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BACKGROUNDER

House Bill 78 would expose
Alaska to billions in
additional costs

House Bill 78 could cost Alaska's taxpayers more
than S7 billion in the coming decades.
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Alaska House Bill 78 would reopen the defined benefit (DB) pension
systems for new hires and allow all teachers and public workers
currently in the defined contribution (DC) retirement plan to use their DC
account balances to purchase past service in the defined benefit pension
plan. This “past service” purchase mechanism would put an enormous
amount of financial risk on the state in year one and beyond. Despite
measures to share any future public pension costs between employers
and employees, this move could realistically add $7 billion in additional
costs to future state budgets and reintroduce Alaska to significant
pension risk, the same risk that generated over $8 billion in state
pension debt and spurred the 2005 pension reform that closed Alaska’s

DB pension plan to new hires in the first place.

HB 78’s estimated costs are dependent on a flawed
discount rate

The claim that HB 78's proposed changes would not require any
additional state funding relies on the state’s pension systems’ current
investment return assumption being met. Alaska’s pension plans would
need to achieve 7.25% annual returns on investments for decades to

avoid additional costs.

* OQverly-optimistic investment return assumptions were a major contributor to the
$7.2 billion debt that is still owed on Alaska’s legacy pension plans, the Alaska
Public Employees’ Retirement System (PERS) and Teachers’ Retirement System
(TRS).

* Since 2001, Alaska's pension plans have earned just 5.8% annual returns on

average.
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* Nationally, the average assumed rate of return used by public pension systems is
around 6.9%, so Alaska's current 7.25% return rate assumption is rosier than most

other states.

* The discount rate is used when pricing the amount needed from employees to
purchase their “past service.” The plan continuing to earn under 7.25% or
dropping that assumed rate of return in the future would add hundreds of

millions of dollars in new unfunded liabilities.

HB 78 could cost Alaska an additional S7 billion over the
status quo

Actuarial analysis of Alaska PERS and TRS that anticipates market stress
over the next 30 years similar to market conditions from 2001-2024

shows HB 78 likely exposes the state to significant additional costs.

Bottom line

HB 78 could cost Alaska more than $7 billion in the coming decades.
Since most public employees leave their positions before being fully
eligible for their pension benefits, this could be very costly legislation

that only benefits a relatively small group of workers.
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l House Bill 78 Would Expose Alaska to
Billions in Additional Costs

Alasko House Bill 78 would reopen the defined benefit (D] pension systems for new hires and allow all
teachers and public workers currently in the defined contribution {DC) retirement plan to use their DO
account balances to purchaose past service in the defined benefit pension plan. This “past service” purchase
mechanism would put an enormous amount of financial risk on the state in year one and beyond. Despite
measures to share any future public pension costs between employvers and employees, this move could
realistically odd $7 billion in additional costs to future state budgets and reintroduce Alaska to significant
pension risk, the same risk that generated over 38 hillion in stote pension debt and spurred the 2005
pension reform that closed Aloska's DE pension plan to new hires in the first ploce.

House Bill 78's estimated costs are dependent on a flawed discount rate. The claim

that HB 78's proposed changes would not require any additional state funding relies on the state’s

pension systems’ current investment return assumption being met. Alaska’s pension plans would

need to achieve 7.25% annual returns on investments for decades to aveid additional costs.

+  Owerly-optimistic investment return assumptions were a major contributor to the $7.2 billion
debt that is still owed on Alaska’s legacy pension plans, the Alaska Public Employees’
Retirement System (PERS) and Teachers’ Retirement System [TRS).

+ Since 2001, Alaska's pension plans have earned just 5.8% annual returns on average.

+ Mationally, the average assumed rate of return used by public pension systems is around 6.9%,
so Alaska’s current 7.25% return rate assumption is rosier than most other states.

* The discount rate is used when pricing the amount needed from employees to purchase their
“past service.” The plan continuing to earn under 7.25% or dropping that assumed rate of
return in the future would add hundreds of millions of dollars in new unfunded liabilities.
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House Bill 78 would expose Alaska to billions in additional costs

Stay in Touch with Our Pension
Experts

Reason Foundation's Pension Integrity Project has helped
policymakers in states like Arizona, Colorado, Michigan, and

Montana implement substantive pension reforms. Our
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policy insights from our team.

Email Address (Required)

e.g. jane@example.com

Your newsletter subscriptions are subject to Reason's Privacy Policy and Terms &

Conditions.

LEONARD GILROY is vice president of government reform
at Reason Foundation and senior managing director of
Reason's Pension Integrity Project.

ZACHARY CHRISTENSEN is a managing director of Reason

Foundation's Pension Integrity Project.


https://reason.org/author/leonard-gilroy/
https://reason.org/pension-reform/
https://reason.org/author/zachary-christensen/

