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Mr. Joseph R. Henri
Commissioner of Administration
State of Alaska

Pouch C

Juneau, Alaska 99801

Dear Commissioner Henri:

At your request, we have completad an actuarial valuation of the
Alaska Public Employees' Retirement System as of December 31, 1971,
in order to examine the financial status of the System and to
determine the Fmployer contribution rates fov the 1972-73 fiscal
year. :

The results of our valuation, included in this report, are based
upon employee data and financial information supplied by your
Department and actuarial assumptions and methods chosen by the

Actuary.

On the basis of this data and the actuarial method and assumptions

described in this report, I certify that, to the best of my knowledge

and belief, the attached statements are true and,correct. /:%f//:;
/ fo

///<g§g;%£fﬁ/i; submi t1ed, /
/ ;
/ (7

4 N

Ngfman/S. Losk,
[Ctua

NSL:dl;
Attachments
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SECTION I

INTRODUCTION

In accordance with your request, we have performed an actuarial valuation

of the Alaska Public Employees' Retirement System as of December 31, 1971.

The purposes of the valuation are:
(a) To examine the status of funding of the System.
(b) To establish contribution rates for the State of Alaska

and all other participating employers.

Sets of valuation results are based upon the benefits of the System which
were in effect at the valuation date and benefits which will go into effect

on July 1, 1972 if pending legislation is passed.

On the following page you will find summarized the significant results of
this valuation with respect to the benefits of the System as it existed

on the valuation date.




MARSH & MCLENNAN, INC.

B |

|
—
w
~—

B |
——
[$a)
~

(9)
(10)

(11)

(12)

D B S B

(13)

(14)
= (15)

- (16)
(17)

Employer
State of Alaska

City of Skagway
City of Sitka
City of Fairbanks
City of Haines

University of
Alaska

City of Kodiak

Alaska Municipal
League

City of Kenai

Greater Anchorage
Borough

North Star
Borough

Greater Sitka
Borough

Ketchikan Gateway
Borough

City of Homer

Matanuska-Susitna
Borough

City of Soldotna

City and Borough
of Juneau

Pension Cost

Percent Present Unfunded
Estimated of Value of Liability
Dollar Involved A1l Accrued Assets as or
Amount Payroll Benefits of 12/31/71 (Surplus)
>
6,623,086 7.87% 33,268,649 34,253,569 (984,920)
6,462 10.44% 20,367 4,749 15,618
100,972 12.07% 275,753 101,325 174,428
476,626 2.87% 1,540,029 576,923 963,106
8,037 10.92% 21,402 15,333 6,069
875,926 6.90% 2,572,332 1,666,221 906,111
60,003 10.87% 199,982 46,910 153,072
6,467 16.33% 20,640 1,527 19,113
30,342 8.23% 115,316 65,699 49,617
20,26
1,273,221 =6, 4,642,370 2,369,399 2,272,971
388,607 8.45% 1,159,571 433,041 726,530
50,556 9.12% 134,309 33,841 100,468
5,873 5.54% 14,607 13,198 1,409
9,914 8.76% 25,213 5,306 19,907
74,700 9-92% 277,817 189,029 88,788
657 [ &) vl 3,805 7,858 (4,053)
j %) WV ’ ’ s
402,785 8.33% 1,418,257 994,313 423,944
7.5 T,

buch By | ot
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It appears that the System will be significantly amended by legislation
in the 1972 legislative session. Such amendments would become effective
on July 1, 1972. The probable changes in the System which significantly
affect valuation results are as follows:

(a) The normal retirement benefit formula for employees other
than Police and Fire employees is increased from:

(i) 1% of average monthly compensation (final three year

average pay) for each of the first 10 years of service,
1%% of average monthly compensation for each of the
next 10 years of service, and 2% of average monthly
compensation for each year of service in excess of
20 years.

to (ii) 1%% of average monthly compensation for each of the
first 10 years of service, 1-3/4% of average monthly
compensation for each of the next 10 years of service
and 2% of average monthly compensation for each year-
of service in excess of 20.

(b) Individuals who terminated prior to July 1, 1972 and who are
receiving or are eligible to receive retirement benefits under
the System shall receive a minimum benefit of $10 per year of
service.

(c) The minimum service requirement for eligibility for vesting,
non-occupational disability benefits and retirement is reduced
from eight years to five years of service.

(d) The level of employee contributions for those employees other
than Police and Fire employees is increased from 3%% of

compensation to 44%% of compensation.
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(e) The single sum non-occupational pre-retirement death benefit
is increased by a flat $1000.
(f) The maximum contribution level for the State of 8% of covered

pay is eliminated.

On the following page you will find summarized the significant results
of this valuation with respect to the benefits of the System after the

probable amendments.
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Employer
(1) State of Alaska
(% City of Skagway
(90°”€ity of Sitg%;;‘

(4 City of Fairbanks .

{%: City of Haines

(&) University of
Alaska

) City of Kediak

. fﬂS Alaska Municipal
League

() City of Kenai

(19) Greater Anchorage
Borough

North Star
Borough

(b&)sféreater Sitka
Borough

()

Ketchikan Gateway
Borough

(M) City of Homer
(3€)

tatanuska-Susitna
Borough

(¥6)" City of Soldotna

7 (W) City and Borough
of Juneau

P) Awk )30»’774 Sch ol 12544

Pension Cost

P\.
PR

Percent Present Unfunded
Estimated of Value of Liability
Dollar Involved A1l Accrued Assets as or
Amount Payroli Benefits of 12/31/71 (Surplus)
V2
9,288,014 11.21% 41,450,495 34,253,569 7,196,926
8,184 13.22%1‘,,w§&‘ 26,524 4,749 21,775
sy g
124,908 15.12%;¥3,@f‘ 336,107 101,325 234,782
Y
615,873 12.78%4 1,991,326 576,923 1,414,403
9,252 12.57% ¢ 23,873 15,333 8,540
1,168,790 9.33%4 3,234,163 1,666,221 1,567,942
70,630 13.69% 7 204,036 46,910 157,126
8,264 20.87% ~ 28,797 1,527 27,270
40,112 10.88% ¢ 144,352 65,699 78,653
10,56 4
1,720,633 %255;% 5,790,817 2,369,399 3,421,418
521,287 11.50%+ 1,485,309 443,041 1,042,268
71,954 12.98% 178,414 33,841 144,573
8,088 7.63% 18,079 13,198 4,887
12,630 11.16%7 30,390 5,306 25,084
100,730 14.3§f;< 312,275 189,029 123,246
70;\ e
827 ; §;§3%}:;;;w’* 4,183 7,858 (3,675)
R v
525,485 11.76%+ 1,733,075 994,313 738,762

K

r "’;' A
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SECTION II

ANALYSIS OF THE VALUATION

A. Participant Data

You will recall that no valuation was performed last year with respect
to the political subdivisions due to substantially incomplete data.
Although the data available for this valuation with respect to political
subdivisions is more complete than that available for the previous

valuation, it is far from being totally complete.

In addition, questions have been raised with respect to the quality of

the data available with respect to employees of the State.

We have developed valuations and contribution rates for the State and
for each po]itica] subdivision based upon the information provided.
Where significant information was missing (birthdates, hire dates,
salaries, and sex) we made assumptions which we felt were reasonable

in relation to the remainder of the data.

There are various types of experience studies which should be performed
regularly for this System. Studies of disability, turnover, and mortality
experience should be made periodically to test the adequacy of the
assumptions to serve as a basis for the revision of such assumptions.

The quality of the data provided is at least a partial reason for the

fact that such studies have not been performed recently.
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It is encouraging that the Department of Administration appears to
share my concern with regard to this problem. Hopefully, a solid data
base may be established and procedures established for the ongoing
maintenance of such data by the time of the next actuarial valuation

of the System.

B. Assets of the System

There appears to be a significant movement in the investment of the
assets of the System toward a greater involvement in common stocks.
This is a move which has been discussed for some time. It is highly

encouraging to see this movement taking place.

There are indications that the overall rate of return for the System
in the current year will exceed our actuarial assumption of 5%. The

continuation of this assumption is indicated.

C. Contribution Rates

Contribution rates have been developed for each of the participating
employers based on the existing and the probable revised benefit
structures. The general impact of the revisions is to increase contri-
bution rates by 25% to 45%. The impact varies with the age and service
characteristics of the covered group and the extent of funding of that

group's portion of the System at the valuation date.

The contribution rate developed for the State for the existing benefit
structure is virtually identical to the contribution rate developed in
the previous valuation. This may be somewhat misleading as to the

experience over calendar 1971 in that a change has been made in the

“manner in which retired lives are accounted for in the actuarial
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D. Treatment of Retired Lives

In prior years, retirement benefits have been attributable to the
employer contribution account of the employer for whom the individual
retired. Last year a retired 1ife account was established on a separate
and distinct basis. Funds required in that account to fully fund
benefits for current retirees are established each year by the actuary
and additions may be charged back to employer contribution accounts in

accordance with the amounts of benefits attributable to each employer.

Thus, while Tiabilities for retired lives were recognized by employer
in previous actuarial valuations, they were not included in the

determination of the employer rates except to the extent that the assets

of such employer have been reduced by amounts charged to their accounts

to initially establish the retired life accounts.

The value of that retied life account is $2,247,977 at the valuation
date. The value of retired life liabilities are as follows:
(1) Benefits effective at valuation date $3,758,262
(2) Benefits after probable amendment $5,413,400(NWL1u« L. W%WMEA}{ &m%j

The deficiency in the retired life account should be Jiquidated by
a charge levied against the employer contribution accounts of each
employer to which at least one retirement {s attributable, in proportion
to the relationship of the liabilities of the retirees attributable that

employer to the total liabilities for retired lives.
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SECTION III

SUMMARY AND CONCLUSION

There is 1ittle question that this System is growing rapidly both

in terms of participants and in terms of assets.

The investment structure of the System is improving substantially.
The expectation is that this will translate into better investment

results and better communication of such results.

The quality of actuarial valuation data and the participant records

underlying that data is a matter of substantial concern. It is of

‘critical importance that the Administration regularly be provided

with the best possible information regarding the costs of the retire-
ment systems which it supports. It is also of critical importance
that costs of potential legislative changes to the systems be
available on as accurate a basis as pdssib]e. This information can
properly be provided only if complete and accurate machine-readable

records of employee participation in the System are available.
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APPENDIX 1

ACTUARIAL METHOD

The actuarial method used in this valuation is known as the Aggregate
Method. Under this method, the employer cost is determined as follows:
(1) The present value of all benefits accrued and expected to be
| earned in the future are calculated, taking into account
expected levels of mortality, turnover, disability, salary
increases, and inyestment performance.
(2) Such present value of benefits is reduced by the sum of:
(a) The assets of the fund and
(b) The present value of future employee contributions,
taking into account the same jtems as enumerated in
(1) above.
The remainder is the portion of the present value of future
benefits to be funded by employer contributions and is called
the "Present Value of Future Employer Normal Costs."
(3) The Employer Normal Cost as a percentage of active 1ife payrolls
is determined'by dividing the Present Value of Future Emplcyer
Normal Costs by the present value of future salaries, calculated

taking into account those factors enumerated in item (1) above.

This method effectively spreads the portion of the total projected

present value of benefits to be financed by future employer contributions

- 10 -
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over the expected future working lifetime of the currently covered group.
It has the advantage that the effect of actuarial gains and losses (which
arise from actual experience that deviates from the actuarial assumptions

used) is automatically spread over this period.

- 11 -
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APPENDIX 2

ACTUARIAL ASSUMPTIONS

The following assumptions were used as the basis for the valuations included
in this report:

(1) Investment Yield: 5% per annum, net of expenses.

(2) Assets: Valued at cost.

(3) Experience: Active Employees

(a) Retirement Age - Police & Fire 55 or 20 years
service.

- Others 60 or 30 years
service.

(b) Disability - See attached Schedule I.

(c) Separation - Police and Fire - Schedule Ila
Others - Schedule IIb

(d) Mortality - 1951 Group Annuity Projection C to 1965
(e) Earnings Progression - 3-1/2% increase per year.
(4) Experjence: Pensioners and Beneficiaries

(a) Mortality - Retired - 1951 Group Annuity Projection "C" to
1965.

(b) Disabled - 1944 Disabled Railway Employees Select Mortality
Table.

(5) Loading: None
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SCHEDULE 1
PUBLIC EMPLOYEES' RETTIREMENT SYSTEM
OF ALASKA
Disability Rates
All Employees
Annual Rates Per 1,000 Employees

Age Rate Age Rate
20 .70 45 1.62
21 .71 _ 46 1.76
22 72 47 1.91
23 .73 48 2.07
24 74 49 2.23
25 .75 50 2.40
26 .76 51 2.60
27 .78 52 2.86
28 . 80 53 3.18
29 .82 54 3.56
30 .84 55 4,00
31 .86 56 4,59
32 .88 57 5.34
33 .90 58 6.1
34 .93 59 7.20
35 .96 60 8.43
36 .99 61 9.75
37 1.03 62 11.30
38 1.07 63 13.05
39 1.11 64 14.90
40 1.15
41 1.20
42 1.27
43 1.36
44 1.48

- 13 -
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SCHEDULE Ila

PUBLIC EMPLOYEES' RETIREMENT SYSTEM
OF ALASKA

Termination Rates

" Police and Firemen

D D

|

20
21
22
23
24

25
26
27
28
29

30
31
32
33
34

35
36
37
38
39

Annual Rates Per 1,600 Employees

Rate Age " Rate
100.0 40 16.5
97.4 41 13.8
95.3 42 11.6
93.4 43 10.0
91.2 44 8.6
88.8 45 7.3
85.9 46 6.2
82.5 47 5.3
78.5 48 4.5
73.9 49 3.7
68.9 50 2.9
63.5 51 2.2
57.9 52 1.6
51.8 53 1.0
45,9 54 A
40.0 55 & Over .0
34.4

29.1

24,3

20.1

- 14 -
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SCHEDULE ITIb

PUBLIC EMPLOYEES' RETIREMENT SYSTEM
OF ALASKA

Termination Rates

All Other Employees

Age

20
21
22
23
24

25
26
27
28
29

30
31
32
33
34

35
36
37
38
39

Annual Rates Per 1,000 Employees

Rate Age Rate
128.0 40 88.0
126.0 41 84.5
124.5 42 81.0
123.0 43 77.5
120.5 44 73.5
119.5 45 70.0
118.0 46 64.0
116.0 47 58.0
114.0 48 52.0
112.0 49 46.0
110.0 50 40.0
108.0 51 30.0
105.5 52 20.0
103.0 53 10.0
100.5 54 5.0

98.0 55 & Over .0

96.0

94.0

92.0

90.0

- 15 -
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fa CITY OF SKAGWAY VALUATION DATE 12/31/71
TARLE Ae ANNUAL EARNINGS BY AGE GROUFS
M A L E F € ™M A L E A L L

NUMBER TOTAL AVERAGE NUMBER TO0TAL AVERAGE NUMBER TOTAL AVERAGE

AGE OF ANNUAL ANNUAL OF ANNUAL ANNUAL OF ANNUAL ANNUAL
GROVP PFOPLE FARNINGS FARNINGS - PEOPLE EARNINGS EARNINGS - PEOPLE EARNINGS EARNINGS
A-196 ) 3 T @ Be A ¥ Fe Be
V\«IMP a &O &. Q E‘. &o @ &o &o
25~-29 3 ¥e Ao 4 B B 1%} 4 Be
33-34 1 172499, 12469 3 e Be 1 12499. 12499,
35-39 1 12000 126640 1 184454, 16404, 2 22404, 11282.
43-04 1 . 15840 . 15080, %} Ao B 1 15084. 15084.
4L5~49 0] BN G 9 Be B é %o #a
S54=-%4 i B De 1 12044 . 12428, 1 126028. 12387 .
55-59 2 Be e 7} b He 2 Be Be
6E0-6H4 2 2. A @ Be e 9 P Be
@ﬁl\vo S &o &l & &0 &C. Q &. mmo
T3=-T4 % Ae Be 9. e O 7] Ao fe
ﬂm!.NO a &o &o & &o &o Q &0 Qo
8Aa-R4 a A fe # fe de a Je Ao
A RG+ @ e 5o 1%} Ge B /] e Je
® TOCTAL 3 394389, 13166. 2 22404 112082, 5 619A3., 12381.

TABLE Bs ANNUAL EARNINGS BY SERVICE GROUFPS
M A L E F (2 M A L E A L L

NUMBER TOTAL AVERAGE NUMBER TOTAL AVERAGE NUMBER TOTAL AVERAGE

SERVICE OF ANNAL ANNUAL OF ANNUAL ANNUAL OF ANNUAL ANNUAL
GROUP PEOPLE EARNINGS EARNINGS PEOPLE EARNINGS EARNINGS PEOPLE EARNINGS EARNINGS
a 1 12648 17340 ] fe B 1 12847 12838 .

1 1 12499, 12499, # D e 1 12499, 12499,

2 1 150609 . 15040 . 7] 4 e 1 15403, 1508a.

3 ) Be Do 1 18404, 10404, 1 10404 194736

4 A e Ae 4] Do e 7 3e Ge

-4 3 39499, 13166, 1 14434, 18484, 4 49903, 12476,
5-9 9 2 Fe 1 120869 12060 1 12849, 124303
1%2-16 ] /S fe g be e g Be Ae
Hn\ulwo a Yo fe % e Be g #e g
29=-24 # B e 2 @ Ao 9 B B
m.mlN@ & &0. Qo Q &O. @' & QQ ﬂ.o
3§=34 7] Be B g G De g e Fe
wwlnwo & &- &o & &o Go & &o &o
43« 9] &J Ge 7 &o QD ] Be ﬁo
TOTAL 3 39499, 13166. 2 22404 11282. 5 61983, . 12381.
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