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ACTI ON NARRATI VE

CHAIR PAUL SEATON called the House State Affairs Standing
Commttee neeting to order at 8:02:08 AM Present at the call
to order were Representatives Gatto, Elkins, Gardner, G uenberg,
and Seat on. Representatives Lynn and Ranras arrived as the
neeting was in progress.

OVERVI EW( S)

DEPARTMENT OF ADM N STRATION: DIVISION OF RETIREMENT AND
BENEFI TS TIER |V PERS/ TIER I 11 TRS

8: 02: 45 AM

CHAI R SEATON announced that the only order of business was the
overview regarding Tier IV in the Public Enployees' Retirenent

System (PERS) and Tier 11l in the Teachers' Retirenent System
(TRS).
8:03: 29 AM

MELANIE M LLHORN, Director, D vision of Retirement & Benefits,
Department of Admi nistration, noted that Bob Reynolds of Mercer
Human Resource Consulting, an actuarial for the division, would
be assisting her in offering the presentation of the overview

8:04:49 AM

M5. MLLHORN said that in January 2004, at the request of the
commi ssioner of the Departnent of Admnistration, a new tier

system was created for consideration. I nvolved in the process
were two board nenbers and two representatives from the
Teachers' Retirement board, in concert wth Mercer Human

Resource Consulting. There were nmultiple neetings, all of which
were noticed to the enpl oyers.

8:06: 31 AM
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REPRESENTATI VE GRUENBERG asked if the unions were notified al so.
8:06: 43 AM

M5. M LLHORN answered yes. She said the survey was desi gned and
sent to all enployers.

8:07: 06 AM
REPRESENTATI VE GRUENBERG asked how menbers were sel ect ed.
8:07:18 AM

M5. MLLHORN said subconmmttees of the Teachers' Retirenent
board and the Public Enployees' Retirenent board nmade the
sel ecti on.

8:07:28 AM

M5. MVLLHORN said all the information that was collected from
studi es and surveys was presented in Anchorage on Novenber 19.
Al'l board nenbers not involved with the subcommittee were asked
to approve of the subconmttee's wirk and forward a
reconmendation to the comm ssioner of adm nistration. Al t hough
the tier conmttee work was done, the board nenbers were not
able to nmuster the requisite votes, because sone board nenbers
were not present and some did not support the new tiers. In
response to a question from Representative Gardner, she
clarified that the chair of the Public Enployees' Retirenent
board was not present, and two out of the four nenbers of that
board who were present did not support a new tier in PERS. All
five board nenbers of the Teachers' Retirenent board were
present, but only 2 out of the 5 nmenbers supported the new tier.

8:10: 53 AM

M5. MLLHORN, in response to a question from Representative
Gatto, reported that on the Public Enployees' Retirenent board,
three out of four nmenbers are PERS beneficiaries, while on the
Teachers' Retirenent board, all five are TRS beneficiaries. In
response to a followup question from Representative Gatto, she
said it is mandated in statute that the Teachers' Retirenent
board nust have one nenber retired fromthe system

8:12: 06 AM
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M5. MLLHORN, in response to a question from Representative
G uenberg, reiterated the process by which a recommendation for
a new tier nust be approved by the boards and sent to the
comm ssi oner of adm nistration for reconmendati on.

8:13: 07 AM

CHAI R SEATON, in response to a followup question from
Representative Gruenberg, explained that the |egislature has not
been asked by the admnistration to forward the tier initiative,

but has sinply asked for a review of the work that has been done
by the tier commttee, with a view to solving a long-termfisca

probl em

8:14: 25 AM

REPRESENTATI VE GRUENBERG asked, "Does the admi nistration plan to
do so?"

8:14: 37 AM

M5. MLLHORN said she thinks that "this is on the table for
di scussi on and consi deration."”

8:14: 44 AM

M5. MLLHORN turned to presentation material [included in the
committee packet]. She expl ained that she would refer to both
the page nunber and the slide nunber on the page during her
present ati on. Ms. MIlhorn directed attention to page 1, slide
1, which shows three policy areas that govern PERS and TRS.
Those areas are: i nvestnment policy, benefits policy, and
funding policies. The investnent policy is governed by the
Al aska Pension |nvestnent board, which was created in 1992 and
resides within the Departnent of Revenue. The benefits policy
is the exclusive purview of the legislature to nake
determ nations about retirenment benefits. Both PERS and TRS
play a role in looking at the funding policies for the systens.
PERS does so by setting the enployer contribution rate, while
TRS has the authority to nake a recommendation once a year,
regardi ng the enployer contribution rate, to the comm ssioner of
adm nistration. M. MIlhorn noted that there are also thorough
actuarial experience studies conducted periodically on the
system which look at the twenty underlying assunptions of the
system Those assunptions are divided into economc and
denographi ¢ assunpti ons. She offered further details. The
other periodic review is actuarial audits that are conducted
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every 4 to 5 years. The last audit was conducted in 2002. Both
PERS and TRS adopt recomendations that arise out of the
actuarial audits.

8:19:25 AM

M5. MLLHORN, in response to a question from Representative
Gatto regarding the timng of assunptions and audits, said
[auditors] look at the actuarial assunptions that are in place
at that time and nmake recomendations for revisions. She
deferred to M. Reynolds for further explanation.

8:19:46 AM

BOB REYNOLDS, Mercer Human Resource Consulting, clarified that
the actuarial audit is conducted by an independent firm and
that firm either renders an opinion that an assunption is
reasonable or offers an opinion that a change is warranted. He
said the 2002 audit opinions were, by and large, that the
results were appropriate and reasonable. There were sone
recommendations for changes, all of which were inplenented
following the audit.

8:21:19 AM

M5. MLLHORN directed attention to slide 2, on page 1, which
shows enployer contribution rates for PERS for fiscal year (FY)

05 and FY 06. She said, "The normal cost rate ... provides for
the benefits expected to be earned by active nenbers during that
fiscal year." She explained that that's inportant, because if

the system was fully funded, the rate that would be paid would
be the 13.31 [percent] normal cost rate. That would contenplate
that each one of the approximately 155 PERS enpl oyers also were
at 100 percent funding. She said the normal cost rate is the
sane for all enployers; the average past service rate 1is
averaged anong all the PERS enployers, but each PERS enpl oyer
has his/her own past service rate that is dependent on his/her
individual liabilities and assets in the system

8:23: 55 AM

M5. M LLHORN said Mercer Human Resource Consulting cones to the
Public Enployees' Retirenent board each year and provides a
reconmendation for the average contribution rate for the
enpl oyers, recogni zing that each individual enployer has his/her
own contribution rate, which is found in the actuarial
suppl ement to the systens.
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8:24:58 AM

CHAIR SEATON asked Ms. MIllhorn if she is talking about the
current accunul ated benefits over the projected lifespan of all
of those enpl oyed.

8:25:34 AM

M5. MLLHORN said that's correct. She explained that the nornal
cost rate and the average past service rate conbined together
make of the average contribution rate for the enployer. She
of fered further details.

8:.26: 57 AM
MR. REYNCOLDS, in response to a question from Chair Seaton,

confirmed that the intention of the actuarial nethod is that
benefits be paid essentially during the working lifetinme of each

active nenber. He stated, "So, if you had assets to exactly
match the accrued liability, you would be on target, in terns of
that funding policy and, as long as all the assunptions

continued to be net and the normal cost rate was paid, you would
remain on target into the future.”

8:27:58 AM

REPRESENTATI VE GATTO asked if an enployee's past contributions
woul d be sufficient to cover himher at retirement after, for
exanple, 11 1/2 years of work.

8:28: 25 AM

MR. REYNOLDS responded, "The contributions attributable to that
menber ... would be the nenber's contributions thenselves, as
well as the contributions that the enployer has nade towards
that nmenber's benefits through the nornmal cost rate.”

8:28:41 AM
REPRESENTATI VE GATTO asked if a new nenber has to contribute
sonething to the past service rate to take care of "nenber

nunber one who now | eft the state.™

8:29: 02 AM
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MR.  REYNOLDS responded that, presumng all assunptions had
al ways been net and none had ever needed to be revised, no past
service rate would ever develop. He noted that the past service
rate has developed from a variety of factors, including
experience different from assunpti ons and program changes to the
benefit |evels.

8:30: 08 AM

REPRESENTATI VE LYNN offered his wunderstanding that a person
retired from the National Guard can "buy ... 5 years into the
plan,” while a person retired fromthe active duty Arny cannot.
He said he cannot understand that.

8:.31:32 AM

M5. MLLHORN offered to get back to Representative Lynn
regarding that question. 1In response to a related question from
Chair Seaton, she said, "Mlitary service 1is covered in
statute."

8:32:19 AM

REPRESENTATI VE GRUENBERG said he had read that Congress has
changed law to allow recent veterans to buy into the federal
civil service upon their return fromlragq. He asked if there is
anyt hing that Al aska should do on the state |evel.

8:33: 00 AM
M5. M LLHORN deferred all mlitary-related questions to Ms. Lea.
8:33:25 AM

CHAIR SEATON said he would like the questions focused on what
the effects of allowable buy-ins are on the retirement system
and whether other people in the system are being taxed to pay
for the benefits that people are accruing.

8:34: 26 AM

KATHY LEA, Retirenent Manager, Health Benefits Section, D vision
of Ret i r enment & Benefits, Depart ment of Adm ni strati on,
regarding Representative Lynn's previously stated question,
noted that in 1986 the |egislature passed a cost-containnment
bill that created Tier |I1. Part of that bill contained a
"doubl e dipping" rule pertaining to mlitary service; it stated
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that if a nmenber was receiving a federal retirenment benefit
based on the same service, he/she could not claimthat mlitary
service in PERS. She noted that the U S. Governnment passed a
law in Title 10 that contravenes the state law as it refers to
Nati onal Guard and Reserve nenbers. She clarified that the
federal law did not include career mlitary people. She told
Representative Guenberg that he is correct that "they have
allowed that claimng into the federal retirement system but it
is not a federal law - it's a provision of that retirenent
system ™ Regarding [Chair Seaton's previously stated question]
regarding the cost effect to the [retirenent] systens, she said:

W have several different kinds of ... service that
can be purchased into the system Sone of them are at

full actuarial cost, and what that neans is that
the enployee that's claimng it pays all the costs
that are associated wth that service. Mlitary
service is different - it is a subsidized service.
The nmenber pays 8.5 percent of their vesting-year
salary for every year they claim up to five years of
service, but the enployer pays the rest. So, when
they do claimmlitary service, it does create a past-
service liability to the enpl oyer.

CHAIR SEATON indicated to M. Lea that he wuld like nore
details submtted to the commttee regarding this issue.

MS. LEA agreed to his request.
8:37:01 AM

M5. MLLHORN directed attention to page 24 of the handout, which
shows the normal cost rate and actuarial conputed rate from FY
83 through FY 06 for both PERS and TRS. She said changes in the
normal cost rate are caused by changes in the assunptions and
new tiers being introduced.

8:39:17 AM

M5. M LLHORN turned to page 2, slide 3, which shows the current
financial summary for TRS, including the normal cost rate, the
past service rate, the total contribution rate, and the board
adopted rate. She offered further details.

8:40: 45 AM
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REPRESENTATI VE GRUENBERG observed that the third line of slide
2, relating to PERS, shows the average contribution rate, while
the third line of slide 3, relating to TRS, shows the total
contribution rate.

8:41: 01 AM

M5. M LLHORN explained as follows: "The difference being is
that for the Teachers' Retirenent system it is one single
enpl oyer rate, and they share the liabilities of the system
t oget her."

8:42:40 AM
M5. MLLHORN, in response to Representative Ranras, explained

that as new l|legislators are appointed to their positions and
begin participation with PERS, their contribution is set in

statute. That contribution rate that is made on behalf of a
| egislator's benefits is 6.75 [percent]. That enpl oyee
contribution rate was established in 1986 and has not changed
since then. As increases in benefits costs arrive and the

assunptions take place, such as rising nedical costs, the
enpl oyer bears the additional cost to the system to "pay for
your future benefits.” It is the enployer's responsibility to
make up the difference in the past service rate to pay off the
unfunded liability.

8:44:19 AM
REPRESENTATI VE RAMRAS asked if it would be likely that a
| egi slator would create a liability to the system after 20 years
in office.
8:.44:52 AM
M5. M LLHORN answered that it would be subject to the variables
that occur year after year and any changes in actuarial

assunptions. She continued as foll ows:

The design of the system is that your contribution

rate, along with the enployer contribution rate, is
designed that at the time ... you are appointed to
retirement ... there is all of the necessary funds to
begin your paynent stream into retirenent. The pl an

is designed to acconplish that goal, and it does that
over that period of tinme, recognizing that there wll
be changes in investnment inconme; there wll be
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actuarially changed assunptions that wll contribute
to what the enployer has to pay in order to collect
all of those funds at the time of your retirenent.
Based on the historical |ook back, the enployee
contribution anount, coupled with the enployer
contribution anount, represents 25 percent of the
funding for the system The remaining 75 percent is

col | ected over the working lifetime of t hat
individual, and that is the investnent income that is
ear ned. So, that's the historical |ook back on the

funding and the percentages that contribute to the
retirenment system

8:47:13 AM

M5. M LLHORN explained that a person is vested into the tier
| evel at which they start, through a contractual agreenment wth
the state.

8:51: 33 AM

M5. MLLHORN, in response to a question from Representative
Gruenberg regarding the admnistration's responsibility to the
fund, said the division |ooks at the actuarial report that is
provided to the boards each year and is often asked for its
recommendation for setting the enployer contribution rate. The
division's position has been to support Mercer Hunman Resource
Consul ting's recommendation to increase the contribution rate to
properly fund the system

8:52: 24 AM

CHAI R SEATON offered his understanding that there is a provision
in statute that restricts the increase in the contribution rate
to 5 percent a year.

8:52:46 AM

M5. M LLHORN said the provision is in PERS, in regulation 2 AAC
35.900, and it wll not allow, on average, the enployer
contribution rate to be higher than or lower than 5 percent in
any one year. She said that regulation was adopted by the
Public Enployees’ Retirenent board at the request of the
Muni cipality of Anchorage in 1981, for budgetary purposes. She
enphasi zed that it is not a regulation with TRS.

8:53:29 AM
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M5. MLLHORN directed attention to pages 3 and 4, which show the
funding ratios for PERS and TRS. She listed the studies and
reports that can be found on [the division's web site]. V5.
M Il horn turned the presentation over to M. Reynol ds.

8:54: 37 AM

MR. REYNCLDS expl ained that the discussion would now nove into
the subject of the new tier proposals. He directed attention to
page 5, slide 5, which shows the financial context, including:
rising contribution levels; volatile investnent returns and
i nvestment uncertainty; and rising nedical costs.

8:56: 33 AM

MR. REYNCLDS highlighted information on slide 6, page 5, which
shows key information, including: an enployer survey; nenber
focus groups with plan nenbers; benchmarking to conpare system
benefits to benefits provided by other states; benefit |evels;

denographi ¢ projections; inplications of Medicare changes;
trends, issues, and alternatives; and cost [analyses] and
proj ections. M. Reynolds said one of the primary findings of

the benchmarking activity was the discovery that PERS and TRS
provide relatively rich nedical benefits conpared to other
pr ogr ans. M. Reynolds asked Ms. MIlhorn to further discuss
t he enpl oyee survey.

8:58:13 AM

M5. MLLHORN said the survey was inportant and conprehensive.
She noted that surveys were sent out to approximately 155
enpl oyers and 89 responded back, while 10 indicated they would
not participate in the PERS survey. For TRS, surveys were sent
to 57 enployers and 36 responded. She noted that the survey was
also sent to all collective bargaining units and uni ons and, out
of 11, only 1 sent it back, while one refused.

9: 00: 38 AM

REPRESENTATI VE GRUENBERG said he would like to know why people
refused or didn't respond.

9:01: 07 AM

M5. MLLHORN said she would get an answer back to him She
turned the presentation back over to M. Reynolds.
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9:01: 28 AM

MR. REYNOLDS noted that, [beginning on page 34], the response to
the survey can be seen.

9:02: 31 AM

MR. REYNOLDS directed attention to page 6, slides 7 and 8, which
list inportant conclusions regarding [the surveys for] PERS and
TRS, respectively. He outlined the concerns in the PERS survey,
i ncluding that enployers want the retirenent program to continue
to provide nedical coverage. Many enployers were open to the
possibility of providing differing levels of nedical coverage,
depending on length of service, or having nenbers share in the
cost of coverage. PERS enpl oyers showed they were also open to
| owering the post-retirenment cost-of-living adjustnent and not
provi ding nedical coverage to vested, term nated nenbers. Most
systens studied only provide nedical coverage to nenbers who
actually retire from the system He explained that vested,
termnated nenbers are those who Ileave prior to reaching
retirement age, but with sufficient service to be entitled to a
pension benefit from the system He noted that sonme of the
responses did seem to favor <continuing a defined benefit
approach in that there was a desire to reward |ong-service
nmenbership in the system However, responses did also |ean
toward shifting some of the investnent risk to nenbers.

9: 05: 24 AM
MR. REYNOLDS, in response to a question from Chair Seaton, said

contributions are supposed to match future retirenent benefits
for the system as a whole when all the nenbership is averaged

t oget her. He offered an exanple. He said the contribution
level s would differ by individual, within the state's
menbership, and the contribution levels would be higher for
ol der, longer-service nenbers than for newer ones. However,
when the rates are developed, they are averaged so that the
enployer is contributing the appropriate anount for the
wor kf or ce.

MR. REYNOLDS noted that there are two primary types of
retirement progranms: defined benefit prograns, such as PERS and
TRS, and defined contribution prograns, which are account-based,
such as a 401(k). The prograns are different in the way that
the dollars get distributed between people. One of the
differences is that defined benefit plans tend to direct nore of
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the noney towards older, |onger-service nenbers than defined
contribution plans do.

9:07: 30 AM

MR. REYNOLDS, in response to a followup question from Chair
Seat on, explained that each type of retirenent program builds up

benefits over a person's lifetine. The rate at which benefits
build up wll be different, depending on which type of
retirenment program a person has. |In response to a question from

Chair Seaton, he said it's not that one plan is worse than
another. He clarified as follows:

It's that, in the defined contribution plan, at the
end of the day, when you walk out the door with your
account, the mjority of that account wll be from
contributions that you nmade at the beginning of your
career, Dbecause that noney wll have grown wth
i nvestnent returns. The $1,000 dollars you put in
| ast year is just $1,000, but the $1,000 you put in
when you were 20 has doubled several tines, so that
the value of the account conmes from the contributions

that were paid early. In the defined benefit plan,
it's nore difficult to understand, but it's basically
the other way around: The value of your benefits

grows fastest in the |ater years.

CHAI R SEATON asked if [the reason the greatest growh in the
defined benefit plan is in the later vyears] is because the
person takes the highest three years, which would be the |ast
ones.

MR. REYNOLDS said that certainly is one of the reasons.
9:10: 11 AM

MR. REYNCLDS turned to page 7, slides 9 and 10, which show an
overview of system objectives and constraints. Slide 9 shows
the objectives as follows: the system should provide nedical
benefits to retirees, but nmenbers should bear a greater share of
the cost and should have to retire from the systemin order to
be eligible for nedical coverage; benefits should, to sone
extent, favor |onger-service nenbers; enployer contributions
should be nore predictable and stable; investnent risks should
be shared by enployers and nenbers; and healthcare inflation
ri sk should be shared by enployers and nenbers. Slide 10 shows
the constraints as follows: non- medi cal benefits nust be

HOUSE STA COW TTEE -13- February 1, 2005



sufficient to satisfy mninmum requirenents for enployers who do
not participate in Social Security; benefit changes nust take
the form of new tiers; and annual cost of benefits should be
| ess than the current systens' normal cost rates.

9:12: 17 AM

MR. REYNOLDS, in response to a question from Representative
Gruenberg, said the system of objectives and restraints was
drafted by the tier conmttee as a result of the information it
gathered, which is described on slide 6. He offered further
details.

9:13:12 AM

MR. REYNOLDS directed attention to page 8, slides 11 and 12,
which show trends and alternatives related to defined benefit
observati ons. The observations on slide 11 show pl ans have
experienced higher cost levels and greater cost volatility;
funded status has declined in the last 3 years; and there are
sone advantages to the enployer of defined benefit plans, such
as retention incentives and |ower turnover cost, workforce
managenent, and costs allocated to |onger-service enployees

retirement benefit alternatives. The observations in Slide 12
show: advantages to enployees of defined benefit plans,
including the pooling of longevity risk, the enployer - in nost
cases - bearing the investnent risk, and predictable, stable

retirement income; and challenges for the enployer of defined
benefit plans, including investnent risk and cost volatility.

9:15: 26 AM

MR. REYNOLDS turned to slides 13 and 14, on page 9. Slide 13
shows: advantages to the enployer of defined contribution
pl ans, including predictable cost, stable cost, the enployee
assum ng i nvest ment risk, no | ong-term adm ni strative
conmmi t nent , and contribution equity anong enployees; and

advantages to the enployee of defined contribution plans,
including portability, the ability to direct investnents, and
contribution equity anong enpl oyees. Slide 14 shows chall enges

for defined contribution plans, including: increased difficulty
to manage the workforce; enployee directed noney often earning
| ess; t he anount needed at retirement of ten bei ng

underestinmated; the necessity of enployees to contribute in
excess of 10 percent, while nost do not; and retirees generally
not being equipped to transform the lunp sum into nonthly
paynents that last for a lifetine.
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9:17:30 AM

MR. REYNOLDS responded to a question from Representative Ranras
as follows:

VWhat we are addressing here is the nonnedical part of
the program - the pension part - and the defined
contribution approach would elimnate any underfunding
that could occur related to the pension part of the
program  The nedical part of the program still could
develop future liabilities. Now, there is a fair
anount of description here about proposed changes to
the nmedical program that would help alleviate that
situation, but nothing that was contenplated would

entirely elimnate that ... risk from the nedica
program

9: 20: 36 AM

M5. MLLHORN, in response to a query from Representative

G uenberg, confirmed that defined contribution plans are often
cheaper for the enployer than defined benefit plans.

9:21: 01 AM

CHAIR SEATON asked, "lIs the cost necessarily less at a
particular tinme, or is the volatility and liability for change
| ess?"

9:21: 46 AM

M5. M LLHORN responded that the defined contribution plan is
designed to shift the risk and elimnate the volatility for
those future benefits. She offered further details.

9:23: 58 AM

MR. REYNCOLDS el aborated that there is a difference between the
two progranms in ternms of cost volatility. He concl uded, "So, a
defined contribution plan can be designed to be relatively the
sanme cost, cheaper, or nore costly, but there's nothing inherent
between the progranms that's cheaper. What is inherent is the
volatility issue.”

9:24: 41 AM
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MR. REYNOLDS directed attention to slide 16, on page 10, which
shows that two alternatives were shown to the Public Enpl oyees

Retirement and Teachers' Retirement boards, wth the tier
commttee recomending Alternative 1. Alternative 1 would:
retain a defined benefit conmponent, although a reduced one;
introduce a defined contribution conponent; retain a nedical
conponent, but with revisions; and introduce a  health
rei mbursenent account (HRA), which is intended to provide
dollars that can be applied solely towards nedical benefits.
Alternative 2 would: elimnate the defined benefit conponent and
redirect those dollars towards the defined contribution portion;
retain a nedical programwith the sanme revision relative to that
in Alternative 1; and introduce the HRA Menber contributions
under both alternatives were proposed to be higher than under
the current tiers. Contribution rates for the defined
contribution conponent were higher for Alternative 2 than for
Alternative 1, due to the elimnation of the defined benefit
conponent. The post retirenent nedical program was proposed to
be the sane for each of the two alternatives.

9:28: 01 AM

MR. REYNOLDS turned to slide 17, on page 11, which highlights
the defined benefit alternative, showing that the percentage
multiplier is lower relative to the current system The current
system has nmultipliers of 2 to 2.5 percent, while [Alternative
1] would use 1 percent. Pay woul d be averaged over a nenber's
career, rather than using a "high three" concept; however, the
pay would be indexed from the year received to the vyear
preceding retirenent, simlar to the way the social security
system indexes pay to age 62 before "averaging to develop

average pay." Slide 18, he noted, includes sone of the Kkey
features of the defined contribution conponents, show ng:
i ndi vi dual accounts are mai nt ai ned for each menber ;

contributions are a percentage of base pay; various nenber-
directed investnment options that are 100 percent vested; and
that the termnating or retiring nmenber takes the account, which
is eligible for rollover.

9: 30: 07 AM
MR. REYNOLDS, in response to a question from Representative
Gruenberg regarding the defined contribution alternative in

slide 18, confirmed that the enployer al so nakes a contri bution.

9:32: 31 AM
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MR, REYNOLDS, in response to a series of questions from Chair
Seaton, summarized that in developing the cost of the defined

benefi t portion, the assunption was continued that the
investnments behind the program would continue to earn 8.25
percent, on average. He said the actual costs would be shown
| at er.

9:33: 02 AM

MR. REYNCLDS brought attention to slides 19 and 20, on page 12,
whi ch conpare the level of benefits that would be provided by
each of the alternatives to a hypothetical nmenber, relative to
the current program s nost recent tier. Slide 19 shows the
conparison for TRS, while slide 20 shows the conparison for
PERS. He noted that the current tiers tend to be higher at
retirement age, but in each case "there are many ages prior to
retirement where the proposed alternatives <could actually
deliver a higher benefit."

9:34: 39 AM

REPRESENTATI VE GRUENBERG asked why it's in the state's best
interest to have a system that encourages people to retire
earlier rather than keeping them when they are nore experienced
and productive.

9:35:40 AM

M5. M LLHORN said the plans are designed to have recruit and
retention incentives attached. Hi storically, the average
credited service for a teacher, under the existing tier, is 10.5
years. The average credited service in PERS is 8.5 years. She
said she thinks people wll decide individually what their
particul ar circunstances are. In response to a question from
Representative Guenberg, she said the studies that are being
used are both from the D vision of Personnel and the Departnent
of Labor.

9:38: 34 AM
REPRESENTATI VE RAMRAS nentioned hearing about a teacher
mentoring system and an attrition rate of 50 percent, with pay

being only a 4th or 5th deciding factor.

9:39: 26 AM
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M5. MLLHORN said she is not privy to that information, but
suggested that nmany factors are involved in the longevity of
teachers in the system and not all of those factors relate
directly to TRS. She offered sone exanpl es.

9:41: 23 AM

MR. REYNOLDS directed attention to slides 19 and 20, on page 12,
whi ch show the accrual of nonnedical benefits for both TRS and
PERS. He noted that a great deal of cost savings was not built
in to Alternative 1 and 2. He said that sonme nenbers of the
systens may benefit nore fromthe current tier, while others nmay
benefit nore fromone of the alternative tiers. He stated a key
point is that the current systens do provide nedical coverage to
term nate vested nenbers. He offered further details.

9:43: 22 AM

MR. REYNOLDS said the next few pages deal wth the proposals
relative to the nedical aspect of the program Slide 21 shows
that nmenbers would be required to retire directly from the
systemto be eligible to receive nedical benefits. The systens
woul d provide a health plan; levels of subsidy or cost to the
menber woul d vary. People who retire prior to being eligible
for full normal retirenent would get access to the nedical
program but essentially would have to pay their own way.

MR. REYNOLDS said that may provide incentive for those close to
retirement eligibility to stick around. He noted that the
retirement period has been divided into three phases. The three
phases would be: early-to-normal retirenment, where the nenber
pays all; "normal retirenent to Medicare eligibility portion,'
where nenbers would receive noney from the system but would be
responsible for nmaking up the difference; and upon Medicare
eligibility, where nenbers would enter a program nore |ike the
current one, but still would have sone cost sharing elenents
inplemented relative to the current program

9:46: 47 AM

CHAI R SEATON asked what effect there mght be if, on a federal
| evel , the age requirenent of 65 was changed to 66 or 67.

9:47:17 AM
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MR. REYNOLDS replied that no sensitivity analysis has been done
because no prediction can be nade regarding what changes m ght
be contenplated by the adm nistration "relative to that."

9:48: 36 AM

MR. REYNOLDS, in response to a remark by Chair Seaton, stated
that the idea was to nake the system | ess vul nerabl e.

9:48: 53 AM

MR. REYNOLDS, in the interest of time, encouraged the commttee
menbers to read slides 22-29 on their own.

9:49: 18 AM

MR. REYNOLDS directed attention to slides 30-39, which he said
address the HRAs. He said the key point is to understand that
they are accounts with contributions put in each year, and they
grow with earnings. Menbers would be able to use those accounts
to provide for their expenses in retirenent. In response to a
guestion from Chair Seaton, he clarified that those dollars
could be wused for paynent of insurance premuns prior to
Medicaid eligibility, as well as for co-pays and deducti bl es.

9:51:40 AM

MR. REYNCOLDS, in response to a question from Chair Seaton,
offered details related to slide 39. 1In response to a follow up
guestion from Chair Seaton, he explained that nedical expenses
occur over tinme and the HRAs wll be drained over tineg;

therefore, it's not a sinple matter of subtracting [HRA anpunts
fromgross retiree cost anmobunts] to get the net retiree cost.

9:54: 21 AM

REPRESENTATI VE GATTO noted that there is a reference to
"Police/Fire" retirenment on page 30. He asked how famliar M.
Reynol ds is regarding the procedures that are used to fund that
medi cal retirenent.

9:55: 05 AM
MR. REYNCLDS responded that he is famliar with the provisions

of the program itself. He said he would defer specific
questions about adm nistration to the division.
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9:55: 32 AM

REPRESENTATI VE GARDNER directed attention back to slide 39 and
noted that the net retiree cost for late hires shows as
significantly less than that of the early hires. She suggest ed
that 1s counterintuitive.

9: 55: 59 AM

MR. REYNOLDS said the reason for the difference is that the
early hire becones eligible for retirement sooner than the late
hire; therefore, the retirenent period presumably is |onger for
the early hire and there is a nuch | arger nedical expenditure.

9:57: 01 AM

MR. REYNCOLDS, in response to a question from Chair Seaton,
confirmed that that has to do with the Medicaid eligibility
dollars that would have to be expended. He offered further
details.

9:57: 30 AM

MR. REYNOLDS, in response to an observation from Representative
Ranras, confirmed that slides 37 and 38 define the paraneters
that go into slide 39.

9:57:51 AM

MR. REYNOLDS directed attention to slides 40 and 41, on pages 22

and 23, which show normal cost rates for Alternatives 1 and 2,
respectively. Slide 40 shows two columms each for TRS and PERS

including the follow ng conponents: medi cal normal cost rate,
defined benefit normal cost rate, defined contribution rate, and
HRA contribution rate. The nornmal cost rate for the current

program in all tiers are shown in parentheses for conparative
purposes. He offered further details.

10: 03: 29 AM

REPRESENTATI VE LYNN requested information relating to his
previously stated question regarding mlitary personnel and the
i ssue of "buying in."

10: 04: 08 AM
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CHAIR SEATON asked commttee nenbers to submt any further
guestions they would |i ke answered to his cormmttee aide.

ADJ CQURNMVENT

There being no further business before the commttee, the House
State Affairs Standing Conmttee neeting was adjourned at
10: 04: 38 AM
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