - 39.35.880. an employee [LIVED, THE RETIREMENT BENEFIT
SHALL BE DETERMINED UNDER THE PROVISIONS OF AS 39.35.820 -
39.35.840, 39.35.870, AND 39.35.880. AN EMPLOYEE] who died while receiving
disability benefits shall be considered to have retired directly from the plan on the date
the employee would have first qualified for normal retirement if the employee
had survived. The period during which the employee was eligible for a disability
benefit and the period during which a survivor's pension is paid to a survivor
under this subsection each constitute membership service for the purposes of
determining vesting in employer contributions under AS 39.35.790(h) and
eligibility for retirement and medical benefits under this chapter and
AS 39.30.300 - 39.30.495 [NORMAL RETIREMENT OF THE EMPLOYEE
WOULD HAVE OCCURRED IF THE EMPLOYEE HAD LIVED].
rSec. 50. AS 39.35.890(/) is repealed and reenacted to read:
(/) For the purposes of this section, a condition qualifies an occupational

disability if

(1)  the condition is a physical or mental condition that the
administrator determines presumably permanently prevents an employee from
satisfactorily performing the empluyee's usual duties or the duties of another
comparable position or job available to the employee and for which the employee is
qualified by training or education; and

(2) the proximate cause of the condition is a bodily injury sustained, or
a hazard undergone, while in the performance and within the scope of the employee’s
duties and not the proximate result of the wilful negligence of the employee.

See. 51. AS 39.35 is amended by adding a new section to read:

Sec. 39.35.891. Disability benefit and disabled peace officer or fire fighter
retirement benefit adjustment, () Once each year, the administrator shall increase
disability benefits and retirement benefits elected by disabled peace officers or fire
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fighters under AS 39.35.890(h)(2). The amount of the increase is a percentage of the
current disability benefit or retirement benefit equal to the lesser of 75 percent of the
increase in the cost of living in the preceding calendar year or nine percent.

(b) If a disabled member was not receiving a benefit during the entire
preceding calendar year, the increase in the benefit under this section shall be adjusted
by multiplying it by a fraction, the numerator of which is the number of months for
which the benefit was received in the preceding calendar year and the denominator of
which is 12.

(c) If a disabled peace officer or fire fighter elects to receive a retirement
benefit in the amount calculated under AS 39.35.890(h)(2), the administrator shall, at
the time the disabled peace officer or fire fighter is appointed to retirement, increase
the retirement benefit hy a percentage equal to the total cumulative percentage that has
been applied to the disabled peace officer's or fire figh'cr's disability benefit under this
section.

(d) An increase in benefit payments unde iis section is effective July 1 of
each year anti is based on the percentage increase in the Consumer Price Index for
urban wage earners and clerical workers for Anchorage, Alaska, during the previous
calendar year, as determined by the United States Department of Labor, Bureau of
Labor Statistics.

(c) Benefit adjustments under this section shall terminate the last day of the
month following the date on which a disabled member is no longer receiving a
disability benefit under AS 39.35.890, unless the member is a disabled peace officer or
lire fighter and has chosen a retirement benefit under AS 39.35.890(h)(2).

* Sec. 52. AS 39.35.892(b) is amended to read:

(b) The first payment of the surviving spouse's pension or of a dependent
child's pension shall be made for the month following the month in which the
employee dies. payments [, AND PAYMLNT] shall cease on the last dav of the
month in which there is no lonner an eligible spouse or eligible dependent child,
or the last dav of the month following the earliest date (TO BE MADE
BEGINNING WITH THE MONTH IN WHICH] the employee would have first

qualified for normal retirement If the employee had survived, whichever dav Is
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1 earlier.
2 * Sec. 53. AS 39.35.892(c) is amended to read:

3 (f) The monthly survivor's pension in (b) of this section for survivors of
4 employees who were not peace officers or fire fighters is 40 percent of »he employee's
5 monthly compensation in the mon h in which the employee dies. The monthly
6 survivor's pension in (b) of this section for survivors of employees who were peace
7 officers or fire fighters is 50 percent of the monthly compensation in the month in
8

which the employee dies. while the monthly survivor's pension is being paid, the

9 survivor is not entitled to elect distributions from the employee's individual
10 contribution account under AS 39.35.810. except as required bv AS 39.35.840.
u While the monthly survivor's pension is being paid, the employer shall make
12 contributions on behalf of the employee's surviving spouse and employee's
13 surviving dependent children [BENEFICIARIES BASED ON THE DECEASED
14 EMPLOYEE'S GROSS MONTHLY COMPENSATION AT THE TIME OF
15 OCCUPATIONAL DEATH
16 (1) TO THE EMPLOYEE'S INDIVIDUAL ACCOUNT UNDER
17 AS 39.35.730, WITHOUT DEDUCTION FROM THE SURVIVOR'S PENSION;
18 AND
19 (2)] to the appropriate accounts and funds under AS 39.35.750(b) - (e).
20 * Sec. 54. AS 39.35.892(e) is amended to read:
21 () On the date the employee would have first qualified for normal
22 retirement [OF THE EMPLOYEE WOULD HAVE OCCURRED] if the employee
23 had survived [LIVED], the retirement benefit shall be determined under the
24 provisions of AS 39.35.820 - 39.35.840, 39.35.870, and 39.35.880. In addition to
25 payment of the member's individual account, the surviving spouse or, if there is
26 no surviving spouse, the surviving dependent children of the member, shall
27 receive an additional benefit in an amount equal to the accumulated
28 contributions that would have been made to the deceased member’s individual
29 account under AS 39.35.730(a) and 39.35.750(a), based on the deceased N mber's
30 gross monthly compensation at the time of occupational death, from the time of
31 the member’s death to the date the member would have first qualified for normal
HBO0179a
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retirement if the member had survived. Earnings shall be allocated to the
additional benefit calculated under this subsection based Oll the actual rate of
return, net of expenses, of the trust account established under AS 39.35.750(e)
over the period that such contributions would have been made. This additional
amount shall be paid in the same manner as determined for the member's
individual account under AS 39.35.820 - 39.35.860. An employee who died and
whose survivors receive occupational death benefits under this section shall be
considered to have retired directly from the plan on the date the [NORMAL
RETIREMENT OF THE] employee would have first qualified for normal
retirement [OCCURRED] if the employee had survived. The period of time during
which a survivor’'s pension is paid under this section constitutes membership
service for the purposes of determining vesting in employer contributions under

AS 39.35.790(b) and eligibility for retirement and medical benefits under this

chanter and AS 39.30.300 - 39.30.495 [LIVEDI.

* Sec. 55. AS 39.35 is amended by adding new sections to read:

Sec. 39.35.893. Survivor's pension adjustment, (a) Once each year, the
administrator shall increase payments to a person 60 years of age or older receiving a
survivor's pension under AS 39.35.890(k) or 39.35.892(c), and to a person who has
received a survivor's pension under AS 39.35.890(k) or 39.35.892(c) for at least five
years if the person who is not otherwise eligible for an increase under this section.

@ The amount of the increase is a percentage of the currentsurvivor's
pension equal to the lesser of 50 percent of the increase in the cost of living in the
preceding calendar year or six percent.

(c) If a survivor was not receiving a pension during the entire preceding
calendar year, the increase in the survivor's pension under this section shall be
adjusted by multiplying it by a fraction, the numerator of which is the number of
months for which the pension was received in the preceding calendar year and the
denominator of which is 12.

(d) The administrator shall increase the initial survivor’s pension paid to a
survivor of a member who died while receiving disability benefits by a percentage
equal to the total cumulative percentage that has been applied to the member's
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disability ber?fit under AS 39.35.891.
(e) An increase in benefit payments under this section is effective July 1 of

each year and is based on the percentage increase in the Consumer Price Index for
urban wage earners and clerical workers for Anchorage, Alaska, during the previous
calendar year, as determined by the United States Department of Labor, Bureau of
Labor Statistics.

(f) Pension adjustments under this section shall terminate the last day of the
month following the date on which a survivor is no longer receiving a survivor's
pension under AS 39.35.890(k) or 39.35.892(c).

See. 39.35.894. Premiums for retiree major medical insurance coverage
upon termination of disability benefits or survivor's pension. The premium for

retiree major medical insurance coverage payable by an employee or survivor shall be
determined under AS 39.35.880(g)(2) as if the employee or survivor were eligible for

Medicare
(1) if the employee's isability benefit is terminated under

AS 39.35.890(9);
(2) if the survivor pension paid to an eligible survivor under

AS 39.35.892(c) is terminated,;
(3) if the survivor pension paid to an eligible survivor is temiinated
under AS 39.35.890(k).

* See. 56. AS 39.35.910 is amended to read:
See. 39.35.910. Nonguarantec >f returns, rates, or benefit amounts. The

plan created by AS 39.35.700 - 39.35.990 is, with respect to individual accounts.
treated as a defined contruution plan and [PLAN,] not a defined benefit plan. The
amount of money in the individual account of a participant depends on the amount of
contributions and the rate of return from investments of the account that varies over
time. If benefits are paid in the form of an annuity, the benefit amount payable is
dependent on the amount of money in the account and the interest rates applied and
service fees charged by the annuity payor at the time the annuity is purchased from

the carrier and benefits are first paid. Nothing in this plan guarantees a participant
(1) arate of return or interest rate other than that actually earned by the
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account of the participant, less applicable administrative expenses; or
(2) an annuity based on interest rates or service charges other than

interest rates available from and service charges by the annuity payor i.i effect at the
time the annuity is paid.

* Sec. 57. AS 39.35.940(c) is amended to read:
(c) Each eligible member who elects to participate in the defined contribution

retirement plan shall have transferred to a new account the employee contribution
account balance held in trust for the member under the defined benefit retirement plan
of the public employees’ retirement system. A matching employer contribution shall
be made on behalf of that employee to the new account. The employer shall make the
matching contribution from funds other than the trust funds of the defined benefit
retirement plan established under AS 39.35.095 - 39.35.680. The amount of the
matching employer contribution shall be subject to, and may not exceed, the
limitation of 26 U.S.C. 415(c) during the applicable limitation year.

* Sec. 58. AS 39.35.940(d) is amended to read:
(d) Upon a transfer, all membership service previously earned under the

defined benefit retirement plan shall be nullified for purposes of entitlement to a future
benefit under the defined benefit retirement plan but shall be credited for purposes of
determining vesting in employer contributions under AS 39.35.790(b) and
eligibility to elect medical benefits under AS 39.35.870. Membership service allowed
for credit toward medical benefits does not include any service credit purchased for
employment by an employer who is not a participating employer in this chapter.

* Sec. 59. AS 39.35.940(h) is amended to read:

(h) An employee who is eligible to elect transfer to the defined
contribution plan must make the election not later than 12 months after the first
dav of the month that follows the administrators receipt of the notification that
the employee’'s employer consents to transfers of its employees under ti) of this
msection. The election to participate in the defined contribution retirement plan must be
made in writing on forms and in the manner prescribed by the administrator. Before
accepting an election to participate in the defined contribution retirement plan, the

administrator must provide the employee planning on making an election to participate

HB 179
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in the defined contribution retirement plan with information, including calculations to
illustrate the effect of moving the employee's retirement plan from the defined benefit
retirement plan to the defined contribution retirement plan as well as other information
to clearly inform the employee of the potential consequences of the employee's
election. An election made under this subsection to participate in the defined
contribution retirement plan is irrevocable. Upon making the election, the participant
shall be enrolled as a member of the defined contribution retirement plan, the
member's participation in the plan shall be governed by the provisions of
AS 39.35.700 - 39.35.990, and the member's participation in the defined benefit
retirement plan under AS 39.35.115 shall terminate. The participant's enrollment in the
defined contribution retirement plan shall be effective the first day of the month after
the administrator receives the completed enrollment forms. An election made by an
eligible member who is married is not effective unless the election is signed by the

individual's spouse.

* Sec. 60. AS 39.35 is amended by adding new sections to read:

179

Sec. 39.35.957. Designation of eligible employees, agreement to contribute,
and amendment of participation, (a) A politic,M subdivision or public organization
participating in the defined contribution retirement plan under AS 39.35.700 -
39.35.990 shall designate the departments, group*, or other classifications of
employees eligible to participate in the plan and, by participating, shall legally be
presumed to have agreed to make contributions each year in the amounts required for
members of the plan under AS 39.35.750.

(b) If the employer does not participate in the defined benefit retirement plan
under AS 39.35.095 - 39.35.680, an employee who is eligible under (a) of this section
and who is a member of the defined benefit retirement plan under AS 39.35.095 -
39.35.680 does not accrue credited service or make contributions under that defined
benefit retirement plan, but shall be a member of the defined contribution retirement
plan under AS 39.35.700 - 39.35.990 and make contributions under that plan.

(c) Aiemployer may request to amend its participation in the plan to add or
exclude depaitments, groups, or other classifications of employees by filing a
resolution as provided by AS 39.35.950 or 39.35.955 with the administrator.

11110179
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Sec. 39.35.958. Termination of participation in the plan, (2) A political
subdivision or public organization may request that its participation in the plan be
terminated. The request may be made or.ly after adoption of a resolution by the
legislative body of the political subdivision and approval of the resolution by the
person required by law to approve the resolution, or, in the case of a public
organization, after adoption of a resolution by the governing body of that public
organization. A certified copy of the resolution shall be filed with the administrator.

(b) If contributions are not transmitted to the plan within the prescribed time
limit, the commissioner of administration may grant an extension and shall assess
interest on the outstanding contributions at the rate established under AS 39.35.610. If
the political subdivision or public organization is in default at the end of the extension,
participation in the plan is terminated, and it shall be sent notice of termination.

(c) When an employer's participation in the plan is terminated, or when an
employer terminates coveiage of a department, group, or other classification of
employees under AS 39.35.957(c), the administrator shall assess the employer an
amount that the administrator determines is actuarially required to fully fund the costs
to the plan for employees whose coverage is terminated, including the cost of
providing the employer's share of retiree health benefits under AS 39.35.880,
occupational disabilifv. md occupational death benefits under AS 39.35.890 and
39.35.892, and retirement benefits elected under AS 39.35.890(h)(2).

(d) An employee whose coverage under the plan is terminated as a result of
termination of an employer's participation under this section or amendment of the
employer's agreement under AS 39.35.957(c) shall be considered fully vested in
employer contributions under AS 39.35.790(b) anu in the individual account
established for the employee under AS 39.30.370. If the employee is later employed
with a participating employer, the employee's membership service earned under the
plan during employment with a terminated employer shall be credited for purposes rf
determining vesting in employer contributions under AS 39.35.790(b) and eligibility
for retirement and medical benefits under this chapter and AS 39.30.300 - 39.30.495.

* Sec. 61. AS 39.35.990(7) is amended to read:

(7) "compensation”
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(A) means
(i) the total remuneration earned by an employee for

personal services rendered, including cost-of-living differentials, as
reported on the employee's Federal Income Tax Withholding Statement
(Form W-2) from the employer for the calendar year;

(i) the member contribution to the public employees'
retirement system under AS 39.35.730, employee deferrals under
AS 39.45.010, the wage reduction amount contributed to the Alaska
Supplemental /  uity Plan under AS 39.30.150(a\ and the wage
reduction amount contributed to the Alaska Supplemental Benefit Plan
under AS 39.30.150(c), as those statutes may be amended from time to
time;

(B) does not include retirement benefits, severance pay or other
separation bonuses, welfare benefits, per diem, expense allowances, workers'
compensation payments, payments for leave not used whether those leave
payments are scheduled payments, lump-sum payments, donations, or cash-ins,
any remuneration contributed by the employer for or on account of the
employee under this plan or under any other qualified or nonqualified
employee benefit plan, or any remuneration not specifically included above
which would have been excluded under 26 1J.S.C. 3121(a) (Internal Revenue
Code) if the employer had remained in the Federal Social Security System (,
OR ANY REMUNERATION PAID BY THE EMPLOYER IN EXCESS OF
THE SOCIAL SECURITY TAXABLE WAGE BASE FOR THE
CALENDAR YEAR];

(C) notwithstanding (B) of this paragraph, includes any amount
that is contributed by the employer under a salary reduction agreement and that
is not includible in the gross income of the employee under 26 U.S.C. 125,
132(0(4), 402(e)(3), 402(h)(1)(B)1 or 403(b) (Internal Revenue Code); the
annual compensation limitation for the member, which is so taken into account
for those purposes, may not exceed $200,000, as adjusted for the cost of living
in accordance with 26 U.S.C. 401 (a)(17)(B) (Internal Revenue Code), with the
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limitation for a fiscal year being the limitation in effect for the calendar year
within which the fiscal year begins;

* See. 62. AS 39.35.990(16) is amended to read:
(16) "member" or "employee” Means a person who is eligible to

participate in the plan and who is covered bv [AN EMPLOYEE OF AN
EMPLOYER OR FORMER EMPLOYEE OF AN EMPLOYER WHO RETAINS A
RIGHT TO BENEFITS UNDER] thj plan, including the governor, the lieutenant
governor, or a member of the legislature, but does not include full-time or part-time
instructors of the Department of Labor and Workforce Development ,nd the
Department of Education and Early Development in positions that require a

teaching certificate-

* Sec. 63. AS 39.35.99CK20) is amended to read:

(20) "peace officer" or "fire fighter" means an employee occupying a
position as a peace officer, chief of police, regional public safety officer,
correctional officer, correctional superintendent, fire fighter, fire chief, or
probation officer, but docs nut include a village public safety officer employed by
a village public safety officer program established under AS 18.65.670 [HAS THE
MEANING GIVEN IN AS 39.35.680];

* Sec. 6-. \S 39.45.020(a) is amended to read:
(@) The administration of the defeued compensation program for state

employees is under the direction of the Department of Administration, and the
administrator has the same powers and duties with regard to the plan and the
piogram as those sc* out in AS 14.25.003. A political subdivision coming under the
provisions of this chapter shall designate the office or official to manage
[ADMINISTER] its wogram.

* Sec. 65. AS 39.45.020(c) is amended to read:
(c) The manager [ADMINISTRATOR] of a deferred compensation program

may contract with a private person for providing consolidated billing and other
administrative services [ THE ADMINISTRATOR] may contract with an insurance
carrier to reimburse the state or poimcal subdivision of the state for the cost of
administering the [DEFERRED COMPENSATION] program.

HB 179
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* Sec. 66. AS 39.45 is amended by adding a new section to read:
Sec. 39.45.055. Appeals. A final decision made under AS 39.45.010 -

39.45.060 is subject to appeal under AS 44.64.

*Sec. 67. AS 44.64.030(a) is amended by adding new paragraphs to read:
(35) AS 14.25.175 (waiver of adjustments under teachers'defined

benefit plan);
(36) AS 39.30.165 (supplemental benefits system);
(37) AS 39.30.335 (teachers’ and public employees' health

reimbursement arrangement plan);
(38) AS 39.35.522 (waiver of adjustments under public employees'

defined benefit plan);
(39) AS 39.45.055 (public employees' deferred compensation
program).
* Sec. 68. AS 14.25.045, 14.25.340(h), 14.25.570; AS 39.35.050(a), 39.35.375(0, and
39.35.730(b) are repealed.
* Sec. 69. Section 107, ch. 9, FSSLA 2005, is repealed.
* Sec. 70. Sections 4, 37, and 38 of this Act take effect July 1, 2010.
* Sec. 71. Except as provided in sec. 70 of this Act, this Act takes effect July 1, 2007.
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-34-
MB AT Nw Text Underlined [EELETED TEXT BRGETH)



Juneau

State Capitol Bldg., Rm. 513
Juneau, AK 99801-1182
Phone(907)465-4976

Fax (907) 465-3883

Toll Free 866-465-4976

Alaska State Legislature

Representative Mike Kelly

House District 7

Sponsor Statement
HB 179

Fairbanks

1292 Sadler Way, Ste 323
Fairbanks, AK 99701
Phone(907)452-6084
Fax (907) 452-6096

Member
House Finance Committee
Legislative Budget & Audit

The State of Alaska’s retirement system unfunded liability is approaching $10 billion.
PERS is currently 65% funded and TRS is 60% funded.

HB 179 would implement a comprehensive plan to return the State’s crippled retirement
system to soundness. It establishes a cost-sharing plan to eliminate the unfunded
liability in the defined benefit plans. It obligates the state to pay 80% of the unfunded
liability. The other employers would come to the table with 20%. Included in the bill is a
plan to raise contribution rates for active legislators, Governors, commissioners, judges,
police officers, firefighters, teachers, equipment operators, clerks, accountants, etc...in
the defined benefit plans 5% above current levels. Employee contributions would go
towards the cost of providing employee benefits in the current period. This three-way
partnership ensures that everyone has skin in the game and actively participates in the
sacrifice involved in funding the defined benefit plans and returning them to financial
soundness. It also makes required technical changes to the state's defined contribution

plan.

The Alaska Retirement Management Board recently adopted employer average
contribution rates of 54% of wages for TRS and 39% for PERS for FY '08. These
employer contribution rates required to eliminate the unfunded liability are simply
unsustainable. Bankruptcies and elimination of critical services in our communities will
be averted by implementing HB 179. If the state agrees to pick up 80% of the tab, these
rates will level off at a high, but sustainable level. HB 179 sets up the accounts
necessary to receive payments to extinguish the unfunded liability. It would also
accommodate infusions of cash or lump-sum payments at any time the parties choose to
use these methods to take advantage of temporary surpluses or debt instruments.

In wrap up, it is important to understand what this bill does and what it does not pretend
to do. It does not look back to how we got in this mess. It does not create a single dollar
to pay down the $10 billion unfunded liability. What it does provide is a cost-sharing
mechanism for completing the tough task of restoring health to our defined benefit plans.
You may argue it is too high for the state at 80%. You may argue that it will upset the
active plan members that are covered. |would argue that when the all-in cost of



providing benefits in the old defined benefit plans have tripled since 1999, the legislature
would be derelict in our duties if we did not look to all parties to assist us, including the
beneficiaries who enjoy the benefits of the old systems which have proven over-rich and

unsustainable.
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From: Virginia s. Ragle susJecT: Retirement system
Assistant Attorney General amendments -
Labor & State Affairs Section - Juneau constitutional issues

You have asked three questions regarding application of proposed legislative
modifications of the state’s public employees’ (PERS ) and teachers’ (TRS) retirement
systems to current members of the systems. Those questions are:

. Is it allowable to increase PERS and TRS contribution rates for individuals
who became members of the systems before the effective date of the rate

Increases?

2. Isit allowable to discontinue pre  nding the medical component or set a rate
that targets less than 100 perci.u funding for existing members or new

members?

3. Is it allowable to prospectively not pay existing members new [or additional]
ad hoc post retirement pension adjustments (PRPAs)? If not, could a new
statutory provision reduce the existing number of members eligible for this
benefit prospectively to reduce costs to the system?

While we believe that definitive answers to these questions will only be provided
by the Alaska Supreme Court, based on our review of existing case law our, short
answers to these questions arc:;

1L PERS and TRS contribution rates may be increased for individuals who
became members of the systems before the effective date of the rate increases
if the increases are accompanied by comparable enhancements to benefits.
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2. Pre-funding of the medical component of PERS and TRS henefits, to the
extent that pre-funding would be considered an accrued henefit, may not bw
discontinued for members who were employed during the Eeriod that statutes
required pre-funding. Funding of medical benefits may be set at less than

100% funding for new members.

3. Ifthe financial condition of the funds does not permit payment of the PRPA,
it is allowable to prospectively not pay existing members new [or add:'ional]
ad hoc PRPAs. A new statutory provision cannot reduce the existing number
of members who retain a vested right to a PRPA if one is awarded, unless the
new statutory provision includes comparable enhancements to benefits.

The above responses might be different if it were established that application of
modification of the retirement systems to current members is necessary to allow the
retirement systems to pay current benefit claims.

ALASKA CASE LAW

~ Each of these questions raises substantial legal issues under Alaska Constitution
article XII, section 7, as interpreted by the Alaska Supreme C>urt. That constitutional

provision provides:

Retirement Systems. Membership in employee retirement systems
of the State or its political subdivisions shall constitute a contractual
relationship.  Accrued benefits of those systems shall not he
diminished or impaired.

~ There is a substantial body of Alaska jurisprudence interpreting article XII,
section 7 of the Alaska Constitution. Since this case law guides our advice on the issues
you have raised, we provide the following synopses of the most pertinent Alaska

Supreme Court cases.
State ex rel. Hammond v. Alien, 625 P.2d 844 (Alaska 1981)

The Alaska Supreme Court first interpreted Alaska Constitution article XII,
section 7 in the case of State ex rel. Hammoncl v. Allen, 625 P.2d 844 (Alaska 1981).
That case involved the Elected Public Officers’ Retirement System (EPORS), which was
established by the enactment of chapter 205, SLA 1975. A referendum petition to repeal
the Act was filed ir. September 1975, before the Act bhecame -effective on



Hon. Ray Matiashowski, Commissioner April 20, 2005
Department of Administration Page 3
Re: Retirement system amendments - constitutional issues

January 1, 1976.1 Following passage of the referendum by a substantial . riority of the
voters in an election on August 24, 1976 (effective October 14, 1976), the state filed an
action for declaratory judgment, arguing that article XII, section 7 did not apply and that
the repeal was effective as to “officials who were participating in EPORS at the time of
its repeal, but who were not then entitled to benefits.” 625 P. 2d at 845.

The court held that article XII, section 7 did apply, and that even “the extreme
likelihood of the subsequent repeal” of EPORS did not constitute an implicit condition
subsequent that would extinguish the state’s contractual obligation to provide benefits
under EPORS.2 The court concluded that “[a]ll elected officials who were participating
in EPORS at the time its repeal became effective will, therefore, be entitled to the
benefits provided by that system upon retirement.” Under this holding, the state was
required to permit even those EPORS members who had not met the minimum age or
service requirements for retirement to continue to participate in the repealed retirement

system.
Hammond v. Hoffbeck. 627 P.2d 1052 (Alaska 1981)

Later in 1981, the court issued its opinion in Hammond v. Hoffbeck, 627 P.2d 1052
(Alaska 1981). In that case, public safety emplolyees challenged statutory changes
enacted in 1976 regarding PERS occupational disability and death benefits. Two of the
challenged statutory changes reduced the amount of benefits, and one modified the
eligibility requirements for occupational disability benefits.

The court first had to address whether an employee’s rights to benefits under
PERS vest on employment and enrollment in the system or only at the time when the
employee becomes eligible to receive those benefits. The court ruled that under the
Alaska Constitution, the former applied.” The court stated

The repealed provisions of EPORS are set out in the editor's notes to AS 39.37.

~ The court observed “(w]c believe that if the possibility of repeal of a law could
function as an implicit condition subsequent to a contract formed under that law, the
protection of contract rights afforded by article XII, section 7, would be seriously

eroded.”

The court noted that it had "previously held that the phrase ‘accrued rights’ is
synonymous with ‘vested” rights. Bicwell v. Scheele, 355 P.2d 584, 580 (Alaska 1960).”

Id. at n4.
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We are of the view that the plain meaning of Alaska Const. Art. XII,
§ 7, as well as the purposes underlying its adoption, compels such a
conclusion.  Furthermore, a review of the relevant case authority
from several jurisdictions has persuaded us that this rule represents
the better reasoned of the alternative approaches that have been
adopted. The rule that regards members’ rights in public employees’
benefits systems as vested only at the time which an individual
employee 1s eligible to receive payment of those benefits necessaril
depends in some degree upon the anachronistic notion that suc
benefits are in the “nature of a bounty springing from the
appreciation and graciousness of the sovereign.” .... Under the rule
mandated by Alaska’s Constitution, on the other hand, these benefits
are regarded as an element of the bargained-for consideration given
in exchange for an employee’s assumption and performance of his
employment. This approacn, in our view, more accurately reflects
the realities of public employment in Alaska.

|d. at 10j 57 (citations omitted). Therefore, the court held

that benefits under PERS are in the nature of deferred compensation
and that the right to such benefits vests immediately upon in
employee’s enroliment in that system.

d. at 1057,

Recognizing that "rigid adherence to labels like ‘gratuity,” ‘compensation,’
‘contract,” and vested rights’ has not allowed the courts the flexibility necessary to deal
properly with legitimate legislative response to changing economic and social
conditions,” the court found California’s “‘limited vesting” approach to be instructive.”
Id. The court agreed with the California court’s analysis4 and held

Citing Betts v. Board of Administration of the Public Employees Retirement
System, 582 P.2d 614, 617 (1978) (1974 amendment changin% “fluctuating" computation
method to less beneficial "fixed" computation method included no com,oarable new
advantages and could not constitutionally be applied to official whose employment was
performed before the amendment); Alien'v. City ofLong Beach, 287 P.2d 765 (CA 1955)
(invalidating city’s increase in employee contribution rate, change in method of
comi)uting benefits, and change in contribution requirements upon reinstatement of
employment following absence for .military service).
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the fact that rights in PERS vest on employment does not preclude
modifications of e system; that fact does, however, require that any
changes in the system that operate to a given employee’s
disadvantage must be offset by comparable new advantages to that

employee.

|d. Thecourt reserved judgment on changes to the retirement system that might be
neededto sustain a retirement system that could not pay all the benefits it owed. In

footnote 11, the court stated:

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

|d.

Addressing the amendment to the method of comnutation of PERS occupational
disability benefits, the court held that “at least as to some individuals, the new system
cannot be said to offer advantages which outweigh its obvious disadvantages.” 1d. at

1058.

Regarding the change in e. Jbility requirements for occupational disability
benefits, the court rejected the state’s argument that eligibility standards were not part of
the vested benefits protected by article XII, section 7. The court stated that the protected
vested benefits “necessariI?/ include not only the dollar amount of the benefits payable,
but the requirements for eligibility as well.” The court regarded “it as self-evident that

}gis change will entail serious disadvantage” to certain injured public safety employees.

The court rejected the state’s argument that modification to PERS death benefits
could be applied to current employees because rights to those benefits do not vest until
the death of an employee. The court reasoned
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It is not the vesting of survivors’ benefits that is at issue; it is rather
the vesting of employee benefits. The fact that part of an
employee’s benefit package is, effectively, a life insurance policy,
the proceeds of which will never be received by the employee, does
not make that whole package any less an element of the
consideration that the state contracts to tender in exchange for
services rendered by the employee.

|d. at 1059,

The court concluded that the three challenged modifications to PERS “violate
Alaska Const. Art. XII, § 7, as to those public safety employees who are adversely
affected by them.” The court noted “that a determination of whether vested rights to
benefits have been diminished must be made on a case-by-case basis” and that the
“choice is best made by each affected individual.” Id. However, the court reversed the
superior court’s holding that the amendments were invalid as to all public safety
employees. The court’s interpretation rendered “the 1976 amendments .. . constitutional
except as to public safety employees hired before July 1, 1976, who opt to receive
benefits under the system in effect at the time they were hired.” ld

Sheffield v. APEA. 732 P.2d 1083 (Alaska 1987)

_ The court next interpreted Alaska Constitution article XII, section 7 in the case of
Sheffield v. APEA, 732 P.2d 1083 (Alaska 1987). That case involved statutes allowing
employees to take early retirement, and also requiring that early retirement benefits be
actuarially adjusted. “Actuarial adjustment” was statutorily defined as “equality in value
of the aggregate expected payments under two different forms of pension payments,
considering expected mortality and interest earnings on the basis of tables adopted from

time to time by the board."

A new, more accurate table of early retirement factors adopted by the board in
1981 resulted in computation of slightly lower early retirement benefits than the 1972
table of factors previously in effect. APEA sued to prevent aﬁplication of the factors in
the new table to employees hired before the hoard adopted the new table. APEA also
st|i)u|ated that the factors set out in the new tabic came "closer to achieving equall(t}/ in
value of aggre%ate payments as between early and normal retirement than would be
possible under the old factors.” Id. at 1084
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Flisock v State. Div. ofRetirement and Benefits. 818 P.2d 640 (Alaska 1991)
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legislation passed by the California legislature suspending employer contributions to the
state’s retirement systems for three months during a budget crisis interfered “with ves ed
contractual rights of PERS members.” 189 Cal. Rptr. at 223. The Alaska Supreme Court
explained that, although the California legislature’s action

had not reduced emﬂloyee benefits under the system, the [California]
court determined that the state could not suspend its statutorily
defined contributions absent actuarial input to insure that the system
would remain actuarially sound. 1d. at 223. The court stated that
although an employee may not suffer out of pocket expenses, “the
interest of the employee at issue here is the security and integrity of
the funds available to pay future benefits.” ld. at 222.

944 P.2d at 445,
Duncan v. Retired Public Employees ofAlaska, 71 P.3d 882 (Alaska 2U03)

The Aiaska Supreme Court’s most recent case interpreting Alaska Constitution
article XII, section 7 is Duncan v. Retired Public Employees of Alaska, 71 P.3d 882
(Alaska 2003). In that case, Retired Public Employees of Alaska and other plaintiffs
challenged modifications to the retiree health plan made by the state in 1999 and 2000,
Some of the modifications “provided greater benefits; others were disadvantageous to
retirees.” 1d. at 885. In its overview of article XII, section 7, the court quoted from its
Hoffbeck analysis of the vesting of an employee’s right to benefits upon emPonment and
enrollment in the system, and explained that “[tjhis means that system benefits offered to
retirees when an employee is first employed and as improved during the employee’s
tenure may not be ‘diminished or impaired.™ 1Id. at 886-87. The court reiterated that
vested benefits are subject to reasonable modification, “[bJut to be sustained as
reasonable, changes that result in disadvantages to employees should be accompanied by

comparable new advantages.” Id.

The court rejected the state’s argument that health insurance benefits, which were
not provided by territorial retirement systems when the Alaska Constitution was ratified,
were not intended to constitute “accrued benefits.” The court observed that its “case law
suggests that ‘accrued benefits” should be defined broadly.” Id. at 887. The court

concluded
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that the term “accrued benefits” is not limited to just the benefits that
were provided to public employees at the Mme of ratification of the
constitution.  Instead, the term includes all retirement benefits that
make up the retirement benefit package that becomes part of the
contract of employment when the public employee is hired,
including health Insurance benefits.

|d. at 888. The court acknowledged “that medical costs are rapidly rising, making
health insurance increasingly difficult to provide. But we do not believe that this fact is
of sufficient weight to change the meaning of the plain language of article XII,

section 7.” Id.

The court also rejected the state’s argument that the “accrued benefit” was not the
level of coverage provided, but was the highest amount of the monthly premium for
retiree health coverage in effect during an employee’s employment. The court stated

The natural and ordinary meaning of “benefits” in a health insurance
context refers to the coverage provided rather than the cost of the
insurance. ~ Further, the various employee publications promise
coverage, not merely payment of a particular premium.

|d. at 888-89. The court acknowledged that “[tjhe state’s ar?ument that the pension
system may at some point be threatened by increasing costs of health care is a serious
one. Again however, we do not believe that this argument is sufficient to change the

meaning of the constitutional language in question.” Id.

The couit agreed with the state’s third argument, concluding that the determination
of whether detrimental changes in retiree health coverage are offset by comﬁarable new
beneficial changes must be made from a group standpoint rather than on an
individualized basis. The court reasoned that

Changes to fixed streams of income such as occupational disability
and pension payments can be much more readily evaluated on an
individual basis to determine whether they result in a net benefit than
can changes to health insurance. Pension and occupational disabilit
payments are, for the most part, predictable and fixed, while healt
Insurance benefits change according to the unpredictable, changing
medical needs of each individual.

Id. at 891 The court cautioned that
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The Alaska Supreme Court cited the 1955 case of Allen V. City ofLong Beach, 287
P.2d 765 (CA 1955), in Hoffbeck, adopting the California Supreme Court’s “limited
vesting” and “comparable advantage” approach. Holibeck, 627 P 2d at 1057. In the city
o fLong Beach Case, the California court specifically considered the 1951 modification of
apension plan by the city, increasing the contribution rate of employees hired before
March 29, 1945, from 2 percent to 10percent. The court stated that the change to the

city’s charter:

substantially decreases plaintiffs’ pension rights without offering any
commensurate advantages, and there is no evidence or claim that the
changes enacted bear any material relation to the integrity or
successful operation of the pension system established by section

187 of the charter.

The provision raising the rate of an employee’s contribution to the
city pension fund from 2 percent of his salary to 10 percent
obviously constitutes a substantial increase in the cost of pension
protection to the emPonee without any corresponding increase in the
amount of the benefit payments he will be entitled to receive upon

his retirement.

287 P.2d at 767. The court invalidated the city charter provision increasing the
contribution rate.9

Other California contribution rate cases include wisley V. City of San Diego, 188
Cal.App.2d 482, 10 Cal. Rptr. 765 (1961) (successive amendments gradually increasing
employee contribution rates from one percent to eight percent were obviously detrimenta
and there was no showing of commensurate benefit or that increases were necessary to
the integrity or successful operation of the pension program; holding that the contribution
rate increases could not be sustained as reasonable as app,:cd to the plaintiffs); and city
of Downey v. Board of Administration, Public Employees Retirement System, 47 Cal.
App.3d 621, P1 Cal. Rptr. 295 (1975) (detrimental change in contribution rate from
individual actuarial computation of portion of benefits employee would receive to flat
seven percent of salary was outweighed by increase in retirement allowance, reduction in
mandatory retirement age, and option of benefit for spouse).
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3. If the financial condition of the funds does not permit payment of the
PRPA, it is allowable to prospectively not pay existing members new
lor addltlonal] ad hoc PRPAs. A new statutory provision cannot
reduce the existing number of members who retain a vested right to a
PRPA if one is awarded, unless the new statutory provision includes
comparable enhancements to benefits.
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4. The above responses might be different if it were established that
application of modification of the retirement systems to current
members is necessary to allow the retirement systems to pay current
benefit claims,
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Since being limitedto onI){]B -minutes ofon-air Testimony today
and not being abIe tofini what | had to say Jwould like to
present each member on the House State Affairs Committee a copy
ofmyfill Testimonyfor their review at their convenience.

Good Morning Chairman Lynn & House State Affairs Committee,

My Name is Gavin D. Charrier.
| reside ar* 1390 Woodside Drive Ketchikan.
My mailing Address is P.O. Box 8692 Ketchikan, Alaska 99901.

I’m a 34 year Resident in the State of Alaska and a 20 year 7 month Employee

of the Ketchikan Gateway Borough as an Airport Equipment Mechanic 11 /
Aircraft Rescue Fire Fighter and 7.5% contributor to the PERS Retirement

System.

| would like to Testify today in “non-support” of increasing Employee
Contributions as proposed by Representative Mike Kelley In House Bill 179,

As a 19 year Collective Bargaining Negotiator for our Employee Group, Local
6137 of the Alaska Public Employees Association/American Federation of
Teachers (APEAJAFT), historically Ketchikan is noted as being one of the
“Highest Cost of Living Regions” while also being the “Lowest Paying
Political Subdivision™ in the State.

Over the years our members have suffered substandard wages in lieu of a
generous Benefit Package that we have collectively been able to maintain
through negotiations with the Ketchikan Gateway Borough. PERS/TRS
Retirement is considered to be one of those Benefits that is under constant
erosion. Tier I, II, 11, 1V, and now a proposed increase in contribution rates
with nothing other than status quo in return,

If Employee Contribution Rates are successfully increased 5% from the current
9.6% School District, 7.5% Police & FircFightcrs, and 6.75% of all others to
14.6%, 12.5% and 11.75% respectively, then this will certainly create a
financial hardship for many whose current substandard wage is barely enough
{0 make ends Meet,
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PP RS/TRS Employees have had no option but to contribute every pay period to
their Retirement Account

The explanation that I’ve been given by PERS is that the Employer, on the
other hand, dosent have to contribute a plug nickel into the Tier I, [ or Il
Employees Account until the day comes when that Employee retires and starts
drawing their hard earned retirement at the PERS Boards designated percentage
amount calculated at 2.0% per year for their first 10 years of employment +
2.5% per year for all years after 10 x the average of die 3 highest consecutive
years of salary. With the creation of the Tier IV Employee Group, last year,
there is no new money coming in to help offset the deficit Retirement Account

Balance.

When the Retiree draws their monthly ietirement check from PERS, PERS
simultaneously sends the Employer a bill for their portion of what they owe the
Account to proportionally fund that Retiree’s Retirement at what has already
been determined by the PERS Board as previously mentioned. Thus, “The

Unfunded Liability".

1believe its time for Employers to take fiduciary responsiblxé, step up to the
plate, and begin “actively participating” in match funding PERS/TRS Tiers I, II
& 11 Defined Benefit Groups "upfront" alongside the Employees Contributions
bi-monthly as they currently are with the new Tier IV Defined Contribution

Group.

Had this happened in the very beginning would the cunent unfunded deficit be
so great, simply considering the compounding interest that the Retirement
Account Baiance would have earned on early invested monies? Would the need
have been so extreme and painful as to move from a Defined Benefit to a
Defined Contribution Retirement System?

5% increases to Employee Contribution Rates now would be no more than
camouflaged funding for what the Employer duly owes their current and retired
Tiers I, 1l'and 11 Employees. Those Employees always have kept their end of
the PERS/TRS Retirement Collective Bargain from the very’ beginning...

As Representative Gruenberg stated, the Employee knew when they were hired
what their Contribution Rate would be that goes into their Retirement Account.

The Employee also had the opportunity to know at what percentage rate of their
base pay they would be paid as a retiree, they knew what their contributed cost

was buying as a return in retirement funding.
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Any increase to Employee Contribution Rates may be more palatable if it they
were matched by Employer funding “upfront” and the PERS/TRS Board would
increase their set Percentage rates commensurately for the purposes of
Retirement Calculation. But to increase the current Emplo%/ees Contribution
Rates now with no increases to their Retirement Check, when they are eligible,
is not fair, honorable and in my opinion a Bad Faith Bargain that is not morally

right...

Please, consider removing the proposed increases to Employee Contribution
Rates into the PERS/TRS Retirement System under Representative Kelley’s

HB-179.

Thank-You for providing me time to explain my viewpoint and express my
opinion of resolve to the Committee hefore voting HB-179.

Ifyou have any questions you woulu like to ask on my Testimonial Statements,
or to correct my understanding, Please, feel free to contact me

Sincerely,

P.O. Box 8692

Ketchikan, Alaska 99901
Home: 907-225-3377
Cell:  907-617-3667
E-Mail: gcharrier@gci.net
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House Finance Committee
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Representative Mike Kelly

House District 7

Sponsor Statement
H3 179

The State of Alaska’s retirement system unfunded liability is approaching $10 billion.
PERS is currently 65% funded and TRS is 60% funded.

HB 179 would implement a comprehensive plan to return the State's crippled retirement
system to soundness. It establishes a cost-sharing plan to eliminate the unfunded
liability in the defined benefit plans. It obligates the state to pay 80% of the unfunded
liability. The other employers would come to the table with 20%. Included in the bill is a
plan to raise contribution rates for active legislators, Governors, commis”™oners, judges,
police officers, firefighters, teachers, equipment operators, clerks, accountants, etc...in
the defined benefit plans 5% above current levels. Employee contributions would go
towards the cost of providing employee benefits in the current period. This three-way
partnership ensures that everyone has skin in the game and actively participates in the
sacrifice involved in funding the defined benefit plans and returning them to financial
soundness. It also makes required technical changes to the state’s defined contribution

plan.

The Alaska Retirement Management Board recently adopted employer average
contribution rates of 54% of wages for TRS and 39% for PERS for FY ‘08. These
employer contribution rates required to eliminate the unfunded liability are simply
unsustainable. Bankruptcies and elimination of critical services in our communities will
be averted by implementing HB 179. If the state agrees to pick up 80% of the tab, these
rates will level off at a high, but sustainable level. HB 179 sets up the accounts
necessary to receive payments to extinguish the unfunded liability. It would also
accommodate infusions of cash or lump-sum payments at any time the parties choose to
use these methods to take advantage of temporary surpluses or debt instruments.

In wrap up, it is important to understand what this bill does and what it does not pretend
to do. It does not look back to how we got in this mess. It does not create a single dollar
to pay down the $10 billion unfunded liability. What it does provide is a cost-sharing
mechanism for completing the tough lask of restoring health to our defined benefit plans.
You may argue it is too high for the state at 80%. You may argue that it will upset the
active plan members that are covered. |would argue that when the all-in cost of



providing benefits in the old defined benefit plans have tripled since 1999, the legislature
would be derelict in our duties if we did not look to all parties to assist us, including the
beneficiaries who enjoy the benefits of the old systems which have proven over-rich and

unsustainable.
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Representative Mike Kelly

House District 7

MEMORANDUM
DATE: March 27, 2007
TO: Representative Kelly
FROM: Derek Miller
RE: Sectional Analysis for HB 179

(Version 25-L50252\M)

Fairbanks

1292 Sadler Way, Ste 323
Fairbanks, AK 99701
Phone (907) 452-6084
Fax (907) 452-6096

Member
House Finance Committee
Legislative Budget & Audit

A sectional summary ofa bill should not be considered an authoritative interpretation of
the bill. The bill itselfis the best statement of its contents. Ifyou would like an
interpretation of the bill as it may apply to a particular set of circumstances, please

advise.

Section 1 Requires employees in the defined benefit teachers’ retirement plan to

contribute in additional 5% above current employee contribution rates.

Section 2. Changes calculation of the employer contributions to the TRS defined benefit
(DB) plan so that the employer rate is applied to the employer’s entire system payroll

base.

Section 3. Adds definitions for “employer normal cost rate” and “past service rate" and

clarifies the rate is applied to the employer’s entire TRS payroll base.

Section 4. Effective July 1, 2010, removes the provisions that allow members to repay
refunded contributions for the purpose of obtaining a conditional service benefit.

Section 5. Adds a provision for TRS DB plan members who employ with new
employers thatjoin the TRS after July 1, 2006, and that do not participate in the TRS DB

plan to participate in the TRS DCR plan.
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Section 6. Clarifies that the TRS defined contribution plan is aqualifying hybrid plan.

Section 7. requires employers in the TRS to pay occupational disability and death
benefits through contributions calculated actuarially. Contributions will be deposited to a

separate trust account for this purpose.

Section s. clarifies that the defined contributions paid into a member’s individual
account are subject to the limitations of 26 USC 415(c) and fixed benefits paid under the
DCR plan (occupational disability, survivor’s pension) are subject to the limitations of

26 USC 415(b).

Section 9. ciarifies that a member may direct investment of an individual account
among available investment funds as set out by the Alaska Retirement Management

Board.

Section 10. ciarifies the termination of a disability benefit when a person no longer
meets the requirements to receive occupational disability benefits or recovers from

disability.

Section 11. provides that a member who receives disability benefits from the plan is
100% vested in all the employer contributions made to the members’ individual account,
regardless of years of service worked, once the member is appointed to disability. This
subsection also clarifies that a member may not elect a distribution from the member’s
individual account while receiving disability benefits.

Section 12. clarifies the termination of disability benefits when a disabled member first

qualifies for normal retirement.

Section 13. Changes made to this subsection, which is related to the benefits for a
survivor of a disabled member who dies while receiving disability benefits, mirror other
changes being made to the disability and death statutes throughout this bill. The changes
are: (1) clarifies the termination of a survivor’s pension; (2) clarifies that a survivor
cannot access the member’s individual account while receiving a survivor’s pension; (3)
clarifies the normal retirement benefits available to a survivor; (4) clarifies that the period
o f disability benefits and the period of survivor benefits constitute membership service
for eligibility for medical benefits and the Health Reimbursement Arrangement; and (5)
establishes a tax qualified mechanism for the employer to continue to make employer and
employee contributions to provide benefits to a survivor when the member would have
reached normal retirement, had the member survived.

) i @l
Section 14. ciarifies the definition of occupational disability.

Section 15. Adds an annual adjustmeni to occupational disability benefits equal to 75%
of the increase in the Anchorage Consumer Price Index or 9%, whichever is less.
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Section 16. ciarifies the termination of a survivor’s pension under the occupational
death benefit provisions, including the end o f death benefits when a dependent child no

longer meets the definition of dependent.

Section 17. ciarifies that a survivor of a member who died from occupational causes is
not entitled to elect distributions from the member’s individual account while receiving
survivor benefits. Clarifies that the continuing contributions required by the employer
are made on behalfof the surviving spouse and members dependent children rather than
“beneficiaries.” Directs all continuing contributions by the employer into the
occupational disability and death trust account and other appropriate account and funds in

accordance with the IRC.

Section 18. The amendment to this subsection (1) clarifies the normal retirement benefits
available to survivors of members who died occupationally; (2) establishes a tax qualified
mechanism for the plan to provide benefits to a survivor wH n the member would have
reached normal retirement, had the member survived; and (3) clarifies that the period of
death benefits constitutes membership service for determining vesting in employer
contributions and eligibility for medical benefits and the Health Reimbursement
Arrangement.

«iiv * p«3u'ii
Section 19.  AS 14.25.488. Adds an annual adjustment to the survivor’s pension
benefit equal to 50% of the increase in the Anchorage Consumer Price Index or 6%o,
whichever is less. Persons who are receiving a survivor’s pension who are age 60 or
older and persons who have received a survivor’s pension for at least 8 years arc eligible

for the COLA.
AS 1425489 Adds a provision that a person whose disability or survivor

benefits are terminated due to eligibility for a normal retirement benefit will be treated
if that person is eligible for Medicare, regardless of age, for the purpose of cost-sharing

medical premiums with the plan.

Section 20. Clarifies that the nonguarantcc clause relates only to the defined contribution
portion of the TRS DCR plan. The fixed benefits contained under the plan are defined by

statute.

Section 21. Clarifies that IRC section 415(c) limits apply to employer matching
contributions when a DB member elects to convert to the DCR plan.

Section 22. Clarifies that transferred membership service from the TRS DB plan to the
TRS DCR plan will be applied to vesting in both the employer’s matching contribution

and subsequent employer contributions.

Section 23. Provides a time limit - 12 months from the date the employer consents to the
conversion - within which an eligible member must make the decision to transfer from

the TRS DB plan to the TRS DCR plan.
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Section 24. Removes the Social Security Taxable Wage Base cap from the definition of

eligible compensation for contribution purposes.
Narfs. shdru*t/ Oy,vpoi~ C,\i ]/ HuL~ill

Section 25.  AS 37 10.200. Establishes the Teachers’ retirement system past service
cost liability account within the Department of Revenue. Clarifies the Commissioner of
Revenue distribute a payment to each employer in the TRS system an amount based on

80% ofthe payroll base for each employer.
AS 37.10.202. Establishes the Public employee’s retirement system past

service cost liability account within the Department of Revenue. Clarifies the
Commissioner of Revenue distribute a payment to each employer in the PERS system an

amount based on 80% of the payroll base for each employer.
AS 37.10.204. Clarifies the definition of “past service cost rate.”

Section 26. Authorizes the commissioner of administration to promulgate regulations to
implement the state’s group life and health insurance statutes, including the new Alaska

retiree health trust statute.

Section 27. Clarifies the duties of the administrator for the Alaska Supplemental
Benefits System (SBS)

Section 28. Returns the authority for adopting regulations for the SBS from the Alaska
Retirement Management Board (ARMB) to the commissioner ofadministration.

Section 29. Changes the reference from “board” to “commissioner”.

Section 30. Adds a provision under the SBS for a member, annuitant, or beneficiary to
appeal a decision of the administrator to the Office of Administrative Hearings (OAH).

Section 31. Adds a provision under the Health Reimbursement Arrangement Plan for a
member to appeal a decision of the administrator to the Office of Administrative

Hearings.

Section 32. Clarifies the administrator to establish a teachers’ and Public employees’
retiree health reimbursement arrangement plan trust fund.

Section 33. Changes the employer contribution from an individual employer
contribution amount to a uniform employer contribution amount for all participants of the

Health Reimbursement Arrangement Plan.

- S h Cie>/ . o .
Section 34. Requires employees in the defined benefit public employees’ retirement
plan to contribute in additional 5% above current employee contribution rates.

Section 35. Amends the calculation of the employer contnoution rate. Clarifies the
definition of Normal Cost Rate and Past Service Cost Rate as it applies to the employer

contribution rate.
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Section 36. ciarifies the employer contribution rate shall be calculated by applying the
Normal Cost Rate and the Past Servk j Cost Rate to the employers entire, active

members.

Section 37. Effective July 1 2010, removes the provision that allows employees to repay
refunded contributions for the purpose of obtaining a public service benefit.

Section 38. Effective July 1 2010, removes the provision that allows employees to repay
refunded contributions for the purpose of obtaining a conditional service benefit.

Section 39. Adds a provision for appeal to the Office of Administrative Hearings of the

commissioner’s decisions on waiver requests under PERS.

Section 40. incorporates the reference to the new administrator section AS 39.35.003
into the definition of “administrator’ under the PERS DB plan.

Section 41. Adds aprovision for PERS DB plan members who employ with new
employers that join the PERS after July 1, 2006, and that are not eligible to participate in
the PERS DB plan, to participate in the PERS DCR Plan.

Section 42. ciarifies that the PERS defined contribution plan is a qualifying hybrid plan.
Provides that retiree medical benefits are provided by the DCR plan.

Section 43. ciarifies that the employer contributions for the defined benefits under this
subsection (occupational disability, occupational death and disabled peace officer/fire
fighter pension benefits) will be deposited to a separate trust account in the plan.

Section 44. ciarifies that the defined contributions paid into a member’s individual
account are subject to the limitations of 26 'J.S.C.415(c) and the fixed benefits paid
under the DCR plan (occupational disability, survivor’s pension) arc subject to the

limitations of 26 U.S.C. 415(b).

Section 45. cilarities the termination of a disability benefit when a person no longer

meets the requirements to receive occupational disability benefits.

Section 46. provides that a member who receives disability benefits from the plan is
100% vested in all the employer contributions made to the member’s individual account,
regardless of years of service worked, once the member is appointed to disability. This
subsection also clarifies that a member may not elect distributions from the member’s

individual account while receiving disability benefits.

Section 47. ciarifies the termination of disability benefits when a disabled member first

qualifies for normal retirement.

Section 48. specifics that the monthly pension benefit election upon eligibility for
normal retirement by a disabled peace officer or fire fighter under (2) of this subsection
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will be paid first from the member’s individual account and then from the trust account
established for this purpose. Also clarifies that a member who is a peace officer or fire
fighter is not entitled to elect distributions from the member’s individual account while
receiving disability benefits.

) WV verw, crivieei ¢, Ad
Section 49. Changes made to this subsection, which is related to the benefits for a
survivor ofa disabled member who dies while receiving disability benefits, mirror other
changes being made to the disability and death statutes throughout this bill. The changes
are; (1) clarifies the termination ofa survivor’s pension; (2) clarifies that a survivor
cannot access the member’s individual account while receiving a survivor’s pension; (3)
clarifies the normal retirement benefits available to a survivor; (4) specifies that the
period of disability benefits and the period of survivor benefits constitute membership
service for eligibility for medical benefits and the Health Reimbursement Arrangement;
and (5) establishes a tax qualified mechanism for the employer to continue to make
employerand employee contributions to provide benefits to a survivor when the member
would have reached normal retirement, had the member survived.

Section SO. Clarifies the definition of occupational disability and establishes the
eligibility requirements.

Section 51. Adds an annual adjustment to occupational disability benefits, and to
retirement benefits elected by disabled peace officers and fire fighters under AS
39.35.890(h) (2), equal to 75% of the increase in the Anchorage Consumer Price Index or

9%, whichever is less.

Section 52. Clarifies the termination ofa survivor’s pension under the occupational
death benefit provisions, including the end date of survivor benefits when a dependent
child no loneer meets the definition of dependent.

Section 53. Clarifies that a survivor ofa member who died from occupational causes is
not entitled to elect distributions from the member’s individual account while receiving
survivor benefits. Clarifies that the continuing contributions required by the employer
are made on behalfofthe surviving spouse and member’s dependent chiMren rather than
“beneficiaries.” Directs all continuing contributions by the employer into the
occupational disability and death trust account and other appropriate accounts and funds
in accordance with the IRC.

Section 54. The amendment to this subsection (1) clarifies the normal retirement benefits
available to survivors of members who died occupationally; (2) establishes a tax qualified
mechanism for the plan to provide benefits to a survivor when the member would hav'.
reached normal retirement if the member had survived; and (3) clarifies that the period of
death benefits constitutes membership service for determining vesting in employer
contributions and eligibility for medical benefits and the Health Reimbursement

Arrangement.
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Section 55. AS 39.35.893. Adds an annual cost-of-living adjustment (COLA) to the
survivor’s pension benefit equal to 50% of the increase in the Anchorage Consume* Price
Index or 6%, whichever is less. Persons who are receiving a survivor’s pension who are
age 60 or older and persons who have received a survivor’s pension for at least 5 years

are eligible for the COLA.
AS 39.35.894. Adds aprovision that a person whose disability or survivor

benefits are terminated due to eligibility for a normal retirement benefit will be treated as
if that person is eligible for Medicare, regardless of age, for the purpose of cost-sharing

medical premiums with the Plan.

Section 56. clarifies that the nonguarantee clause relates only to the defined contribution
portion of the PERS DCR plan. The fixed benefits contained under these plans are

defined by statute. . L o
l/ic « turcvi’di  witi-ui

Section 57. Clarifies that IRC section 415(c) limits apply to employer matching
contributions when a DB member elects to convert to the DCR plan.

Section 58. ciarifies that transferred membership from the PERS DB plan to the PERS
DCR plan will be applied to vesting in both the employer’s matching contribution and

subsequent employer contributions

Section so. Provides a time limit - 12 months from the date the employer consents to the
conversion - within which an eligible member must make the decision from the PERS

DB plan to the PERS DCR plan.

Section 60. AS 39.35.957. Adds a provision for employers to designate classes or
groups of employees eligible to participate in (or to be excluded from) the PERS DCR
plan. Clarifies that a member of the DB plan will become a member of the DCR plan if

employed by an employer that participates only in the DCR plan.
AS 39.35.958. Adds the process by which at. employer may terminate
participation from the DCR plan and outlines the rights of employees and the costs to the

employer upon termination.

Section 61. Removes the Social Security Taxable Wage Base cap from the definition of

eligible compensation for contribution purposes.

Section 62. ciarifies that a “member” and "employee” have the same meaning
throughout the PERS DCR statutes. Includes as member the governor, lieutenant
governor and legislators. Excludes instructors at the Department of Labor and Workforce
Development and the Departma of Education and Early Development in position

requiring a teacher certificate.

Section 63. Provides a clear definition of peace officer and fire fighter under the DCR

plan.
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Section 64. Adds language for the powers and duties of the Deferred Compensation

program administrator.

Section 65. ciarifies that the administrator of the Deferred Compensation piogram may

contract with a private person to administer the plan.

Section 66. Adds a provision under the Deterred Compensation program for a member
to appeal a decision of the administrator to the Office of Administrative Hearings.

Section 67. Adds the Supplemental Benefit-Annuity Plan, Health Reimbursement
Arrangement Plan, Deferred Compensation Plan, and waivers of adjustment under the
PERS and TRS defined benefit plans to the jurisdiction of the Office of Administrative

Hearings.

Section 68. Removes the National Education Association as a participating employer in
the TRS. Repeals the voluntary contribution provision of the TRS DCR plan. Repeals
participation of NEA in the TRS DCR plan. Repeals duplicative statute which provides
commissioner of administration authority to appoint the administrator of the PERS and
fhe Supplemental Benefits System. Repeals the subsection relates to reinstating service
associated with refunded contributions for obtaining a public service benefit, effective
July 1, 2010 under sec. 118 of the bill. Rencals the voluntary contribution provision of

the PERS DCR plan.

Section 69. Rymeds ASD.HB37H0- mErdaenat of snieinte TRS denfar
widhananie resavadardudof ainltias

Section 70. effective dates for Sections 4, 57 and 38, uly 1 2010.

Section 71. Effective date for remainder of bill, except as provided in section 70, takes
effect July 1,2007.

25-1.S0252\M Pege 8 3/28/2007



25 Alaska State Legislature
Representative Mike Kelly
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465-4976 (Fax) 465-3883
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HB 179 Walkthrough Contact: Derek Miller, 465-6879
Version: 25-LS252\M

Summary: This bill makes necessary technical changes to the state’s defined
contribution (DC) plan and provides a mechanism to pay off the $10 billion
unfunded liability associated with the state's definec benefit (DB) plan. Total cost
to the state, employers a..d employees for providing the benefits has tripled since
2000 and will remain at or above that level for the next 25 years.

HB 170 would obligate the state to pay 80%b of the unfunded liability associated
with the old DB plan and would obligate local school districts and public
employers to pay 20%. Two accounts would be established within the
Department of Revenue, a Teachers’ Retirement Past Service Cost Liability
Account and a Public Employees’ Retirement Past Service Cost Liability
Account. The accounts are necessary to receive payments to extinguish the
unfunded liability. The final component of the plan would increase contributions
required of public employees by 5% for the current period.

Terminology:

EmJover - InPERS an employer may be a political subdivision of the state like
the city of Fairbanks or the Municipality of Anchorage. Itcan also include the
University of Alaska or school districts. InTRS an employer may be a school
district, the University of Alaska or the State Department of Education. There are

160 participating employers in the state.

Employee - An employee, also know as "member”, may be a police officer,
firefighter, teacher, legislator, legislative staff, Commissioner, judge, Governor,

grader operator, clerk, accountant, etc...

The State - The state is the State of Alaska. Contributions from the state of
Alaska come from the General Fund.

Its important to understand the difference between the Normal Cost Rate (NCR)
and the Past Service Cost Rate (PSR) for employers. The NCR is the rate
necessary for employers to fund benefits to accrue in the current vear after
employee or "member" payroll deductions are accounted for. The PSR is the
rate necessary for employers to pay off the actuarially determined unfunded
liability. If there were no unfunded liability, there would be no PSR and
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employers would only be assigned an NCR. Unfortunately, we will face both for
the next 25 years.

Here is a breakdown of current employer rates for the PERS and TRS system:

PERS TRS
NCR 14.48% 12.56%
PSR 25.28% 41.47%

This chart demonstrates that for every dollar in salaries the PERS system pays
on behalf of its DB employees, the employer must pay current benefit costs plus
25 cents towards the unfunded liability over a 25-year period. For TRS it's 41
cents for every dollar in salaries going towards the unfunded liability.

HB 179 obligates the state to pay 80% and employers to pay 20% of the PSR.
The new employer rates for PERS and TRS would look like this:

PERS TRS
NCR 14.48% 12.56%
PSR (20% 5.06% 8.29%

This reduction of over 20% for PERS and almost 34% for TRS employer
contributions would amount to huge savings for Public employers. This will free
up money for local governments to provide essential local sen/ices like
education, fire protection, public safety and road maintenance.

Active Beneficiary Contributions under HB 179: DB plan member
contributions would rise 5% from current levels set out in AS 14.25.050 and AS
39.35.160. These rates are currently 8.65% for members in the Teachers
Retirement System, 7.50%0 for peace officers and firefighters in the PERS system
and 6.75% for legislators, judges, the Governor, Commissioners, public
employees and all "other” PERS members.

In 2000, employees paid nearly half the all-in costs of providing benefits in PERS
and 42% for TRS. Without the 5%b increase in contribution rates for employees in
2008, their contributions provide only 15% of the all-in costs. Non-retired
beneficiaries need to come to the payment table.

The 5% increase (3% - 4% after tax) would translate into rates of 13.65%0 for
TRS members, 12.50% for peace officers/firefighters and 11.75%6 for all "other"
PERS members. This 5% increased deduction from a beneficiaries payroll would
be collected by employers to help offset the increasing costs associated with
providing current period benefits in the defined benefit plan. Their contributions
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would equate to roughly 25%6 of the all-in costs of providing the DB plan benefits
which Buck Consultants described as “rich” and which have proven to be

unsustainable.

Constitutional Issues: Increasing the active beneficiary contribution raises the
concern that we may violate Article XlI; section VIl of our constitution which
states: "Membership in employee retirement systems of the State or its political
subdivisions shall constitute a contractual relationship. Accrued benefits of these
systems shall not be diminished or impaired.” Because of this concern, HB 179
assigns additional beneficiary cost responsibility only to the current period.

While a beneficiary contribution rate may not be able to be changed retroactively
for benefits that have already accrued, itcan be argued that employee rates can
be changed prospectively to pay for benefits yet to accrue. A California case
found:

An employee’s vested contractual pension rights may be modified

prior to retirement for the purpose of keeping a pension system

flexible to permit adjustments in accord with changing conditions

and at the same time maintain the integrity of the system.

That’s what this bill aims to do, maintain the integrity of Alaska’s retirement
system.

Furthermore, a Michigan Supreme Court opinion found:

The legislature cannot diminish or impair accrued financial benefits,
but we think it may properly attach new conditions for earning
financial benefits which have not vet accrued.

Calculation of PERS Employer Rate: The PERS defined benefit plan has an
individual employer rate that results in a different rate for each employer. The
TRS defined benefit plan is a cost-sharing single rate retirement plan. As a
result, there are 160 different employer contribution rates for PERS, but the 58
employers participating in TRS pay the same rate.

Sections 35 and 36 of the bill convert the PERS employer rate to a single rate
cost-sharing calculation. With passage of this legislation, the 160 individual
employers in PERS will be assigned a single rate, like TRS.
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FISCAL NOTE

STATE OF ALASKA FezNoieNnba  HB179-DOA-0AH-3-20-Q7
A07 LEGISLATIVE SESSION Hl\asoT HB 179
ORHEN R
Revision Date/Time (Note if correction): Dept. Affected: Administration
Title An act relating to insurance for public employees ~ *RDU Central Administrative Services
Component Office of Administrative Hearings

Sponsor Representative Kelly
Requester Component No. 2771
Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2008 FY 2009 FY 2010 FY 2011 FY 2012  FY 2013
Personal Services 00 00 00 00 00 00
Travel 00 0.0 00 00 00 00
Contractual 00 00 00 00 00 00
Supplies 00 00 00 00 00 00
Equipment 00 00 00 00 00 00
Land & Structures 00 00 00 00 00 00
Grants & Claims 00 00 00 00 00 00
Miscellaneous 0.0 00 00 00 00 00

TOTAL OPERATING 00 00 00 00 00 00
ICAPITAL EXPENDITURES 00 00 00 00 00 00 |
CHANGE IN REVENUES ( ) 00 00 00 00 00 00 |
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts 00 00 00 00 00 00
1003 GF Match 00 00 00 00 00 00
1004 GF 00 00 00 00 00 00
1005 GF/Program Receipts 00 no 00 00 00 00
1037 GF/Mental Health 00 00 00 00 00 0.0
Other (Specify Type-Do not abbreviate) 00 00 0.0 00 00 0.0

TOTAL 00 00 00 00 00 00

Estimate of any current year (FY2007) cost: 0.0
Mark this box (X) if funding for this bill is included in the Governor's FY 2008 budget proposal:
POSITIONS
Full-time
Part-time
Temporary

ANALYSIS:  (Attacha separata page it necessary) _ o
This hill provides for the Office of Administrative Hearings (OAH) to conduct the hearings in SBS, Deferred

Compensation and Health Reimbursement administrative apP_eaIs, inaddition to the PERS and TRS appeals
already heard by OAH. The Division of Retirement and Benefits estimates that this may generate two
additional hearings per ge_ar. OAH presently has the capacity to handle these cases without increasing
personnel. The cost of om% so would be recovered from the division throu%h m_teragerlgzl receipts under
OAH's cost allocation plan, based on the time commitment required for the hearings. OAH does not
anticipate increased expenditures for its operation due to the addition of these three, low volume case types.

Prepared by:  Terry L. Thurbon, Chief Administrative Law Judge Phone 465-1836

Division Office of Administrative Hearings Cote/Tine (B/2YA0Y 326pm.
Aprosdhy: r@mamw Dote /ALY 4-3pn
AR Dgarnet L

(Rav.ud &/18/200-0MB) Pege 1aF1



FISCAL NOTE

STAT/- OF ALASKA A NotieNLbar HRLBHIRTE3-BY
07 LEGISLATIVE SESSION HI\@so1

ORHIENE
Revision Date/Time SNote if correction): Dent. Affected: Revenue
Title PUBLIC EMPLOYEE/TEACHER RETIREM'T SYSTEIRDU Taxation and Treasury

Component Treasury
Sporv.or Kelly
Reqt aster House State Affairs Component No. Vil
Expenditures/Revenues (Thousands of Dollars)
Note Amounts do not include inflation unless otherwise noted below.
OPFRATING EXPENDITURES FY 2008 FY 2009 FY2010 FY20I1 FY 2012 FY 2013 |
Per .onal Services 00 0.0 00 00 00 00
Trr. el 00 00 00 00 00 00
Co- tractual 00 00 00 00 00 00
Supplies 00 00 00 00 00 00
Equipment

Land & Structures
Grants &Claims

Miscellaneous
TOTAL OPERATING 00 00 00 00 00

ICAPITAL EXPENDITURES | | | |

ICHANGE IN REVENUES ( ) 1 1 !
FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF 00 00 00 00 00 00
1005 GF/Program Receipts

1037 "*/Mental Health

Other specify Type--Do not abbreviate)

TOTAL 00 00 00 00 0.r 00

00

Estimate of any current year (FY2007) cost: 00
Mark this box (X) If funding for this bill is included In the Governor's FY 2008 budget proposal: | 00 -1

POSITIONS

Full-time 0 0 0 0 0 0
Part-time

Temporary

ANAT YRIR-  [Attach a sanarata nana if narassun=

This hill establishes 2 accounts into which annual appropriations could be made, and amounts would be
distributed by the department each year to 2 distinct groups of emplo. rs. The department would pay each
TRS employer, other than the state and the University, the amount the employer is expected to pay that
fiscal year toward its past service liahility. However the amount paid to each employer is based upon a
formula looking back 3 years. Similarly, municipal and school district PERS employers would be paid for
their annual past service liability payment using a different formula. The department would manage the
accounts, make distributions and adopt regulations. Account earnings and maney not needed for
appropriation as provided by the formulae would be deposited in the general fund annually.

Prepared by:  Jerry Burnett Phone 465-2312
Division Adminstrative Services Date/Time 3/28/07 12:00 AM
Apoally: JryRirdt Cole /B Y
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FISCAL NOTE

STATE OF ALASKA FealNoieN - HRLA-DARB-3-27-07
A07 LEGISLATIVE SESSION HI\GI0T HBLA
ORHEDE
Revision Date/Time (Note if correction): Dept. Affected: Administration
Title  An Act relating to public employees’ and teachers’ RDU Centralized Administrative Services
retirement defined contribution retirement plans, Component Retirement and Benefits
Sponsor Rep. Kelly
Requester House State Affairs Component No. o4
Expenditures/Rovenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY2008 FY2009 FY2010 FY2011 FY212 FY213
Personal Services 00 00 00 00 00 00
Travel 00 00 00 00 00 00
Contractual 00 00 00 00 00 00
Supplies 00 00 00 00 00 00
Equipment 00 00 00 00 00 00
Land & Structures 00 00 00 00 00 00
Grants & Claims 00 00 00 00 00 00
Miscellaneous 00 00 00 00 00 00
TOTAL OPERATING 00 00 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES 00 | 00 | 00 | 00 | 00 | 001
JCHANGE INREVENUES ( ) | 00 | 00 | 0.0 00 | 00 | 00]j
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts 00 00 00 00 00 00
1003 GF Match 00 00 00 00 00 0.0
1004 GF 00 00 00 00 00 00
1005 GF/Program Receipts 00 00 00 00 00 00
1037 GF/Mental Health 00 0.0 00 00 00 00
Other (Specify Tyglg—Do not abbreviate) 00 00 00 00 00 00
OTAL 0.0 00 00 00 00 00
Estimate of any current year ?FYZOO?Z)cost: 00
Check this box (X) If funding for this bill is included in the Governor's FY 2008 budget proposal: I
POSITIONS
Full-time
Part-time
Temporary

ANALYSIS:  (Attach a Separata page ifnecessar%) _
This hill frowdes clarifying revisions to SB 141 passed by the 24th Alaska Legislature and enacted as ch. 9,

FSSLA 2005. Some of the provisions include the following: identifies a funding source for teachers' disability
and death benefits; adds annual cost of living increases to disability benefits, survivor pensions, and peace
officer/fire fighter pensions provided by the new PERS and TRS plans; clarifies that a member or survivor is
not entitled to elect distributions from the member's individual account while receiving disability or death
benefits; makes clarifying changes to maintain Internal Revenue Code equipments.

This bill has no fiscal impact on the Division of Retirement and Benefits. Please see page two for the
analysis required by AS 24.08.036.

Prepared by:  Kathy Lea, Acting Director Phone 465-4817
Division Retirement and Benefits Date/Time 3/27/07 2:45pm
Aposdly. Ratedd Retio, Dty Gonissio Dote 324V 3:15m
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FISCALNOTE

STATE OF ALASKA BILLNO. HBLA
207 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

Sec. 24.08.036. Fiscal notes on hills affecting state retirement systems. Before a hill which would hava an effect on the
retirement systems of the state is reported to the rules committee, there shall be attached to the bill an analysis of the
long-term and short-term costs to the state if the bill is adopted, as well as the impact of the bill on the actuarial
soundness of the fund. The analysis is in addition to the fiscal note re%uirements of AS 24.08.035.

The legislature passed Senate Bill 141, enacted as Ch. 9 FSSLA 2005, establishing defined contribution retirement
plans for new members of the PERS and TRS first enrolled on or after July 1 2006. It was important to the legislature
that members of the defined contribution retirement Plans receive death and disability benefits commensurate with the
death and disability benefits available to members ot the defined benefit plans. As a result of this plan structure
combining certain guaranteed fixed benefits with defined contribution benefits, these plans are hybrid plans under the
Internal Revenue Code sec. 414(k).

There were some oversights in the drafting of the original legislation that resulted in the exclusion of explicit statutory
authority for fundin? of some of the fixed benefits contained in the plans. This bill contains the confomiing amendments
necessary to pay all the benefits required in accordance with the intent of the new defined contribution retirement plans
as enacted by the legislature and adds the following:

Annual COLA for recipients of disability benefits.

*Annual COLA for recipients of a survivor's pension.

Medical premium cost-sharing for disabilitants and survivors at normal retirement.
*Funding for disabled police/fire figher members who choose a monthly retirement pension.
*Annual COLA for disabled police/fire fighter members who choose a monthly retirement ﬁension.

The State's actuarg, Buck Consultants, developed cost estimates for these benefits. The total combined increase to
the employers of the PERS and TRS in FY 2008 is approximately $147,200. The table below breaks out the dollar cost
estimates for each retirement system based on the projected payroll for the PERS and TRS Defined Contribution

Retirement Plans in 2008:

PER?
Others PERS P/F
Costs Costs TRS Costs
SPa roll  PERS P/F  (Payroll Total PERS (Payroll
Be.iefit PERS "Others" Rate $1334m) Rate  $17.0 m% Costs  TRS Rate  $69.8 m)
COLA 0.048% $ 64032 0214% $ 36,380 $ 100412 0.038% $ 26524
Disabled P/F
ronsion at NA NA  0119% $ 20230 $ 20230  NA NA
Retirement
Medical cost-
sharing at 0.019% 0176% 0.025%
Retirement

The FYO8 rates for retiree medical benefits, as well as all costs related to occupational disability, occupational
death, and disabled P/F retirement, were based upon actuarial calculation and adopted by the Alaska Retirement
Management Board [per AS 14.25.350(b) and AS 39.35.750(h)). The long-term costs will vary by plan experience.
However, Buck made these cost estimates based on PERS Tier 3and TRS Tier 2 members, expecting the experience
of the new tiers to be reflective of that population. As PERS Tier 4and TRS Tier 3 plan membership grows annually,
these rates (as actuarially calculated) would be applied to the annual payroll base

Separate trust accounts will be established in which all contributions and earnings will be deposited to pay the
8uaranteed fixed benefits associated with the occupational disability a.id occupational death provisions (including
isabled P/F retirement) of the defined contribution retirement plans. Absent the increased rates as noted above, the
employers will not contribute in FY 2008 to those trust accounts an amount sufficient to pay for the death and disability
benefits for their members As a result, the initial health of the trust funds for death and disability benefits may be
considered not actuarially sound in order to properly pay future benefits to members from these trust funds.
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ALASKA STATE LEGISLATURE

House of Representatives

INTERIM: SESSION:
716 W 4THAVE. STATE CAPITOL
ANCHORAGE, AK 99501 JUNEAU. AK 99801-1102
Phone: (907) 269-0265 Phone: (907) 465-4939
Fax: (907) 269-0264 Toll Free: (800) 465-4939

Fax (907)465-2418

(website:www.akrepublicans.org/roses.htm)

Representative Bob Roses
emall: Repfesantative_Bob_Roaes@legls state.ak.us

MEMORANDUM

Date: March 14, 2007

To: Representative Bob Lynn, Chair
House State Affairs Committee

From: Representative Bob Roses

Re: HB 184

Lwould request you schedule HB 184 for a hearing, pending referral from the Military and
Veterans’ Affairs Committee before State Affairs for Thursday March 22nd.

House Bill 184 action brings the Support Our Troops license plate to Alaska, sponsored by
Support Our Troops®. SOT® will soon have caused the issuance of Official Support Our
Troops plates in some 40 states, with around 20 being completed in 2006 (many
unanimously by their Legislatures), and the necessaries in place for issuance in about 16
more in 2007, including: Alabama, Arizona, Arkansas, California, Colorado, Connecticut,
Delaware, Georgia, Hawaii, ldaho, lllinois, Indiana, lowa, Kansas, Louisiana, Maryland,
Ma sachusetts, Michigan, Mississippi, Missouri, Montana, Nevada, New Jersey, New
Mexico, New York, North Carolina, North Dakota, Ohio, Oklahoma, Oregon, Pennsylvania,
South Carolina, South Dakota, Tennessee, Texas, West Virginia. Wisconsin.

SOT is one of the safest national charities, with checks and balances in place that include
among others: annual supervision by each of about 35 state Attorneys General and Auditors
General across America; independent accounting firm dischargeable only by whole Board
of Directors; annual reporting and review in each of about 35 states on Form 990; IRS-
approved Conflict of Interest Policy; certain legal matters handled by Arnold & Porter and

Baker & McKenzie.

Thank you for your consideration of this request, and for your consideration of scheduling it
“Pending Referral.”

Please contact my staff. Josh Applebee at x6873 if you have any additional questions.


http://www.akrepublicans.org/roses.htm
mailto:Repfesantatlve_Bob_Roaes@legls.state.ak.us

Alaska State Legislature

House of Representatives

Official Business State Capitol
Juneau, AK 99801-1182

SPONSOR STATEMENT FOR HB 184
BY: Representative Bob Roses

TITLE: “An Act relating to a commemorative troops license plate; and providing for an effective
date.”

House Bill 184 action brings the Support Our Troops license plate to Alaska, sponsored by Support
Our Troops®. SOT® will soon have caused the issuance of Official Support Our Troops plates in
some 40 states, with around 20 being completed in 2006 (many unanimously by their Legislatures),
and the necessaries in place for issuance in about 16 more in 2007, including: Alabama, Arizona,
Arkansas, California, Colorado, Connecticut, Delaware, Georgia, Hawaii, ldaho, Illinois, Indiana,
lowa, Kansas, Louisiana, Maryland, Massachusetts, Michigan, Mississippi, Missouri, Montana,
Nevada, New Jersey, New Mexico, New York, North Carolina, North Dakota, Ohio, Oklahoma,
Oregon, Pennsylvania, South Carolina, South Dakota, Tennessee, Texas, West Virginia, Wisconsin.

Founded by civilians as a concrete statement of thanks to the troops for their service, Support Our
Troops® is a 501(c) (3) national public-bcnefit charity group dedicated to assisting the troops and
their families in the century to come. SOT is the embodiment of the moral obligation of those of us
who do not serve, to those who do. It is civilians voluntarily offering what is morally owed. The
purpose of SOT is to facilitate public displays of support for America’s troops through various
means, and to raise money to actually help them by financially bolstering their families post
September 11, 2001. SOT provides simple means through which America’s families can protect the
integrity of their troops’ families, while the troops are off protecting all of our families - whether in
a peacekeeping mission, a war, or a hurricane, flood, or other disaster. SOT’s business model is to
create recurring revenue streams so that its promises to the families can hr dependable.

SOT is one of the safest national charities, with checks and balances in place that include among
others: annual supervision by each of about 35 state Attorneys General and Auditors General across
America; independent accounting firm dischargeable only by whole Board of Directors; annual
reporting and review in each of about 35 states on Form 990; IRS-approved Conflict of Interest
Policy; certain legal matters handled by Arnold & Porter and Baker & McKenzie.

| urge your support of this legislation.

March M, 2007 - HB 134 25-13062IM



Alaska S*ate Legislature

House of Representatives

st Capitol

Official Business
Juneau, AK 99801-1182

Sectional Analysis for HB 184
BY: Representative Bob Roses

TITLE: “An Act relating to a commemorative troops license plate; and providing for
an effective date.”

Section 1. Adds a new section (x) to AS 28.10.181 designating that special request plates
commemorating and supporting troops. It allows that the commissioner (of the Department of
Commerce, Community, and Economic Development shall determine the design and color of the
plates. This section allows the department to disapprove the issuance of plates and for the
substitution of alternative language.

Section 2. Adds a new section (17) to AS 28.10.421 (d) outlining the fee amounts and the
regularity of the collection. It further states that the funds may be appropriated by the legislature to
Support Our Troops, Inc. for the benefit of the troops and their families in accordance with its

articles of incorporation and bylaws.

Section 3. This section states the bill will take effect on July 1, 2007.

March Y4, 2007-HB 134 251 61\
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Disbursement Methodology Policy
ADOPTED BY BOARD Oc DIRECTORS 9-20-2006, REVISED 8-5-06

Background
It is SOT policy to make distributions to the maximum extent possible by using local

Disbursement Boards and by using existing military charitable entities, coupled with a
set of disbursement priorities. It is SOT’s preference to only occasionally make direct
distributions to individual recipients, unless that method is deemed best for purposes of
local officials. SOT prefers to function as a revenue-generating organization, and have
the functions of determination of entitlement and need performed by local Disbursement
Boards and by existing military charitable entities, all based on a set of disbursement

priorities.

Guiding Principal
SOT is trying to meet the worst needs first based on the Western principal of women

and children first.

Lisbursement Boards
One or more local Disbursement Boards are being established in each state as the best

method of promptly and privately meeting the needs of the local troops and their
families with immediate local knowledge.

The local Disbursement Boards will be constituted from designees of the various
sen/ices, and will serve without compensation as adjunct duties to their normal duties in
their services. These designees may be assembled from assistance disbursement
officers, readiness officers, and the like, from within each service, because they know
their local families and troops, who needs assistance, and are most likely to have a
relationship with the applicab'e branches or agencies. They will have current local
knowledge which alleviates delays and problems created by the privacy act. The local
Disbursement Boards will follow guidelines regarding determination of entitlement,
degree of need, and procedure. They will make decisions using those guidelines, forms

SOT may adopt and use existing application forms and procedures

and procedures.
The local Disbursement Boards

familiar to service members from within the services.
may also disburse based on pre-screened and qualified recipients referred to them by
other military charities and agencies in accordance with these procedures. The local

Disbursement Boards will be lodged with the military charities as a referral resource.

This methodology enables SOT to promptly meet the needs of local troeps and their
families, because the local Disbursement Board has immediate local personal
knowledge of who needs what. They are comprised of local faces that the troops and

Support Our Troops, Inc. _ _
Policy - Dishursement Methodology Policy - 9-20-05; revised 8-25-06
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Eupport Our Troops, Inc.

Disbursement Methodology Policy
ADOPTED BY BOARD OF DIRECTORS 9-20-2006, REVISED 8-25-06

their families currently know and deal with. They will be less hampered by privacy act
restrictions which inhibit information exchange between federal and state levels,
between agencies, and between branches, and frequently frustrate even agencies and
services trying to help one another’s members. They will avoid people having to shop
from door to door to locate assistance, because the troops and their families can talk to

people they already know.

Military Charities, Organs, Funds.

A secondary disbursement methodology is SOT making disbursement through existing
charities and organs within and without the services which provide aid and assistance to
service members and their families. To date, SOT has identified the below-listed
entities through which SOT can make disbursement to ultimate beneficiaries. Entities
may be added or withdrawn from time to time. Funds will be disbursed through these
entities upon their agreement to further disburse them based upon SOT criteria. These
entities may also refer pre-screened and qualified recipients to SOT for disbursement:

State National Guard Assistance Funds and Relief Funds

State National Guard Family Readiness

HomesForOurTroops.org --501c3

Special Operations Warrior Foundation -- 501c3

Injured Marine Semper Fi Fund - 501c3

Survivors and Dependants Educational Assistance Program -- VA administered
CIA Officers Memorial Fund -- 501c3

Marine Corps Scholarship Foundation, Inc. - 501 c3

Dependents Educational Assistance Program -- VA administered
National Military Family Association -- 501c¢3

Tragedy Assistance Program for Survivors

Arm, Emergency Relief -- Official Entity of US Army

Navy-Marine Relief Society -- Official Entity of US Navy and Marines
Air Force Aid Society -- Official Entity of US Air Force

Coast Guard Mutual Assistance - 501c3

Intrepid Museum Foundation/Intrepid Family Support Fund - 501c3

Squort Qur Troops, Inc. _ _
Policy - Disbursement Methodology Policy - 9-20-05; revised 8-25-06
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¢ from our families to their families -

This action brings the Support Our Troops license plate to Alaska, sponsored by Support Our
Troops®. SOT® will soon have caused the issuance of Official Support Our Troops plates in some 40 states,
with around 20 being completed in 2006 (many unanimously by their Legislatures), and the necessaries in
place for issuance in about 16 more in 2007, including: Alabama, Arizona, Arkansas, California, Colorado,
Connecticut, Delaware, Georgia, Hawaii, Idaho, Illlinois, Indiana, lowa, Kansas, Louisiana, Maryland,
Massachusetts, Michigan, Mississippi, Missouri, Montana, Nevada, New Jersey, New Mexico, New York, North
Carolina, North Dakota, Ohio, Oklahoma, Oregon, Pennsylvania, South Carolina, South Dakota, Tennessee,

Texas, West Virginia, Wisconsin.

Founded by civilians as a concrete statement of thanks to the troops for their s rvice, Support Our
Troops® is a 501(c)(3) national public-benefit charity group dedicated to assisting the troops and their families
in the century to come. SOT is the embodiment of the moral obligation of those of us who do not serve, to
those who do. Itis civlians voluntarily offering what is morally owed. The purpose of SOT is to facilitate
public displays of supp A for America’s troops through various means, and to raise money to actually help
them by financially bolstering their families post September 11, 2001. SOT provides simple means through
which America’s families can protect the integrity of their troops’ families, while the troops are off protecting all
of our families - whether in a peacekeeping mission, a war, or a hurricane, flood, or other disaster. SOT’s
business model is to create recurring revenue streams —o that its promises to the families can be dependable.

To date, Support Our Troops holds the registered trademark Support Our Troops® at the federal level
and in 44 states. This enables SOT to focus on the troops’ families revenue from manufacture and licensing of
apparel, decorative magnets, stickers, pins, jewelry, accessories, charitable fundraising, special events, and
the like. SOT expects that by the end of 2008 all of its various activities will annually produce about $15-$20
million in non-profit revenue nationwide for the troops and their families.

The Honorable Sonny Montgomery, “the soldier’s soldier”, and the author of the renowned Montgomery

G.l. Bill, when joining the Support Our Troops Board of Advisors, wrote “Support Our Troops has a truly bold
vision of good things planned for our troops and their families over the next century, and | wholeheartedly
endorse these efforts and encourage others to work with [them] as well.  This is a civilian organization
involved in a major effort to forever put the civilians of our great nation behind their troops. | think it is a
healthy thing for civilian run organizations to be openly behind their troops, because such an effort cannot be
accomplished by government agencies, veteran groups or even the military itself with the same efficiency,
responsiveness, and enthusiasm as a private organization can provide. Civilians are best suited to motivating
other civilians for the sake of our troops and veterans. Support Our Troops, Inc., is well-organized, includes
veterans in its management, and |1am well acquainted with the trustworthiness of people in it"

SOT is one of the safest national charities, with checks and balances in place that include among
others: annual supervision by each of about 35 state Attorneys General and Auditors General across America;
independent accounting firm dischargeable only by whole Board of Directors; annual reporting and review in
each of about 35 states on Form 990; IRS-approved Conflict of Interest Policy; certain legal matters handled

by Arnold & Porter and Baker & McKenzie.
They Support Us - Lot’s Support Them/™"



