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The H onorable Lyda Green 
President of the Senate 
A laska State Legislature 
State Capitol, Room 111 
Juneau, AK 99801-1182

Dear President Green:

U nder the au thority  of art. Ill, sec. 18, of the Alaska Constitution, I am  
transm itting  a bill relating to judicial retention election candidates.

The state elections code currently  does not contain a process for a candidate for 
judicial retention to w ithdraw  from  candidacy. This bill w ould am end the state 
elections code to provide such a process.

I urge your p rom pt and favorable action on this m easure.

Sincerely,

Sarah Palin 
G overnor
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SB 183 REPEAL DEFINED CONTRIB RETIREMENT PLANS

"An Act repealing the defined contribution retirement plans for teachers and for public employees; making 
conforming amendments; and providing for an effective date."

and recommends:
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S e n a t o r  K i m  E l t o n

SB 183 -  R estoring Pension Benefits for Public Em ployees

Sponsor S tatem ent

SB 183 retu rns guaranteed pension and health care benefits to Alaska public employees. 
It will m ake it easier to recruit and retain teachers, police officers, firefighters, and other 
public em ployees.

Analyses bv actuaries and the state Division of Retirem ent and Benefits show  that 
A laska's defined benefit pension -  paying a guaranteed  m onthly benefit plus health 
care -  costs the sam e as the new defined contribution system  but provides m uch better 
benefits. In a worst-case scenario, m onthly costs m ight increase by $5 per public 
em ployee. W ith SB 183, A laskans get m ore benefit for the sam e cost.

SB 183 repeals the laws putting public em ployees into risky individual savings account 
plans, and enrolls them  in the least expensive pension plans, the curren t public 
em ployee tier III and teacher tier II. The State already adm inisters these tiers for 
thousands of m em bers, so no new  bureaucracy is required.

A few years ago, Alaska beefed up oversight of the pension system: now  two actuaries 
analyze the health of the pension funds, there are m ore frequent experience studies, and 
the state s topped  the practice of som etim es paying less than the cost of benefits. SB 183 
retains these sm art reforms, m aking Alaska pensions stronger than ever.

The K-12 teachers and  university professors w ho educate our children, the police and 
firefighters w ho protect our families, and  the public em ployees who serve our state and 
cities deserve a secure retirem ent in return  for their service.

I respectfully ask for your support.

------------------------------------------------------  Ala sk a  se n a t e ------------------------------------------------ -—
S t a te  Ca p it o l  • J u n e a u , Alask a  9 9 8 0 1-1182 • (907) 465-4947  • Fax (907 )-465 -2108

SENATOK_Kl.M_ELTON@LEfiIS.STATE.AK.US
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Value of Employer-Paid Benefits 
(31-year old new employee)

$60,000

$50,000

$40,000

$ 30,000

$20,000

$10,000

$0

H D B  Plan 

■  D C R  Plan

B ased  on d a ta  p ro v id ed  by B uck Consultants, letter dated Mas 4 . 2006 A ssum es a mat t ied m em ber



S e n a t o r  K im  E l t o n

Memorandum
TO: Sens. Hoffman and Stedman, co-chairs, and Finance Committee members

FROM: Sen. Kim Elton

RE: Defined Benefit/Defined Contribution

DATE: March 30,2007

Attached are slightly reformatted charts codifying data provided by Buck Consultants 
in their letter dated March 19, 2007. The Buck letter responds to requests by the 
committee to disaggregate by tiers data that previously was dum ped into only two 
buckets for comparison purposes—a defined benefit bucket and a defined contribution 
bucket. Now we have several buckets of data—four PERS buckets (tiers 1-4) and three 
TRS buckets.

The normal cost charts for PERS and TRS are easy-to-read comparisons of PERS pension 
and medical costs by tier and TRS pension and medical costs by tier. The third chart, the 
accrued liability chart, puts dollar amounts to liabilities by tier.

Here are some demonstrable basics revealed by the Buck data:
• the PERS tier 3 DB employees are just slightly more expensive than the new DC 

employees;
• the new TRS DC employees are very slightly more expensive than the TRS tier 2 

DB employees;
• the very slight cost advantage of a PERS tier 4 over a tier 3 is erased when tier 4 

employees leave early and take employer dollars that, if left in the system, would 
help meet pension benefit obligations in the out years; so

• the DB PERS tier 3 and the DB TRS tier 2 fundamentally fixed the problems the 
governor claimed had to be fixed by his new DC plan.

There also are some other DB/DC inferences ihat can be drawn:
• recruitment for quality public employees is made more difficult when Alaska is a 

defined contribution pension system (without even the backstop of the defined 
Social Security benefit) because professionals can work with other public 
employers that are just as competitive on wages and almost all of whom provide 
a defined benefit pension; and

• retention is made more difficult with the portability provisions of the defined 
contribution because relatively short-term employees can take their contributions 
as-well-i.s employer contributions out of the retirement systems and go to

------------------------------------------------------------------------------------------------- A l a s k a  S e n a t e ----------------------------------------------------------------------------------------------------

S ta t e  C a p i t o l  •  Ju n eau , A la s k a  w so i-i 1S2 • (907) 465-4947 •  f a x  (907) 465-21 US
S e n a t o r .  K im .  E l t o n @l e g is .s t  a t e . a k  u s
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another public employer that provides a defined benefit (any federal employer, 
or any other state, or almost all municipalities or school districts outside Alaska). 
As we know, a high percentage of teachers and public employees leave before 
five years and now new DC employees have a special financial inducement to 
leave— they can cut and run and take the employer dollars, too.

These inferences are now backed with anecdotal Alaska evidence, even after less than a 
year's experience with tier 4. Further, the anecdotal Alaska evidence mimics the real-life 
experience of the two states that actually moved to a defined contribution but later 
back-tracked because of recruitment and retention problems.

Given the instructive Buck numbers that finally compare the immediately previous DB 
plans to the replacement DC plan and given, too, the cost-sharing bills that will spread 
the past service costs to employers regardless of tiers, we need to review what we 
wrought with SB141.

We m ust not assume our only options now are passing a DC 'fix-it' bill and passing a 
cost sharing bill that spreads the pain of past service costs. At a minimum we must also 
decide whether to give new employees a choice of tier 3 or DC in the PERS system or 
tier 2 and EXT in the TRS system. If the cost differences are a wash, why limit the ability 
of employers to recruit and retain, and limit new employees to a risky defined 
contribution plan?
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Normal Cost

E m p lo y e r  N o rm a l C o s t 
R ate

PERS
P e n s io n

PERS
M ed ica l

PERS T o ta l # o f  A c tiv e  & 
R e tired

Tier 1 (DB) 9.15% 10.46% 19.61% 26,263
Tier 2 (DB) 5.33% 10.41% 15.74% 10,999
Tier 3 (DB) 1.55% 9.28% 10.83% 18,719
Tier 4 (DC) 5.67% 3.99% 9.66% 2,214

E m p lo y e r  N o rm a l C o st 
R ate

TRS
P e n s io n

TRS
M ed ica l

TRS T o ta l # o f  A ctiv e  & 
R e tired

Tier 1 (DB) 7.18% 8.02% 15.20% 11,872
Tier 2 (DB) 2.16% 8.96% 11.12% 7,635
Tier 3 (DC) 7.56% 3.99% 11.55% 754

Accrued Liability

A c c ru e d  L ia b ility  (DB)
PERS
P e n s io n

PERS
M ed ica l

PERS T o ta l TRS P en s io n TRS
M ed ica l

TRS T o ta l

Tier 1 $5,628,778 $4,036,751 $9,665,530 $3,925,023 $1,816,223 $5,741,247
Tier 2 1,123,559 1,334,674 2,458,233 409,562 347,748 757,309
Tier 3 334,854 386,224 721,078 N /A N /A N /A
Total $7,087,191 $5,757,650 $12,844,841 $4,334,585 $2,163,971 $6,498,556
Assets $8,442,919 $3,958,939

Accrued Liability $4,401,922 $2,539,617
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AN IS S U E  IN B R IEF

C E N T E R  F O R  

R E T I R E M E N T  
R E S E A R C H

AT BOSTON COLLEGE

IN V ESTM EN T  RETURNS: 
D E F IN ED  B EN EF IT  VS. 401 (k) PLANS

B y  A l i c i a  H .  M u n n e l l , M a u r i c i o  S o t o , J e r i l y n  L i b b y , a n d  J o h n  P r i n z i v a l l i *

Introduction
P en sio n  coverage in  th e  p rivate  sec to r h a s  sh ifted  
from  d efin ed  b en e fit p lan s  w h e re  p ro fess io n a ls  m a n ­
age  th e  m o n ey  to 4 0 i(k ) p lan s  w h ere  p a rtic ip an ts  
invest th e ir  ow n  acco u n ts . T h e  su p p o s itio n  is th a t 
in d iv idua ls  a re  no t very good  at in v es tin g  th e ir  ow n 
m oney. T h e  q u e s tio n  is w h e th e r  th e  su p p o s itio n  is 
b o rn e  o u t by th e  facts. T h a t is, a re  re tu rn s  o n  4 0 i(k ) 
p lan s  m arked ly  low er th a n  th o se  o n  trad itio n a l d e ­
fined  b en e fit p lans?

T h is  brief first rep o rts  ra tes o f  re tu rn  o n  defined  
b en efit a n d  401 (k) p lan s  over th e  p e rio d  1 9 8 8 -2 0 0 4 . 
T h e  seco n d  sec tio n  th en  looks a t th e  h o ld in g s  o f  th e  
tw o types o f  p lan s  to  see  w h e th e r  th e  d iffe ren ces  
in  re tu rn s  can  be exp la ined  by a m o ie  risky p o rtfo ­
lio. T h e  th ird  sec tio n  sp e c u la te s  ab o u t th e  ro le fees 
play in  th e  resu lts . T h e  fo u rth  sec tio n  exp lo res the  
im p lica tio n s o f  th e  fin d in g s  fo r4 0 i(k )  p a rtic ip an ts . 
T he  final sec tio n  rep o rts  o n  Ind iv idua l R e tirem en t 
A ccoun ts (IRA s), b ecau se  th e  a sse ts  in  th e se  acco u n ts  
now  exceed h o ld in g s in  e ith e r  d e fin ed  ben efit o r

d e fin e d  c o n tr ib u tio n  p lan s , a n d  m o s t o f  th e  m o n ey  is 
ro lled  over from  em p lo y er-sp o n so red  p lan s .

T h e  b o tto m  lin e  is th a t over th e  peri ad 1 9 8 8 -2004  
d e fin ed  b enefit p la n s  o u tp e rfo rm e d  4 0 i(k )  p lan s  by 
o n e  p e rcen tag e  po in t. T h is  o u tc o m e  o ccu rred  desp ite  
th e  fact th a t 4 0 i(k )  p lan s  held  a h ig h e r  p o rtio n  o f  
th e ir  a sse ts  in  eq u itie s  d u r in g  th e  bu ll m a rk e t o f  th e  
1 9 9 0 s . P art o f  th e  exp lan a tio n  m ay  res t w ith  h ig h e r 
fees, w h ich  a re  d ed u c te d  befo re  re tu rn s  a re  repo rted  
to p a rtic ip an ts . But th e  o n e  p e rcen tag e  p o in t shortfa ll 
u n d e rs ta te s  th e  in v e s tm e n t p ro b lem  in 4 0 i(k )  p lan s , 
s in ce  an  ag g reg a te  n u m b e r  d o es n o t reflec t the fact 
th a t m o re  th a n  h a lf  o f  p a rtic ip an ts  in  4 0 i(k )  p lan s  do  
n o t follow  th e  p ru d e n t in v e s tm e n t s tra tegy  o f  d iver­
s ify ing  th e ir  h o ld in g s . Finally, the  availab le  d a ta  s u g ­
gest th a t IRAs p ro d u ce  even  low er re tu rn s  th a n  4 0 i(k ) 
p lan s , w h ich , i f  tru e , im p lie s  tro u b le  a h ead  g iven  th e  
m assiv e  a m o u n t o f  m o n ey  th a t is b e in g  ro lled  over 
in to  th e se  acco u n ts .

* Alicia H. Munnell is the Director o f the Center for Retirement Research at Boston College (CRR) and the Peter F. Drucker 
Professor in Management Sciences at Boston College’s Carroll School o f  M anagement. Mauricio Soto is a senior research 
associate. Jerilyn Libby is a research associate, and John Prinzivalli is a student research assistant at the CRR. The authors 
would like to thank Sylvester Schieber and Brendan McFarland for providing access to Watson Wyatt’s previous research 
and Peter D iamond and Francis Vitagliano for helpful com m ents.
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Rates o f Return in  Defined 
Benefit and 4 0 1  (k) Plans
F inancia l a sse ts  in p rivate  sec to r d e fin ed  b en e fit a n d  
d e fin ed  co n tr ib u tio n  p lan s  ( in c lu d in g  IRAs) to ta led  
$8.5 tr illion  a t th e  en d  o f  2 0 0 5  (see Table 1). At th a t 
tim e, d e fin ed  b enefit a sse ts  a cco u n ted  for on ly  23 
p e rcen t o f  the  total, w hile  se lf-d irec ted  d e fin ed  c o n tr i­
b u tio n  p lan s  a n d  IRAs m ad e  u p  th e  rest. T h u s , th e  
q u e s tio n  o f  how  in d iv id u a ls  fare w h en  in v e s tin g  th e ir  
ow n  re t ire m e n t fu n d s  is a n  im p o rta n t one .

Ta b u  :. P rivate S r c r o a  R e t ir e m e n t  Assets, Yea* 
E nd  2005

Type o f  plan Billions o f  dollars Percent o f  total

Defined benefit $1,916.5 22.7%

Defined contribution 2.868.7 33-9
IRAs 3,667.0 43-4
Total 8.A52.2 100.0

Source: U.S. Board o f Governors o f the F edeH  Reserve 
System (2006).

T h e  first s tep  in  a s se ss in g  th e  p e rfo rm a n c e  is to 
co m p a re  m e d ia n  a n n u a l ra tes o f  re tu rn  for d e fin ed  
benefit a n d  4 0 i(k )  p lans . T h e  ana ly s is focuses on  
c o m p a n ie s  th a t sp o n s o r  b o th  types o f  p la n s  to m in i­
m ize  th e  effec t o f  co m p an y  o r  p a rtic ip an t c h a rac te r­
is tics 011 th e  re s u lts . ' T h e  fo rm u la  fo r ca lcu la tin g  
ra te  o f  re tu rn  is o n e  c o m m o n ly  u sed  by a c tu a rie s .2 It 
re la tes th e  c h a n g e  in  a sse ts  (A( -  A t). n e tt in g  o u t 
th e  im p ac t o f  b en e fit p ay m en ts  from  th e  p lan  (B) an d  
c o n tr ib u tio n s  to  th e  p lan  (C). to in itia l a s se ts  (A ) 
p lu s h a lf  o f  n e t in flow s (C -  B):

R etu rn s , even  m ed ian  re tu rn s , can  be ca lcu lated  
in a n u m b e r  o f  ways. T h e  an a ly s is  p re se n te d  below  
s ta rts  w ith  th e  s im p le s t a p p ro ach , a n d  o n e  u sed  in 
e a rlie r  s tu d ie s , tha t a rrays th e  p lan s  a n d  rep o rts  the 
re tu rn  for th e  p lan  at th e  50"' p e rcen tile . In  te rm s  o r  
th e  ex am p le  sh o w n  below, th e  m e d ia n  ra te  o f  re tu rn  
w ou ld  be 5 percen t. O n e  obv ious q u e s tio n  is w h e th e r 
c o m p a r in g  m ed ian  ra tes o f  re tu rn  is th e  rig h t exer­
c ise , s in ce  th ree -q u a rte rs  o f  th e  to tal a sse ts  in  the 
ex am p le  a re  in  P lan  A e a rn in g  10 p e rcen t. A n a lte r­
native  m easu re  w ould  be  o n e  th a t w e ig h ted  re tu rn s  
by p lan  asse ts , an d  th en  id en tif ied  th e  m e d ia n . S uch 
a n  ap p ro ach  w ould  yield a re tu rn  o f  to  p e rcen t in  th is 
exam p le . In  o u r view, th is  is th e  p re fe rred  ap p ro ach , 
a lth o u g h  b o th  re su lts  a re  rep o rted  below.

Exa m ple : U n w e ig h t e d  versus W e ig h t e d  M ed ia n s

Plan Assets Rate o f  return
Plan A $75 10%

Plan B 20 5
Plan C 5 2

Figure j show s th e  s im p le  m e d ia n s  over th e  
period  ig 8 8 -2 0 0 4 .4 D u rin g  th e  pe rio d , th e  average 
o f  th is  m easu re  su g g es ts  th a t th e  p e rfo rm a n c e  o f  
d e fin ed  b en efit a n d  4 0 t(k ) p lan s  is v irtua lly  iden tica l 
—  8.3 p e rcen t v ersu s 8 .2  p e rc e n t.’

Fk u  a r  i . U N w rio H ii r> M e d i \ n Rates o r  R etu rn  
h >r D e f in e d  P, f s  ff 11 w o  401 (k) P lans, 1 9 8 8 -2004

30%

20%

10%

R ate o f  re tu rn
( A , - A t J  + B - C  

(At J  + '/a(C -B )

0%

-10%

T h e  D e p a rtm e n t o f  Labor’s Form  5500 filings 
p rov ide  data  on  asse ts , c o n tr ib u tio n s , a n d  b en efits  fo r 
each  p lan  over th e  period  i9 8 8 -2 o o 4 .}

Source: Authors’ calculations from U.S. Departm ent o f 
Labor (1990-2006).

—  Defined Benefit

Defined benefit 
1988-2004 8.3%

1988 1992 1996 2000  2004
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Issue in Brief

F tc .u r f  2. W ru .u rn D  M e d ia n  R a te s  o i  R eturn f o r  
D e f in e d  B i n e i i i  a n i> 4 o i(K | I’ i a n v  1 9 8 8 -2 0 0 4

jo%

20%

10% 

o%

•10%

The Impact o f Portfolio 
A llocation
O n e  q u e s tio n  is th e  ex ten t to  w h ich  portfo lio  d if­
fe re n c e s  c an  exp la in  d iffe ren ces in  ra tes  o f  re tu rn . 
B ased o n  h is to rica l p e rfo rm an ce , stocks have a  h igh  
yield a n d  big flu c tu a tio n s  in  a n n u a l ra tes o f  re tu rn : 
c o rp o ra te  b o n d s  have a  low er yield a n d  m u c h  less 
v a ria tion : T reasu ry  bills a re  th e  m o s t p red ic tab le  
in v e s tm e n t b u t p rov ide  th e  low est re tu rn  (seeT ab le  3).

Source: Authors’ calculations from U.S. Departm ent o f 
Labor ((990-2006).

F igure  2 reca lcu la tes  ra tes  o f  re tu rn  w e ig h tin g  re­
tu rn s  by a sse ts  in th e  p lan . Two factors ch a n g e . First, 
th e  re tu rn s  a re  h igher. S econd , defin ed  b en efit p lans 
ap p ea r to  have o u tp e r fo rm e d  4 0 i(k ) p lan s  by o n e  pet 
cen tag e  p o in t (10.7 p e rcen t v e rsu s  9 .7  percen t).

T h e  h ig h e r  re tu rn  reflec ts the fact that la rg e r p lans 
have h is to rica lly  p e rfo rm ed  b e tte r  th a n  sm a lle r  o n es  
(see Table 2). T h e  u su a l exp lan a tio n  is th a t large 
p lan s  can  h ire  b e tte r  m a n a g e rs  and  sp read  fees over a 
la rg e r base . S ize m a tte rs  m u c h  less for 401(b) p lan s , 
because  th e  o u tc o m e  reflec ts a m yriad  o f  ind iv idua l 
in v es tm en t d ec is io n s .

Tabi c 2. Vli dian R a te s  o r  R e tu r n  bv A sset
(jt iNini  iu« D i u m i i H i m i i i  \ \  11 4 0 1 1k ) Pia n s ,  

1 0 8 8 - 2 0 0 4

Asset quintile Defined benefit 40i(k)

Largest 20 percent 10.1% 8.8%

Second 8.9 8.1

Third 8.2 7.8

Fourth 7-4 7.6

Smallest 20 percent 5.6 6.6

I'aui r 3. A n n u m  T o ta i R e tu rn s  o n V a r io u s  
F in a n c ia i In s t r u m e n ts , 1926 2005

Financial instrum ent Rate o f return Standard deviation

Stocks 10.4% 20.2%

Long-term corporate bonds 5-9 8.5

Interm ediate government 5 } 5-7
bonds

U.S. Treasury bills 3-7 3 *
Inflation 3-o 4-3

Source: fbbotson Associates (2006). Based on copyrighted 
works by Ibbotson and Sinquefield. All rights reserved. 
Used with perm ission.

T able 4  sh o w s a b reak d o w n  by type o f  in v es tm en t 
lo r  b o th  d efin ed  benefit an d  d efin ed  co n tr ib u tio n  
p lan s .6 D efined  b en efit p lan s  ap p t a r  to  ho ld  a b o u t 59 
p e rcen t o f  a sse ts  in  e q u itie s , co m p a red  to 35 p e rcen t 
fo r d e fin ed  co n tr ib u tio n  p lan s .7 But th a t is no t th e  
e n d  o f  th e  sto ry  b ecau se  m u tu a l fu n d s  a lso  reflect 
eq u ity  h o ld in g s , a n d  m u tu a l fu n d s  a re  a very im p o r­
ta n t c o m p o n e n t o f  th e  asse ts  o f  d e fin ed  co n tr ib u tio n  
p lan s . In  2 0 0 5 , rough ly  78 p e rcen t o f  th e  m u tu a l 
fu n d  a sse ts  in  4o r(k ) p lan s  w ere  equ ities .*  A pplying 
th a t p e rcen tag e  to  bo th  th e  d e fin ed  b en e fit a n d  d e ­
fined  co n tr ib u tio n  m u tu a l fu n d  n u m b e rs  yields total 
eq u ity  h o ld in g s  o f  67  p e rcen t in  d e fin ed  ben efit p lans 
a n d  65 p e rc e n t in d efin ed  co n tr ib u tio n  p lans .

-20%

Defined benefit 401 (k) 
1988-2004 10.7% 9.7%

2000 2004

—  Defined Benefit

Source: Authors' calculations from U.S. Departm ent o f 
Labor (1990-2006).
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Financial instrum ent Defined benefit Defined contribution

Equities 58.8% 35.2%

Mutual funds 10.6 18.5

Bonds 21.9 6.7

Cash 3 < 4 -S
GlCs 3.6 8-7
Other 2.0 6.4

Total 100.0 100.0

Source: U.S. Board o f  Governors o f  the Federal Reserve 
System (2006).

F igure 3 sh o w s th e  p e rcen tag e  o f  th e  p o rtfo lio s  in 
e q u itie s  for d e fin ed  b en e fit a n d  d e fin ed  c o n tr ib u tio n  
p lans over th e  p e riod  1 988 -2005 , w h e re  a p o rtio n  o f  
m u tu a l fu n d s  a re  in c lu d ed  in  e q u itie s  as d esc rib ed  
above. T h e  h ig h e r  sh a re  in  eq u itie s  for d e fin ed  c o n ­
tr ib u tio n  p lan s  in  th e  la te  1 9 9 0 s  allow ed 4.01 (k) p lan s  
to o u tp e rfo rm  d e fin ed  b en e fit p lan s . T h e  re lian ce  on 
eq u itie s  a lso  m e a n t tha t 401(h) p a rtic ip a n ts  w ere  h u rt 
m o re  w h en  th e  stock  m ark e t co llap sed  in  2 0 0 0 .  a n d  
th e n  d id  b e tte r  w h en  th e  stock  m a rk e t recovered .

F ig l x i p E Q t in r s  vs v P frc 1 m  o f T o tm  
P '< h ii-o iio . Dt r t v t n  B r v i i  tr  \sr>  D ri i s m  
C o n t r i b u t i o n  P la n s . 1988-2005

70%

1988 1992 1996 2000 2004

Sources: Authors’ calculations from U.S. Board o f Governors 
o f the Federal Reserv e System (2006); Investment Com­
pany Institute (2005): and Investm ent Company ln c e 
(2006b).

O n e  in te re s tin g  aspec t o f  F igu re  3 is n o t th e  d iffer­
en ce  betw een  the  d e fin ed  benefit a n d  d e fin ed  c o n tr i­
b u tio n  portfo lios, bu t the fact th a t b o th  p ro fessio n a l 
m a n a g e rs  an d  ind iv idual 401(h) p a rtic ip a n ts  d ra m a ti­
cally in c reased  th e ir  h o ld in g s o f  eq u itie s  over th e  
period . I f  d efin ed  benefit po rtfo lios w e re  op tim ally  
b a lan ced  in  th e  early  199 0 s w ith  ab o u t 4 0  p e rcen t 
in  eq u itie s , w hat w ould  m ak e  65 p e rcen t o p tim a l by 
the  e n d  o f  the period? In th e  case o f  d e fin ed  b en e fit 
p lan s , an  ag in g  beneficiary  p o p u la tio n  w o u ld  a rg u e , 
if  a n y th in g , for less equ ity  in v es tm en t. S o m e  p o ­
ten tia l ex p lan a tio n s  include: 1) p ro fess io n a l m a n a g ­
ers . like ind iv idual investo rs , fo rgo t to re-balance; 2) 
p ro fessio n a l m an ag e rs , like ind iv idual in v es to rs , go t 
sw ep t u p  in  th e  eu p h o ria  o f  th e  boom  a n d  p u rpose ly  
increased  th e ir  h o ld in g s o f  stocks: 3) sp o n s o rs  o f  
fully fu n d e d  d efin ed  benefit p lans fe lt like they  co u ld  
g am b le  w ith  th e ir  " su rp lu s” funds; o r 4) d efin ed  b e n ­
efit m a n a g e rs  w an ted  to ho ld  th e  m a rk e t p o rtfo lio  and  
the  b o o m  cau sed  eq u ities  to increase  a s  a sh a re  o f  th e  
total m a rk e t. R egard less o f  the ex p lan a tio n , defined  
b en e fit a n d  d efin ed  co n tr ib u tio n  p la n s  bo th  held  4 0  
p e rcen t o f  th e ir  portfo lios in  eq u itie s  in  1 9 9 0  :>nd 
increased  th e ir  h o ld in g s to 65 p e rcen t by 2 0 0 0 . T h e  
d iffe ren ce  is tha t d u r in g  m o s t o f  tha t pe rio d , in d iv id u ­
al 4 0 t(k ) investo rs had  h ig h e r  equ ity  h o ld in g s .

The Role o f Fees
A n o th e r possib le  exp lana tion  for the  low er re tu rn  in  
d e fin ed  co n tr ib u tio n  p lan s  is in v e s tm e n t fees, w h ich  
typically acco u n t fo r 75 to  9 0  p e rcen t o f  to tal ex penses 
assoc ia ted  w ith  m a n a g in g  4 0 i(k ) p lan s .0 T h ese  fees 
c o m p e n sa te  p rov iders of, say. m u tu a l fu n d s  for se lec t­
ing  th e  stocks an d  u n d e rtak in g  th e  re se a rc h  tha t leads 
to  buy a n d  sell d ec is ions. T h ese  fees a re  u su a lly  a s ­
sessed  as a percen tag e  o f  invested  a sse ts , a n d  a re  paid  
by th e  em p loyee  11 that they  arc d ed u c ted  d irectly  
fro m  in v es tm en t re tu rn s .10

M utual fu n d s  a re  th e  m ajo r in v e s tm e n t veh icle  for 
4 0 i(k ) p a rtic ip an ts , and  Table 5 rep o rts  th e  fees for 
a lte rn a tiv e  in v es tm en ts . T he fees vary su b s tan tia lly  
d e p e n d in g  o n  w h e th e r  th e  in v es tm en ts  a re  actively 
m a n a g e d  o r follow an  index. For exam p le , a n  actively 
m an ag e d  G lobal Fund  costs 1.72 p e rcen t o f  a sse ts  
an n u a lly  co m p ared  to 0 .59  p ercen t for an  S&P Index 
Fund . G iven  these  charges , it is probably  reaso n ab le  
to  a s s u m e  th a t fees red u ce  th e  g ro ss re tu rn  o n  4 0 i(k ) 
p lan s  by a b o u t o n e  percen tag e  point.

O f  co u rse , defined  b enefit p lan s  also  involve so m e  
ex p en ses b u t th ese  a re  sm all co m p ared  to  th o se  a s­
socia ted  w ith  4Q i(k) p lan s ."
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Category Fee

Global Fund 1.72%

Equity Income Fund 1-33
Balanced Fund 1.22

interm ediate Bond Fund 0.92

S&.P Index Fund 0.59

Institutional Monev Market Fund 0.45

Source: Lipper (2006).

The Implications for 
Individual 4 <oi(k) Participants
So far the  d iscu ss io n  h a s  focused  on ly  on  to ta ls  an d  
averages, w h ich  tell u s  little  ab o u t how  in d iv idua ls  
m ig h t invest. A fter all, i f  a p lan  h as to o  p a rtic ip an ts  
and  h a lf  invest all th e ir  a sse ts  in  stocks an d  th e  o th e r  
h a lf  all th e ir  a sse ts  in  b o n d s , th e  ag g reg a te  da ta  su g ­
gest th a t p a rtic ip an ts  a re  well d iversified  w h en  in  fact 
they a re  no t. T h ere fo re , it is u se fu l to  look at in v es t­
m e n t data  from  p a rtic u la r 401 (k) p lan s  to see  w h e th e r 
th e  ind iv idual p a rtic ip a n ts  have balanced  portfo lios o r 
w h e th e r th e  balance  s im p ly  reflec ts o ffse ttin g  
behavior.

As sh o w n  in F igu re  4 , de ta iled  da ta  o n  th e  a sse t 
a llocation  o f  ind iv idual p a rtic ip  • s sh o w  th a t nearly  
h a lf  o f  all p a rtic ip an ts  h ave  e ith e r  n o n e  o f  th e ir  ac ­

c o u n t in  eq u itie s  o r  v irtua lly  all o f  th e ir  acco u n t in 
eq u itie s . So even  th o u g h  the aggregate  d a ta  su g g es t 
th a t p a rtic ip a n ts  m ak e  sen s ib le  in v es tm en t cho ices 
on  average, th e  in d iv id u a l da ta  reveal th a t a m ajo rity  
o f  p a rtic ip an ts  a re  n o t d iversified  a t all. G iven th e ir  
ch o ices , m o s t p a rtic ip an ts  face th e  risk  o f  e n d in g  up  
w ith  in a d e q u a te  re t ire m e n t in co m e  o r  ex posing  th e m ­
selves to  large sw in g s in  th e  value o f  th e ir  a s s e ts .12 
T h u s , th e  o n e  p e rcen tag e  p o in t d iffe ren ce  in  re tu rn s  
b e tw een  d e fin ed  b en e fit a n d  4o r(k ) p lan s  u n d e rs ta te s  
th e  p o o r in v e s tm e n t d ec is io n s  m ad e  by ind iv iduals.

T a b u 6 . A s s f i H o ld in g s  a n d IRAs by I n s t i t u t i o n . 
Vpar E nd 2003

Institution Percent o f total

Mutual funds 39.0 %

Life insurance companies i t .1

Money market m utual funds 4.4

Commercial banking 4.6

Saving institutions ‘•5
Credit unions >•3
Other self-directed accounts 38.0
Total 100.0

M em orandum: total assets (billions) $3,667.0

Source: U.S. Board o f Governors o f  the Federal Reserve 
System (2006).

The Inclusion o f IRAs

1 lo t  hi 4 fcQ uirn s as v P fk i r s r  01 401 (k ) 
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cf
Percent o f  account in equities 

Source: Holden and VanDerhei (2006).

It h as  b eco m e  im p o ss ib le  to  ig n o re  the  ro le of IRAs. 
As sh o w n  ea rlie r  in  Table 1, IRAs now ! o ld  m o re  
m o n ey  th a n  e ith e r  d e fin ed  b en e fit o r  d e fin ed  co n ­
tr ib u tio n  p lans. A nd even  th o u g h  m o s t IRAs a re  
no t sp o n so re d  by em p lo y ers , th e  In v e s tm e n t C o m ­
pany  In s titu te  (2 0 0 6 b ) , th e  n a tio n a l a ssoc ia tion  for 
m u tu a l fu n d  c o m p a n ie s , rep o rted  th a t 9 4  p e rcen t o f  
th e  m o n ey  flow ing  in to  trad itio n a l IRAs w as rolled 
over from  em p lo y er-sp o n so red  p lan s  in  th e  period  
I9 9 7 -2 0 0 3 .'1 A lthough  de ta iled  in fo rm a tio n  is n o t 
available, it is p robably  reaso n ab le  to  a s s u m e  th a t 
m o s t o f  th e  ro llovers co m e  from  d efin ed  co n tr ib u tio n  
p lan s  —  a lth o u g h  lu m p -su m  p ay m en ts  are  b eco m in g  
in creasin g ly  co m m o n  in  d e fin ed  b en e fit p lans .

O nly  lim ited  in fo rm a tio n  is available on  th e  asse t 
a lloca tion  in  IRAs. T h e  Flow o f  F unds da ta  show  
on ly  th e  type o f  in s ti tu tio n  h o ld in g  th e  acco u n t, as 
op p o sed  to  th e  type o f  a sse t in  th e  acco u n t (see Table 
6 ). A bout 73 p e rcen t o f  th e  m u tu a l fu n d  a sse ts  —  th e
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la rgest c o m p o n e n t —  are  in  stock.*4 B ut no  in fo rm a ­
tion  is available on  th e  co m p o s itio n  o f  IRA a sse ts  he ld  
by o th e r  in s titu tio n s , w h ich  hold  th e  m a jo rity  o f  th e  
asse ts .

T he  In v e s tm e n t C o m p an y  In s titu te  (2 0 0 6 a )  
p rov ides data  o n  b eg in n in g -y ea r a sse ts , year-end  
asse ts , c o n tr ib u tio n s , ro llovers, an d  w ith d raw a ls  for 
trad itio n a l IRAs th a t m ak e  it p o ss ib le  to  ca lcu la te  th e  
agg rega te  average re h ir ti fo r th e  p e riod  1 9 9 8 -2 0 0 3 . 
Table 7 s u m m a riz e s  th e se  re su lts  a n d  c o m p a re s  
th e m  to re tu rn s  e a rn e d  on  d e fin ed  b en e fit a n d  4 0 i(k ) 
p lan s  over th e  s a m e  pe rio d . 1 f  e s t im a te s  o f  th e  flows 
in to  and  o u t o f  IRAs a re  co rrec t, th e  ra te  o f  re tu rn  
n u m b e rs  su g g es t th a t IRA in v e s tm e n ts  p ro d u ced  
sign ifican tly  low er re tu rn s  th a n  e ith e r  d e fin ed  benefit 
o r  4 0 i(k ) p lan s  d u r in g  th e  six-year p e r io d . ', M ore 
im p o rta n t th an  th e  p rec ise  n u m b e rs , how ever, is th e  
m essag e  th a t th e  p e rfo rm a n c e  o f  IRA s w ill have  a sig ­
n ifican t im p ac t on  th e  re tire m e n t se cu rity  o f  peop le  in  
th e  fu tu re .

T u rn . 7. Ra il  o r  Ri u  rn io r  IRAs, D i h n i o  
B i .v il li P lans A M > 40 i(k )s. 19 9 8 -2 0 0 3

Year IRA Defined benefit 4° '(k )

1998 13.6% 14.9% 17.8%

'999 *5-7 ">•5 13.1

2000 •6.0 1.8 -2.4

2001 -4.6 -5 ' -5 '
20C2 -8.1 -8.9 ■9-5
2003 12.1 21.2 19.4

1998-2003 3.8 6.6 5.6

Sonne: Authors' estim ates based on Investm ent Company 
Institute (2006a).

Conclusion
T h re e  m a in  c o n c lu s io n s  em e rg e  from  th is  review. 
First, d e fin ed  benefit p lan s  o u tp e r fo rm e d  401 (k) 
p lan s  over the  period  1 9 8 8 -2 0 0 4 . T h is  co n c lu s io n  is 
m o s t ev iden t u s in g  th e  w eigh ted  m ed ian . A h ig h e r 
equ ity  a lloca tion  m ost likely led to  h ig h e r  4 0 i(k ) 
re tu rn s  d u r in g  th e  1 9 9 0 s . w h ile  fees inevitably  
red u ced  re tu rn s . T h ese  tw o effec ts  m ay  well have 
ba lanced  each  o th e r  ou t. leav ing  a o n e  percen tag e  
p o in t sho rtfa ll d u e  to poor tim in g  a n d  o th e r  in v es t­
m e n t m is tak es .

Second , low er re tu rn s  a re  only  o n e  c o m p o n e n t 
o f  th e  in v e s tm e n t p ro b lem s fac ing  401(h) investo rs . 
T h e  o th e r  is th a t d esp ite  a reaso n ab le  m ix  for 401(b) 
a sse ts  in  th e  aggregate , nearly  h a lf  o f  401(b) p a rtic i­
p a n ts  a re  e ith e r nearly  fully invested  in  stocks o r hold 
no  stock i a t all. T h a t is. nearly  50 p e rc e n t o f  p artic i­
p a n ts  a re  no t d iversified  in th e ir  re t ire m e n t accoun ts. 
T h e  c o m b in a tio n  o f  the lack o f  d iversifica tion  a n d  
th e  low er re tu rn s  su g g es ts  th a t in tro d u c in g  balanced  
portfo lios a s  a defau lt, w h ich  w ou ld  rem o v e  th e  in d i­
v idual fro m  th e  d ec is io n  m ak in g , w ou ld  sign ifican tly  
im prove th e  p e rfo rm an ce  o f  401(h) p lans.

Finally, IRAs are  now  b igger th a n  e ith e r  defined  
benefit o r d e fin ed  co n tr ib u tio n  p lans , a n d  th e ir  p e r­
form  ' ice is g o ing  to have a m a jo r im p ac t on  re tire ­
m e n t secu rity  in  th e  fu tu re . P re lim in a ry  data  su g g es t 
tha t IRAs u n d e rp e rfo rm  em p lo y er-sp o n so red  p lans . 
IRAs a re  too  big an d  im p o rta n t a fo rm  o f  re tire m e n t 
sav ing  to n o t know  w hat is g o in g  o n  w ith  th e se  ac­
c o u n ts . S o m e  m e c h a n ism  is n eed ed  to  iden tify  the 
asse t a llocations in th ese  acco u n ts  as w ell as d o c u ­
m e n t th e  in flow s and  ou tflow s. O n ly  by in c lu d in g  
IRAs will it be p o ss ib le  to u n d e rs ta n d  fu lly  how  well 
peop le  a re  in v es tin g  for re tire m e n t.



E n d n o t e s

1 T h is  fo rm u la tio n  follow s W atson  W yatt (2 0 0 2  an d  
2003). C a lcu la tions fo r th e  e n tire  u n iv e rse  o f  p lan s  
show ed  very s im ila r  re su lts .

2 In c lu d in g  o n e  h a lf  o f  c o n tr ib u tio n s  less b en e fits  a s­
su m e s  th a t n e t  in flow s o ccu r a t an  even  ra te  over the 
year so  th a t on  average half th e  a n n u a l n e t in flow s are  
availab le  for in v es tm en t. T h is  a s s u m p tio n  is n eces­
sary b ecau se  th e  F o rm  5500 lacks d e ta iled  in fo rm a ­
tion  on  th e  tim in g  o f  b en e fits  a n d  c o n tr ib u tio n s  over 
th e  year.

3 See B uessing  a n d  Soto  (2 0 0 6 ) for a de ta iled  d e ­
sc r ip tio n  o f  th e  F orm  5500 data.

4  T h e  m e d ia n  re fe rs  to  th e  ac ro ss-firm  ra te s  o f  re tu rn  
per year for d e fin ed  b en e fit a n d  d e fin ed  co n tr ib u tio n  
p lans. T h e  average  re tu rn s  sh o w n  a re  th e  a r i th m e tic  
m e a n s  o f  th e  m ed ian  ra tes  o f  re tu rn  over th e  p e riod  
19 8 8 -2 0 0 4 . T he  g eo m e tric  m e a n s  d o  n o t d iffe r 
w idely from  th e  a r i th m e tic  m e a n s  ca lcu la ted  fo r th e  
u n w e ig h ted  an d  w e ig h ted  m ed ian  ra te s  o f  re tu rn . Ap­
pend ix  Table Ai sh o w s th e  u n w e ig h ted  a n d  w e ig h ted  
m e d ia n  ra tes  o f  re tu rn  a s  w ell a s  th e  a ri th m e tic  a n d  
g eo m e tric  m ean s .

5 For the  1 9 9 0 -2 0 0 2  p eriod , th e  re su lts  a re  s im ila r  to 
re su lts  from  W atson  W yatt (2 0 0 4 ) w ith  u e f in e d  b e n ­
efit p lan s  o u tp e r fo rm in g  401 (k) p lan s . T h e  d iffe ren ce  
in  d e fin ed  benefit a n d  401 (k) re tu rn s  is 0.35 p e rcen t 
w hile  W atson  W yatt sh o w ed  a d iffe ren ce  o f  0 .56  
pe rcen t fo r th is  period . T h e  im proved  p e rfo rm a n c e  
o f  4 0 i(k )s  over th e  1 9 8 8 -2 0 0 4  perio d  c o m e s  s im p ly  
from  a d d in g  fo u r m o re  years o f  da ta  lo  w h a t w as a 
very c lose  o u tco m e.

6 S epara te  da ta  o n  4 0 i(k )  p lan s  a re  n o t availab le  011 
a c o m p arab le  basis. But in  2 0 0 4 , 401 (k) a s se ts  ac ­
c o u n te d  fo r 8 8  p e rcen t o f  total p rivate  se c to r  d efin ed  
c o n tr ib u tio n  a sse ts  for p lan s  sp o n so re d  by em p lo y e rs  
w ith  100 o r  m o re  em p lo y ees. See M u n n e ll an d  P erun  
(2 0 0 6 ) .

7 S ince m o s t 4 0 i(k ) p a rtic ip an ts  invest th ro u g h  
m u tu a l fu n d s , the h ig h  n u m b e r  for "E qu ities" for 
defin ed  co n tr ib u tio n  p lan s  (that is, d ire c t equ ity  
h o ld in g s  as opposed  to eq u itie s  he ld  th ro u g h  m u tu a l 
funds) in  Table 4  is su rp ris in g . T h e  ex p lan a tio n  is 
th a t “E quities" in c lu d e  poo ls o f  s to ck s th a t c o m p a n ie s  
se t u p  th em se lv es for th e ir  401 (k) p lan s ; o n ly  m u tu a l

fu n d s  b o u g h t o ff  th e  s h e lf  a re  in c lu d ed  in  th e  m u tu a l 
fu n d  line. T h e  o th e r  large ca tegory  o f  d irec t equ ity  
h o ld in g s  is em p lo y er stock . T h e  final ca tegory  o f  
d irec t equ ity  in v e s tm e n t a rise s  from  a relatively sm all 
p e rcen tag e  o f  4 0 i(k )  p a rtic ip an ts  w h o  in v es t directly  
th ro u g h  b ro k erag e  acco u n ts .

8 In v e s tm e n t C o m p an y  In s titu te  (2 0 0 6 a ) .

9  M u n n e ll a n d  S u n d e n  (2004 ).

10 Fees a re  g en e ra lly  no t explicitly  rep o rted  in  the 
Form  5500. See U .S. D e p a rtm e n t o f  Labor (2004 ).

t i  C ouncil o f  In s titu tio n a l Inves to rs  (2005).

12 O f  co u rse , c ritics  c o n ten d  th a t a s s e ss in g  in d iv id u ­
als ' 4 0 i(k )  h o ld in g s  w ith o u t k n o w in g  th e ir  en tire  
asse t h o ld in g s  is o f  lim ited  value. T hey  a rg u e  th a t 
m o s t peop le  w ho  save th ro u g h  a 4 0 i(k )  p lan  also  
have Social Security , h u m a n  capital, d e fin ed  benefit 
p e n s io n  w ealth , h o u s in g , a n d  taxable sav ings. But 
for m o s t peop le  taxable sav ings a re  m in isc u le , and  
th e ir  4 0 i(k )  p lan  is th e ir  m a jo r financia l asse t. T h u s 
the in v e s tm e n t a llocation  w ith in  th e ir  4o r(k ) p lan  is 
im p o rta n t.

13 In  2 0 05 , a sse ts  in  trad itio n a l IRAs acco u n ted  for 
9 0  p e rcen t o f  total IRA asse ts . T h is  sh a re  w as dow n 
sligh tly  from  95 p e rcen t in  1997.

14 In v e s tm e n t C o m p an y  In s titu te  (2 0 0 6 a ) .

15 O n e  likely ex p lan a tio n  for th e  low er re tu rn s  in 
IRAs is th a t IRAs a re  o ften  held  by o ld e r w orkers w ho 
have ro lled  over th e ir  401(h) asse ts . O ld e r w orkers 
tend  to in v es t in a sse ts  w ith  low er re tu rn s  to  avoid th e  
po ten tia lly  large flu c tu a tio n s  th a t a re  a ssoc ia ted  w ith  
risk ie r in v es tm en ts .
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Appendix A

T m i i  1 A i .  L 'N W t i i C H T P n  a n d  W h c h i  f n  M i d i  a n  R a t e s  o f  R e t u r n  

1 9 8 8 - 2 0 0 4

. f o r  D e f i n e d  B i n f f i  i \ v i > 4 0 i ( k )  P l a n s ,

Y ea r

U n w e ig h t e d W e ig h te d

D e f in e d  b e n e f i t 4 ° ‘ (k) D e f in e d  b e n e f i t 4 0 1  (k)

19 8 8 9 -8 IO . I 12 .4 12 .7

19 8 9 12 - 0 • 1 .3 19 . 1 >3-7

19 9 0 4 - 5-7 1 .0 5 .2

•9 9 * *5-4 13 .1 2 0 .6 ‘ 3 7

19 9 2 7 -* 7-7 6 .8 8.5

‘ 9 9 3 8 .0 8 .2 1 1 .9 9 .2

‘ 9 9 4 0 .0 “ •3 0 .3 3-2

‘ 9 9 5 1 9 .6 17 .8 23 .7 ‘ 9-3

19 9 6 12 .6 1 2 .9 15 .0 ‘ 5-4

‘ 9 9 7 ‘ 6 -3 17 .4 19 .0 19 .6

19 9 8 1 2 . 1 14 .6 *4 9 17 .8

‘ 9 9 9 1 0 .6 12 .4 ‘ 5-5 ‘ 3-‘

2 0 0 0 - 0 .3 -4 .9 1.8 •2 .4

2 0 0 1 •4 -4 • 7 ‘ • 5 ‘ • 5 ‘

2 0 0 2 -8 .2 -“ .7 .8 .9 •9 -5

2 0 0 3 ‘ 6 .7 19 .4 2 1 .2 '9 -4

2 0 0 4 9  3 9 -7 12 .5 10 .5

A r i t h m e t ic  M e a n 8 .3 8 .2 10 .7 9 7

G e o m e t r ic  M e a n 8 . c 7 .8 10 .2 9-3

Source: Authors' calculations from U.S. D epartm ent o f Labor (1990-2006).
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F I S C A L  N O T E

S T A T E  O F  A L A S K A  Fiscal Note Number:

2008 L E G I S L A T I V E  S E S S IO N  Bill Version: SB 183

() Publish Dale: ________________

Identifier (file name): SB183-DOA-DRB-2-15-08_______________ Dept. Affected_____________Administration___________
Title “An Act repealing the defined contribution retirement plans..." RDU Centralized Administrative Servicc-s
____________________________________________________________________________________________ Component Division of Retirement and Benefits
Sponsor ________________ ELTON, McGuire. Ellis, Wielechowski________________  _________________________________________
R e q u e s t e r ___________________________________________________________________________Component Number 64

Expenditures/Revenues___________________________________ (Thousands of Dollars)
Note: Amounts do not include inflation unle jS otherwise noted below.

Appropriation
Required Information

OPERATING EXPENDITURES FY 2009 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous 346.6 0.0 298.8 254.0 281.0 284.0 267.0

TOTAL OPERATING 346.6 0.0 298.8 254.0 281.0 284.0 267.0

ICAPITAL EXPENDITURES I I ” " T  '  I I ------- I

CHANGE IN REVENUES ( ) I I  I I

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 346.6 0.0 298.8 254.0 281.0 284.0 267.0
1005 GF/Program Receipts
1037 GF/Mental Health
Other Interagency Receipts

TOTAL 346.6 0.0 298.8 254.0 281.0 284.0 267.0

Estimate of any current year (FY2008) cost: 1,267.4

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page ifi ecessary)
Currently, those who join a PERS or TRS employer are enrolled in the defined contribution retirement (DCR) plan (PERS 
Tier IV and TRS Tier III). This bill would allow those current members and new members to choose between enrolling in 
the defined benefit (DB) plan or the DCR plan. There are currently 6,157 DCR members who are currently (active) 
employees. Since the inception of the DCR plan, and based on the number of members who converted from the DB 
plan to the DCR plan during the choice period created when the DCR plan was created (SB 141), the Division estimates 
that up to 75% of the members would enroll in the DB plan.

(continued on sncond page)

Prepared by: Pat Shier, Director____________________________________________________________________ Phone 465-4817
Division Division of Retirement and Benefits Date/Time 2/15/08 12:00 AM

Approved by: Rachael Pelro, Deputy Commissioner_______________________________________ Dale 2/15/2008
Department of Administration_______________________________________________

(Rovisiu 11/19/2007 OMB) Page 1 of 2



A N A L Y S IS  C O N T IN U A T IO N

This bill information is based on Ihe likely scenario of a PERS cost share program proposed in SB 125. 
Under a cost share plan the State assumes a greater share of the risk and cost for PERS. TRS is already a 
cost share plan.

Buck Consultants used data from the most recent draft retirement system valuation for the period ending 
June 30. 2007. The assumptions, plan provisions, and methods used are also from the same draft actuarial 
valuation report. The above numbers represent the net increased cost to the State of Alaska if 75% PERS / 
TRS eligible members choose the defined benefit (DB) plan.

Included in the costs are the effects of adverse selection, expected when new employees closer to 
retirement age choose the DB plan in greater proportion than younger employees. The DB plan cost for 
these older employees is higher because there is a shorter time to accumulate the assets needed to pay for 
the benefit.

The sums also contemplate the effect of recent favorable healthcare experience for both PERS and TRS, 
and the relatively higher employer contribution of 7% of payroll for the TRS DCR plan. A year or two of more 
typical health cost experience (less favorable) would affect DB costs much more significantly than DCR 
costs. Unfavorable health cost experience was a significant contributing factor in the move to the DCR plan 
through SB 141.

The sums consider that investment, mortality and health care cost risks are borne by the employer in a DB 
plan. This risk causes volatility over the short-term in determining the annual cost that will sufficiently meet 
the long-term benefit obligation, due in large part to the significant risk associated with DB health care plan 
design. The employer contribution rates in the DCR plan are not subject to this short-term volatility due to the 
design of the DCR health plan and because the members bear more of the risk in the DCR plan. As a result, 
employer DCR contribution rates are stable and not subject to volatility.

There are additional costs associated with conversion of the Division's Combined Retirement System (CRS) 
database which accounts for employer and employee contributions. Moving to a system which 
accommodates member choice is not particularly difficult but converting any existing DCR members will 
require extensive manual processing. The Division has estimated a significant amount of contractor time for 
adding choice elements to the CRS system because core staff is otherwise engaged, and the Division has 
recently lost some expertise in the legacy system. The preliminary estimate is nearly $1.3 million and will be 
required in FY08 so that changes can be made to accommodate a July 1, 2008 effective date.

Section 26 of the bill prescribes a method of converting DCR time and contributions to DB time in service.
This process will require an actuarial valuation for each individual's conversion, and cannot be determined 
accurately at this time.

F I S C A L  N O T E

S T A T E  O F  A L A S K A  B I L L  N O .  SB 183______________
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25-LS0985VM
Luckhaupt

2/13/08

CS FOR SENATE BILL NO. 185( )
IN THE LEGISLATURE OF THE STATE OF ALASKA
TWENTY-FIFTH LEGISLATURE - SECOND SESSION

BY

Offered:
Referred:

Sponior(i): SENATORS WIELECHOWSK1, Ellis

A BILL
FOR AN ACT ENTITLED

1 "An Act relating to sex offenders and child kidnappers; and providing for an effective
2 date."
3 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

4 * Section 1. AS 11.56.840(a) is repealed and reenacted to read:
5 (a) A person commits the crime of failure to register as a sex offender or child
6 kidnapper in the second degree if the person fails, as required by AS 12.63.010, to
7 (1) register;
8 (2) file written notice of
9 (A) change of residence;
10 (B) change of mailing address;
11 (C) establishment of an electronic or messaging address or any
12 change to an electronic or messaging address; or
13 (D) establishment of an Internet communication identifier or
14 any change to an Internet communication identifier;

L
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(3 ) file  the annual or quarterly w ritten ve rifica tio n ; or

(4 ) supply accurate and complete inform ation required to be submitted 

under (1 ) - (3 ) o f th is subsection.

* Sec. 2 . A S  12.63.010(b) is  amended to read:

(b ) A  sex offender or ch ild  kidnapper required to register under (a ) o f this 

section shall register w ith  the Department o f Corrections i f  the sex offender or child 

kidnapper is  incarcerated or in person at the A laska state trooper post or m unicipal 

police department located nearest to where the sex offender or ch ild  kidnapper resides 

at the tim e o f registration. To  fu lf ill the registration requirem ent, the sex offender or 

ch ild  kidnapper shall

(1 ) com plete a registration form that includes, at a m inim um ,

(A ) the sex offender's or ch ild  kidnapper's name, address, place 

o f em ploym ent, and date o f b irth;

(B) each conviction for a sex offense or child kidnapping for 

which the duty to reg ister has not terminated under A S  12.63.020, the date o f 

the sex offense or ch ild  kidnapping convictions, the place and court o f the sex 

offense or ch ild  kidnapping convictions, and whether the sex offender or child 

kidnapper has been unconditionally discharged from  the conviction for a sex 

offense or ch ild  kidnapping and the date o f the unconditional discharge; i f  the 

sex offender or ch ild  kidnapper asserts that the offender or kidnapper has been 

unconditionally discharged, the offender or kidnapper shall supply proo f o f 

that discharge acceptable to the department;

(C ) a ll aliases used;

(D) the sex offender's or child kidnapper's driver's license

number;

(E )  the description, license num bers, and vehicle identification 

numbers o f m otor veh icles the sex offender or ch ild  kidnapper has access to, 

regardless o f whether that access is  regular or not;

(F ) any identifying features o f the sex offender or ch ild

kidnapper;

(G ) anticipated changes o f address; [A N D ]

W O R K  D R A F T  W O R K  D R A F T  25-LS09E5\M
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(H ) a statement concerning whether the offender or kidnapper 

has had treatment for a mental abnorm ality or personality d isorder since the 

date o f conviction for an offense requiring registration under this chapter; and 
fD each electronic mail address, instant messaging address, 

and other Internet communication identifier used by the sex offender or 
child kidnapper:

(2 ) a llow  the A laska state troopers, Department o f C o rrections, or 

m unicipal po lice to take a complete set o f the sex offender's or ch ild  kidnapper's 

fingerprints and to take the sex offender's or ch ild  kidnapper's photograph.

* Sec. 3. A S 12.63 .010(c) is amended to read:

(c ) I f  a sex offender or ch ild  kidnapper changes residence after having 

registered under (a ) o f th is section, the sex offender or child  kidnapper sh a ll provide 

written notice o f the change by the next w orking day fo llow ing the change to the 

A laska state trooper post or m unicipal po lice department located nearest to the new 

residence or, i f  the residence change is out o f state, to the central reg istry. If a sex 
offender or child kidnapper establishes or changes an electronic mail address, 
instant messaging address, or other Internet communication identifier, the sex 
offender or child kidnapper shall, by the next working day, notify the department 
in writing of the changed or new address or identifier.

* Sec. 4. A S  18.65.087 is amended by adding a new subsection to read:

( i)  N otw ithstanding (b ) o f this section,

(1 ) the department may provide a method for, or m ay participate in  a 

federal program that a llo w s, the public to subm it an electronic or messaging address or 

Internet id en tifie r and receive a confirm ation o f whether the address or id entifier 

belongs to a registered sex offender or ch ild  kidnapper;

Internet com m unication identifiers in the central reg istry to Internet service providers 

and Internet security firm s to assist those entities in  preventing children from  receiving  

com m unications from registered sex offenders and ch ild  kidnappers and to w arn the 

public that persons w ith those addresses or identifiers are registered sex offenders or 

ch ild  kidnappers.

(2 ) the department m ay provide electronic or messaging addresses and

-3-
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* Sec. 5. The uncodified law  o f the State o f A laska  is amended by adding a new  section to 

read:

A P P L IC A B IL IT Y , (a ) T h is A ct applies to persons convicted o f sex offenses or child 

kidnapping before, on, or after the effective date o f th is A ct whose duty to reg ister as a sex 

offender or ch ild  kidnapper has not expired under A S  12 .63 .010(d )(1) on the e ffective  date o f 

th is A ct.

(b ) N otw ithstanding A S  11.56 .840 (a ), repealed and reenacted by sec. 1 o f this A ct, 

and A S  12 .63 .010 (c), amended by sec. 3 o f th is A ct, a sex offender or ch ild  kidnapper whose 

duty to register as a sex offender or ch ild  kidnapper arose

(1 ) on or before Decem ber 31, 2008, does not have to in it ia lly  report 

electronic or m essaging addresses or Internet com m unication identifiers to the Departm ent o f 

Pub lic Safety until the date that the sex offender or ch ild  kidnapper's next annual, or quarterly 

i f  applicable, w ritten verification  is due; a fie r the in itia l report o f addresses and identifiers is 

due, the sex offender or ch ild  kidnapper shall report the establishm ent o f an electronic or 

messaging address, or any changes to those addresses, or the establishm ent o f  an Internet 

com m unication id en tifie r, or any change to an identifier, as required by A S  11.56.840 and 

A S  12.63.010;

(2 ) on or after January 1, 2009, shall report electronic or m essaging addresses 

or Internet com m unication identifiers, and changes to addresses and id en tifie rs, to the 

Department o f Pu b lic Safety as required by A S  12.63.010.

*  Sec. 6 . T h is  A ct takes effect January 1 ,2 0 0 9 .

!85( )
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SB 185 did move out of committee today.
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AFFAIRS COMMITTEE 

TO: SB 185

1
2
3

4
5
6
7

8 
9

10
11
12
13

14
15

16
17

18
19
20 
21

Page 3, following line 11:
Insert new bill sections to read:

"* Sec. 4. AS 18.65.087(b) is amended to read:
(b) Information about a sex offender or child kidnapper that is contained in the central 

registry, including sets of fingerprints and a sex offender’s or child kidnapper’s electronic 
mail address, instant messaging address, and other Internet communication identifier, is 
confidential and not subject to public disclosure except as to the sex offender's or child 
kidnapper's name, aliases, residence address, photograph, physical description, description of 
motor vehicles, license numbers of motor vehicles, and vehicle identification numbers of motor 
vehicles, (PLACE OF] employment address, date of birth, crime for which convicted, date of 
conviction, place and court of conviction, length and conditions of sentence, and a statement as 
to whether the offender or kidnapper is in compliance with requirements of AS 12.63 or cannot 
be located.
* Sec. 5. AS 18.65.087(d) is amended to read:

(d) The Department of Public Safety 
(1) shall adopt regulations to

(A) allow a sex offender or child kidnapper to review sex offender 
or child kidnapper registration information that refers to that sex offender or child 
kidnapper, and if the sex offender or child kidnapper believes the information is 
inaccurate or incomplete, to request the department to correct the information; if 
the department finds the information is inaccurate or incomplete, the department

-1-



#
1 shall correct or supplement the information;
2 (B) ensure the appropriate access [CIRCULATION] to law
3 enforcement agencies of information contained in the central registry, including a
4 sex offender's or child kidnapper’s electronic mail address, instant messaging
5 address, and other Internet communication identifier:
6 (C) ensure the anonymity of members of the public who request
7 information under this section;
8 (2) shall provide to the Department of Corrections and municipal police
9 departments the forms and directions necessary to allow sex offenders and child

1 0 kidnappers to comply with AS 12.63.010;
1 1 (3) may adopt regulations to establish fees to be charged for registration
12 under AS 12.63.010 and for information requests; the fee for registration shall be based
13 upon the actual costs of performing the registration and maintaining the central registry
14 but may not be set at a level whereby registration is discouraged; the fee for an
15 information request may not be greater than $ 10;
16 (4) shall remove from the central registry of sex offenders and child
17 kidnappers under this section information about a sex offender or child kidnapper
18 required to register under AS 12.63.020(a)(2) at the end of the sex offender's or child
19 kidnapper's duty to register if the offender or kidnapper has not been convicted of another
20 sex offense or child kidnapping and the offender or kidnapper has supplied proof of
21 unconditional discharge acceptable to the department; in this paragraph, "sex offense"
22 and "child kidnapping" have the meanings given in AS 12.63.100."
23
24 Renumber the following bill section accordingly.

- 2 -
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AMENDMENT

AFFAIRS COMMITTEE 
TO: SB 185

/

1 Page 1, lines 3 -10:
2
3 Delete all material and insert:
4
5 "* Section 1. AS 11.56.840(a) is repealed and reenacted to read:
6 (a) A person commits the crime of failure to register as a sex offender or child 

kidnapper in the second degree if the person fails, as required by AS 12.63.010, to
8 (1) register;
9 (2) file written notice of

10 (A) change of residence address;
11 (B) change of mailing address;
12 (C) establishment of an electronic or messaging address or any
13 change to an electronic or messaging address; or
14 (D) establishment of Internet communication identifier or any
15 chnnge to an Internet communication identifier;
16 (3) file the annual or quarterly written verification; or
17 (4) supply accurate and complete information required to be submitted
18 under (1) - (3) of this subsection."

-1-
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Station 
Slate Capitol. Rm. IIS 
Juneau. AK 99801 
(907) 465-2435 

Pax: (907)465-6615

Interim 
716 W. 4'' Ave. Ste. 540 
Anchorage. AK 99501 
(907)269-0120 

Pax: (907) 269-0122

Senar-* H ill.Wielechowski@legis.state.ak.us

S e n a t o r  B i l l  W i e l e c h o w s k i  

Senate Bill 185 

"An Act relating to sex offenders and child kidnappers." 

Sponsor Statement

Senate Bill 185 will help prevent online sexual predators from preying on children or anyone else by 
requiring convicted sex offenders and child kidnappers to register their e-mail addresses, instant 
messaging addresses and any other internet communication identifiers with the Alaska Department of 
Public Safety. Currently sex offenders in Alaska must register their home address and place of 
employment with the Department’s publicly searchable online database. This would be another 
category of information to be added to that database. Requiring sex offenders to register their online 
identities gives parents, kids, and law enforcement a new and effective weapon to repel internet 
predators.
In the future, data generated under this bill may be used by internet service providers and internet 
security firms to prevent children from receiving messages from convicted sex offenders or warn 
parents of the sender’s status. In order for these services to be developed, states must take the first step 
and make the data available.
The internet will likely never be a completely safe place, and parents need to take an active role in 
making sure their children use the internet responsibly. SB 185 merely gives us a new tool wc can use 
to help protect our selves and our families.
I encourage you to support this legislation.

Co-chair
'Hit Armed Services Cuinmittci

Member 
Resources Committee 
Judiciary Committee 

Transportation Committee

mailto:Hill.Wielechowski@legis.state.ak.us
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M E M O R A N D U M  February 5, 2008

S U B J E C T : Sectional Summary - Sb 185 (Work Order No. 25-LS0985\A)
T O : Senator Bill Wielechowski
F R O M : Gerald P. Luckhaupt '

Legislative Counsel*:— '

You have requested a sectional summary of the above-described bill. As a preliminary 
matter, please note that a sectional summary of a bill should not be considered an 
authoritative interpretation of the bill - the bill itself is the best statement of its contents.
Section 1 amends A S  11.56.840(a) by providing that a sex offender or child kidnapper's 
failure to update email address and Internet identifiers violates this section.
Section 2 amends A S  12.63.010(b) by requiring a sex offender or child kidnapper when 
registering to provide the person's email and instant messaging addresses and Internet 
identifiers in addition to other information required under this subsection.
Section 3 amends A S  12.63.010(c) by requiring a sex offender or child kidnapper to 
notify the department of public safety whenever the person establishes or changes an 
email or instant messaging address or Internet identifier.
Section 4 provides an applicability section.

GPL:lmb 
08-012.lmb
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P.O. Box 240106 Anchorage, Alaska 99524-0106 Phone (907) 277-0515 Fax (907) 272-5355

January 24, 2008

Senator Bill Wielechowski 
Alaska State Senate 
State Capitol 
Juneau AK 99801-1182

Dear Senator Wielechowski:

On behalf of the Alaska Peace Officers Association (APOA), I would like 
to thank you for introducing SB 185, an act relating to sex offenders and 
child kidnappers.

The APO A  State Board’s Legislative Committee recently reviewed this 
proposed legislation and decided to unanimously support this bill.

W e thank you for addressing this issue. Please contact the APOA office 
in Anchorage at 277-0515, if there is anything our organization can do to 
assist in the passage of this bill.

Sincerely,

Angella Long 
State President

Scott McCumby. Member 
Valdez

Pres Port of Valdez Chapter
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Senator Bill Wielechowski
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CONTACT: Senator.Bill.Wielechowski@legis.state.ak.us • Room 115 Capitol Bldg. *(907) 465*2435

B i l l  P r e f i l e d  f o r  U p c o m in g  S e s s i o n  W o u ld  R e q u i r e  S e x  

O f f e n d e r s  t o  R e g i s t e r  e -m a i l  A d d r e s s e s

Helps Law Enforcement to Track Predators in Cyberspace

( A N C H O R A G E )  -  A  bill to  he lp  preven t online sexua l predators from preying on children or 

a n yo n e  e lse  is being  prepared b y  S en . Bill W ie lech ow sk i (D  -  Anchorage) for the  2008 

leg is la tive session . T h e  bill requires convic ted  sexua l o ffenders and  child kidnappers to register 

their e -m a il addresses , instant m essag ing  addresses  or an y  other Internet com m unication 

identifiers with the A la ska  D epartm en t of Public Sa fe ty .

‘T h e  Internet has b eco m e  a  hunting ground for sex  o ffenders and th ey ’re preying on our 

children,” said W ie lechow sk i. “Nationw ide, one  in five  children h a ve  been  sexua lly  solicited 

online; and A la ska  has the h ighest rate of internet use per capita .”

T h e  legislation a lso  requires the sex  o ffender or child kidnapper to notify the departm ent in 

writing within five  d a ys  of a n y  ch an ges  to their e -m a il address  or identifier.

A rizona , K en tucky and  Virginia a lready require se x  o ffenders to register their e -m a il addresses  

and  at least a do zen  other s ta tes  are considering similar legislation. T h e  popular networking 
site M yS p a ce .c o m  is on the  record supporting this typ e  of legislation.

Sena tor W ie lech ow sk i has pre -filed  this legislation for the upcom ing 2008 session.

For m ore information, con tact Sena tor W ie lechow sk i at (907) 269-0120.

###
Print Forward this page 
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SEXUAL PREDATORS RIDE THE INTERNET INTO HOMES ACROSS AMERICA
Seattle Post-Intelligencer - M ay 6, 1997 

Author: VANESSA HO, P-l Reporter

W hen  a Federal W a y  mother posed as a teenager online to catch her son 's molester, she also put the 
spotlight on the problem of sexual predators finding victims on the Internet.

The Internet and online services offer instant access to the w c rld, but authorities say that access has a 
price: It's an easy way for predators to enter the homes of teens and children, who think nothing of 
spending hours talking with strangers at their computer keyboards. Through the unreined world of chat 
rooms, predators lure children with promises of support, money and a new home, experts say. In some 
cases, they molest them, or exploit them with pornography: in other cases, teens run away to be with 
them.

" I t 's  a systemic problem, it's very bad, and w e in the FBI are taking it very seriously," said Larry Foust, 
spokesman for the FBI Baltimore division in Maryland, where an Internet-related abduction and murder 
of a child in 1993 prompted a national investigation into online pedophiles.

Investigators were shocked at how widespread the crimes were, Foust said. "A n d  it was only the tip of 
the iceberg." So  far, the investigation has resulted in 96 arrests for child pornography or for luring a child 
across state lines for illicit sex. There have been 89 convictions.

Foust said that in one case, two suspects not only lured children through the Internet and then molested 
them, but also took pictures of them to distribute online.

He said sexual p^dation  on the Internet is worse than on the streets "b eca u se  you can lock your door 
and stay inside, and they can still penetrate the sanctity of your house."

Millions of people use the Internet, and most do so with no problems, authorities say. But cases of online 
crimes serve as a reminders of danger:

In February, a man was arrested in California after communicating with a 13-year-old boy for three 
months and flying across the country to meet him for a sexual encounter.

In December, a Connecticut man was arrested after talking online with a 13-year-old girl, sending her 
indecent material and driving 100 miles to meet her for sex.

Last month, a 14-year-old girl from suburban Rochester, N .Y ., returned home after disappearing for four 
months with a 22-year-old Air Force deserter she met in a chat room devoted to vampire fantasies.

In 1995, Daniel Montgomery, a 15-year-old Maple Valley boy, ran a.vay for two weeks to San Francisco 
to meet som eone he met online.

The growing number of cases also illuminates hurdles facing police agencies, which often lack resources 
and money to investigate online crimes.

" W e  see that this is a growing problem, and it's something we'll be dealing with more and more," said 
Casey Johnson, a detective with the King County police Special Assault Unit. " T h e  problem is money 
and bodies."
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In the Federal W a y  case, the mother, posing as a teenager, received sexually explicit m essages from 
the man and an offer to m eet face-to -face and have sex. W hen  the meeting was arranged last month, an 
undercover police officer arrested him. The man, Otis Fellows, pleaded guilty to a charge of 
second-degree child molestation, which stemmed from an incident in 1993. He faces sentencing on May 
23.

Som e online encounters between adults and children have resulted in heartache for parents, such as 
Kathy Newell of Eugene, Ore.

Last year, her 14-year-old daughter Channa befriended a 24-year-old woodworker in a chat room. A  
shaggy redhead who sometimes masqueraded as a medieval knight, the man cam e by to visit, and 
Newell said no way.

" I  said, 'Th is  girl is off-limits to you,1" she said. Her daughter didn't agree, and one morning last May, 
the man drove by Channa 's high school, picked her up and disappeared.

"(Po lice) say she chose to go with him, but I say she was lured," Newell said.

A t the National Center for Missing and Exploited Children, "on lin e  luring" makes up a small part of the 
center's overall cases, but the problems are increasing, said Gary Costello, director of the child 
exploitation unit at the Arlington, Va .-based center, a national clearinghouse for parents whose children 
have run away or were abducted.

This year, the center has received 11 reports of online luring, in which a child ran away after meeting an 
adult in cyberspace. Last year, the center handled seven such cases.

Although some teens have voluntarily left home, Costello treats them as children who were lured, as 
opposed to children who ran away.

" I f  som eone cam e into the neighborhood, ended up talking to a child, befriending them, enticing them 
with promises of money and a better life, would you treat the case any differently?" he asked.

Parents should take a greater interest in their children's computer activities, Costello said. Often, when 
children spend hours alone on a computer, parents have no idea who they are meeting.

"P ic tu re  it like this: W ould you let your 9- to 14-year-old go to the worst part of Seattle and walk the 
streets in the middle of the night?

"T h a t 's  what chat rooms are like, but the child can't see who is walking toward him," he said.

Johnson, the detective with the King County police Special Assault Unit, said online predators often 
target emotionally vulnerable children, who come from unstable families and have low self-esteem . So 
when an adult offers support, money and a new home, the child is at a disadvantage.

"W h e n  you get an adult who is methodically pulling a child out of his home, for whatever reasons, that's 
exploitation," he said.

Tips for parents

The National Center for Missing and Exploited Children offers these tips for parents to help children have 
safe cyber-chats.

Never give out personal information such as address, phone number or school name before verifying the 
receiver of the information.
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Get to know the services your child uses. Learn how to log on. Find out what types of information the 
services offer and whether there are ways for parents to block out objectionable material.

N ever allow a child to arrange a face-to -face meeting with another computer user without parental 
permission. Make sure the first meeting is in a public spot and be sure to accompany the child.

Never respond to m essages or bulletin board items that are suggestive, obscene, belligerent, 
threatening or make you feel uncomfortable. If you receive one, forward a copy to your service provider.

More of the center's tips can be found at its site: http://www.missingkids.org/childsafety.html

Another helpful W e b  site is http://www.yahooligans.com/docs/safety

America Online offers members resources on how to report a violation in a chat room and what to do if a 
harassing message is received.

It also offers "parental controls" that restrict a child's access, with the caveat: " I t 's  important to note that 
no system  of controls makes up for good old-fashioned parental supervision."

Ed ition : Final 
Section: News 
Page: A1
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Cyber-stalking
News & Observer, The (Raleigh, NC) - Ju ly 30, 2007

Child predators didn't spring up from the fertile soil of the Internet. Physical and sexual abuse of children 
are age-old problems. But the Internet has brought a whole new aspect to child predation.

Computers in the home are ubiquitous. Kids easily master the machines, and they find the technology 
inciting. Meanwhile, adults who make it their business to becom e experts at stalking children have 
discovered social networking sites that are popular with young people. Using the sites, stalkers can zero 
in on kids from several states away, in relative anonymity, rather than from the bench near the swing set 
at the neighborhood park.

If there were any questions about the extent of ihe problem, good work by state Attorney General Roy 
Cooper has pried loose an answer. To  combat predators. Cooper and attorneys general from several 
other states asked one of the more popular social sites, M ySpace, to reveal the names of ssx offenders 
who use the site. M ySpace reluctantly complied in May, reporting about 7,000 offenders across the 
country on the site (245 of them were sex offenders registered in North Carolina).

The  company updated its list last week. It now says that more than 29,000 offenders have M ySpace 
profiles. And M ySpace is just one of several social sites. Tw o  years ago, a 34-year-old former W ake 
County sheriff's deputy posed as a 19-year-old N .C. State University student on several sites, including 
M ySpace. Today he is in prison for persuading two Triangle boys he met online, ages 14 and 15, to have 
sex with him.

The  attorneys general are pressing for better regulation of the networking sites, both by the companies 
that operate them and in state law. Cooper wants North Carolina legislators to require parental 
permission for youngsters to create a profile. He combines that effort with an educational campaign 
showing parents and teachers how kids can surf the W eb  safely.

Cooper also is pushing a bill that would require convicted sex offenders who create profiles to provide 
authorities with their e-mail addresses :?.nd all other on-line identifiers. A s  it stands now, offenders must 
tell the public where they live and when they move to a new neighborhood. But they can mask 
them selves as a teen on the Internet and prey on youngsters with impunity. The  bill deserves approval.

Som e lawyers and online companies complain that Cooper's efforts endanger the First Amendment 
rights of corporations. So far there's no overreaching on the attorney general's part.
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At the sam e time, Internet companies need to design their sites with the vulnerability of youngsters in 
mind. Sexual crimes and violence against kids have exploded as the Internet has matured.

If foot-dragging lawmakers need help deciding whether to vote for Cooper's initiative, here's an aid: Put 
Internet firms cn one side c i the scale, and vulnerable youngsters at risk of being sexually assaulted or 
killed by predators on the other. Cooper's instincts are right.
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THESE PREDATORS ARE NO LONGER ISOLATED1 
Maine Sunday Telegram (Portland, ME) - October 11,1998 

Author: ERIC BLOM Staff Writer

The Internet has becom e a refuge for child molesters, a place to seek shelter from the social isolation 
and anger they often confront in real life.

Known molesters can be threatened by neighbors, featured on police handbills when they m ove into a 
neighborhood, harassed by fellow prisoners in jail, and isolated by watchful parents who tell children not 
to talk with strangers on the street. Online, predators are safe in the anonymity of m ade-up screen 
names. Th ey  can identify and target children at will. Pedophiles can share encouragement, support and 
advice with one another, describing child sexual abuse as pleasurable and natural, even beneficial to 
children.

"These predators are no longer isolated. They're part of a community on the Internet," said Colin Gabriel 
Hatcher, executive director of Cyberangels, a division of the Guardian Angels.

The  most direct threat to children is online predation. Adults with a sexual interest in children can 
identify, contact and groom potential victims via the Internet.

No one is sure how common online predation has become. It's clearly involved in a small minority of all 
child sexual as aults.

Still, advocates for children say that online predation represents an entirely new kind of threat and poses 
risks that are difficult to address. The danger is growing as more children, and more adults with a sexual 
interest in children, go online.

“It has provided a whole new, additional venue for (predators) to operate," said Peter Banks, director of 
training for the National Center for Missing and Exploited Children. "Child molesters go where the 
children are, and the children are in cyberville."

Online predation also may be much more common than is generally recognized, he and other advocates 
for children said.

The anonymity of computer networks, the secretive nature of child sexual predators and the shame felt 
by many victims conspire to keep formal complaints down and the activity hidden.

"The  number of people who are arrested is a very small number compared to the number of offenders 
out there," said Capt. Richard Wallikas of the Broome County (N.Y.) Sheriff's Department, which has an 
ongoing undercover operation online.

Banks agreed that police complaints are a poor measure of the problem.

"W e  don't fully understand, because of the nature of sexual victimization, how big a problem this is," 
Banks said. "Probably only one in 10 crimes gets reported."

Indeed, many of the incidents thus far have been discovered almost by accident.

For example, in July, Massachusetts police discovered that a 37-year-old Michigan man had met at least
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two teen -age girls - -  from Massachusetts and Georgia -  online and traveled to have sex with them. The 
man was caught after a sheriff’s deputy saw  a 16-year-old girl, chased by her father, running toward the 
man's car with a suitcase. The  deputy becam e suspicious and accosted the driver.

Increasingly, online predation also is being detected through electronic undercover police operations.

Most recently, on Sept. 14, police arrested a Portland man on charges of distributing child pornography 
to an undercover police detective in N ew  Hampshire. The Keene, N.H., detective was posing as a 
14-year-old boy.

Michael W eeks , 23, allegedly sent the detective photos depicting boys involved in sex acts, said 
Portland Police Chief Michael Chitwood. W eeks  also has been charged with molesting a 10-year-old 
Portland boy.

IN FO R M A T IO N  H IG H W A Y  

G E T S  T H E  W O R D  O U T

Direct contact between adult predators and children is not the only danger posed by online computer 
networks. Children also are threatened by the online communities that sexual predators are building on 
the Internet.

These burgeoning online pedophile networks indirectly threaten all children, not just those who use 
computers, said many advocates for children, federal police and social scientists.

Historically, sham e and public condemnation have kept many pedophiles from assaulting children. 
Society uniformly condemns adult-child sex. Pedophiles seldom encounter other people who admit to a 
sexual desire for children, much less the illegal acts of raping, molesting or exploiting them.

“Traditionally, a good social control for pedophiles is condemnation," said Keith Durkin, a sociologist who 
has studied the use of online computers by pedophiles. “This has to be the most condemned form of 
human sexual behavior that there is.”

The mainstream online community also condemns child molestation. Thousands of W e b  sites and 
forums have been established to fight the problem. Offenders' names are even being published on W eb  
sites such as the one run by the Bangor Police Department.

However, in many other corners of the Internet, child molesters find advice and support that was not 
available to them prior to the growth of online computing.

"There 's nothing to stop som eone from advocating really horrible crimes against children" online, said 
Tracey O 'Connell-Jay, executive director of W e b W is e  Kids and the sister of a girl lured from home by an 
online predator in another state.

The Internet allows anyone to publish anything, of any length, for very little money. Freedom  of speech is 
protected by the U .S . Constitution, even speech advocating child sexual abuse.

More than 8,000 sites on the World W ide  W e b  encourage adults to have sex with children.

Som e of these W e b  pages tell young people that they should never reveal their "secret" relationship with 
an adult. This is the opposite m essage from the one that child advocates say children need to hear.
Other sites tell pedophiles how to locate school or playground addresses online before going away on 
vacation.

"These pages link to legitimate sites like Disney. Hello! If that doesn't raise red flags, I don't know what
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will," said Debbie Mahoney, a California woman whose 12-year-old son was sexually assaulted by a man 
who later was charged with distributing child pornography online. Mahoney is founder of the advocacy 
group, Safeguarding Our Children -  United Mothers.

Newsgroups allow pedophiles from around the world to anonymously exchange m essages of solace, 
share tips on how to lure children into sexual encounters and trade information on police strategies. 
Newsgroups are electronic bulletin boards where people from around the world post m essages for 
others to read.

Durkin studied one such newsgroup in 1996 - -  early in the growth of Internet popularity -- and found that 
it received about 200 new postings a month. He had no way to determine how many people read the 
postings without submitting their own messages.

Most of the people who posted articles admitted to being pedophiles. Many of their m essages sought 
support from other newsgroup readers. A  quarter of the users said they wanted to contact other 
pedonhiles via telephone, mail, in-person meetings or electronic mail, Durkin found.

"Preferential child molesters who target boys have the capacity to victimize hundreds of young males," 
Durkin wrote in Pedophiles in Cyberspace, which is his article on the newsgroup. "If computer groups 
such as (this one) inspire only a few  pedophiles to molest children, this would translate into hundreds -- 
even  thousands - -  of victims."

F IN D IN G  V A L ID A T IO N

F O R  C R IM E S , U R G E S

Other experts agree that propaganda advocating adult-child sex can increase the abuse of children.

“There 's no crime in being a pedophile and suffering from those urges," said Douglas Rehman, a former 
Florida state police officer with extensive experience in online undercover operations.

“W ha t you 've  got is people who have it under control before they get online and then they see there are 
all these other people with the sam e urges and interests."

Kenneth Lanning of the FBI Behavioral Science Unit explained the psychology behind this in his 
monograph, "Child Molesters: A  Behavioral Analysis."

Many child molesters, he wrote, "spend their lives attempting to convince themselves that they are not 
immoral, not sexual deviants, or not criminals.

"They prefer to believe that they are high-minded, loving individuals whose behavior is misunderstood or 
politically incorrect at this time in history," Lanning wrote.

The Internet has m ade it possible for many more pedophiles to receive that kind of validation for their 
crimes from groups such as the North American Man Boy Love Association, or N AM B LA , which 
advocates adult-child sex.

"A  group like N A M B L A  now has an audience beyond its mailing list," Durkin said.

Literature from N A M B L A  -  along with child pornography -  was found in the car allegedly used to 
transport 10-year-old Jeffrey Curley's body to the Great Works River in Maine after his murder and 
subsequent sexual assault last autumn. Charges are pending against two men in that case. It is not vet 
clear whether the material allegedly found in their possession cam e from the Internet or through the mail.
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Still, material like the propaganda and pornography found in their vehicle is widely available online. And 
that material helps reduce the social control of shunning and shame that keeps many pedophiles from 
acting on their sexual impulses.

“These people who were hiding under a rock someplace are actively out there communicating with each 
other* and with children, Mahoney said.

Memo: The graphic accompanying this article HOW TO PROTECT CHILDREN must be read on 
microfilm
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Fiscal Note Number
Bill Version:
() Publish Date:

SB 186

SB185-DOA-OPA-2-04-08Identifier (file name):
Title "An Act relating to sex offenders and child kidnappers..."

Administration

Sponsor
Requester

Senator Wielechowski

Dept. Affected:
[r d u

Component Office of Public Advocacy
Legal and Advocacy Services

Expenditures/Revenues

 Component Number

(Thousands of Dollars)

43

Note: Amounts do not include inflation unless otherwise noted below.

Appropriation
Required Information

OPERATING EXPENDITURES FY 2009 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 00 0.0 0.0 0.0 0.0

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0 0.0

[CAPITAL EXPENDITURES

mICHANGF. IN REVENUES (

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health 
Other Interagency Receipts

0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 00 0.0 0.0

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2008) cost: 

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

This bill expands the requirements for sex oTender registration by adding the requirement of providing any electronic 
messaging address or internet identifier or any change in this information, and it amends the crime of failure to register 
as a sex offender or child kidnapper accordingly. While it is possible that this bill could have a fiscal impact on the 
agency by expanding the conduct that could trigger prosecution for failure to register as a sex offender, it cannot be 
predicted at this time. Therefore, OPA submits a zero fiscal note.

Joshua P. Fink, DirectorPrepared by:
Division ________________________________

Approved by: Rachael Petro, Deputy Commissioner

Phone 907-269-3501
Office of Public Advocacy Date/Time 2/4/08, 12:00 p.m. 

Date 2/4/2008
Department of Administration
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F IS C A L  N O T E
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Fiscal Note Number
Bill Version: ______
() Publish Date:

SB186-DOC-OC-02-08-08

CorrectionsIdentifier (file name): ___________ SB185-DOC-OC-02-08-08 Dept Affected
Title "An Act relating to sex offenders and child kidnappers."________ R D U ________________________
___________________________________________________________________ Component Office of the Commissioner

Administration and Operations

Sponsor
Requester

Senators Wielechowski & Ellis
Senate State Affairs Component Number 694

Expenditures/Revenues (Thousands of Dollars)
Note Amounts do not include inflation unless otherwise noted below.

Appropriation
Required Information

OPERATING EXPENDITURES FY 2009 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0 0.0
0 0 0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.0 9.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0 0.0

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

ICHANGE IN REVENUES ( T I L
FUND SOURCE (Thousands of Dollars)

Estimate of any current year (FY2008) cost: 

POSITIONS

0.0

ANALYSIS: (Attach a separate page if necessary)

Passage of this legislation should have no fiscal impact on the Department of Corrections.

Sharleen Griffin, DirectorPrepared by:
Division __________________________________

Approved by: Dwayne Peeples. Deputy Commissioner

Administrative Services
Phone (907) 465-3339 

Date/Time 2/8/08 1:25 PM

Date 2/8/2008
Department of Corrections

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health 
Other Interaqency Receipts

0.0 0.0 0.0 0.0 0.0 0.0 00
0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0 0.0
00 0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0 0.0

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Full-time 0 0 0 0 0 0 0
Part-time n 0 0 0 0 0 0
Temporary 0| 0 0 0 0 0 0

(Revised 10/05 2006 OMB) Page 1 of 1



F I S C A L  N O T E

STATE OF ALASKA
2008 LEGISLATIVE SESSION

Identifier (file name): SB 185-DPS-R&I-02-05-08
Title “An Act relating to sex offenders and child kidnappers.'

Bill Version: SB 185
() Publish Date: _______

Fiscal Note Number: ______

Dept. Affected:
RDU Statewide Suppor*

Public Safety

Component Records & Identification
Sponsor
Requester

Senator Wielechowski
Senate State Affairs Committee

Expenditures/Revenues

 Component Number

(Thousands of Dollars)___

1190

Note: Amounts do not include inflation unless otherwise noted below.
Appropriation

Required Information
OPERATING EXPENDITURES FY 2009 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

42.0 42.0 42.0 42.0 42.0 42.0

TOTAL OPERATING 42.0 0.0 42.0 42.0 42.0 42.0 42.0

I CAPITAL EXPENDITURES I I I I

ICHANGE IN REVENUES ( ) ! I . I ! .....—  I I

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 42.0
1005 GF/Program Receipts
1037 GF/Mental Health
Other Interaqency Receipts

TOTAL 42.0 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2008) cost: 

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page it necessary)
This legislation requires sex offenders and child kidnappers to provide more extensive registration information than is 
currently required under AS 12.63.010 and consequently collected and maintained by the department.

Sex offender and child kidnapper registration information is entered into and maintained electronically in the state's 
central criminal history repository, the Alaska Public Safety Information Network (APSIN). Information is obtained from 
forms completed by offenders at initial registration, annual or quarterly verification, and upon a qualifying change in the 
offender's information. (Continued)

Prepared by: David Schade, Director
Division Statewide Services

Phone (907) 269-0202 
Date/Time 2/7/08 8:47 AM

Approved by: Walt Mor.egan, Commissioner Date 2/6/2008
Department of Pubiic Safety
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FISCAL NOTE

ANALYSIS CONTINUATION

This legislation will require the department to revise its forms to include fields for offenders to report ail Internet identifiers 
and addresses (e.g. email and instant messaging aa ■ esses) used by the offender. There is no fiscal impact anticipated 
as a result of making the forms revisions.

Significant new business logic would be needed to capture, manage, and interpret timeframes associated with vanous 
Internet identifiers. In addition to email and instant messaging addresses, Internet identifiers include any designations or 
monikers used for self-identification in Internet communications or postings on social networking sites (i.e. Facebook, 
MySpace, Linkedln) and gaming (i.e. WoW , Second Life), potentially thousands per user, each with a variety of 
properties. Because the Internet is very dynamic with new services being created monthly (many of which quickly have 
millions of registrants) there will be an ongoing requirement to add new Internet identifiers and types to any database 
system that needs to track this information.

For the first year, considerable analysis, programming, and data entry changes in APSIN and the Sex Offender 
Registration (SOR) office's application will be necessary to add data fields for the entry of all Internet identifiers and 
addresses reported as being used by an offender. The programming changes and associated costs assume that the 
data is for the mainframe APSIN system and the SOR office application only. Changes to the public website display are 
not included, nor are the cost of any reports. Costs are based on $85.00 per hour.

Computation:
-Analysis during project: 80 hours
-Modify mainframe and screens (new screen for amount of data) and database to capture and store updates: 120 hours
-Mainframe database coordination and program moves: 40 hours
-Modify the migration process of mainframe data to the data warehouse: 40 hours
-Modify SOR office application to store and display the additional fields: up to 80 hours
-Final testing: 40 hours
-Initial operating costs: 95 hours

Ongoing operating costs (200 hours per year), additional storage, backup, and data management is estimated to cost 
$42,000 annually.

The bill is unclear as to the timeframe for current registered offenders to provide all Internet identifiers and addresses 
used by the offender. Therefore, the department has conservatively not included the cost associated with immediate 
compliance for current registered offenders in this analysis, including mailing notification of new requirements and 
instructions, data entry, etc. Rather, current registered offenders would be required to provide this additional information 
at annual or quarterly verification or upon an otherwise-required qualifying change in the offender's information.

S T A T E  O F  A L A S K A  B I L L  NO. SB 185

2008 L E G I S L A T I V E  S E S S I O N
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AMENDMEN T & A

OFFERED IN THE SENATE 
TO: SSSB 198

1 Page 1, line 1:
2 Delete "extending"
3 Insert "relating to"
4
5 Page 1, line 2, following "campaigns;":
6 Insert "relating to the statute of limitations for the filing of complaints with the
7 Select Committee on Legislative Ethics;"
8
9 Page 1, lines 5 -12:

10 Delete all material and insert:
11 "* Section 1. AS 15.13.380(b) is amended to read:
12 (b) A [MEMBER OF THE COMMISSION, THE COMMISSION'S
13 EXECUTIVE DIRECTOR, OR A] person who believes a violation of this chapter or a
14 regulation adopted under this chapter has occurred or is occurring may file an

Tbllt2-15 administrative complaint with the commission within jivt years [ONE YEAR] after
16 the date of the alleged violation. If a member of the commission has filed the
17 complaint, that member may not participate as a commissioner in any proceeding of
18 the commission with respect to the complaint. The commission may consider a
19 complaint on an expedited basis or a regular basis. The time limitations of this
20 subsection do not bar proceedings against a person who intentionally prevents
21 discovery of a violation of this chapter.
22 * Sec. 2. AS 24.60.170(a) is amended to read:
23 (a) The committee shall consider a complaint alleging a violation of this
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