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ACTI ON NARRATI VE

CHAIR PAUL SEATON called the House State Affairs Standing
Committee neeting to order at 8:10:36 AM Present at the call
to order were Representatives Gatto and Seat on.

PERS/ TRS LEG SLATI VE WORKGROUP

8:11:16 AM

CHAI R SEATON announced that the committee would engage in a
| egi slative workgroup regarding the Public Enployees' Retirenent
System (PERS) and the Teachers' Retirenent System (TRS).

8:12:12 AM

CHAIR SEATON said reports of "a $5 billion problem over 25
years" in the news is not correct. He said today's presentation

will show that there is actually a $15.6 billion problem over 25
years, which could be solved if the legislature chose to take $5
billion "out of our pocket" now, invested it, and let it grow.

He indicated that the reason so much work is being done to
nmodify the systemis to "prevent that kind of unfunded liability
in the future.”

CHAI R SEATON stated that the current retirenent systemis a good
one. He said he has "l ooked deeply into it" and wants to assure
everyone that he does not blanme the boards for the work that's
been done. He specified that only the legislature can set
benefits, and thus is responsible for the changes to the system
Li kewi se, he enphasized that the current situation is not the
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fault of the enployees. He stated, "The problemis that we have
this potential for ... additional unfunded liabilities." The
focus will be on attenpting to find solutions for those
additional unfunded liabilities.

8:14: 26 AM

CHAI R SEATON directed attention to a Power Point presentation
that is also printed as a handout [included in the commttee
packet], entitled, "Understandi ng PERS/ TRS."

CHAI R SEATON directed attention to an wunnunmbered work draft
[l abel ed 24-LS0761\F, Craver, 3/23/05]. He explained that it is
unusual to release such a docunent; however, the purpose of
doing so is to join forces with enployers, enployees, and other
commttees, to hear cormments on the work draft and nake changes
where needed in order to come up with the best plan possible.

8:16: 14 AM

CHAI R SEATON turned to the Power Point presentation. He said
there are two plans: a defined benefit plan, in which the
benefits paid to the enployee are based upon a formula set in
law and not determ ned by the account balance; and a defined

contribution plan, in which the nenber and their enployer
contribute a fixed anpbunt into the system He tal ked about the
term "actuarial,” which is the statistical calculation of future

costs and benefits based on adopted assunptions.

8:19: 03 AM

CHAI R SEATON continued to the second slide on page 2 of the
Power Point to review the follow ng definitions: past service
cost - the paynent needed to account for the anount of benefits
that were not collected because the adopted assunptions about
the future were not <correct; past service cost rate - an

actuarial determnation of the yearly cost rate charged on tota
salary needed to pay off the past service cost over a specified
nunber of years; unfunded liability - the sumof the actuarially

conput ed paynments that will be required to be nade for benefits
that were not accounted for in normal cost rate collections;
and present dollar value of wunfunded liability - the anount

needed to be deposited today into a separate account that would
grow with projected interest in order to be able to nake the
paynments over tinme as they becane due. He noted that the
unfunded liability is equal to the past service cost.
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8:22:38 AM

CHAIR SEATON said the present dollar cost of the unfunded
l[iability is approximately $5.5 billion. He said another figure
that is talked about is $5 billion. He said the lower figure is
from 2002, and since then the increased past service cost to
2004 brings the total to the $5.5 billion mark. He reninded the
commttee that, like the work draft, the nunbers are not set in
concr et e.

CHAI R SEATON returned to the Power Point presentation, to the
first slide on page 3, which provides definitions for: gr oss
normal cost rate - the percentage of salary needed to pay for
future benefits of a retiree and nmade up of both the enployee
and enployer normal cost rates; nenber nornmal cost rate - the
percentage of salary an enployee contributes to paying for
hi s/her future retirement benefits; nenber contribution rate -
the percentage of salary an enployee contributes towards paying
the actuarial conputed rate; and enployer normal cost rate - the
percentage of salary an enployer contributes towards paying the
enpl oyee's projected future retirement benefits. Chair Seaton
said it is inportant to be careful when tal king about a nornal
cost rate to specify whether it is only "the enployer's
section,” or the gross or total, for exanple. He stated that
normal cost is the funding for all the anticipated benefits,
whil e past service cost is about catching up "because you didn't
collect enough to pay for the benefits that ... we are
constitutionally obligated to pay to the enployees in the system
that we created.”

8:24:51 AM

CHAI R SEATON noved on to the second slide on page 3 of the Power
Poi nt presentation, which defines: actuarial conmputed rate -
the percentage of salary, calculated by the actuary based on a
set of assunptions that would be needed to pay the unfunded
liability and the future benefits of the retiree mnus the
enpl oyee' s contribution to t hose benefits; and heal th
rei mbursenment account - an enployer paid account that reinburses
enpl oyees for nedical expenses up to the deposited dollar
anount . Chair Seaton said the actuarial conputed rate includes
both the normal cost rate and the past service cost. He noted
that the health reinbursenent account is between the enployer
and individual enployee and is not shared with a group.

8:25:58 AM
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CHAI R SEATON turned to the first slide on page 4, which shows
that potential and anticipated variables can create additiona
unfunded liability. He explained, "Now this is the whol e reason
why we're going through this exercise, ... because we're worried
that there are additional factors that are going to cone into
play in the next several years that will create an additional
unfunded liability, in addition to the $15.6 billion that we're
tal king about now " The first of those variables [as shown in
the second slide on page 4] is nortality rate assunptions. He
reviewed that, since 1984, the legislature has been using the
1984 nortality table. Finally, in 2002, the |egislature adopted
the 1994 baseline nortality table, which "junped everybody's
retirement lifetime expectancy by 2.5 years.” He explained that
that neant an insufficient amount of noney had been coll ected
from 1984-2002 to fund the additional 2.5 years of |ifespan of
all those enpl oyees. Currently, the legislature is working off
of a 1994 table. He said, "They have a 2000 table that is being
set forward to 2004." He offered his understanding that it may
be about one year before the |egislature may adopt that table.

CHAIR SEATON said sone people have considered whether the
| egislature could solve this problem by adopting the 1970

nortality table, which set the average |ifespan at six-seven
years less than the table in use currently. He expl ained as
fol |l ows:

It doesn't mean that if those people do live as we
really expect them to from our current tables that
we're not going to have to make those paynents; it
just neans that we don't recognize those [paynents].
And if we don't recognize those paynents, what that
means is when they have to do the overall report, the
funding of the system - what percentage have we funded
our plan at - instead of being at ... 68 percent, it
goes to 40 percent, and goes to 30 percent, and pretty
soon we're in the dire situation that sone other
states are in which haven't collected enough noney for
their health and ... retirenment systenis].

8:28:42 AM

CHAIR SEATON said Alaska has a big problem however, he said
everyone should recognize that Alaska is in great shape conpared

to a lot of other states. He said he doesn't think it's
advi sabl e to make that conparison and decide not to do anything.
He said, "I think that that's the whol e purpose of the exercise

is to make sure that we work for the fiscal responsibility of
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the state and the enpl oyees, as well." Chair Seaton stated that
somne peopl e have characterized this i ssue as an
enpl oyer/ enpl oyee battle, but he said it's not. He indicated
that the state pays a certain anmount of nobney towards nunicipa
revenue sharing and direct funding of education, for exanple,
and there is only a certain anmount of noney. He asked, "If we
create unfunded liabilities and nake $300 million a year paynent
into ... TRS ..., how much noney is there going to be to fund
the education system for elevating teacher salaries [and] for
doing those kind of things." He said everything is
i nterconnected; it's a bal ancing act.

8:29:49 AM

CHAIR SEATON Ilisted the nedical inflation rate as another
[ potential and anticipated variable that can create additional
unfunded liability]. He noted that the nedical inflation rate
was 7.5 percent for many years, and then in 2002, it raised to
12 percent. He said, "That's scheduled to be at 12 percent for
three years and then decrease by .5 percent a year to 10

percent." He said 10 percent is Alaska' s historic inflation
rate. Having 7.5 percent throughout the 90s instead of 10
percent neant losing 2.5 percent a year. He explained that's
one of the reasons that TRS has a 40 percent liability due to
medi cal costs. Making the wong assunptions, he said, can

create "a huge hole.™

CHAI R SEATON turned to the second slide on page 5, which shows
the automatic cost of living adjustnment (COLA). He noted that
COLA was established in 1961 to encourage Al askans to stay in
Al aska; it provides a 10 percent cost of living adjustnent for
those living in Al aska. He noted that a [2004] court decision
required Alaska COLAs to be distributed to all system nenbers
outside of Alaska if the cost of living in their conmmunity
equal s or exceeds Anchorage, Al aska. He said this is another
exanple of an unfunded liability caused by an assunption, and he
enphasi zed the inportance of designing these plans carefully.
The enpl oyees that are hired under a particular system maintain
that system throughout their entire enploynent and retirenent
history with the State of Al aska.

8. 32:36 AM

CHAIR SEATON addressed the Ad Hoc Post Retirenment Pension
Adj ust nent ( PRPA). He explained that when there has been an
increase in the cost of living and when the fund permts, the

adm nistrator may increase benefits to cover that increase in
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cost of living. Unfortunately that neans that whenever the fund
is doing well it probably will not collect additional dollars to
hel p snmooth out |eaner tinmes but pay that as unfunded benefits.
Chair Seaton said it's difficult to try to make a system healthy
that is set up to give noney away when it is flush. He said
ot her people have other perspectives on that issue, but it is a
chal | enge.

8:34: 02 AM

CHAIR SEATON spoke about the Retirenment |Incentive Prograns
(RIPs) - a program established to encourage enployees to retire
early so enployers would be able to hire |ower wage enployees.
He said it turned out that the benefits under none of the RIPs
were ever realized. The trouble with the RIPs, he explained,
was that the schools |ooked for the nost qualified teachers to
replace the ones that had retired, which neant that the idea of
hiring the | ower paid entry-level teacher was not a reality.

8:35: 25 AM

CHAIR SEATON turned to the subject of re-hire of retiree's
[shown on the second slide on page 6]. The re-hire allows
retirees to be hired back without contributing to the retirenent
system which creates additional wunfunded liability to the
system The enployer does not pay the past service cost rate
associated with the enployee's wages. This, too, adds to the
unfunded liability to the system He said there are bills being
heard by the legislature to address the issue.

8. 36: 44 AM

CHAIR SEATON discussed another issue currently in the
| egi sl ature, which could inpact the system s solvency: |owering
vesting requirenments for police/fire. He said the |egislation
asks that those in police and fire enploynment be allowed to
qualify for full nmedical [benefits] five years earlier than

currently. Maki ng that change when the benefits are not paid
for is what creates an unfunded liability.

8:37:35 AM

CHAI R SEATON directed attention to [the first slide on page 8 of
the Power Point presentation], which shows that the system is
currently 69.5 percent funded. He rem nded the commttee that
there is another |aw that says the anpbunt of contributions can
only be increased by 5 percent a year. He gave an exanple of an
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actuarial anmount much higher than what is being collected. For
every year that the gap between what is collected and what needs
to be collected is bridged at the limt of 5 percent a year, the

anount needed is not being net. He said, "So, that unfunded
l[itability isn't created by [that], but it's pushed off into the
future. And whenever you push sonething off, that neans you

don't have the 8.5 interest gain on the noney by collecting it
today. That's why the $15 billion problem can be solved with $5
billion today, ... because you're talking about the present
dollars earning interest over tine to work on it."

8:38:49 AM

CHAI R SEATON said sone have asked if this isn't just related to
the stock market. He directed attention to the second slide on
page 8, which shows a graph conpiled by the actuary, Mercer
Human Resource Consulting, for TRS. The top [dashed] |ine shows
that if there were a prolonged recession, it could drastically
increase rates. The mdline [showi ng below the dashed line] is

where the state is presently. Just below that is [the bottom
dotted |ine]. He said, "So, you can see that by just having
good performance in the stock market, we're not going to get
t here.” He noted that it's the sane for PERS [shown in the

first slide on page 9].

CHAI R SEATON turned to [the second slide on page 9], which he
said shows a "projection of anortizing the past service cost

over 25 years [for PERS]." He pointed to the dark bars, which
show the population increase of 2 percent and reach 25-28
percent [contribution rate], but then decrease. He expl ai ned
that as population grows there is a greater wage base and, thus,
nore dollars collected. Normal |y, he said, the population
i ncrease done throughout all projections is at 1 percent. He
remnded the commttee that "population" refers to nunber of
enpl oyees. There is a bar on the graph that follows the 1
percent increase. Chair Seaton pointed to the bar that is

hi gher when there is no increase in the popul ation of enpl oyees.
He said the sanme thing shows for TRS [on the graph in the first
slide on page 10].

8:41: 24 AM
CHAI R SEATON directed attention to the second slide on page 10,
whi ch shows an unfunded liability conparison between the present

value and the total value over 25 years. He continued as
fol | ows:
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: W are also going to put together what the real
paynents are. Because the paynents aren't ... equally
spread over 25 years, what we're trying to do is
spread the pain over collecting for that noney over 25
years. Most of it's going to paid out in those 25
years; but the rate of paynents and the actual
paynents that wll nmade are based on ... how nany
people retire, [and] whether they live in Alaska or
don't live in Al aska. That's 10 percent right there.
If all those retirees would | eave Al aska and not go to
sone place that had a cost of |iving over Anchorage,
the liability for the system would decrease by 10
percent overnight. So, that's the sensitivity that
t hese portions of the unfunded liability have.

CHAI R SEATON said nobody is trying to get rid of retirees, so
this is not a solution, sinply a change that is not calcul able
at present. He said "our"” job is to give the actuary the best
data possible and the nobst honest assunptions to try to avoid
ending up with unfunded liabilities.

8:43: 42 AM

CHAI R SEATON pointed out that [the first slide on page 11] shows
the actual dollar value of increase in past service cost
paynents, which depicts "what the paynments are going to be."
[ That concluded the "Understanding PERS/ TRS' Power Point
presentation. ]

8:44: 07 AM

CHAI R SEATON directed attention to [a two-page handout i ncluded
in the commttee packet], entitled, "Summary O State Affairs

PERS/ TRS Bill." He said he would review this handout first,
rather than "going through page by page in the bill." He
pointed to the first category: "Changes to Existing Tier." The

changes listed are: equal enpl oyee and enpl oyer contributions;
preferred drug list; and definition of Ad Hoc Post Retirenent
Pensi on Adjustment (PRPA). Chair Seaton said in the House State
Affairs Standing Conmittee's bill, [the enployee would
contribute half of the actuarially conputed rate], but there
would be a ceiling of 13 percent for PERS and 14 percent for
TRS. The enployer [would contribute half of the actuarially
conputed rate], but there would be a floor of 10 percent [for
PERS] and 11 percent [for TRS]. He explained that 10 percent is
a reasonable nunber. Allowing that nunber to drop to 8 percent
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when the stock market is doing well, for exanple, would not
provi de the noney needed in | eaner tines.

8:47:48 AM

REPRESENTATI VE GATTO offered his recollection that the Cty of
Chicago set its contribution rate at 0O percent in the early 90s
when tinmes were good, but nowthe city is in trouble.

8:48:42 AM

CHAI R SEATON said this proposed change is based on a Legislative
Legal and Research Services analysis that said the |egislature
can change the contribution rate; the benefits cannot be
changed.

HEATH HI LYARD, Staff to Representative Mke Kelly, Al aska State
Legi slature, [speaking off mcrophone from the back of the
conmttee roonm, mentioned that Representative Kelly had
requested a revised opinion from Legislative Legal and Research
Services regarding this issue and a court case, and would supply
the answer to the conmttee when it was made avail abl e.

8:51: 38 AM

CHAI R SEATON addressed the proposed preferred drug list. He
noted that the current insurance provider to the state is Aetna.
He said this provision is estimated to save about $6.5 nmllion a
year. The PERS and TRS Boards and the Division of Retirenment &
Benefits have been trying to educate enployees to use generic

drugs. The use of generic instead of brand nane drugs has
increased from 37 percent to 41 percent. Every 1 percent, he
noted, saves $1 nmillion. He said there are some exceptions.
For exanple, a doctor may wite on a prescription that a brand
name drug is nedically necessary. If an enployee has a
preference for any reason for a brand nane drug, he/she can get
it, but will pay the difference in price between the brand nane

and generic drug.

8: 53: 53 AM

CHAI R SEATON, regarding the definition of ad hoc PRPAs, said the
conmittee's bill would ensure that the admnistrator of the
system understands that "if the system can support it," mneans

it's fully funded. He offered further details.

8: 55: 33 AM

HOUSE STA COW TTEE - 10- March 24, 2005



CHAIR SEATON noved on to the next heading on the handout:

"Creating a Defined Contribution (DC) Tier." He said the
enpl oyee contribution would be 10 percent for PERS and 11
percent for TRS "into their own account.” The enpl oyer
contribution would be equal. The enployer contribution would be

broken down to 3.5 percent for nedical, 1 percent for the health
rei nbursenent account (HRA), and 5.5 percent to the retiree's
defined contribution (DC) account for PERS, and 3.75 percent for
medical, 1.5 percent for HRA, and 5.75 percent to the retiree's
DC account for TRS.

8:56: 24 AM

MR. HI LYARD pointed out a drafting error on the commttee's [yet
unnanmed] bill: on page 38, line 4, "11 percent” should be "10
percent".

8:57: 00 AM

CHAI R SEATON encouraged everyone to flag m stakes as they see
t hem

8:57:36 AM
CHAI R SEATON stated that for PERS, 20 percent of base salary

would go into the retirement system That nunber for TRS woul d
be 22 percent. He opined that that would be a good system that

"gives people enough noney for real retirenment.” He conment ed
that sonme say people who are self-enployed should be putting 10
percent of wages away towards retirenent. He said in this

scenario, the enployer is matching the anount that the enpl oyee
puts in, so he predicted that this would be viewed as one of the
best contribution plans in the country. He explained that the
choice to have the enployer pay 11 percent has to do with trying
to design a plan that is good for both enployees and enpl oyers.
Enpl oyers need to attract good enployees and 11 percent is close

to the historic average. He said he has not talked to one
enpl oyer yet who said, if they had stability and were
contributing 11 percent, that that was sonething that would
concern them He said, "I worry when we start talking about

trying to squeeze pennies out of the enployer contribution rate
that we actually go backwards and we get a plan that isn't going
to be sufficient for recruiting and retaining enployees in the
system "

9: 00: 03 AM
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REPRESENTATI VE GATTO proffered that when new teachers are hired,
their nunber one issue is salary; however, after 3 or 4 years

their nmmjor issue becones their retirenment plan. He concl uded
that good teachers would generally be nore attracted to cone
teach with a good retirenent plan than with a better salary.

9:00: 44 AM

CHAI R SEATON said enployees would have a [one-tine] choice to
contri bute based on their base salary only or full salary. This
woul d give an enpl oyee the option not to have to pay 10 percent
on noney given as reinbursenent, for exanple, for living in the
Bush. Chair Seaton said enployees would be inmmediately vested
in both their portion of their DC account and their enployers -
excluding nedical and HRA, which cannot be included because of
federal |aw. Chair Seaton opined, "I think that ... enployees
that are happy with the system - that don't feel |ike they're
getting squeezed or undermned by the system - are nmuch nore
likely to stay in the system than to stay ... because they are
told they nust in order to get anything."

9:03:38 AM

CHAI R SEATON said enployees wuld be able to choose between
several investnment options. He explained that enployees would
be able to change sonme of the risk and reward paraneters, but
[the investnent options] would all be wthin the fiduciary
responsibility of noney managers approved by the state. He

presunmed the board would use the sane system as the Suppl enenta
Benefits System ( SBS).

9:04: 34 AM

CHAI R SEATON said the plan would allow sonmeone who is not a
vested menber to roll his/her nmoney into an account that wll
build at a certain percentage. He said those who conme to the
state and plan to stay four to five years want portability in a
pl an. Allowing a one-tinme transfer for nonvested enployees is
uni que to the plan, he stated.

9:07: 02 AM

CHAI R SEATON said the npbst unique part of the plan is regarding
state aide to past service cost. He asked the conmmttee to
remenber from the previous discussion of past service cost that
an enployer must pay the rate for the normal cost and past
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service cost for all enployees. He said his intent is to try to
find out how to provide relief in the system The solution
would be to create a past service offset account, which would
pay the individual enployer's past service cost rate associated
with their DC tier enployees, [new hires and transfers], up to
t he average past service cost rate for all nenbers.

9:10: 07 AM

CHAI R SEATON directed attention to a graph in the conmttee
packet, |labeled, "PERS Aide to Communities From Past Service
O fset Account: Actual Dollar Value." He explained that the
"red" [top] line shows the total past service cost paynents that
wll be made from 2005 to 2021; the existing tiers are shown on
the "green" [bottom line. He explained that the red |ine shows
a steady increase because new enployees are being hired all the
time and, thus, becone an increasingly higher percentage of the

enpl oyee popul ati on. He stated, "The difference between what's
being paid for existing tiers and the total up there is Tier
IV." He noted that the dollar anmpbunts to the left side of the
graph are in mllions of dollars.

CHAIR SEATON directed attention to a 4-page chart | abeled,
"State of Al aska Public Enployees' Retirenent System Projections
Based on July 1, 2003 Valuation Population Gowh 1 Percent.”
He said it shows how nuch is paid annually to the past service
cost, with a total of [approximately] $9 billion. The current
tiers are Tiers I, Il, and IIl, while Tier IV would be the new
DC tier. The annual paynents to the past service cost for Tier
IV over tine would total [approximtely] $6.1 billion.

CHAIR SEATON said there are sone enployers wth huge past
service costs. He offered the exanple of the Fairbanks North
Star Borough, which basically sold off its utility. He said
"To get the high value for the wutility they retained the
l[iability for retirement. So, now they have ... [approxi mately]
87 enpl oyees in the system who are supporting 470 retirees.” |If
there hadn't been any past service cost that wouldn't have been
a problem he said. He offered another exanple in the Cty of
Sewar d. He said he doesn't want people to think bad decisions
are being rewarded. Sonetines, he explained, the decisions were
not bad at the tine they were nade.

9:15: 40 AM

CHAI R SEATON directed attention to the right-hand side of the
chart, which shows the present value of past service cost
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paynents. The chart shows the total paynents at [approxi mately]
$2.8 billion. Regarding Tier |V, the total that would need to
be deposited today to "make all of those paynents" s
[ $1, 660, 287, 000] . He turned to page 3 of the sane handout,
whi ch shows the figures for TRS. The total is [approximtely]
$6.6 billion, while the total [annual paynent to the past

service cost] for Tier Ill [which would be the new tier in TRY]
is [approximately] $4.8 billion. The total for the present
value of past service cost paynents [for Tier III] is

[ $1, 292, 193, 000] . He tal ked about giving enployers reason for
wanting to go to a DC pl an.

9:19: 08 AM

CHAI R SEATON returned to the "Summary of State Affairs PERS/ TRS
bill." He addressed the nedical conponents of a defined
contribution tier. He noted that a retiree would have to retire
directly from the system to be eligible for nedical benefits,
either at the age of 60 with 10 years of service, or with 30
years of service. The menber nust be enployed in the system a
m ni mum of 12 continuous nonths before retiring. A retiree who
has satisfied 30 years of service but has not yet reached [60]
will receive access to the nmedical plan. He offered details

Normal retirement is at age 60 whereupon the retiree is granted
access to a [nedical] plan and a subsidy [to pay the prem um for
that plan] depending on the years of service. The subsidy
anount begins at 30 percent for 10 years of service, increasing
increnentally by 3 percent for each additional year of service

[until 30 years or a 90 percent subsidy]. Upon becom ng
eligible for Medicare - currently at age 65, but not specified
in this plan - the retiree's plan will remain the sanme, however

his/her premumis reduced. He offered further details. An HRA
is established for each nenber to help pay for premuns, co-
pays, deductibles, and any other applicable health care expenses

the menber or their dependents may have. He noted that the
enpl oyer will contribute 1 percent [for PERS and 1.5 percent for
TRS]. He said one of the problens with paying cash for services
is that the hospital charges three tinmes as nuch. Therefore
part of the plan is that "people providing service nust provide
those HRAs ..., which are cash dollars to them at the tinme, at

the | owest cost avail able through the system™
9:24:28 AM

CHAI R SEATON noted that age 60 is in the plan, but if a new
nortality table is adopted, that could change to 61.
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9:25:12 AM

REPRESENTATI VE GATTO noted that the nortality tables show that
in an 18-year span the longevity went up 2.5 years. He surm sed
that the legislature should [adopt new adjusted] nortality
tabl es once a year. In regard to RIPS, he offered an extrenme
case scenario where everybody retires and gets rehired again.
He said all the people who are rehired contribute zero into the

retirement system but they all woul d receive Dbenefits.
Regarding retirement age, he said, "There is sone thought to
tying the retirenent age to the nortality tables,” as Chair
Seat on nenti oned. He said maybe that age ought to "float." He

predicted that the plan may be received negatively because it
pl aces an additional burden on nenbers; however, if the plan is
to work forever, certain adjustnents have to be made. He added,
"And naturally you would expect that the burden falls upon the
pl an nmenbers."

9:28: 18 AM

REPRESENTATI VE GATTO nentioned a single nother who had testified
the prior day who suggested that the committee not nake any
changes. He said if the legislature doesn't make changes to
protect that person, then 10 years from now there'll be another
person just |ike that person who wll be in a bankrupt system
and have to nmke enornous contributions. He said that second
person will ask, "If you' ve known about this for 10 years, why
didn't you do sonething about it then?" He said he has an
interest as a recipient to save the system for others. He said
this issue is difficult for the nenbers of the |egislature and
he apol ogi zed to those who would face increased costs. He said
he hopes the legislature has the support of mnenbers in these
changes.

9:32: 20 AM

CHAI R SEATON directed attention to a [two-sided, 3-page] chart
[included below and in the commttee packet], which shows
current PERS & TRS benefit plans with proposed plans by the
Senate and House. [ The chart was prepared by Representative
Seaton's staff]. He began conparisons starting with the second
[l abel ed] colum fromthe |eft and noving right.

Current Current State Senate Bill 141 - | House Bill 191
PERS Ti er | PERS Tier | Affairs DC | DC DC

1/11 & TRS|II/111 & | PERS/ TRS

Ti er DB|TRS Tier Il |Bill

Pl an DB Pl an
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PERS 6. 75% ot her | 7. 5% 10% all | 8%all nenbers 8% ot her
enpl oyee 7.5% Police/fire | menbers voluntary % up to |police/fire 8.5%
contribution | Police/fire | 9.6% school IRS limt
rate 9. 6% school | district
district 6. 75 or
7.5% ot hers
TRS enpl oyee | 8. 65% 8. 65% 11% all | 8% all nenbers 10% al | nmenbers
contribution menber s
rate
Vesting 5 years | 5 years | Enpl oyee is || mediate for | Enpl oyee is
PERS PERS i medi ately | enpl oyee i medi ately
8 years TRS | 8 years TRS | vested in|contributions vest ed in bot h
bot h enpl oyee and
enpl oyee and | Fully vested in |enployer
enpl oyer enpl oyer contribution
contribution |contributions (however enpl oyer
after 5 years | contribution is
(graduat ed scal e | graduat ed)
of 25% yr)
Ret i r ement 55 normal — | 60 normal — | Any age Any age Any age
Age 50 early 55 early
30 “others” | 30 “ot hers”
20 20
police/fire |policel/fire
20 teachers | 20 teachers
PERS & TRS|2% up to|2% up to|20% PERS | 16% per year to a|16% after five
Benefit 2.5% 2.5% (includes 1%| DC  account and | years of service
For nul a mul tiplier mul tiplier for HRA & |investnent - before 5 years
per year DB | per year DB | 3.5% for | earnings (includes |a percentage of
mul tiplier mul tiplier medi cal ) 1% for HRA & 3.5%]| the enpl oyer
X years of | X years of | 22% TRS | for nedical) contribution is
service X | service X' | (includes di stributed at
hi gh 3 year | high 3(1.5%for HRA|5 yr graduated | (1%' yr 0% 2" yr
aver age (TRS) or 5|& 3.75% for vesting scale of |25% 39 yr 50%
sal ary (PERS) year | nedical) 25% increase per |4'" yr 75% 5! yr+
aver age year) 100%
sal ary
HRA - 1% average
sal ary of enployee
subgroup up to
$500 annual |imt
Medi cal Do not have | Do not have | Must retire | Must retire | Must retire
to retire|to retire |directly directly from the |directly from the
directly directly from the | system at age system at age
from the | from the | system with| 65 w 10 years of 65 w 10 years
system to|system to|either service of service
be service |be service |60 years | OR R
or age | or age | adjusted to |25 yrs police/fire |25 yrs
eligible eligible t he change | 30 yrs other policel/fire
for medical |for nedical |in nmortality 30 yrs other
cover age cover age rate when | Access to nmedical
adopt ed w | coverage with one | Access to nedical
Medi cal Must have | 10 years of |year of active | coverage with one
pl an 10 years of | service service prior to|year of active
prem um service for OR |retirenent and age | service prior to
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pai d by | systempaid | 30 years | 65 with 10 years |retirenent and
retirenent cover age service of service, or at |age 65 wth 10
system for | over age any age after (1) |years of service
al | 60. Early 25 years for peace | or at any age
retirees retirees - |officer/firefighte |after (1) 25
and Enpl oyees Access to|r, or (2) 30 years |years for peace
dependents. |with | ess | system no|for all others of ficer/firefight
t han 10 | subsidy till er, or (2) 30
Except Tier |years pay | age 60 | Retiree and | years for al
Il retirees |full adj ust ed survivors pay full |others
and premium for | Retirees prem um unti
survivors access to | over 60 | Medi care eligible Retiree and
pay full | coverage. adj ust ed- survivors pay
prem um Access to | After Medi care | full prem um
under age def i ned eligible, retiree|until Medi car e
60. dol | ar shares cost based |[eligible
medi cal with | on years of
subsi dy servi ce. After Medi car e
dependi ng on eligible, retiree
| engt h of | Rei nbursed for | shares cost based
servi ce. qualified nedical |on years of
expenses from HRA. | service
Retries over
Medi car e Rei nbur sed for
eligible age qualified nedica
— Access to expenses from
medi cal with HRA
a reduced
prem um and
per cent
subsi dy
based on
years of
service
Rei mbur sed
for
qualified
medi ca
expenses
from HRA.
Enpl oyer Current Current 10% (3.5%)| 8. 25% (3.5%| 8% w follow ng
Normal  Cost | Normal Cost | Normal Cost | nedical, 1%| pension, 3.75%]| condi tions 1t
Rat e PERS Rate 13.24%| Rate 13.24%| HRA) nmedi cal , 1% max |yr 0% 2" yr 25%
(8.68% $500 HRA) 39 yr 50% 4'" yr
medi al , 75% 5yr+ 100%
20 year | rest
aver age pensi on)
10. 86%
20 year
aver age
10. 86%
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Enpl oyer Current Current 11% (3.75%]| 8. 25% (3.5%| 8. 75% w

Normal Cost | Normal Cost | Normal Cost | nedical, pensi on, 3.75%]| fol | owi ng

Rate TRS Rate 13.24%| Rate 13.24%| 1. 5% HRA) medi cal , 1% HRA) condi tions 1t

(9.07% yr 0% 2" yr 25%

medi cal , 39 50% 4" yr
20 year | rest 75% 5yr+ 100%
aver age pensi on)
11. 16% 20 year

aver age

11. 16%

Ri sk Enpl oyer Enpl oyer Enpl oyer Empl oyer risk is |Enployer risk is
bears all | bears all |risk is|mnimal, enployee | mniml, enployee
the risk the risk m ni mal , bears i nvest ment | bears i nvest ment

enpl oyee risk risk
bears

i nvest nent

risk

Salary only |AIl salary |Al salary | Enpl oyee Unknown Base salary only
(including | (including |option base
overtine, overtine, sal ary or
bonuses, bonuses, total salary
etc) etc)

Rol I Over Accept s Does not | Rol | over | Roll over accepted | Does not accept
rol | over accept roll | accepted from qualified|roll over from
from over from|from progranms and you | qualified
qualified qualified qualified can roll over into |prograns but you
pr ogr anms pr ogr anms prograns and | a qualified | can roll over

nor can you | you can roll | program into a qualified
rol |l over over into a program

into a|qualified

qualified program

pr ogr am

I nvest nent ASPI B ASPI B ASPI B Partici pant ASPI B manages

Opti ons manages manages manages control s i nvestment s
i nvestments | investments | investnents i nvestnents and

simlar to| has access to a

SBS range of
i nvest ment options
from the ARM Board
ARM has al |
fiduciary
responsibility.
Managed simlar to
SBS

State N A N A Past Service |69.5 nillion to | None

Fi nanci al Cost O fset | conpensate 5%

Hel p Account i ncrease in

2.681 enpl oyer costs
billion FYO05
-FY06 (for school
districts this is
inc. in the BSA)

Transfer of | NA N A Al | ows t he | None None

enpl oyee to transfer of

a DC plan current,

non-vest ed
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enpl oyees to
a DC account
within 90
days from
t he

enact nent of
| egi sl ation

CHAI R SEATON said he thinks the committee will be changing the
access to nmedical coverage requirenent from age 65 to Medicare
eligible age, in order to have flexibility in the system to
respond when the federal governnent nakes changes. Regar di ng
the investnment risk, he said, "That investnent risk is sonmewhat
aneliorated by the choices that the board allows the enployee to
make with the nmoney." Regarding investnment options, he rem nded
the commttee that SB 141 would conbine the Al aska State Pension
| nvestnent Board (ASPIB) with the PERS and TRS Boards, and he
stated his presunption that the nodel would be simlar to the
SBS pl an.

9:40:19 AM

CHAI R SEATON, regarding state financial help, said the $2.681
billion deposit under the conmttee's plan would be what pays
the enployer costs on all the new DC enployees over tine.

Regarding the transfer of enployees to a DC plan, after noting
that the commttee's plan is the only one that offers that
option, he said it is not known how nany people will want to do
that; therefore, all the calculations on the past service cost
account are based on all the actuarial nodels of 1 percent
enpl oyment growh and when people are retiring and being
replaced. He said there are sone possible glitches in the plan;
perhaps the rate of retirenent would not match the actuarial.
That would nean that not as nuch noney would be needed in the
of f set account.

9:43: 32 AM

CHAI R SEATON noted that Representative Kelly's proposed HB 170
addresses changing the PERS and TRS Boards. He said, "W may
well be looking at rolling the PERS and TRS Boards together;
there doesn't seemto be a good reason to have the functions of

the boards and the actuaries in two different boards.”" He said
he thinks there is agreenent anong nenbers that there is a need
to ensure enployee nenbers are on the board. He said, "W
haven't seen, at this point, the justification for taking the
i nvestnment board - ASPIB - and rolling that into the ... kind of
things that [the] PERS and TRS [Boards do]." He said he's heard
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that the PERS and TRS Boards don't really "talk together well"

and "the actuarials aren't corresponding well.” He stated that
he wants to ensure a consistent program over tinme. He expressed
his willingness to work with Representative Kelly regarding the
boar ds. He added, "W have some concerns of taking financia

managers and then rolling them into the other kind of decisions
that are being nade."

9: 45: 33 AM

REPRESENTATI VE RAMRAS, via teleconference, applauded the chair
for maki ng excellent progress on a difficult matter.

9:46: 37 AM

CHAI R SEATON asked Representative Ranras to bring back "rea
life opinions"” from Fairbanks.

9:48: 17 AM

REPRESENTATI VE RAMRAS noted that the Gty of Fairbanks has 89
active enployees supporting 453 retirees because of decisions
that were nade in the past.

9:48: 59 AM

MELODY DOQUG.AS, Financial Oficer, Kenai Peninsula Borough
School Board, thanked the commttee for its work on the issue
and expressed appreciation for the recap on the conparison. She
said it's a weighty issue, and she stated her appreciation of
Chair Seaton's diplomacy and care in talking about the issues
that have "brought us to the conversation today," particularly
in his effort to avoid finger pointing.

9:51: 42 AM

CHAI R SEATON invited Ms. Douglas to look up the commttee' s work
draft through the Legislative Information Ofice or on his own
Website and offer feedback when she's read it. He added that he
would also like to hear how the school district and enpl oyees
feel about the level of the DC plan at 20 or 22 percent and the
medi cal pl an.

9:52: 07 AM

M5. DOUGLAS said she expects to [respond] to the committee by
the first of the week.
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9:52: 21 AM

MR. HI LYARD said Representative Kelly has a work draft for HB
191 that he would like the commttee to adopt in order to
di scuss.

9:53:12 AM
CHAI R SEATON replied that there would be no probl em doi ng so.
9:53: 34 AM

MR. HILYARD, regarding Chair Seaton's previous conmment about
restructuring the PERS/ TRS Boards, asked, "Do you anticipate
incorporating that into the corpus of your broad bill, or are
you | ooking at, perhaps, an individual bill on that?"

9:53: 53 AM

CHAIR SEATON answered that he thinks he would |ook at an
i ndi vidual bill and hopes Representative Kelly would be anenable
to that. | said he thinks that would fix sone of the problens
people perceive in having the two different boards. He
acknow edged that Representative Kelly's HB 170 addresses that
i ssue and has begun a good structure. He stated that no one has
really identified to him where the PERS Board or the TRS Board
has independently "cone out and done sonething wong." He
expl ai ned, "They adopted sone nunbers that didn't turn out to be
right, but they did [that] in conjunction with the |egislature.”

9:56: 25 AM
MR. HI LYARD, on behalf of Representative Kelly, said, "I think
we woul d be absolutely willing to entertain that notion. And if

you would like to have it in a version comng specifically from
[the House State Affairs Standing Committee], that would
certainly be your option, but I think that Representative Kelly
woul d entertain the notion of allowing you to essentially strip
out what he has currently in HB 170 and meking the appropriate
changes as you suggest "

9:57:16 AM
CHAI R SEATON said his preference would be to have Representative

Kelly "carry ... a board fix from the House side," and then
speak to Senator Stednan to see "how we can get the best
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aggregation of the plan.™ He reiterated that he hopes people
will come forward as soon as possible with coments.

9:58:11 AM

KEVIN RITCH E, Al aska Municipal League (AM.), testifying on
behalf of AM., noted that there has been a "school district,
muni ci pal, university working group"” neeting for the last six

months, and the fornmer testifier, M. Douglas, is an active
menber of that group. He stated, "As enployers, we're all in
the sanme boat - the wuniversity, the school districts, the
muni ci palities, and the state." He said one of the top

priorities of AML and the Al aska Conference of Mayors is to have
a PERS fix and a "reordering of the plan" to avoid repeating
past m st akes.

MR RITCH E stated that the health portion of the benefit plans
have been the cause of nore of the liability problem than the

pensi on portion. He said AM. considers the proposed solutions
to issues regarding health care are the nost inportant part of
the equation. He offered information from the D vision [of

Retirement & Benefits] that shows that three-quarters of the
entire cost of the retirenent system accrues to providing health
benefits to people that are under 65; only 25 percent of [that
cost] goes toward providing health benefits to people over 65.
He explained that is "largely because of the Medicaid issue."

MR R TCHE said his second point is that whenever additiona
noney is taken out of enployees' take-hone pay, "it's going to
be an issue at the bargaining table."

10: 01: 05 AM

MR. RITCH E suggested three points to focus on: First, he
opined that at this point it's inportant to |ook at conparisons
to ensure the plan wll attract and retain enployees. He

suggested that sone conparisons be made against other potentia
enpl oyers who mght be conpeting for enployees the state may be
consi deri ng. He also suggested neking enployees nore
confortable by illustrating base cases to show what kind of
retirement they can | ook forward to.

MR RITCH E turned to his second point. He noted that the state
only hires approximately one third of the enployees in the
system the other two-thirds work in the school districts,
university, or rmnunicipalities. He enphasized the inportance of
having direct representation on the boards fromthat two thirds,
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which he said would create accountability. He opined that sone
of the best comments that would be heard would come from those
peopl e.

10: 03: 53 AM

MR RITCHIE brought the commttee to his third point by
directing attention back to page 10 of the Power Point
presentation, which shows the unfunded liability conpari son. He
continued as foll ows:

| think you nmay have heard from sone fol ks about the
possibility of pension bonds. C. The ... possible
advant age of pension bonds is that [the] total value
over 25 years of $16 billion is predicated upon 8.25
percent increases in that liability over tinme. If

a pension bond ... [that] was either ... 55 or 6
percent was purchased, it would be interesting to see
what it would do to that value of unfunded liability
over 25 years. And it nmay be possible to do that, but
it may not be possible for nunicipalities, school
districts, and the university to access that wthout
specific state ... help.

A municipality cannot do a general obligation bond
for pension benefits; it's unconstitutional. However
our pension liability wth this program is as
stringent as a bond; ... we can't get out of that
liability. So, the possibility of doing a pension -
if it could ... reduce the liability for the state and
muni ci palities of maybe 25 percent - and |ooking at
what those possible savings could be over tine could
be very, very val uable.

10: 06: 04 AM

REPRESENTATI VE GATTO asked M. Ritchie if he thinks it's too
generous to assune an 8. 25 return.

10: 06: 16 AM

MR. RITCH E responded that the 8.25 percent return over the next
25 years may or nmy hot be achievable. He indicated that it
would be scary if the average return over tinme falls below
"what ever you woul d be able to purchase a pension bond at." But
if that happened the whole system would coll apse. He said,

"This may or may not be a good option for all nunicipalities ...
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or ... the state, but it's certainly one that seenms worthy of
exploration.”

10: 07: 09 AM

CHAIR SEATON reiterated the previously provided information
regarding the past service offset account. He offered further
details, and then remarked that he is not an actuarial and the
commttee could seek nore information on this subject.

10: 08: 53 AM

MR R TCH E stated, "Your looking to the finances of school
districts, ... communities, the university, and the state for
the future is very, very nmuch appreciated.” He said AML is at

t he di sposal of the conmttee.

10:11: 01 AM

TOM HARVEY, Executive Director, NEA Al aska, testifying on behalf
of NEA Alaska, stated he thinks it's clear to everybody that
it's the assunptions that are nade that ultinmately produces past
service costs, the normal cost rate, and the actuarial cost
rate. The issue, he said, is deciding which assunption to make
and knowi ng how to adjust for those assunptions in the future if
they are wong. He proffered, "Wiat is the assunption around
the growh rate of conpensation of enployees, since it is the
percentage of their conpensation that is the real basis for this
whol e change?”

10:12: 51 AM

MR. HARVEY, in response to a question from Representative Gatto,
clarified that he is referring to what the assunption is by the
actuary as to what the increases are going to be.

10: 13: 05 AM

CHAI R SEATON responded that one factor is how many enployees
there are. All the tables are calculated upon a 1 percent
popul ation gromh. He indicated that there was sone information
that he would get to M. Harvey.

10: 14: 02 AM

MR. HARVEY stated his appreciation of the work of Chair Seaton
and his staff and how open the process has been. He said, "
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think that if people understand that what you're trying to do is
create sonmething better, ... that will help in terns of sone of
the enotion that is here on this issue.” Previ ous changes to
t he system have nade the system |l ess desirable than it once was.
He interpreted that Chair Seaton is attenpting to create a tier
system that is nore attractive than the present Tiers Il and
L1l He added that if people were attracted to the new system

and actually elected it, that would reduce the past service
[iability anount.

10: 15: 33 AM

MR. HARVEY turned to the subject of salary fees. He stated the
fol | ow ng:

| have not seen the data on the assunptions, but if
the assunptions have been based on a 4 percent
increase in conpensation of enployees over the past
two decades, and ... [legislative] ... and |ocal
effort ... haven't been such that 4 percent increases
have not been happening, then one of the nmajor
factors to the past service cost is the fact that we
haven't been providing enough funding in order to
provi de for those conpensation |evels that are assuned
in the [actuarial] to be reached at the collective
bargaining table. And | think that now beconmes a new
factor that we all just look at, in ternms of: Wen we
make decisions in this legislature, ... do we have an
uni nt ended consequence on the other side of the issue?

MR. HARVEY explained that he "did sonme scenarios at the request
of some folks.” Wien he did them he assunmed a 2.6 increase in
sal ary. He said the reality is that soneone naking $27,000
can't afford retiring under this plan. He said, "I'Il be glad
to share that information with you to show you the assunptions
made when those tables were created.” He reiterated the
i nportance of reaching assunptions that everyone believes are
realistic and [attainable].

MR. HARVEY stated his belief that recent and past PERS/ TRS Board
menbers shoul d be heard. He naned the follow ng imedi ate past
menbers: Jerry Patterson and Charlie Arteaga.

10: 18: 55 AM

CHAI R SEATON sai d past nmenbers of the boards will be invited.
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MR. HARVEY said the past service cost that Chair Seaton has been
talking about wll be the same with or wthout a new tier
system \What will be different is the future nornmal cost rates.

10: 20: 38 AM
CHAI R SEATON, in response to M. Harvey, directed attention back
to the previously noted handout, entitled, "State of Al aska
Publ i ¢ Enpl oyees' Retirenent System Projections Based on July 1,
2003 Valuation Population Gowh 1 Percent.” He said, "If
people will look on these tables, you'll see that there's a
total over there, and that is if we have a new Tier |V system
[it] breaks ... down ... what's happening in Tier IV or Tier

1l in TRS. But that's because those are new enpl oyees com ng
on in the system

CHAI R SEATON turned to page 2 of the handout, which he noted
shows the nunber of enployees and the projected enployee

repl acenent. Particularly, he noted the chart shows that after
25 years, the enployee base would be nostly conprised of Tier |V
enpl oyees. He said "these paynents" are based on the

calculations on [the right-hand side of page 2], which shows
total projected salaries. He said, "So, it doesn't matter if a

new enployee conmes in ... [under] Tier Il or Tier 1ll TRS, or
Tier Il or Tier 1V, or [a] defined benefit or [a] defined
contribution plan, the past service cost anortization is based
on the total salary base.” He continued as foll ows:

And there's been a | ot of m sunderstanding on that;
peopl e thought that you can wave and say, "Okay, now
it's a DC plan - now we don't have to collect any past

service cost.” Well, the past service cost in the
enpl oyer graphs is still paid on the entire wage base,
no matter what plan they're in. And so, I'mglad you

brought that up, because that's really critical for
everybody to understand: the past service cost is
identical if you are under a DC plan or the current
defi ned benefit plan.

10: 22: 18 AM

MR. HARVEY, regarding retirenent, said, under "the present
proposal ," enployees who start their careers at the age of 30
and work for 30 years can retire directly from the system and
get 90 percent of their health care costs paid for "through this
fund. " However, a "normal individual™ who graduates from
college at the age of 22 and begins his/her teaching career at
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22 or 23 would have to teach for 38 years, because he/she has to
retire directly from the system in order to qualify for health
care costs partially paid for by the system He suggested that
it is a rare person who can survive the rigors of the classroom
and teach for 38 years. He said he doesn't think nost people
consider how rigorous working in schools is today. He added

"All you have to consider is the safety issues and the fear that
is in people's mnds as they go to work, and how that plays on
them in ternms of the stress of the day." M. Harvey reveal ed
that he is 56 years of age and indicated that he has worked in
his job for 34 years. He said soneone could decide to term nate

hi s enpl oynent. He noted, "After 34 years, | can't access ny
retirement - ny health care portion, because | haven't retired
directly out of the system | think that's a problem"”

10: 25: 28 AM

MR. HARVEY stated that portability is good in nost professions,
but he's not so sure it's good in education. He explained that
stability is a major factor in student achievenent. M. Harvey
reported that the nunber one reason that people stay in their
jobs is job satisfaction. |[If a teacher is successful in his/her
job, then conpensation and retirenent place second and third as
factors in decision-naking. He added, "[They] quickly becone
nunber one and nunber two if job satisfaction isn't there. You
only have to look to what's happening in rural Alaska to see
that, and to see the migration to the urban centers in Al aska
over the | ast decade."

MR. HARVEY said the portability at the end of five years, under

the "present proposal," coincides with what is called "the five-
year itch." Currently, the state is losing 48 percent of the
teachers in the first five years. He pointed out that if the

| egi sl ature gives them the option of |eaving at five years and
taking everything with them teachers would have the ability to
nove to the Lower 48 and find a defined benefit plan "where they
can have a guaranteed retirenent." He said he thinks that would
exacerbate the already existing supply and demand i ssue. He
recommended considering the factors that have resulted in the
past service cost and trying to limt future liability.

MR. HARVEY listed three factors to consider: updating the
nortality rate in a tinmely mnner, dealing with health care
costs, and addressing "the Christmas tree effect.” He explained
that the Christmas tree is the retirenent system Once it's
built, there is a continual |obbying of legislators to add

ornanents to the tree, for exanple, a RIP, an ad hoc PRPA, or a
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shorter investnent period for any particular group of enployees.
He stated his appreciation that Chair Seaton has pointed out
that it is not the fault of enployees that the benefits system
is in the shape it's in. He said he thinks the statenent should
be made up front when there's no ability to put any nore
ornanents on the tree.

10: 31: 12 AM

MR. HARVEY stated, "I do think that what you' re attenpting to do
is not have to be dependent upon actuaries and not have to be
dependent upon the strong will of legislators to say no. And |

woul d suggest that what we have to do is find sone place in the
m ddl e where we can have a guarantee that allows enployees to
retire in dignity because they do have a predictability for
t hensel ves, and at the sane tine have a far greater
predictability in the system"”

10: 31: 56 AM

CHAI R SEATON reiterated that the legislators are the only ones
who create the changes to the system and it is "an extrenely

hard process." He said, "That is one of the beauties of a DC
programis it takes our ability to nake changes in that system -
that aren't funded - away." Chair Seaton said an enpl oyee could

retire under the commttee's plan with 30 years of service.
Until the age of 60, the person pays the prem uns. After the
age of 60, a subsidy is paid, which can be up to 90 percent
until Medicare eligible age.

10: 34: 26 AM

MR. HARVEY asked Chair Seaton to confirm that a person 22 years
of age who retired after 30 years, at 52 years of age, would
have the ability to draw retirenent and pay fully for nedical
i nsurance, and then, when that person reached age 60, the state
woul d pay 90 percent of whatever the prem um woul d be.

10: 35: 08 AM

CHAI R SEATON said that's correct, up to the age of 65 when the
person's Medicare kicks in and the prem um anount would be | ess.
He nmentioned an audit that says, based on an assumed inflation
rate of 3.5 percent; the reasonable range for wage growh would
be between 3.75 and 4.5 [percent]. He said the Mercer
assunption fits wthin that range. He explained, "So, what
they're looking at is 1.5 percent per year above inflation."
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10: 36: 20 AM

MR. HARVEY suggested |ooking at the actual versus the actuaria
projection for the past decade. If wages in the public school
sector didn't increase by the 3.75 to 4.5 percent, then enough
contributions were not being collected, because the enployees
weren't maki ng enough noney to make those contri butions.

10: 36: 52 AM

CHAI R SEATON noted, for exanple, that in fiscal year 2006 (FY
06) the projected salary total is $532 million, and it increases
to $1.439 billion in 25 years.

10: 37: 32 AM

SAM TRIVETTE, President, Retired Public Enployees of Al aska
(RPEA), testifying on behalf of RPEA, told the commttee that he
has personally worked in PERS for 33 years in corrections and
| aw enforcenent. In his four years as president he has attended
alnmost all the PERS and TRS neetings, and many of the ASPIB
neetings around the state. He stated that he feels extrenely
good about the people working on the boards, as well as the
staff and investnment people affiliated with ASPIB. He said he
agrees with the conmittee's efforts not to point fingers. He
said, "At the hearings this week, both the actuaries were
questioned in detail about any decisions that the PERS and TRS
Boar ds have made t hat have been contrary to t here
recomrendations, and there were none in the |ast decade, at
| east." He added, "And the sanme with the investnent board
people.”

MR. TRIVETTE concurred with the commttee's having identified
that many of the current problems with the system have to do

with liability. He said the PERS and TRS Boards have been
spendi ng considerable tinme "trying to work on containing the
cost on the liability side." He said another thing the

commttee correctly identified is that there have been sone real
problems with some of the information given to the decision
makers by the actuaries. He said the actuaries admt that.

10: 40: 54 AM

MR. TRIVETTE reported that the PERS and TRS Boards were so
concerned about this issue a nunber of years ago that they
actually hired a second actuarial firmto do an analysis of the
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information that the boards were getting from the primary
actuarial firm and they turned up some significant problens.
Part of the problemis that the actuary has done a poor job at
| ooking at bills comng before the |egislature and determ ning,
actuarially, what it's really going to cost. There were bills
passed that cost a lot nore than what the |legislature was told
they would cost, which caused a liability. M. Trivette said
there's a political conponent, too: both the State of Al aska,
as well as municipalities, have put a lot of pressure on the
system to downplay the potential costs in order to get bills
passed. He offered exanples of sonme of the bills.

MR. TRIVETTE said he knows there have been conments nade in the
Senate regarding a problem with the lack of comrunication
between PERS, TRS, and ASPI B. He reported that those three
groups do neet together regularly; they sit at the sane table
and carefully discuss the issues. He said, "They spend a
huge anmount of time in comittees fine tuning ... the
i nvestnents."

10:43: 31 AM

MR. TRIVETTE said the PERS and TRS Boards are al nbst one in the
sanme, except that their populations are quite different. The
teachers' Dbenefits are somewhat different than the public
enpl oyees' benefits; they come from separate laws that were
enacted at different tines. The actual pension check for PERS
retirees tends to be considerably lower than it is for teachers,
while the PERS nenbers, as a |larger group, spend nore noney on
health care. He noted that appeals are also another inportant
part of the board process. The boards consistently encourage
input from the nmenbership and work together to try to contain
and reduce costs.

MR. TRIVETTE indicated that the use of generic drugs over the
nore expensive brand nanme drugs has increased from the m d-30
percent range to over 40 percent. He noted that at a neeting
| ast Tuesday, there was a list of initiatives that the PERS and
TRS Boards are working on with Aetna, the Division of Retirenent

& Benefits, and "with wus"; each initiative could result in
mllions of dollars in savings to the systemin the next fisca
year. He noted that some of the people serving on the boards

have been there at |east 20 years. He echoed M. Harvey's idea
of listening to recent past nenbers; they know the history and
are willing to work with the |egislature. He stated that it's
clear to him that the commttee doesn't hold nobst of the
m sconceptions that he has heard coming from the other body
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regardi ng how the boards operate. He said, "I very much think
that you need to be applauded for walking into this with an open
mnd."

10: 47: 55 AM

MR. TRIVETTE noted that, currently in sonme nunicipalities, sone
of the Iabor agreenents allow senior staff "to get any
overtine." He added, "In sone decisions, of course, there's [a]
significant anount of overtine." He offered his understanding
that under existing law, any overtine those staff nenbers get is
part of their base pay for purposes of calculating retirenent
and benefits. He said the question is whether or not that is
fair. He also guaranteed that that was never part of the
actuary's cal cul ati ons.

10: 49: 02 AM

CHAI R SEATON said that can't be changed for existing enployees,
but the commttee is looking to change that in a new tier. In
the new tier, people will be growing their own retirement pool

t he sooner they make nore noney, the better it will be.

10: 50: 14 AM
MR. TRIVETTE noted that skyrocketing nedical costs are a
national problem He said a Medicare prescription drug bill
made it illegal for the federal governnent to negotiate the cost
of prescription drugs. He posited that that is bizarre, "wth
this being probably one of the areas in which the costs wll be
going up the highest." He continued as foll ows:

Qur federal governnent now said, "No, you can't do

t hat . " Now, certain agencies, I|ike the Veterans

Adm nistration and others have been able to do this
for years, and they show that the cost savings are
i mense.

10: 51: 35 AM

CHAI R SEATON responded that he agrees, but "we can't control
them" He said, "The big thing that we don't have included in
here at all is the requirenent of the federal law that the
states ... reinburse the federal government for the prescription
drug benefit. And I don't think anybody has even | ooked at that
yet as to what the cost of the state is, because this is a
federal benefit. But there's a little provision in there that
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says, 'Ch and now state ..., even if you're not in the program
you have to reinburse us for this multibillion dollar program
that we created ...."

10: 52: 30 AM

MR. TRIVETTE noted, "They did |look at the kickback that the
state would get by maintaining a health plan under the

prescription drug plan." He indicated that additional nedica
paynents are being paid to Al aska physicians right now "under
that same bill," but that is supposed to sunset by 12/31/05.
The actuaries, he noted, believe that that wll be continued
rather than sunset; therefore, "those additional costs ... are
of fsetting the noney we would get fromthe feds, in terns of the
28 percent for maintaining our health insurance plan." He said

this is an area that Ilegislators and citizens should pay
attention to.

MR. TRIVETTE, in response to a request made by Chair Seaton,
noted that the boards woul d be neeting the next day, and he said
he would forward the conmttee's draft and let the nmenbers know
that "if they have any suggestions on the nedical side" to bring
them to Chair Seaton's attention. He offered nore exanpl es of
cost saving ideas.

10: 55: 36 AM

CHAI R SEATON invited people to submt comments to the commttee.
He ascertained that no other testinony was forthcom ng. He
noted that next Saturday there would be a House State Affairs
Standing Conmittee neeting regarding PERS/ TRS. He directed
attention across the room to show a chart [the size of a
standard door] that shows the past service cost for every PERS

enpl oyer and school district. He said, "So this is the anount
per year, through these 25 years, for every ... enployer that
woul d be paid through the offset account.” He indicated that

his staff would provide that chart online as an Exce
spr eadsheet.

ADJ OURNVENT

There being no further business before the commttee, the House
State Affairs Standing Committee neeting was adjourned at
10: 57: 45 AM
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