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HIGHLIGHTS 

This r e p o r t  has been prepared by W i  11 iam M. Mercer-Meidi nger, 
Incorporated t o :  

(1)  p resen t  t h e  r e s u l t s  o f  a  va lua t ion  o f  t h e  Alaska Teachers' 
Retirement System as o f  June 30, 1985; 

(2)  review experience under t h e  p lan  f o r  t h e  year  ended June 30, 
1985; 

( 3 )  d e t e r m i n e  t h e  c o n t r i b u t i o n  r a t e s  f o r  t h e  S t a t e  f o r  each 
school d i s t r i c t  i n  t h e  system; 

( 4 )  p rov ide  r e p o r t i n g  and d i sc losu re  i n fo rmat ion  f o r  f i n a n c i a l  
statements, governmental agencies, and o the r  i n t e r e s t e d  
p a r t i e s .  

The repor t  i s  d i v ided  i n t o  two sect ions.  Sect ion 1 describes t h e  bas is  
o f  t h e  va luat ion .  It sumnarizes t h e  p l a n  prov is ions ,  provides 
i n f o r m a t i o n  r e l a t i n g  t o  t h e  p l a n  p a r t i c i p a n t s ,  and d e s c r i b e s  t h e  
funding methods and a c t u a r i a l  assumptions used i n  determi n i  ng 
l i a b i l i t i e s  and costs. 

Sect ion 2  conta ins t h e  r e s u l t s  o f  t h e  va luat ion .  It inc ludes t h e  
experience o f  t h e  p lan  du r ing  t h e  1984-85 p l a n  year, t h e  cu r ren t  annual 
costs, and r e p o r t i n g  and d i sc losu re  informat ion.  

The p r i n c i p l e  r e s u l t s  a re  as fo l l ows :  

Funding Status as o f  June 30: 

(a )  Valuat ion Assets* $ 674,382 $ 833,617 

(b )  Present Value o f  
Accrued Bene f i t s *  

( c )  Accrued B e n e f i t  Fundi ng 
R a t i o  (a)  / (b) 

Cont r ibu t ions  f o r  F i sca l  Year 

(a) Normal Cost 

(b )  Past Serv ice Rate 3.45% 5.06% 

( c )  Tota l  Con t r i bu t i on  Rate 17.36% 16.68% 

* I n  thousands. 
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I n  p r e p a r i n g  t h i s  v a l u a t i o n ,  we have employed g e n e r a l  l y  accepted 
a c t u a r i a l  methods and assumptions, i n  con junc t ion  w i t h  employee data 
provided t o  us by t h e  p lan  sponsor and f i n a n c i a l  in fo rmat ion  provided 
by t h e  aud i ted  r e p o r t  from Peat, Marwick, M i t c h e l l  and Company, t o  
determine a  sound value f o r  t h e  p l a n  l i a b i l i t i e s .  We be l i eve  t h a t  t h i s  
value and t h e  method suggested f o r  funding i t  are  i n  f u l l  compliance 
w i t h  t h e  Employee Retirement Income Secur i ty  Act o f  1974, t h e  I n t e r n a l  
Revenue Code, and a1 1  appl i cab1 e  regu la t ions  . 
Respect fu l l y  submitted, 

Robert F. Richardson, ASA 
P r i  n c i  pa l  

March 17, 1986 
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ANALYSIS OF THE VALUATION 

Ac tua r ia l  Method and Assum~t ions 

Th is  a c t u a r i a l  r e p o r t  i s  t h e  f i r s t  t o  u t i l i z e  t h e  p ro jec ted  u n i t  c r e d i t  
a c t u a r i a l  method. The a c t u a r i a l  assumptions remain unchanged s ince 
those adopted i n  March 1982. The Alaska s t a t u t e s  r e q u i r e  t h a t  an 
experience ana lys i s  o f  t h e  Systems ' a c t u a r i a l  assumptions be performed 
a t  l e a s t  every s i x  years. Although changes have occurred s ince t h e  
l a s t  experience study, we s t i l l  be l i eve  t h a t  t h e  cu r ren t  a c t u a r i a l  
assumptions are  appropr ia te  t o  determine 1 i a b i  1 i t i e s  and cos ts  under 
t h e  Teachers ' Re t i  rement System. 

This change i n  funding method was made t o  conform t o  t h e  accounting 
procedures which were adopted by t h e  Governmental Accounting Standards 
Board (GASB) i n  December 1985. Under t h e  p r i o r  a c t u a r i a l  funding 
method, t h e  f u n d i n g  r a t i o  wou ld  have been 87.6% w h i l e  t h e  t o t a l  
employer c o n t r i b u t i o n  r a t e  would have been 17.14%. 

Investment Performance 

During t h e  1985 f i s c a l  year, t h e  investment r e t u r n  ra te ,  based upon 
market values, was 21.44% . . . c l e a r l y  t h e  h ighest  r e t u r n  r a t e  s ince 
t h e  i ncep t ion  o f  TRS. Based upon t h e  three-year smoothing approach 
used t o  determine va lua t ion  assets, t h e  r e t u r n  r a t e  du r ing  f i s c a l  year  
1985 was 14.44%. 

Heal th I n f l a t i o n  

For t h e  f i r s t  t ime s ince r e t i r e e  hea l th  coverage became a benef i t  i n  
TRS, the re  has been a decrease i n  t h e  monthly premium. As repor ted  i n  
l a s t  y e a r ' s  a c t u a r i a l  repor t ,  we had p ro jec ted  t h e  FY86 premium t o  
decrease t o  $165 per  month. The ac tua l  premium f o r  t h e  year  decreased 
t o  on ly  $168.25. Consequently, t h e r e  was a very small  a c t u a r i a l  l oss  
from t h i s  assumption. 

Salary Increases 

The t h i  r d  most important  f a c t o r  a f f e c t i n g  costs and 1 i abi  1 i t i e s  under 
TRS i s  t h e  impact o f  i n f l a t i o n  on sa lary  increases. For t h e  second 
s t r a i g h t  y e a r ,  s a l a r y  i n c r e a s e s  on an average were l e s s  t h a n  t h e  
a c t u a r i a l  assumption. As o f  June 30, 1985, t h e  average annual sa la ry  
was $41,238 . . . an i n c r e a s e  o f  o n l y  4.6% o v e r  t h e  p r i o r  y e a r .  

Accordingly, t he re  were a c t u a r i a l  gains from less- than-ant ic ipa ted 
sa lary  increases which cont r ibu ted,  along w i t h  t h e  exce l l en t  investment 
performance, t o  t h e  decrease i n  c o n t r i b u t i o n  rates. 
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members hi^ S t a t i s t i c s  

During t h e  8 1/2 year pe r iod  from January 1, 1977 t o  June 30, 1985, 
the re  has been a steady t r e n d  upward i n  t h e  average age, w i t h  average 
annual increases o f  -33  years. The age o f  t h e  average teacher i s  now 
40.04. This phenomenon cont inues t o  pu t  upward pressure on costs and 
l i a b i l i t i e s  . . . thus dampening t h e  b e n e f i c i a l  af fects o f  a c t u a r i a l  
gains from investment and sa la ry  increases. Average c r e d i t e d  serv ice  
has he ld  steady a t  j u s t  over 9.5 years. 

Ret i  ree S t a t i s t i c s  

There was a l a r g e  increase i n  t h e  number o f  new r e t i r e e s  du r ing  FY85, 
w i t h  289 new b e n e f i t  r e c i p i e n t s  added t o  t h e  pension r o l l s .  Average age 
a t  re t i rement  increased s l i g h t l y  f o r  t h e  second year i n  a row, The 
average monthly r e t i  rement check f o r  new r e t i  rees now exceeds $2,000. 

Conclusions 

P r i m a r i l y  due t o  t h e  exce l l en t  investment performance dur ing  FY85, t h e  
t o t a l  c o n t r i b u t i o n  r a t e  decreased. Cost containment measures i n t h e  
r e t i r e e  h e a l t h  program, as w e l l  as a genera l  s l o w i n g  o f  med ica l  
i n f l a t i o n ,  both con t r i bu ted  t o  a smal ler  a c t u a r i a l  l o s s  from h e a l t h  
i n f l a t i o n  than we have witnessed i n  several years. The change i n  
a c t u a r i a l  funding methods l e d  t o  a decrease i n  both t h e  funding r a t i o  
and t h e  employer c o n t r i b u t i o n  rate,  
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Sect ion 1 
BASIS OF THE VALUATION 

I n  t h i s  sect ion, t h e  bas is  o f  t h e  va lua t ion  i s  presented and described. 
Th is  in format ion- - the  p rov i s ions  o f  t h e  p l a n  and t h e  census o f  
p a r t i c i p a n t s - - i s  t h e  foundation o f  t h e  valuat ion,  s ince these are t h e  
present f a c t s  upon which b e n e f i t  payments w i l l  depend, 

A summary o f  p lan  prov is ions  i s  provided i n  Sect ion 1.1 and p a r t i c i p a n t  
census in fo rmat ion  i s  shown i n  Sect ion 1.2. 

The va lua t ion  i s  based upon t h e  premise t h a t  t h e  p l a n  w i l l  cont inue i n  
existence, so t h a t  f u t u r e  events must a l so  be considered. These f u t u r e  
events are  assumed t o  occur i n  accordance w i t h  t h e  a c t u a r i a l  
assumptions and concern such events as t h e  earnings o f  t h e  fund, t h e  
number o f  p a r t i c i p a n t s  who w i l l  r e t i r e ,  die, te rminate  t h e i r  services, 
t h e i r  ages a t  such te rm ina t ion  and t h e i r  expected bene f i t s .  

The a c t u a r i a l  assumptions and t h e  a c t u a r i a l  cos t  method, o r  funding 
method, which have been adopted t o  guide t h e  sponsor i n  funding t h e  
p lan  i n  a reasonable and acceptable manner, are described i n  Sect ion 
1.3, 
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Section 1.1 
SUMMARY OF THE ALASKA TEACHERS ' RETIREMENT SYSTEM 

Plan 

The Teachers' Retirement System o f  Alaska i s  a j o i n t  
c o n t r i b u t o r y  re t i rement  system t o  prov ide  bene f i t s  f o r  teachers 
o f  t h e  State. 

E f f e c t i v e  Date 

June 30, 1955, as amended through June 30, 1985. 

Admin is t ra t ion  o f  Plan 

The Commissioner o f  Admin is t ra t ion  appoints t h e  admin i s t ra to r  o f  
t h e  System; t h e  Alaska Teachers' Retirement Board makes 
recommendations t o  t h e  Commissioner of Admin is t ra t ion ;  and t h e  
Commissioner o f  Revenue i n v e s t s  t h e  funds. 

Membership 

Membership i n  t h e  Alaska Teachers' Retirement System i s  
compulsory f o r  each c e r t i f i c a t e d  elementary o r  secondary 
teacher, c e r t  i f i cated school nurse, and o the r  c e r t i  f i  cated 
personnel who are employed on a f u l l - t i m e  o r  par t - t ime bas is  i n  
a p o s i t i o n  which requ i res  a teaching c e r t i f i c a t e  as a cond i t i on  
o f  employment i n  t h e  p u b l i c  schools o f  Alaska, the  Commissioner 
o f  Education, superv isors w i t h i n  t h e  Department o f  Education, 
and a l l  f u l l - t i m e  o r  par t - t ime teachers o f  t h e  U n i v e r s i t y  of 
A laska and admin i s t ra t i ve  personnel occupying a f u l l - t i m e  
p o s i t i o n  a t  t h e  Un ive rs i t y  o f  Alaska which requ i res  academic 
s tand ing  and i s  approved by t h e  Administ rator .  Cer ta in  State 
l e g i s l a t o r s  may a l s o  e l e c t  t o  be e l i g i b l e  f o r  membership. 

Credi ted Service 

A year  o f  membership se rv i ce  i s  de f ined t o  be the  same as a 
s c h o o l  t e r m  wh ich  i s  c u r r e n t l y  a minimum o f  172 days, and 
f r a c t i o n a l  serv ice  c r e d i t  i s  on a d a i l y  r a t e  basis.  C red i t  i s  
g r a n t e d  f o r  a l l  A laskan p u b l i c  schoo l  s e r v i c e .  C r e d i t  i s  
g r a n t e d  f o r  accrued,  unused s i c k  l e a v e  as r e f l e c t e d  by  t h e  
records o f  t h e  l a s t  employer once a member has been on 
r e t i r e m e n t  an equal amount o f  time, meets e l i g i b i l i t y  
requirements and has completed an a p p l i c a t i o n  f o r  t h e  c r e d i t .  

Cont r ibu t ions  by Teachers 

E f f e c t i v e  J u l y  1, 1970, each teacher s h a l l  c o n t r i b u t e  7% of base 
sa la ry  earned from J u l y  1 t o  t h e  f o l l o w i n g  June 30. 
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(7 )  Voluntary Supplemental Cont r ibu t ions  

If a teacher  who f i r s t  j o ined  t h e  system before  J u l y  1, 1982 
wishes t o  make h i s  o r  her  spouse o r  minor c h i l d r e n  e l i g i b l e  f o r  
a  spouse's pension and/or su rv i  vor  's pension a1 lowance, t h e  
t e a c h e r  may e l e c t  t o  make supp lementa l  c o n t r i b u t i o n s  o f  an 
a d d i t i o n a l  1% of base s a l a r y  commencing not  l a t e r  than 90 days 
a f t e r  marriage, o r  t h e  b i r t h  o r  adopt ion o f  a c h i l d ,  o r  upon 
re-ent ry  i n t o  t h e  system provided the re  was a t  l e a s t  a  twelve 
(12) month break i n  serv ice.  

(8 )  Arrearage Cont r ibu t ions  

Up t o  t e n  years o f  p u b l i c  o r  non-publ ic teach ing service, o r  
se rv i ce  by a  c e r t i f i c a t e d  person i n  a  p o s i t i o n  r e q u i r i n g  
c e r t i f i c a t i o n ,  i n  an accred i ted  school n o t  covered under t h e  
Teachers' Retirement System, o r  se rv i ce  i n  an i n s t i t u t i o n  o f  
h igher  l ea rn ing  no t  under t h e  c o n t r o l  o f  t h e  Board o f  Regents o f  
t h e  U n i v e r s i t y  o f  Alaska, may be c r e d i t e d  f o r  re t i rement  
purposes. For teachers f i r s t  h i r e d  a f t e r  J u l y  1, 1978, t h e  f u l l  
a c t u a r i a l  cos t  o f  p r o v i d i n g  b e n e f i t s  f o r  t h e  se rv i ce  w i l l  be 
b o r n e  by t h e  t e a c h e r .  No f r a c t i o n a l  c r e d i t  i s  g r a n t e d  f o r  
ou ts ide  serv ice.  

S e r v i c e  as a  t e a c h e r ,  a  c e r t i f i c a t e d  pe rson  employed i n  a  
f u l l - t i m e  p o s i t i o n  r e q u i r i n g  a  teaching c e r t i f i c a t e ,  o r  a  
p ro fess iona l  educator, i n  Alaska B.I.A. schools may be c r e d i t e d  
f o r  r e t i  rement purposes. Cont r ibu t ions  a re  requi  red  f o r  se rv i ce  
wh ich  i s  claimed. There i s  no l i m i t  on t h e  amount o f  Alaska 
B.I.A. s e r v i c e  t h a t  may be c la imed.  F r a c t i o n a l  c r e d i t  i s  
granted f o r  Alaska B.1 .A. se rv i ce  and m i l i t a r y  serv ice.  

A  maximum o f  f i v e  years o f  m i  l i t a r y  se rv i ce  may be c r e d i t e d  f o r  
r e t  i rement purposes ; however, t h e  maximum outs ide  and m i  1  i t a r y  
se rv i ce  c r e d i t  may not  exceed t e n  years, unless e n t r y  i n t o  t h e  
m i l i t a r y  i s  immediately preceded by TRS se rv i ce  and f o l l o w i n g  
d ischarge i s  cont inued by TRS se rv i ce  w i t h i n  one year. 
Con t r i bu t i ons  are requ i red  f o r  serv ice  which i s  claimed. 
F rac t i ona l  c r e d i t  i s  granted f o r  m i  1  i t a r y  se rv i  ce. 

(9) Ret roac t i  ve Cont r ibu t ions  

I f  a  teacher was not  sub jec t  t o  t h e  p rov i s ions  o f  t h e  Retirement 
A c t  and, a t  a  l a t e r  d a t e  became s u b j e c t  t o  them due t o  
l e g i  s l a t i v e  changes o f  t h e  e l i  g i  b i  l i t y  requi  rements, t he  teacher 
may e l e c t  t o  rece ive  c r e d i t  f o r  c r e d i t a b l e  se rv i ce  p r i o r  t o  
membership by submi t t ing  t o  t h e  Retirement Fund an amount equal 
t o  the  c o n t r i b u t i o n s  t h a t  would have been made i f  t h e  teacher 
had been a  member o f  t h e  System f o r  any yea r ' s  serv ice  a f t e r  
June 30, 1955, p lus  i n t e r e s t  thereon. Ret roac t ive  con t r i bu t i ons  
a r e  not  requi  red  f o r  c r e d i t a b l e  membership se rv i ce  before Ju l y  
1, 1955. 
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Employers ' and S ta te ' s  Cont r ibu t ions  

The employer and t h e  Sta te  each c o n t r i b u t e  an amount equal t o  
o n e - h a l f  o f  t h e  amount requ i red  i n  a d d i t i o n  t o  member 
c o n t r i  but ions t o  f inance t h e  b e n e f i t s  o f  t h e  System. 

Rate of I n t e r e s t  

The amount deposited i n  a  member account w i  11 be c r e d i t e d  w i t h  
i n t e r e s t  a t  t h e  r a t e  es tab l ished f o r  a  school year  a t  t h e  end o f  
such school year. E f f e c t i v e  June 30, 1974, t h e  i n t e r e s t  r a t e  
was increased t o  4-1/2%. 

Withdrawal o f  Mandatorv Cont r ibu t ions  

I f  a  member terminates teach ing serv ices i n  Alaska, mandatory 
c o n t  r i  b u t i  ons may be withdrawn. Upon request, a  te rmi  nated 
t e a c h e r  w i  11 r e c e i v e  a  r e f u n d  o f  t h e  ba lance  o f  t h e  member 
cont r i  but  i on account. 

Reinstatement o f  Cont r ibu t ions  

I f  Mandatory Cont r ibu t ions  are withdrawn and a  member 
subsequently resumes teach ing i n  Alaska, t h e  member w i  11 be 
indebted t o  t h e  Teachers' Retirement Fund i n  t h e  amount o f  t h e  
t o t a l  refund. The reinstatement indebtedness bears compound 
i n t e r e s t  a t  t h e  r a t e  prescr ibed by r e g u l a t i o n  t o  t h e  date of 
repayment o r  t h e  date o f  re t i rement ,  whichever occurs f i r s t .  

Normal Re t i  rement E l i  g i  b i  1  i t y  

Meeting t h e  requirement o f  e i t h e r  (a)  o r  (b)  below: 
(a )  Upon a t t a i n i n g  age 55 and meeting one o f  t h e  f o l l o w i n g  

serv ice  requ i  rements : 
(1)  E ight  years o f  f u l  l y -pa id  membership serv ice,  o r  
(2 )  15 years o f  f u l l y - p a i d  c r e d i t a b l e  serv ice,  t h e  l a s t  

f i v e  o f  which have been membership serv ice;  ( a f t e r  
J u l y  1, 1975 a  new member needs e i g h t  y e a r s  o f  
f u l  l y - p a i d  membership serv ice) ;  o r  

( 3 )  F i ve  years o f  f u l l y - p a i d  membership serv ice  and t h r e e  
years o f  f u l  l y - p a i d  Alaska B.I.A. serv ice ;  

o r ;  

( b )  A t  any age a f t e r  m e e t i n g  one o f  t h e  f o l l o w i n g  s e r v i c e  
requi  rements : 
(1 )  25 years o f  f u l l y - p a i d  c r e d i t a b l e  service, t h e  l a s t  

f i v e  o f  which are membership serv ice ;  o r  
(2) 20 years o f  f u l l y - p a i d  membership serv ice ;  o r  
(3 )  20 years  o f  f u l l y - p a i d  combined membership serv ice  and 

A l a s k a  B.I.A. s e r v i c e ,  t h e  l a s t  f i v e  o f  wh ich  a r e  
membership service. 
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A r e t i  red  teacher who has been r e c e i v i n g  a  d i  sabi  1  i ty  ret i rement  
b e n e f i t  s h a l l  be e l i g i b l e  f o r  a  se rv i ce  re t i rement  b e n e f i t  upon 
o r  a f t e r  s a t i s f y i n g  normal re t i rement  e l i g i  b i  l i t y .  

Ear l y  Ret i  rement E l  i g i  b i  1  i t y  

Upon a t t a i n i n g  age 50 and meeting one o f  t h e  f o l l o w i n g  serv ice  
requi  rement s  : 
(1)  E ight  years o f  f u l  l y - p a i d  membership serv ice ,  o r  
(2)  15 years o f  f u l l y - p a i d  c r e d i t a b l e  serv ice,  t h e  l a s t  f i v e  o f  

which have been membership serv ice ;  ( a f t e r  Ju l y  1, 1975 a  
new member needs e i g h t  y e a r s  o f  f u l l y - p a i d  membership 
se rv i ce )  ; o r  

( 3 )  F ive  years o f  f u l l y - p a i d  membership se rv i ce  and th ree  years 
o f  f u l l y - p a i d  Alaska B.I.A. service. 

Com~uta t i on  o f  Averaae Base Salarv 

A teacher 's  average base sa la ry  i s  determined by averaging t h e  
teacher 's  h ighest  base sa la ry  which t h e  teacher received f o r  any 
t h r e e  years o f  membership serv ice.  

Normal Ret i rement B e n e f i t  

The normal re t i rement  b e n e f i t  i s  2% o f  t h e  teacher 's  Average 
Base Salary m u l t i p l i e d  by t h e  t o t a l  number o f  years of 
c r e d i t a b l e  serv ice.  

Ea r l v  Retirement B e n e f i t  

A teacher who meets t h e  serv ice  requirements f o r  normal 
r e t i r e m e n t ,  bu t  no t  t h e  age requirements, may e l e c t  t o  have 
reduced payments commence as e a r l y  as age 50. The reduced Ear l y  
Retirement B e n e f i t  i s  equal t o  t h e  a c t u a r i a l  equ iva lent  o f  t h e  
normal r e t  i rement benef i t  . 
Indebtedness Owina At Retirement 

I f  on t h e  date o f  making a p p l i c a t i o n  f o r  re t i rement ,  a  teacher 
h a s  n o t  p a i d  t h e  f u l l  amount o f  h i s  i ndeb tedness  i n c l u d i n g  
i n t e r e s t  t o  t h e  Retirement Fund, t h e  re t i rement  b e n e f i t  w i  11 be 
reduced f o r  l i f e  by an amount equal t o  t h e  a c t u a r i a l  equ iva lent  
o f  t he  outstanding indebtedness a t  t h e  t ime o f  ret i rement .  

Re-empl oyment o f  a  Ret i  red  Teacher 

I f  a  r e t i  red teacher i s  reemployed i n  a  p o s i t i o n  covered under 
t h e  System, the  re t i rement  b e n e f i t  w i l l  be suspended du r ing  t h e  
p e r i  od o f  reemployment . 
Dur ing such pe r iod  o f  reemployment, re t i rement  c o n t r i b u t i o n s  are 
mandatory. 
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D i  sabi li t y  Re t i  rement Bene f i t s  

A  d i s a b i l i t y  re t i rement  b e n e f i t  may be p a i d  i f  a  teacher has 
become permanently d isab led before  55 and has a t  l e a s t  f i v e  
years o f  membership serv ice.  

The b e n e f i t  w i l l  be equal t o  50% o f  t h e  d isab led teacher 's  base 
sa la ry  immediately p r i o r  t o  becoming disabled. This b e n e f i t  
w i  11 be increased by 10% o f  t h e  teacher 's  base s a l a r y  f o r  each 
minor c h i l d  up t o  a  maximum o f  40%. 

When t h e  d isab led teacher a t t a i n s  age 55, t h e  d i  sabi 1  i t y  benef i t  
w i  11 automat ica l ly  terminate. A normal r e t i  rement bene f i t  w i  11 
be computed as i f  t h e  teacher had been i n  membership serv ice  
d u r i n g  t h e  pe r iod  o f  d i s a b i l i t y ,  and a  se rv i ce  re t i rement  w i l l  
be granted. 

Cost -o f  -L i  v i  ng A1 lowance 

An e l i g i b l e  r e t i r e d  teacher who remains i n  Alaska i s  e n t i t l e d  t o  
r e c e i v e  an a d d i t i o n a l  c o s t - o f - l i  v i n g  a1 lowance equal t o  10% o f  
t h e  base r e t i  rement b e n e f i t  . 
Post-Reti rement Pension Adjustment 

When t h e  admin i s t ra to r  determines t h a t  t h e  cost  of l i v i n g  has 
increased and t h a t  t h e  f i n a n c i a l  cond i t i on  o f  t h e  re t i rement  
f u n d  permits, a l l  re t i rement  b e n e f i t s  may be increased. The 
amount o f  t h e  increase s h a l l  be no t  more than 4% compounded f o r  
each year o f  r e t i  rement , reduced by p r i o r  Post-Reti rement 
Pension Adjustments. 

Lump Sum Death Bene f i t  

Upon a  n o n o c c u p a t i o n a l  dea th  o f  a  member who has made no 
supplemental c o n t r i b u t i o n s  o r  who made supplemental 
c o n t r i b u t i o n s  f o r  l e s s  than one year and has completed less  than 
one year  o f  membership serv ice,  a  lump-sum b e n e f i t  s h a l l  be p a i d  
t o  t h e  designated benef ic ia ry .  The lump-sum b e n e f i t  i s  t h e  
t e a c h e r ' s  accumula ted member c o n t r i b u t i o n  account .  I f  t h e  
t e a c h e r  i s  i n  a c t i v e  s e r v i c e  a t  t h e  t i m e  o f  dea th  a f t e r  
comple t ing  a t  l e a s t  one year  o f  membership se rv i ce  but  before 
becoming a  vested member, an a d d i t i o n a l  death b e n e f i t  equal t o  
$1,000 p l u s  $100 f o r  each year o f  membership se rv i ce  ( t h e  t o t a l  
n o t  t o  exceed $3,000), p lus  $500 i f  t h e  teacher i s  surv ived by 
one o r  more minor c h i l d r e n  i s  a l s o  payable. 

I f  t h e  teacher had received a  re t i rement  b e n e f i t  p r i o r  t o  h i s  
death, payment s h a l l  be h i s  accumulated con t r i bu t i ons ,  p lus  
i n t e r e s t ,  minus a l l  b e n e f i t s  paid. 
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(25) Su rv i vo r ' s  A1 lowance 

I f  a  t e a c h e r  d ies  wh i l e  i n  serv ice  o r  wh i l e  r e c e i v i n g  a  serv ice  
o r  d i s a b i l i t y  re t i rement  bene f i t ,  i s  surv ived by one o r  more 
m i  n o r  c h i l d r e n  and has made supplemental c o n t r i b u t i o n s  fo r  a t  
l e a s t  one y e a r  b e f o r e  h i s  death,  h i s  s u r v i v i n g  spouse i s  
e n t i t l e d  t o  t h e  s u r v i v o r ' s  allowance. The amount o f  t h e  b e n e f i t  
i s  35% o f  t h e  teacher 's  base sa la ry  immediately p r i o r  t o  h i s  
death o r  becoming d isab led f o r  h i s  spouse and 10% f o r  each minor 
c h i l d  up t o  a  maximum o f  40%. 

Spouse's Pensi on 

I f  a  teacher has made supplemental c o n t r i b u t i o n s  f o r  a t  l e a s t  
one year and d ies  w h i l e  i n  membership serv ice,  o r  wh i l e  
r e c e i v i n g  a  d i s a b i l i t y  b e n e f i t ,  o r  i f  a  t e a c h e r  has made 
supplemental c o n t r i b u t i o n s  f o r  a t  l e a s t  f i v e  years and d ies  
w h i l e  on r e t i r e m e n t  o r  i n  d e f e r r e d  r e t i r e m e n t  s t a t u s ,  t h e  
s u r v i v i n g  spouse i s  e n t i t l e d  t o  rece ive  t h e  Spouse's Pension. 
The amount o f  t h e  b e n e f i t  i s  50% o f  t h e  s e r v i c e  r e t i r e m e n t  
b e n e f i t  t h a t  t he  deceased teacher was r e c e i v i n g  o r  would have 
r e c e i  ved. The Spouse's Pension commences t h e  month f o l  1  owing 
t h e  member's death. The payment ceases when t h e  spouse d ies.  
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Section 1.2(a) 
MISCELLANEOUS INFORMATION AS OF JUNE 30 

(1) Number 

(2) Average Age 

(3) Average Credited 
Service 

(4) Average Annual 
Salary 

(1) Number 

(2) Average Age 

(3) Average Monthly 
Benefit Base 

C.O.L.A. 

P.R.P.A. 

Total 

(1) Number 

(2) Average Age 

(3) Average Monthly Benefit 

(1) Number 

(2) Average Account Balance 

Active Members 

1982 - 1983 - 1984 - 
7,563 7,899 8,259 

39.19 39.47 39.76 

Reti rees and Benefi c i  a r i  es 

1,485 1,712 1,764 

63.28 62.60 63.17 

Vested Terminations 

Not Vested Terminations With Account Balances 

1,051 987 1,037 914 1,093 

$ 4,350 $ 5,230 $ 5,360 $ 5,573 $ 6,649 

* Note: Since no PRPA was granted on July 1, 1983, the average PRPA on June 30, 
1984 shows a decrease. The July 1, 1984 PRPA i s  ref lected i n  the June 
30, 1985 average. The July 1, 1985 PRPA w i  11 be ref lected i n  the next 
report. 
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Sect ion  1.2(b) 
DISTRIBUTIONS OF ACTIVE PARTICIPANTS 
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Sect ion  1.2(c) 
STATISTICS ON NEW RETIREES DURING THE YEAR ENDING JUNE 30 

Service 

Number 

Average Age 
At Retirement 

Average Benefit $ 1,320 $ 1,425 $ 1,680 $ 1,770 $ 2,011 

Di sabi 1 i ty 

Number 

Average Age 
A t  Reti m n t  

Average Benef i t 

Su r v i  vor 

Number 

Average Age 
At Retirement 

Average Benefit 

Total - 
Number 

Average Age 
A t  Retirement 

Average Benefit 
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Sect ion 1 . 2 ( d )  
STATISTICS ON ALL RETIREES AS OF JUNE 30 

Normal Re t i  rement 

Number, P r i o r  Year 
Net Change Dur ing Year 

Number, This  Year 
Average Age A t  Re t i  rement 
Average Age Now 
Average Monthly B e n e f i t  

Surv i  v i  ng Spouse ' s  B e n e f i t s  

Number, P r i o r  Year 
Net Change During Year 

Number, This  Year 
Average Age A t  Retirement 
Average Age Now 
Average Monthly B e n e f i t  

Su rv i vo r ' s  Bene f i t s  

Number, P r i o r  Year 
Net Change Dur ing Year 

Number, Th is  Year 
Average Age A t  Ret i  rement 
Average Age Now 
Average Monthly B e n e f i t  

D i s a b i l i t i e s  

Number, P r i o r  Year 
Net Change Dur ing Year 

Number, This  Year 
Average Age At Ret i rement 
Average Age Now 
Average Monthly B e n e f i t  
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S e c t i o n  1.2(e) 
DISTRIBUTIONS OF ANNUAL BENEFITS OF RETIRED PARTICIPANTS 
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Sect ion 1.3 
ACTUAR IAL BAS I S  

Valuat ion o f  L i a b i l i t i e s  

A. A c t u a r i a l  Method - Projected U n i t  Credi t .  The unfunded accrued 
b e n e f i t  l i a b i l i t y  i s  amort i  zed over 25 years. 

B. Method For Accumulated Plan B e n e f i t  Values 

The a c t u a r i a l  present value o f  accumulated p lan  b e n e f i t s  ( the  term 
used f o r  F inanc ia l  Accounting Standards Board purposes) and 
present value o f  accrued b e n e f i t s  a re  a measure o f  p lan  benef i ts  
which have been earned t o  date. These are  not  on l y  a va lua t ion  o f  
re t i remen t  benef i ts ,  bu t  a l s o  o f  de fer red vested, death bene f i t s ,  
and o the r  anci 1 l a r y  bene f i t s .  Earnings and se rv i ce  f o r  benef i t  
purposes which are expected t o  be earned a f t e r  t h e  va lua t ion  date  
are  excluded from these values. 

The a c t u a r i a l  assumpt ions used t o  d e t e r m i n e  t h e s e  va lues  a r e  
i d e n t i c a l  t o  those used f o r  t h e  funding purposes. 

I n  es t ima t ing  accumulated benef i ts ,  f i n a l  average compensation i s 
based on compensation data i n  the  possession o f  t h e  actuary. 

C. Ac tua r ia l  Basis 

1. I n t e r e s t  

2. Salary Scale 

8% per  year, compounded annual ly,  
ne t  o f  investment expenses. 

8% per year  f o r  t h e  f i r s t  f i v e  years 
o f  employment and 7% per  year  
the rea f te r .  

3. Heal th I n f l a t i o n  8% per  year.  

4. M o r t a l i t y  1971 Group Annuity M o r t a l i t y  Table. 

5. Turnover 

6. D i s a b i l i t y  

Based upon t h e  1980-81 ac tua l  t o t a l  
tu rnover  experience. (See Table 1). 

Incidence ra tes  i n  accordance w i t h  
Table 2. Post-disabi 1 i ty  morta l  i t y  
i n  accordance w i t h  ra tes  publ ished 
by t h e  Pension B e n e f i t  Guaranty 
Corporat ion t o  r e f l e c t  m o r t a l i t y  of 
those rece i  v i  ng d i  sabi 1 i ty benef i ts  
under Soci a1 Secur i ty  . 
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7. Retirement Age The average o f  age 60 and t h e  
e a r l i e s t  age f o r  which unreduced 
re t i rement  benef i ts  w i l l  be 
ava i lab le .  

8. Spouse's Age Wives are assumed t o  be f o u r  years 
younger than husbands. 

9. Cont r i  but  i on Refunds 100% o f  those te rm ina t ing  a f t e r  age 
35 w i t h  e i g h t  o r  more years o f  
se rv i ce  w i  1  1  1 ea ve t hei  r 
c o n t r i b u t i o n s  i n  t h e  System and 
thereby r e t a i n  t h e i r  de fer red vested 
b e n e f i t .  A l l  o thers  who terminate  
a r e  assumed t o  have t h e i r  
c o n t r i b u t i o n s  refunded. 

10. C.O.L.A. 

11. Sick Leave 

49% o f  those r e c e i v i n g  re t i rement  
b e n e f i t s  w i l l  be e l i g i b l e  f o r  
C.O.L.A. 

4.7 days o f  unused s i c k  leave f o r  
each year o f  serv ice  w i  11 be 
a v a i l a b l e  t o  be c r e d i t e d  once t h e  
member i s  r e t i  red. 

12. Expenses No load ing f o r  expenses. 

Valuat ion o f  Assets 

Based upon t h e  three-year average r a t i o  between market and book values 
o f  t h e  System's assets. Assets a re  accounted f o r  on an accrual  basis. 

Valuat ion o f  Medical Bene f i t s  

Medical b e n e f i t s  f o r  r e t i r e e s  are provided by t h e  payment o f  premiums 
from t h e  t r u s t  fund. A  pre-65 cos t  and lower post-65 cos t  (due t o  
Medicare) were assumed such t h a t  t h e  t o t a l  r a t e  f o r  a l l  r e t i r e e s  equals 
t h e  present premium ra te .  These medical premiums are  then increased 
w i t h  t h e  h e a l t h  i n f l a t i o n  assumption. The same method used f o r  funding 
re t i rement  b e n e f i t s  i s  a1 so used t o  fund h e a l t h  benef i ts .  



TABLE 1 
EMPLOYEE TURNOVER ASSUMPTIONS 

Se lect  Rates o f  Turnover 
During t h e  F i r s t  3 Years 

o f  Employment 

Year o f  
Empl oyment Ma1 es 

1 012 
2 -26 
3 -32 

Year o f  
Empl oyment Femal es 

A f t e r  3 Years o f  
Empl oyment 

At ta ined 
Age 

20 
2 1 
22 
2 3 
24 
25 

26 
2 7 
28 
2 9 
3 0 

3 1 
3 2 
3 3 
34 
35 

3 6 
3 7 
3 8 
3 9 
40 

4 1 
42 
4 3 
4 4 
45 

4 6 
47 
4 8 
4 9 
50 

5 1 
52 
53 
5 4 

Rate 

.i500 

.i500 

.1500 
-1500 
-1500 
-1500 

-1500 
.1500 
.1500 
.1500 
.1400 

.1300 

.1200 

.1100 

.1000 

.0900 

-0800 
-0800 
.0700 
.0700 
-0650 

-0650 
-0650 
-0600 
.0600 
.0600 

.0600 
-0550 
-0550 
-0550 
.0500 

.0500 

.0500 

.0500 

.0500 
55 and Up .0000 



TABLE 2 

D I S A B I L I T Y  RATES 
ANNUAL RATES FOR 1,000 EMPLOYEES 

& Rate 



William M. Mercer-Meidinger, Incorporated 

Sect ion 2 
VALUATION RESULTS 

Th is  sec t i on  se ts  f o r t h  t h e  r e s u l t s  o f  t h e  a c t u a r i a l  va luat ion.  

Sect ion 2. l (a)  shows t h e  d i s t r i b u t i o n  o f  t h e  assets as o f  June 30, 
1985. 

Sect ion 2. l(b) shows t h e  t ransact ions  o f  t h e  p l a n ' s  fund dur ing  t h e  
FY85. 

Sect i o n  2  .l ( c )  develops t h e  va lua t ion  assets. 

Sect ion 2.2 shows t h e  a c t u a r i a l  present values as o f  June 30, 1985. 

Sect ion 2.3 ca l cu la tes  t h e  t o t a l  c o n t r i b u t i o n  r a t e  f o r  FY88. 
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Section 2.l(a) 
ASSETS AS OF JUNE 30, 1985 ( i n  thousands) 

Cash 

CD's and Other Short- 
Term Issues 

Investment Secur i t ies :  

U.S. Government 

Other 

Common Stock 

Foreign Investments 

Real Esta te  Equ i ty  Fund 

Loans & Mortgages 

F inanc ia l  Futures 

M isce l l  aneous 

Tota l  Assets 

Cost Value Market Value 

$ 28,958 $ 28,958 
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Sect ion 2. l(b) 
CHANGES I N  NET ASSETS DURING FISCAL YEAR 1985 ( i n  thousands) 

Net Assets, June 30, 1984 

Addi t ions:  

Dividend Income 

Employee Cont r ibu t ions  

Employer and S ta te  
Matching Cont r ibu t ions  

I n t e r e s t  Income 

Unreal i zed  Gain (Loss) 
on Investments 

Deductions: 

Medical Bene f i t s  

R e t i  rement Bene f i t s  

Refunds o f  Cont r ibu t ions  

Admin is t ra t i ve  Expenses 

Net Assets, June 30, 1985 

Approximate Investment Return 
Rate Dur ing t h e  Year: 

Based on Market Values 

Based on Book Values 

Based on Va luat ion  Assets 
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Sect ion 2.l(c) 
DEVELOPMENT OF VALUATION ASSETS AS OF JUNE 30, 1985 ( i n  thousands) 

Market Value Cost Value R a t i o  ( M / C )  

(1) June 30, 1985 $866,333 $833,617 1 .0392 

(2) June 30, 1984 $659,572 $705,273 .9352 

(3 )  June 30, 1983 591,382 588,915 1.0042 

(4) Average R a t i o  -9929 

(5) Cost Value a t  
June 30, 1985 

(6) Valuat ion  Assets 
a t  June 30, 1985 
( 4 )  x (5) 
b u t  no t  ou ts ide  
t h e  range o f  book 
and market values 
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Sect ion 2.2 
ACTUARIAL PRESENT VALUES AS OF JUNE 30, 1985 ( i n  thousands) 

Present Value o f  
Normal Cost Accrued Bene f i t s  

Act i ve Members 

Re t i  rement Benef i ts  

T e d  n a t i  on Benef i ts  

Di sabi 1  i t y  B e n e f i t s  

Death B e n e f i t s  

Return o f  Con t r i bu t i ons  

Heal th Bene f i t s  

Arrearage 

Subtota l  

I n a c t i  ve Members 

Not Vested 

Vested Terminat ions 

R e t i  rees & B e n e f i c i a r i e s  

Subtota l  

To ta l  s  
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Sec t i on  2.3 
CALCULATION OF TOTAL CONTRIBUTION 
RATE FOR FISCAL YEAR 1988 ( i n  thousands) 

Normal Cost Rate 

(1 )  T o t a l  Normal Cost 

(2 )  T o t a l  S a l a r i e s  

( 3 )  Normal Cost Rate 
( 1 )  1 ( 2 )  

( 4 )  Average Member C o n t r i b u t i o n  Rate 

( 5 )  Conso l ida ted  Employer Normal 
Cost Rate, ( 3 )  - (4 )  

Past Serv ice  Rate 

( 1 )  Present Value o f  Accrued B e n e f i t s  

(2 )  Va lua t i on  Assets 

( 3 )  T o t a l  Unfunded L i a b i l i t y ,  ( 1 )  - (2 )  

( 4 )  25-Year Amort i  z a t i  on Fac to r  

( 5 )  Past Se rv i ce  Payment, ( 3 )  / ( 4 )  

(6)  To ta l  S a l a r i e s  

( 7 )  Past Serv ice  Rate, ( 5 )  / ( 6 )  

T o t a l  Employer C o n t r i b u t i o n  Rate 


