M NUTES
SENATE FI NANCE COW TTEE
March 29, 2005
4:43 p. m

CALL TO ORDER

Co-Chair Green convened the neeting at approximately 4:43:59 PM

PRESENT

Senator Lyda Green, Co-Chair
Senat or Con Bunde, Vice Chair
Senat or Fred Dyson

Senat or Bert Stedman

Senat or Lyman Hof f man
Senat or Donny O son

Al so Attending: SENATOR GARY STEVENS; GAYLE HARBO, Menber,
Teachers Retirenment Board; KERRY JARRELL, Certified Public
Accountant, Assistant Superintendent, Bering Strait School
District, and Teacher Retirement System Board Menber; KEVIN
RI TCHEE, Executive Director, Alaska Muinicipal League; JOHN
ALCANTRA, Governnment Relations Director, National Education
Associ ation, Al aska

Attending via Tel econference: There were no teleconference
partici pants.

SUMVARY | NFORVATI ON

SB 141- PUBLI C EMPLOYEE/ TEACHER RETI REMENT

The Conmittee considered provisions of the bill pertaining to
Normal Cost Rate and Existing Enployee Contributions. Public
testimony was taken and the bill was held in Conmttee.

#SB141

SENATE BI LL NO. 141

"An Act relating to the teachers' and public enployees’
retirement systens and creating defined contribution and
health reinbursement plans for nenbers of the teachers’
retirement systemand the public enpl oyees' retirenent system
who are first hired after July 1, 2005; establishing the
Al aska Retirenent Managenment Board to replace the Al aska State
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Pension Investnment Board, the Al aska Teachers' Retirenent
Board, and the Public Enployees' Retirenent Board; adding
appeal s of the decisions of the admnistrator of the teachers’
and public enployees' retirenent systens to the jurisdiction
of the office of admnistrative hearings; and providing for an
effective date.”

This was the fifth hearing for this bill in the Senate Finance
Conmittee.

Co-Chair Geen noted the discussion at this hearing would focus on
the nornmal cost rate and a proposal to change the enployee
contribution rate.

Senat or St edman gave a presentation referencing a handout titled,
"Retirement Security Act, SB 141, Discussion Topic: Contribution
Rat e of Existing Enpl oyees, March 29, 2005" [copy on file.]

4:46: 50 PM

Page 3
Contribution Rate Setting Process
» Each year, the actuary conputes the Normal Cost Rate for
the next contribution year

e The Normal Cost Rate is sinply the percent of payrol
required to pay for the benefits expected to be earned by
all nmenbers during the com ng contribution year

* The process runs tw fiscal years in advance - for
exanple, the FY 07 Normal Cost Rate was estimated this
nonth by the State's actuary

FY 07 Normal Costs:

PERS
Medi cal cost conponent 8. 86%
Pensi on conponent 11. 27%
Nor mal Cost Rate 20. 13%
TRS
Medi cal cost conponent 8. 75%
Pensi on conponent 13. 69%
Nor mal Cost Rate 22. 44%

Senat or Stedman defined the normal cost rate as the percentage of
nmenbers' payroll required to pay the benefit for all nenbers during
a benefit year.

4:48: 04 PM
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Page 4
Contribution Rate Setting Process
e |If our economc, denographic, and financial projects were
al ways correct - the annually reviewed Normal Cost Rate
would fully fund the retirenent system
« Unfortunately, those projects can never be 100% accurate
e If too much was contributed, the systemis overfunded; if
too little, it is underfunded
» The actuary anortizes the unfunded amount over 25 years
and conputes a Past Service Rate

e The Past Service Rate is the additional percent of
payroll required to begin paying off the unfunded
liability

Senator Stednman stated that if projects were correct, the normal
cost rate would fully fund the plan. However, the econony and ot her
factors change the actual required need.

Senator Stedman stressed the substantially different rate between
the current normal cost rate of today and the past service rate,
the rate that is used to fund benefits accrued in the past.

4:49: 30 PM

Page 5
Contribution Rate Setting Process
e Once the Normal Cost Rate and the Past Service Rate are
known, the enployer's total contribution rate is
cal cul ated as foll ows:

FY 07 Contri bution Rates

PERS
Nor mal Cost Rate 20. 13%
Less
Enpl oyee Contri buti on* -6.81%
Equal s
Enpl oyer Nor nal Cost 13. 32%
Pl us
Past Service Rate 14. 87%
Tot al
Enpl oyer Contri bution 28.19%
TRS
Nor mal Cost Rate 22. 44%
Less
Enpl oyee Contri buti on* -8.68%
Equal s
Enpl oyer Nor nal Cost 13. 76%
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Pl us
Past Service Rate 28. 02%
Tot al
Enpl oyer Contri bution 41. 78%
*Enpl oyee Contribution Rate shown is the average rate for
all menbers of the systens. Actual rates vary by enpl oyee
class and are 6.75% 7.5 %or 9.6%for PERS or 9.65%  for
TRS

Senat or Stedman noted these figures are averaged.

Senat or Stedman remarked that the enployer nust not only pay the
current benefit costs but also the benefits that had been accrued
previ ously.

Senat or Stednan stated that the past service rate is larger for
both the Public Enpl oyees Retirenent System (PERS) and the Teachers
Retirenment System (TRS) than the enployer normal cost. The bi ggest
challenge is "dealing wth history".

Senat or Bunde pointed out that the normal cost rate and past
service rate for TRS is sonewhat higher than that for TRS. He asked
if this is due to econony of scale and why the groups differ.

Senator Stedman responded that the plans differ in benefit
structures and contri bution anounts. He would detail this later in
t he presentation.

4:52:57 PM

Page 6
Weakness of the Process
» The Enpl oyee Contribution rate is set in statute, so any
increase in the Normal Cost Rate is borne entirely by the
enpl oyer [Graph from Page 6 is shown wth Enployee
Contri bution and Enpl oyer Contri bution anount s
hi ghl i ght ed]
» These are the actuary's reconmmended rates..currently, the
PERS and TRS boards may adopt different rates

e Wien the boards adopt |ower rates, our unfunded liability
I ncreases

Senat or St edman enphasi zed that the enployer contribution rate is
t he anmount recommended by the actuarial. Wen the boards adopt
| ower rates, the liability of the system woul d expand.

4:54:19 PM
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Page 7
SB 141 Addresses these Waknesses

1. Sets the enployee's contribution to the greater of:
e Current statutory rate or
e 1/2 of the Normal Cost Rate

 Wth the additional provisions that the increase may not
exceed 0.50% annually (Current SB 141 | anguage sets the
maxi mum annual increase at 5.0% but we are now proposing
t hat be reduced to 0.50%
2. Requires the new Al aska Retirenent Managenment Board (ARVB)
to adopt a contribution rate that is no less than the
actuarially conputed Enpl oyer Normal Cost Rate

Senator Stedman outlined this information. He enphasized the intent
that the enployee increase would not exceed 50 basis points
annual ly. He stressed that the enpl oyee increases would only be for
the normal service cost and not for the past service rate. This
woul d equal i ze enpl oyer and enpl oyee contri buti ons sonewhat .

4:55:52 PM

Page 8
Hi storical & Projected Total Normal Cost Rate

[ Li ne graph showing the TRS Total Nornmal Cost and the PERS
Total Normal Cost for the years 1983 through 2031.]
FY 83 - FY 07

PERS

Mean: 17.82%

St dDev: 1.17%

Range: 16. 05% - Low
20. 14% - Hi gh

TRS

Mean: 19. 22%

St dDev: 1.98%

Range: 16. 35% - Low

23.47% - High
FY 08 - FY 32

PERS

Mean: 19.52%

Range: 19. 21% - Low
19.92% - High

TRS

Mean: 23. 13%

Range: 21.71% - Low

24.92% - High
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Senator Stedman qualified the projections for the years follow ng
2007 are estinmates. He pointed out that the rates change from year

to year due to volatility.
4:56:.26 PM

Page 9

Enpl oyers are Paying the Majority of the Nornmal Cost

FY 07 Nornal Cost Rates

Total Nornmal Cost

PERS 20. 13%
Share 100%
TRS 22.44%
Share 100%
Enpl oyee Cost *
PERS 6. 81%
Share 33. 8%
TRS 8.68%
Share 38. 7%
Enmpl oyer Cost
PERS 13. 32%
Share 66. 2%
TRS 13. 76%
Share 61. 3%

*Enpl oyee Contribution Rate shown is the average rate for

all nmenmbers of the

systens. Actual rates vary by enpl oyee

class and are 6.75% 7.5%or 9.6%for PERS and 8. 65% or

9.65% for TRS

Currently, increases in the Normal Cost are borne entirely by

t he enpl oyer

Senat or St edman conpared the percentage of the burden paid by the
enpl oyer conpared to the enpl oyee. The policy discussion is whether
to maintain this practice or whether the rate should be "fl oated"
bet ween the enpl oyee and enpl oyer split. This |egislation proposes
an equal share for each the enpl oyer and the enpl oyee.

4:57:40 PM

Page 10
Enpl oyee Contri buti ons
PERS and 1991 in TRS

Rat es Haven't I ncreased Since 1987 in

Statutory Changes in Enpl oyee Contribution Rates

PERS
Before 1/1/ 87
Policel/Fire
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Al Ohers 4. 25%

School Districts* 4.25
Since 1/1/87

Policel/Fire 7.5%

Al Ohers 6. 75%

School Districts* 6.75
Since 7/1/99

Policel/Fire 7.5%

Al Ohers 6. 75%

School Districts* 9. 6%

FY 07 Average 6.81%
TRS
Before 1/1/91
Most Menbers 7
Suppl enental Pl an** 8
Since 1/1/91
Most Menbers 8. 0%
Suppl enental Pl an** 9. 65%
FY 07 Average 8.68%
*Beginning in 7/1/99, school district PERS nenbers can el ect
the higher 9.6%contribution rate and receive a full year of
service credit for 9 nonths vs. contributing 6.75% for 12
nont hs
**TRS Menbers who joined the systembefore 7/1/82 and el ect ed
to participate in the supplenmental contributions provision are
required to contribute an additional 1% of their salaries

. 0%
. 65%

Senat or St edman pointed out that the normal enpl oyee cost rate has
changed. He reiterated that the proposed normal cost rate increase
woul d not include the past cost rate. This increase woul d address
only the cost of benefits accrued "today".

Senat or Bunde relayed that he received a publication from the
Nati onal Education Association (NEA) and was unsure if information
it contained was a distortion due to lack of know edge or

intentional. He indicated the publication asserts that this
| egi sl ation would "take noney fromall current enpl oyees checks to
help pay off the multi-billion dollar shortfall.” He had understood

that no enpl oyee contribution would go toward past service rates.

Senator Stedman affirnmed. He could not speak to the intent of the
m sst at enent .

Senat or Bunde gave another reference in the NEA publication
charging, "this legislation and other legislation like it, would
reduce school district contributions far below current |evels."

Senator Stedman remarked this was also distorted and inaccurate
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i nf ormati on.

4:59: 50 PM
Page 11
Constitution of the State of Al aska
Article XIl - Section 7

Retirement Systenms. Menbership in enployee retirenent
systens of the State or its political subdivisions shall
constitute a contractual relationship. Accrued benefits
of these systens shall not be di m nished or inpaired.

Nornmal Cost Rate is the cost of benefits expected to be
earned during the com ng contribution year

« W contend that enployee contributions applied
towards the Nornmal Cost Rate are not part of the
accrued benefit to which nenbers are entitled

e An accrued benefit is one that has already been
earned - not one that has yet to be earned

e Benefit rights accrue as they are earned - year to
year

 Enpl oyee contributions cannot be changed
retroactively to pay for past benefits (Past
Service Costs or any unfunded liability), but they
can be changed prospectively to pay for future
benefits

Senat or Stedman stated this explains why the NEA all egations could
not occur. These statenents are inportant in considering not only
restructuring of the current system but also in addressing the
unfunded liability of $5.7 billion.

5:01:35 PM

Page 12

PERS Enpl oyee Normal Rate Projections

[ Spreadsheet of PERS - Average All Enpl oyees show ng Tot al
Normal Cost; Projections at Current Rate for: Enpl oyee Nor nal
Cost Rate, Enployee Share of Total Normal Cost, and Enpl oyer
Share of Total Normal Cost; and Projections at SB 141 Rate
for: 50% of Total Normal Cost, SB 141 Enpl oyee Rate, Resulting
Enpl oyee Share, and Increase Over Previous FY, for the years
2006 t hrough 2032.]

e SB 141 Proposes to split the Total Normal Cost 50/50
bet ween Enpl oyer and Enpl oyee

» However, the Enpl oyee Rate coul d never increase by nore
than 0.50% a year
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e Based on current Mercer projections, it would take 6
years to reach the 50/50 shared rate

e If Normal Costs drop in the future, enployer and enpl oyee
rates woul d drop [Jaccordingly

Senator Stedman outlined the informati on on this table.
5:03: 31 PM

Page 13

Ef fect of Enpl oyee Contribution Rate |Increases on Average PERS
Enpl oyee

[ Spreadsheet showi ng the Normal Cost of 20.13% 50% of Nornal
Cost of 10.07% Current Rate @6.75% and SB 141 Proposed Pre-
Tax Payroll Deductions (every 2 weeks) for the years FY 06
t hrough FY 12 and the Cunul ative Increase; for various salary
ranges and the Average PERS Menbers. A notation reads:
Estimate is based on FY 07 Total Normal Cost for PERS "Q her”
and assuned to be fixed for FY 07 to FY 12. The figures for
t he Average PERS Menbers are as foll ows:

Annual Ear ni ngs $43, 823. 00
Nor mal Cost 3,651.92
50% Nor mal Cost 1, 825.96
Current Rate 6. 75% 123. 25
SB 141 Proposed
FY 06 - 7.25% 132. 38
FY 07 - 7.75% 141.51
FY 08 - 8.25% 150. 64
FY 09 - 8.75% 159. 77
FY 10 - 9. 25% 168. 90
FY 11 - 9.75% 178. 03
FY 12 - 10.07% 183. 78
Curmul ati ve I ncrease 60. 53]

Senat or Stedman explained this denonstrates the inpact of this
| egi sl ati on.

Senator Stedman qualified that it should be expected that
coll ective bargaining units could negotiate "back" these increased
payrol | deducti ons.

Senat or Stedman renmarked that the increases in payroll deductions
are intended to ease the inpact of any hardships to enpl oyees. He
pointed out that the figures in the spreadsheet are pre tax
dollars. The year-to-year increase of $9.13 to the average PERS
menbers woul d equal $7.50 in after taxed dollars.

5: 05: 58 PM
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Page 14

TRS Enpl oyee Normal Rate Projections

[ Spreadsheet of TRS - Average Rate showi ng Total Normal Cost;
Projections at Current Rate for: Enployee Nornmal Cost Rate,
Enpl oyee Share of Total Normal Cost, and Enpl oyer Share of
Total Normal Cost; and Projections at SB 141 Rate for: 50% of
Total Normal Cost, SB 141 Enpl oyee Rate, Resulting Enpl oyee
Share, and Increase Over Previous FY, for the years 2006
t hrough 2032.]

e Based on current Mercer projections, it would take 5
years to reach the 50/50 shared rate in TRS

Senat or Stedman noted this spreadsheet is simlar to that on page
12, although applied to the TRS system

5:06: 30 PM

Page 15

Ef fect of Enployee Contribution Rate Increases on Average TRS
Enpl oyee

[ Spreadsheet showi ng the Normal Cost of 22.97% 50% of Norma

Cost of 11.49% Current Rate @8.69% and SB 141 Proposed Pre-
Tax Payroll Deductions (every 2 weeks) for the years FY 06
t hrough FY 12 and the Cunul ative Increase; for various salary
ranges and the Average TRS Menbers. A notation reads: Estinmate
is based on FY 07 Total Normal Cost for TRS and assuned to be
fixed for FY 07 to FY 11. Salaries are based on the 2004-05
Anchorage School District salary schedule. The figures for the
Average TRS Menbers are as foll ows:

Annual Ear ni ngs $53, 948. 00
Nor mal Cost 4,495. 67
50% Nor mal Cost 2,247. 83
Current Rate 8.69% 195. 34
SB 141 Proposed
FY 06 - 9.19% 206. 58
FY 07 - 9.69% 217. 82
FY 08 - 10.19% 229. 05
FY 09 - 10.69% 240. 29
FY 10 - 11.19% 251. 53
FY 11 - 11.49% 259. 16
FY 12 - 2.80% 183. 78
Curmul ati ve I ncrease 62. 83]

Senator Stedman outlined this information, noting that the after
tax inmpact woul d al so be approxi mately $7.50 per nonth year-to-year
increase to the average TRS nenber sal ary.
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Senat or Bunde remarked that nost teachers are paid on a nonthly
basis and asked if the data on the spreadsheet represents nonthly
or bi-nonthly paychecks.

Senator Stedman replied that the spreadsheet indicates paynents
every two weeks to allow conparison with the PERS system

5:07:32 PM

Page 16

Board Adopted Enpl oyer Contribution Rates - FY 90 thru FY 07
[ Spreadsheet show ng: Funding Ratio, Enployer Normal Rate plus
Past Service Rate = Actuarial Conputed Rate - Board Adopted
Rate = Diff Conputed Rate, and the correspondi ng Mercer Data
Year, Board Adopted Year, and Rate for FY, for PERS and TRS
for the years 1987 through 2007.]

e Currently, the PERS/ TRS boards set the annual Enployer
Contribution Rate

« \Wien the boards adopt a rate bel ow the Enpl oyer Nor mal
Cost Rate, the unfunded liability may increase

e SB 141 requires the Board to adopt an Enployer
Contribution Rate no-less-than the Enpl oyer Nornal Cost
Rat e

Senat or Stedman noted that the normal rate changes continually.
Thi s spreadsheet presents a history of the actuarial conputed rates
conpared to the boards' adopted rates.

Senator Stedman remarked that this legislation is drafted to ensure
that the boards' adopted rate is never again less than the
actuarial conmputed rate. The fund could becone overfunded in the
future; but that would not occur for many years. In that event, the
| egi sl ature could adopt statutory changes to allow for | ower
contribution rates.

5:09:51 PM
Page 17
PERS Payroll Contribution Trend & Forecast
[ Bar Graph showi ng percentages for: Enployer Past Service
Cost, Enpl oyer Normal Cost, Enployee Contribution, and Tot al
PERS Payroll Contribution, for the years 1983 through 2031.]
Senat or St edman overvi ewed this graph.
5:10:38 PM

Page 18
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TRS Payroll Contribution Trend & Forecast

[ Bar Graph showi ng percentages for: Enployer Past Service
Cost, Enpl oyer Normal Cost, Enployee Contribution, and Tot al
TRS Payroll Contribution, for the years 1983 t hrough 2031.]

Senat or Stedman told of the significant docunentation from Mercer
Consulting Inc. utilized in preparing these graphs. He comrented
that in addressing the enployer contribution rate, it is "easy to
forget” the enployee contribution rate.

5:11:17 PM

Page 17
PERS Payroll Contribution Trend & Forecast

Senat or St edman pointed out that the payroll contribution rate has
hi storically been |l ess than 20 percent until FY 05, when the rate
i ncreases to 35 percent then up to 60 percent in future years.

Page 18
TRS Payroll Contribution Trend & Forecast

Senator Stedman |listed the current calculated rate at approximately
42 percent under the latest actuarial study and is forecasted to
i ncrease to over 60 percent.

Senat or Stedman noted that the unfunded liability is denonstrated
as light blue bars on this graph. He asserted that these funds
shoul d not be redirected from goods and services, social services
and education needs. However, the funds are being diverted to this
expense. He gave this a dollar value of approximtely one half
billing dollars statewide in four years. The sooner the issue is
addressed and rectified, the better off the State would be.

5:13:13 PM

Co-Chair W/ ken asked how the proposed enployee contribution is
reflected in this graph.

Senat or St edman responded the proposed increase is not reflected on
this graph. He explained that the yellow bar representing enpl oyee
contribution would rise and the darker blue bar representing the
enpl oyee contri bution would shorten until the length of both bars
are equal

Senator Stedman indicated he would prepare another graph to

denonstrate i ncreased enpl oyee contributions that woul d show t hat
the total enployee and enpl oyer contribution would not increase,
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al t hough the percentage of each woul d change.

Co-Chair W]l ken asked if this change would |lower the total PERS
payrol |l contribution amount reflected on the graph.

Senat or Stedman answered it would not. This |egislation does not
address the unfunded liability to the plan. The intent is that once
this law is passed, the newly created board would nake
recommendations to the legislature on how to best address the
unfunded liability. Options include: paying off the liability
entirely; ignore the liability and allow the systemto eventually
drain of cash in several years; |lower the enployee contribution
rate and targeted rate and allow the liability to increase over
years, and; direct the pension board to reinvest for a higher rate
of return, which assunmes higher risk. The wunfunded pension
liability of approximately $5.7 billion is a separate issue than
that of normal cost. This discussion pertains to whether the
contribution rate should remain as it is or be changed. The cost of
health care is substantially higher currently than it was ten years
prior. The enployee contribution rate should be periodically
reviewed to determ ne whether it is appropriate.

Co-Chair WIken asked the wvalue of the proposed enployee
contribution rate increase on the State's general fund.

5:18: 47 PM

Co-Chair Green estimated the increase woul d generate approxi mately
$2.2 billion.

Senator Stedman calculated the increase at 3.32 percent of the
entire payroll.

5:20: 01 PM

Senat or Hof fman referenced the past service rate of 14.87 percent
for PERS and 28.02 percent for TRS necessary to fund the $5.7
billion liability. He asked if these percentages are fixed over
time until the liability is paid. He also noted the schedul es of
pages 17 and 18 denonstrate the liability would substantially
decline in the year 2028 and asked the year the liability would be
paid. At that tinme, he asked if the past service rate would be
elimnated fromthe enployers contri bution.

Senator Stedman replied that the past service cost does fluctuate
from year to year. |If substantial gains in the portfolio were
realized, the contribution rate would be "shorted" or "shall owed".
In years in which performance of the portfolio is less than the
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targeted rate. In determning the contribution rate, the actuary
averages any gain over the target 8.25 percent earnings rate over
fives years and averages in any |loss. Substantial profits are
anticipated for the followng year. Theoretically, once the
unfunded liability is paid, the past service rate would be zero.

5:22:52 PM

Senat or Hof f man asked the distribution of the $5.7 billion unfunded
liability between the PERS and TRS prograns.

Senator Stedman replied he would cal cul ate the anount. He estimated
the unfunded liability for PERS is $3.2 billion.

5:23:05 PM

Senator Hoffman surm sed it conceivable in the future that the
unfunded liability would be paid for one plan and an obligation
woul d remain for the other plan.

Senator Stedman agreed the repaynent for the plans would not be
identical. He furthered that nmenbers of the police and fire systens
are included in PERS, and benefits are calculated differently for
t hose nenbers.

Senat or Stedman al so pointed out differences of liability structure
for the various municipal enployers He pointed out that the PERS
system for one nmunicipality located in State Senate District Ais
actual Iy overfunded.

5:24:12 PM

Senat or Hof f man asked the percentage of the $5.7 billion liability
is the obligation of the State.

Senat or Stedman woul d cal cul ate the anount.

Senat or Stedman stressed the focus of this hearing is not the
unfunded Iliability. The unfunded liability is figured to the
comunity | evel

5:24:47 PM

Senator Hoffman regardless of the market performance, the
obligation currently is a finite anount of $5.7 billion. For

budget ary purposes, he asked why a fixed rate over tine was not
adopt ed.
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Senat or St edman expl ai ned the repaynent of the unfunded liability
is anortized over 25 years at 8.25 percent. Years of higher and
| ower returns would cause the actual anmount to fluctuate.

Senat or Hof fman understood that the amount is fluctuating and
therefore the actual date the unfunded liability would be paid
could not be determ ned.

Senator Stedman affirmed that not all factors could be predicted,
particularly future returns on the portfolio and future norna
costs. Al so, the actuary recal cul ates the past service cost of the
unfunded liability and that cost is re-anortized. Currently,
i ncreases to enployer contribution rates are limted, although the
rate is below the actuarial recomrended rate. One year from now,
the liability would be increased to $6.1 billion.

5:26:34 PM

Senator Hof fman contended this matter is before the Commttee
because of the unfunded liability. He questioned the proposal to
change from a defined benefits systemto a defined contributions
system when the "main thrust” should be stabilizing the situation
and addressing the shortfall.

5:27:41 PM

Senat or Stedman expressed intent to stabilize the systemfirst by
reconstituting the boards and establishing a better relationship
between the liabilities and the assets of the plan.

5:28:03 PM

Senator Hoffman cited the graphs on pages 17 and 18 show ng the
normal cost rate stable at approximately 20 percent. This
| egi sl ati on woul d nake enpl oyee and enpl oyer contributions equal,
which would decrease the State's obligation and increase the
enpl oyees' obligation. Addressing Senator Bunde's earlier comments
regardi ng taking noney from "enpl oyee's pockets", Senator Hoffnan
asserted this proposal would "be digging into enpl oyees' pensions."

Senator Stednman agreed that dividing the normal service cost
equal ly between the enployer and the enployee would inpact the
enpl oyees. However, he surm sed that when the initial system was
created, the health care situation was different.

5:29:47 PM

Senator Hoffman countered that increased health care costs that
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would result in increases to the normal service cost is not
reflected in these charts; but rather shows that the normal service
cost would remain at about 20 percent. |If health care costs would
continue to increase, the overall normal service cost should
i ncr ease.

Senat or St edman characterized the unchanged normal cost rate shown
on the graphs as a distortion. Al though the nornal cost rate has
been rel atively unchanged for current years, historically the rate
has experienced volatility and simlar volatility would be expected
in the future. The issue is whether to "freeze" enployee volatility
or fluctuate with market conditions.

5:32:15 PM

Senat or Hof f man opi ned the enpl oyee contribution rate should remain
frozen. Enpl oyee salaries are unchanged. The issue is how to renedy
the unfunded liability, not to "change the rest of the gane.”

5:33: 02 PM

Senat or Bunde renmarked the issue is a "philosophical call". The
Comm ttee has the choice between continuing the current practice
with the "mgjority of Al askans paying the cost"” or "asking”
beneficiaries to pay nore. The unfunded liability shown on the
graphs as light blue bars represents the "noney of all Al askans”
and subsequently noney that all Alaskans could utilize. If the
current practice were unchanged, the unfunded liability would
continue to increase.

5:34:30 PM

Senat or Stedman pointed out that the enployee contribution rate
woul d gradually increase and not be fifty percent of the norma
cost rate contribution for several years. Meanwhile, the liability
woul d continue to increase.

Senator Bunde clarified that if no changes were nade to the current
system the unfunded liability would continue to increase.

5:35: 07 PM

Senator Stedman replied that depending upon how much tine passes
before the matter is addressed the unfunded liability would
continue to increase. No "robust capital nmarkets" are antici pated
for the portfolio during the current fiscal year and enployer
contribution rates are not neeting actuarial recomendati ons.
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5:35:57 PM

Senat or Bunde understood that if substantial changes were nade, the
unfunded liability would continue to increase over tinme. If changes
were made, the unfunded liability would continue to increase over a
shorter period of tine.

5:36:31 PM

Senator Stedman affirmed if enployer rates were not increased the
unfunded liability would continue to increase. This liability would
redirect hundred of mllions of dollars in Al aska away from goods
and services. Minicipal officials have been witing letters to
| egi slators about the challenges |ocal governments are having
meeting other financial obligations.

5:37:13 PM

Senat or Bunde cal cul ated the potential enployer contribution rate
to the retirement systemin 20 years for enployees in the PERS pl an
woul d be fully one-third of the enployee's salary. The rate for TRS
enpl oyees would be substantially higher. He asked why the sane
scenario applied to TRS enployees is fifty percent.

Senator Stedman responded he would provide detailed information.
TRS enpl oyees are required fewer years of service and subsequently
the retirement systemis different. Al so, the TRS board has adopted
di fferent enpl oyer contribution rates.

5:39:42 PM

Senat or Bunde therefore surmsed that if a single board governed
the process the differences in adopted rates would "tend to | evel
out”, as one group woul d be maki ng deci sions based on the actuaria
dat a.

5:40: 06 PM

Senat or Stedman predicted that a conbined retirenment board woul d
likely result in one rate adopted for both PERS and TRS and t hat
the board would not recomend contribution rates below the
actuarial reconmendation for one plan and not the other.

5.:40:31 PM
Co-Chair WI ken expressed that the data contained on the charts of

pages 17 and 18 raise so nmany questions as to make one "al npbst
ill." He asked, "What the hell happened?" This situation could not
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have been predi cted.

Senat or Stedman explained that many years during the 1990s, the
liability of the fund was substantially underestimated, which
provided faulty data that was used in the decision naking process.
At the tinme the fund was said to be overfunded, it |likely was not
such. The current situation did not occur "overnight", no "perfect
storm occurred, and the investnent nmarket was not the primry
factor. The m scal culation of the liability was.

5:42:16 PM

Co-Chair G een asked the nunber of additional enployees that could
be hired if the liability did not exist. This liability would
redirect funds from classroons, teachers, supplies, etc. Fewer
enpl oyees could be hired in the future as a result of this
si tuation.

5:42:49 PM

Senat or Bunde cal cul ated the anmount of the liability could fund a
fifty percent increase in the nunber of teaching positions.

5:42:59 PM

Senat or Hof f man cal cul ated the past service rate, as denonstrated
on page 5, to be alnost three tinmes the anount of the debt and
significantly higher than the enployer normal service cost rate. He
understood inflation and rounding of figures are a factor.

5:44:21 PM

Senator Stedman infornmed that the actuary has provided a dollar
calculation utilizing a discount rate of 8.25 percent. If the
portfolio earns a higher rate over the next 25 years, the unfunded
liability would be less; likewise, if the portfolio earns |ess than
8.25 percent, the liability would be higher. The I|ikelihood of
earning |l ess than 8.25 percent is low. The value of the dollar over
time nust al so be considered. The issue is conpl ex.

5:47.:08 PM

Senator Hof fman noted that in sone years a past service cost was
i nposed, but rarely. He asked if this is a new concept intended to
separate past service costs fromnormal service costs.

Senator Stednman replied that in sonme years during the 1990s, the
fund had a potential surplus. He qualified that during this tineg,
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the figures msstated the liabilities. Once the liabilities were
restated and corrected, the unfunded liability portion increased
significantly. This unfortunately occurred at the sane tine as
"chal l enges” in the financial market.

5:48: 29 PM

Senator Hoffman <clarified that the past service costs are
m sl abel ed and are actual |y under-funded rates.

Co-Chair Geen asked if this "speaks to" the difficulty in
cal culating the funding status at exactly 100 percent needed for a
given year. To be cautious, the fund could be calculated at 103
percent before it is considered fully funded.

5:49:11 PM

Senat or Stedman indicated the ranges are under consideration as
wel | as other technical issues.

5:49:32 PM

Co- Chair Green announced further questions could be addressed at a
| ater tine.

5:49: 52 PM

GAYLE HARBO, Menber, Teacher Retirenent Board, recited her witten
testinmony into the record, which reads as foll ows.

| have been a resident of Al aska since 1957, nost of the tine
living in Fairbanks. | taught in Fairbanks for 25 years, nost
of the time at Lathrop Hi gh School and was the Chair of the
Mat h Dept. and Advanced Pl acenment Coordi nator for alnost 20
years. | am here as a nmenber of the Teacher Retirenent Board.
The joint boards thank Senator Stedman for his willingness to
tel econference with us on Friday Mar. 25. W are sorry that
hi s pl ans changed but since he could not tel econference hope
he and the Committee will read the verbatimtranscript of the
norni ng' s di scussion so they realize the debt of true concern
that each Board nenber has regarding all the bills, which
seriously inpact a retirenent system which has worked well
for 50 years. The only significant changes that have been nade
in recent years have been enhancenents of benefits due to
| egislation. The Joint Boards have sent letters to the
Legi sl ature these past two years asking that you not introduce
any bills, which enhance benefits and the Adm nistration has
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agreed to testify against these bills because all would
i ncrease the unfunded liability.

| am going to address three topics in ny remarks and will be
happy to answer any questions. If | don't know the answer |
will try to find out.

My first issue is the interaction of the three pension boards.
As you know the main work of the TRS and PERS boards is
listening to appeals of nenbers, reconmending enployer
contribution rates and adopting actuarial assunptions every
five years based on the recomendati ons of the comm ssion of
[the Departnent of] Admnistration and the actuary. ASPIB
manages and invests the contributions to the system The Joint
Board nenbers have great admration and respect for the way
ASPI B and the staff of [the Departnent of] Revenue, who work
with Gary Bader, invest and care for our funds. Over the past
ten years the funds have earned al nost 9% annual |y, at or near
t he assuned rate of our actuary. Earnings are not the problem
causing the unfunded liability.

This leads to ny second issue. The main driver of the decrease
in the funding ratio has been the rapid increase in health
care costs, a problemnot unique to Al aska. You have seen in
past presentations that wthout the inclusion of nmedical costs
the funding ratio is a respectable 91% for TRS and 120% f or
PERS. Health care costs have accounted for 50 % of the
enpl oyer contribution rate increases in past few years. The
Adm nistration can nake changes in the Health Care plan
wi thout |egislation. First, changes can be nade to the plan
for current tiers if they do not dimnish benefits, but are a
matter of choice or convenience. (An exanple would be
requi ring nenbers use hospitals, both in and out of Al aska,
whi ch are preferred providers so significant savings could be
negotiated - Providence in Anch is not a PP yet over 80 % of
retirees go there, the hospitals in Juneau and Sitka are owned
by their respective cities. They are not preferred providers
and there is Ilittle savings to the state.) Secondly,
significant changes can be nmade to the plan for enployees
hired after a specific date.

About 5 years ago the Joint Boards reconmended an education
programto encourage nenbers to use Ceneric Drugs. The nenbers
responded and now 42% of the drugs used are generic. Every
percent of brand nane drugs replaced by generics saves the
plan 1M (see Cct. '04 Newsbreak). The Health Care Conm ttee
has for several years recommended the state pilot a disease
ngt. programparticularly for diabetes, but we were told that
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the start up cost of $240,000 was too nmuch. In speaking with
other health plan adm nistrators who utilize disease ngt. |
have been told that the cost savings in the first years are
consi derabl e and would nore than recoup the start up costs.
M. Mke Hunphries, fromthe benefits division at the U of A
the NEA Health Trust and, perhaps M. Jarrell, our new trustee
from Bering Straits School District, indicate their plans
incorporate this element. For retirees this past year, 474
menbers had cl ainms of over $50,000 each and accounted for 53M
of the nedical expenses to the State plan. Surely di sease nyt
coul d have reduced sone of this cost. Other than the generic
drug canpai gn no substantive cost savings neasures have been
taken. The Health Care Committee has presented a |ist of
several cost savings neasures that we, and the entire Jt.
Board, would like to see initiated. The Boards can only
reconmend, however not inplenent. | feel we would not be at
this juncture, with drastic changes recomended to the system
if this Adm nistration and past Adm nistrations had held a
Forumw th enpl oyers, legislators, representatives of unions
and the Munici pal League and nedi cal professionals to discuss
methods of resolving these skyrocketing costs. W all

recogni ze the problem and would |ike to be part of the
solution, not adversaries. Senator Seaton has a bill regarding
generics and closed formularies. This does not have to be
| egi slated - the Adm ni strati on can nmake those changes now as
| ong as they do not dimnish benefits to the current tiers.

My third issue deals with the conmments by sone that the Boards
have not been responsible in recomending the enployer
contribution rate and with the awardi ng of the ad hoc PRPA
Wt TERS and the enployer rate, it is a recommendation, the
Adm ni stration can set the rate higher. The Boards act wth
information provided them by the Admnistration and the
actuary. In the early "90's the TRS Bd adopted a 12% enpl oyer
rate and to ensure stability for enployers for future
pl anning, they intended this rate be used for at |east 20
years. In 2000 and 2001, however, when setting the rates for
FY 02 and FY 03, Mercer, our actuary, reconmended rates as | ow
as 7.09% and 8.29% for those fiscal years. The TRS Bd did, in
those two years drop the rate to 11% had they not, the
enpl oyers nmay have been upset. In '"03 we set the rate at 16%
t hough the first notion was for 17% The contribution rate has
been higher - in FY 83 and '84 the conbined rate for state and
school district was close to 18% Wen | started teaching in
the '60's, enployee, enployer and the state each contri buted
7% The enployee population at the University that is not
under TRS, but wunder private accounts, has a match by the
enpl oyer of roughly two to one.
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The other issue of Ad Hoc PRPA' s apparently needs to be
clarified since you were given a paper dated Mar. 18 from
Mercer regarding the funding status due to plan changes,
nostly enhancenents through | egislation, and Ad Hoc PRPAs. As
you know the Boards reconmend Ad Hocs on the basis of
information provided by the actuary and the Conm ssioner of
Adm ni stration. The Boards have only nade recommendati ons when
the funds were healthy. No Ad Hoc has been recommended since
2003. Aretiree gets either the Ad Hoc or the automatic PRPA,
not both. In the past years when the Ad Hoc has been awarded
it only causes a snmall "blip" in the increase of the enpl oyer
contribution rate, probably |less than .06% The Mar. 18 letter
fails to indicate that probably 99% of the ad hoc cost
mentioned, resulted fromthe settlenent of a lawsuit in the
md '90's. The state lost the lawsuit and as a result had to
make all retirees whole, fromthe tine they retired, wt the
PRPA. The dollars paid out include not only past prpas but the
i nterest earned. Many individual retirees who had been retired
30 to 40 years received checks close to $10,000. The | awsuit,
as mny of you may renenber resulted because past
adm nistrations had not awarded a prpa when the fund was
"heal t hy".

The Mar. 18 letter also attributes nearly 1B of the increase
to the unfunded liability to benefit enhancenments by the
| egi sl ature. The Boards have said many tines that "tinkering"
with the tiers, once they have been established has not been
in the best interest of the funds and for sone of these
changes the actuary has not accurately predicted the rapid
rise in health care costs. In the assunptions adopted by the
Boards, the last tine in Dec. of 2000, Mercer had a Medical
assunption rate of 5.5% W now know was not a realistic
assunption. The Boards requested an Actuarial Audit in 2001
and the resulting report indicated that we should | ook at
Medi cal assunptions on an annual basis. You al so know that the
RI P prograns advocated by the Legislature in the early "90's
were to be cost neutral, but this past year Mercer indicated
they have had a negative affect on the funding ratio,
primarily because of escal ating Medical costs. Despite this
poor advice, if you examne Mercer's budget |ine itemover the
past few years, you will see there has been a 100% i ncrease in
their fees.

| thank you again for your tinme and hope you will carefully
consi der whether drastic neasures need to be taken at this
tine. We all agree there is a problemand we hope by working
together we can begin to solve it, but please do not burden
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future hires for the m stakes of others. Changes can be nade,
wi thout legislation, to control current and future costs.
Pl ease | et us work together to make Al aska continue to be the

pl ace young people will want to come to work, as you and |
once did.
6: 03: 59 PM

Senat or Stedman expressed that he did not know individual board
menbers when this process was undertaken and therefore this matter
is not a personality issue. He noted that currently two boards
address appeals and one addresses assets, but no board addresses
liabilities. Correcting this is not a nmatter of changi ng nenbers
serving on these boards, but rather changing the structure of the
process. To continue wthout a structural change would not be
prudent; rather the problem of "how we got here" nust be sol ved.
The next step is to address the underfunding issue. The goal is to
have the assets and liabilities bal anced.

Senat or Stedman determ ned that the ad hoc, PRPA issue has inpacted
the cost to enployers. The ad hoc conprised approximtely 1.5
percent of the entire 7.36 percent enployer contribution, whichis
"fairly small". The nobst significant issue is the assunption
changes that increased the liabilities; the second nost significant
factor is investnent experience and health care costs. Additional
information is available on the Internet [address not specified].

6: 06: 29 PM

Co-Chair WIken announced that M. Harbo taught two of his
children. He asked the definition of PRPA.

Ms. Harbo defined PRPA as: post retirenent pension adjustnent.

Co-Chair WIlken asked if this adjustnment was a retroactive
"surprise".

Ms. Harbo told of automati ¢ PRPAs and ad hoc PRPAs, which are tied
to the Consuner Price Index (CPl). Menbers could receive either one
or the other.

Co-Chair W/I ken asked the process of the PRPA
Ms. Harbo conpared this to the cost of l|iving adjustment (COLA)
applied for social security benefits, which is automatically

awarded. The State COLA is a ten percent increase paid to nenbers
residing in Al aska.
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6: 08: 26 PM

Co-Chair WIlken recalled the lawsuit of the 1990s. He told of a
friend who was a retired Alaska State Trooper and departnent
conmmi ssi oner who received a check for $340, 000.

Ms. Harbo disputed this, surmsing it must be related to a
different lawsuit. The highest paynment she knew of was between
$3, 000 and $4, 000. She received $25.

6:09:19 PM

Senat or Bunde referenced Ms. Harbo's testinmony to "legislative
initiative on early retirenent". He remarked that the early
retirement program was requested by school districts as a cost
reduction measure that would have no inpact on the retirenent
system

6:10: 03 PM
KERRY JARRELL, Certified Publ i c Account ant , Assi st ant
Superintendent, Bering Strait School District, and Teacher

Retirenment System Board Menber, read his witten testinony into the
record as follows.

Rhetoric in the press has described the current condition of
the retirenent systens as the "PERS/TRS neltdown". The
conbi ned conditions have been characterized in the SB 141
White Paper as the "perfect stornf. It is inportant to
understand that, contrary to the recent rhetoric, the factors
that led us to this point were not imrediate, not rapidly
devel oping, and do not represent a neltdown. | am not
suggesting that the issues are not real, but | am suggesting
that they need to be viewed in their proper context.

Retirement systens are |ike supertankers that respond slowy
to environnental conditions and corrective actions. The seeds
of the problens as well as the successes of the plans were
pl anted and nourished over the past twenty-five years. Wen
critics speak of the funding "crises" or "neltdown" of today,
they are actually |ooking twenty-five years into the future
and projecting what cunul atively will occur over that peri od.
Just as actuaries may have erred on many projections over the
past quarter of a century, current actuarial estimates will no
doubt m ss the mark over the next quarter of a century. M nor
changes in assunptions can cause enornous changes in the
funding status of the plans. Consider that a 2% change up or
down in the estimate of the rate of growh of health care
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woul d change the unfunded liability of the plans by over a
billion dollars.

Actuaries will be the first to admt that their projections
are far froman exact science. It is evident today that nmany
of the assunptions throughout the 1900's were incorrect.

Health care costs were growi ng nuch faster than we realized
for nearly a decade before actuarial assunptions were revised
around 2002. The retirenent plans that appeared fully funded
in the late 1900's were obviously under funded. Correcting
t hose assunptions in 2002 resulted in a nulti-year adjustnent

that startled everyone. Those adjustments did not reveal

m smanagenent of the assets by the ASPIB, the boards, or the
adm nistration. They sinply revealed that the state, its
muni ci palities, and its school districts had been underpayi ng
t he necessary contributions for health care to keep the system
heal thy. Had nore accurate rates been inposed earlier, the
unfunded Iliability would not sit on the books of the
retirenent systens, it would be reflected on the books of the
muni ci palities, boroughs, and school districts.

Il would Ilike to offer the following observations and
recommendations for the |l egislature to consider.

1. The major problemw th our retirenment plans is health care.
In the 1980s' and early 1990's health care was relatively nore
affordable than it is today. For the el even-year period from
1992 to 2003, 69% of the increase in unfunded liabilities,
anounting to roughly $3.7 billion, came from excess increases
in health care costs. | use the term "excess" to nean that
health care costs were $3.7 billion nore than the plan
benchrmark or estimate for that period. If it weren't for that
$3.7 billion deficit, we would not be here today and there
woul d be no di scussion of overhauling the retirenent system

2. The retirenent super tanker has devel oped several |eaks. By
| eaks, | nean benefits have been provided that have not been
funded or calculated into the contribution rates. These | eaks
mandat e paynments greater than the plan ever intended. For
exanple, there is no correlation between the earnings and
contributions of part-tinme local public officials and the
eventual benefits provided to those individuals. Under current
provi sions, a school board nenber or council nenber earns and
pays little into the system but they receive free nedica
coverage at 55 or 60. Their contribution to the retirenent
systemcoul d be as | ow as $1,000 over their entire career, yet
they could receive alnost unlimted nedical for themand their
dependents for up to a generation.
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Additionally, many schenes have been used by enployees to
boost eligible salaries in the final years of enploynent.
Consequently, salary rates are often considerably higher than
they should be. Term nation bonuses have recently been
identified in the press, but service credits, overtine, final
year pay increases, etc. can produce large increases in
benefits w thout reasonable contributions to the systens to
of fset them These practices create unfunded liabilities.

One of the nost overlooked | eaks in the super tanker is nmasked
in the benefit fornmula itself. Using the high three years for
benefit cal cul ation produces built in |losses for the system
This piece of the fornula, which has been considered sacred
until now, consistently created an unfunded liability for
every single participant.

3. Miuch has been spoken about reducing the risk to the
enpl oyers by noving to defined contribution plans. Wile the
change to a defined contribution plan may limt the exposure
for local and state governnents, any plan that underm nes the
retirement security of public enployees will eventually drive
good people from public service. Retirenent plans, by their
very nature, are structured to protect enployees, not to take
advantage of them A blended approach that gradually
introduces the concept wll spread risk equally anong
enpl oyers, the state, and enpl oyees.

Recommendat i ons:

1. Imediate changes need to be made to the health plan in
order to maxim ze savings in every area possible. Aggressive
steps should be taken to initiate preferred provider networks.
Preferred prescription providers and the use of generic drugs
shoul d becone mandatory under the plan. |ncreasing co-paynents
for drugs and services would spread the cost of services anong
beneficiaries and the plan. D sease managenent and | arge case
managenent have been extrenely beneficial in reducing
unnecessary procedures and limting hospital stays. | have
personally admnistered a large self-funded plan for out
school district for the past ten years. W have successfully
i npl emented all of these procedures and realized considerabl e
savings fromthem The PERS/ TRS Health Plan is |arge enough to
wield considerable influence in negotiating savings wth
servi ce providers.

2. Inplenment the changes in health care access that were
reconmended in the PERS & TRS Tier Proposals. These included
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limting entry into the systemuntil beneficiaries reach the
age of 65 and assessing prem uns based on years of service.
Limting access to health care for part tine elected officials
woul d al so help relieve the unfunded liability.

3. Stop the | eaks caused by unfunded benefits. Any provision
in the current statutes that drains fromthe system shoul d be
identified and corrected. Mike the necessary changes to
statutes that currently all ow suppl enental earnings to boost
t he wage base for retirenment cal cul ations.

4. Amend the fornmula for retirement benefits to create a nore
reasonabl e base period for eligible salaries. A mninmmof ten
years of earnings should be used for benefit calculation
purposes. This will dilute the effects of any |large payouts in
the final years of enploynment and wll help ensure the
benefits nore evenly match contri butions.

5. Take a very conservative approach in inplenenting el enents
of a defined contribution plan. The D vision of Retirenment and
Benefits has offered PERS and TRS Tier Proposals that
incorporate a defined contribution plan that is nore gradual
It provides significantly nore protection for the State and
the enpl oyer without totally abolishing the benefits of the
current plan. The plans are healthy in terns of their ability
to pay pension benefits. In spite of all of the bear market,
low interest rates, |egislative changes, etc., the pension
portion of the plans were well funded and were in the top ten
percent of state retirenment systens as neasured by one of the
top pension experts, WIshire Research. The success of that
portion of the plans should be preserved to the extent
possi bl e.

The plans have served the State and its residents well for
many years and can continue to do so in the future. Rather
than dismantling the plan, we urge you to consider a
conbi nati on of m d-course corrections and prospective changes.

We thank you for the opportunity to address these issues. |
woul d be happy to answer any questions fromthe Conmttee.

6:19: 07 PM
Senat or Bunde understood the wi tness' three recommendati ons and t he
prem se that if the retirenent plan were changed, enploynent woul d

be "less attractive" to potential enployees. However, the
recommendati ons woul d al so nake the plan less attracti ve.
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M. Jarrell replied that the gradual shift to a defined
contribution or hybrid plan, as considered by the boards, could be
done responsibly without "driving people out of the plan". The
reconmendati ons for changes to the health care benefits would not
conprom se the quality of the health plan, but rater force the
adm nistrators to be aggressive in delivering a nore efficient
product. Hi's proposed changes to the "leaks" in the systemrelate
to "abuses".

Senat or Bunde countered that activities considered abuses could
al so be considered i ncentives.

M. Jarrell acquiesced.

Senat or Bunde understood the wi tness' assertion that inplenenting
changes slowy would not "drive people out." The end result is the
sane. He commented, "In many cases, reality changes and the people
who are in the newreality probably make their judgnents based on
that information and not on what soneone did or had available to
them 15 to 20 years ago."

6:21:12 PM

Senator Stedman noted the wtness' reference to a docunent
characterizing the situation as a "perfect storni. He requested the
source of this docunent.

6:21:37 PM
Senat or St edman nade the fol |l owi ng statenent.

Through all the presentations and talk here we' ve always
recogni zed that there is no issue of solvency in the plan
i mredi ately, [be]cause we've got $11.9 billion in assets. So
we have a substantial anpbunt of assets sit there and the
benefit payments |ast year were $826 nillion. So we could run
for years.

So we're not saying the house is crunbling. But the issue here
at this table is "we're responsible for appropriating capita
in the State.” And we were hoping that the boards woul d cone
back with recomrendations: new tier structures, help us with
[the] unfunded issue, cost containnents. They did nothing.
Not hi ng. You guys wouldn't be here if we weren't working on
Senate Bill 141. The reason we are is because the boards
didn't come to the table.

W're not going to sit here-at least I'm not going to sit
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here-for the next three years we're going to have anot her $370
mllion statewide of capital to neet these obligations
redirected. These are huge nunbers. And we certainly can't sit
here and let the liability continue to grow.

" msure that when the actuary conmes in and sits down in that
seat that you happen to be in, I"'msure it's going to get a
little warm W need the nobst accurate projections we can get
and then we'll deal wth whatever the nunbers are, set the
policy through a good public process and nove forward. But we
can't do nothing. We can't wait for non-responsive boards to
come to the table with sol utions.

So we | ooked at the tier proposals that the board revi ened.
Went back read the m nutes, tal ked about the hybrid plan pros
and cons, defined benefit plan pros and cons, defined
contribution plan. W decided that the defined benefit plan
that we currently have, the risk levels are too high for us to
deal with. So that cones back to the two alternatives that the
boards reviewed: the hybrid plan and the defined contribution
pl an. We decided to go forward with the defined contribution
plan. | would grant you that the hybrid plan has sone risk
aversion factors in it for the enployee, just because it has a
defined benefit portion; and then the enployer takes
responsibility.

In the private nmarketplace, private enterprise, you can't get
a plan like the state of Alaska has. [One] doesn't exist.
You'd go broke. W need to cone sonmewhere fromwhere we're at
and still stay conpetitive, still stay attractive as an
enpl oyer, still be able to go out and conpete in the Northwest
for teachers and retain the people we have with whatever plan
we conme out wth today.

If we |ook at the proposals from the actuary, and granted
there's probably [indiscernible] and he's probably, hopefully
he's close. But under TRS, he's tal king about a 41.7 percent
contribution rate. The health care portion's, excuse ne, the
health care portion's eight. So if we just took that off, we'd
be roughly putting 35 percent into a defined contribution
pl an. We'd have people stacked up fromhere all the way down
to the shorefront for the job. Those are huge, huge nunbers.
So it's not that the defined contribution plan is sone
inferior product that can't attract and retain enpl oyees, and
it's only a defined benefit plan, it's the level of the two
benefits they produce.

W' re going to sit here and | ook at tier three and we're going
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to try to keep the State and the schools conpetitive. Quite
frankly, if I was a new enpl oyee and | knew the enpl oyer was
going to be paying 42 percent of ny base salary to a benefit
package, 1'd say "hey, why don't you give nme 30 percent of
that for ny pension, ny retirement plan, put it into nmy own
i ndi vi dual account and the rest to nedical.” I'd be out of
here in 20 years as a fat cat. These are phenonenal nunbers.

| ama little inpatient, and again it's the structure of the
boards and how they interrelate versus the people on the
boards. But we've got a serious issue here. Going forward and
doing nothing is not an option. At |east not with nme. You know
I'"m not going to sit here and reallocate $370 million in
capital and just think everything is going honky dory.

| recognize your comrents. | |ike your comments about cost
cont ai nment because | think when we |ook at, not only the
current three theirs there is what sone of us would call as an
abuse. Sonme would call an abuse; sone would call it a benefit.
Some of those benefits are protected by the Constitution and
we can't deal wwth them But there is sone cost contai nment
issues that we need to look at and we need help from the
board, whether it's TRS and PERS or it's a new board to do
those things. Also we need to have cost contai nnent issues
even on the new tier going forward.

So cost containnments are an i ssue and funding the underfunded
position $5.7 billion of sonme magnitude has to be addressed.
The do nothing strategy doesn't work and I will agree wth you
that they're all estimtes and when you forecast out 25 years,
it's alot nore accurate to forecast out five. And it's easier
for us to work in the shorter tinme horizon. Assunptions
change, returns change, but it's so far out of whack now t hat
we have to do sonething. If we don't we're, in nmy opinion

negl ecting responsibility that the citizens put us here to
make tough deci sions.

| want to treat the enployees fairly and | certainly don't
want to have the state of Alaska or the school systemin a
conpetitive disadvantage for enploynent or retention. That was
a first issue on the table when we sat down: what are we goi ng
to put together; we've got to neet those two goals. W'll sit
here in the coupl e days.

We're going to tal k about contribution rates. W' ve tal ked a
little bit about it today and you can see there's not hundred
percent agreenent, just on the nornmal service cost. But
eventually we're going to get into tal king about how nuch
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should we contribute if we have a hundred percent defined
contribution plan. Should it be 11.25? Should it be 15? Shoul d
it be 20? Should it be 5? You know, we're using 11.25 as a
starting mark. | think that's pretty close and I'mcertainly
not casting concrete on it. I'mgoing to work that nunber out
and look at the effect on the enployee of the health care
costs that they're going to have to pay when they retire under
the new plan, to nake sure that there isn't a burden shift.

It's a dynam c working process and | do appreciate your com ng
forward and testifying and pointing out sone of the issues.

6: 30: 08 PM

Co-Chair Green expressed that sone points nentioned by the w tness
shoul d be incorporated into the |egislation.

6: 30: 41 PM

M. Jarrell assured his intent is not that the |egislature do
nothing. He did not join the board until after it rejected the tier
proposals. He is on record in support of those proposals. A board
menber who was serving at the tinme the proposals were under
consi deration would be at future Conmttee hearing to speak to the
boards actions. M. Jarrell assured that his "head is not in the
sand on this issue.” However, throughout the 1990s the boards
assuned the actuari al assunptions were correct and acted
accordingly. It has now been stated those assunptions were not
correct. The new assunptions could not be proven correct until 25
years has passed and t he experiences have occurred. He encouraged
changes to the current system but warned they nust be nade slowy
and careful ly.

6: 32: 22 PM

Senat or Stedman reported he and others have been working on this
issue for about a year and have given the matter significant
consi derations. He was pleased the witness was not serving on the
board at the time the tier proposals were under consideration and
during the time that the legislature was | ooking to the boards for
suggestions. He apol ogi zed for his assertions that the w tness was
responsi bl e and suggested the comrents shoul d have been directed to
anot her board nenber.

Senator Stedman then referenced the witness' testinony on the
funding ratio of the health care versus pension. He pointed out
that the assets were "used twice". He surmsed that the witness, as
an accountant, would agree that the assets could not be spent
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tw ce.
M. Jarrell replied he would review the information.

Senator Stedman furthered that the actuaries have done this,
despite the legislature directing other w se.

6: 33: 29 PM

Senat or Hof f man comment ed that Senator Stednman the prinme presenters
of this legislation have clained to be "here to listen" and
requested input. This is what the witness has done, and shoul d not
be criticized for doing so. Senator Hoffrman surm sed the current
| anguage of SB 141 would be anended, and therefore the extended
hearings are intended to hear comments and recomendati ons. Those
suggestions should be taken and incorporated into a final plan
There are many different ways to solve this problemto nmake the
retirement plan sol vent.

Senat or Hof fman continued that the underlying goal is to ensure
that enployees could be attracted and retained. He referenced
Senator Stedman's statenment that the enployer contribution of 41.7
percent should have enployees "lining up at the door". Senator
Hof f man countered that if the full anpunt of these contributions
were made directly to the enployees' benefit, this could be the
case; however, 28 percent is utilized to repay past service rates.
The rates are high, but would not entirely benefit enpl oyees.

Senat or Hof fman noted M. Jarrell attested that problens do exist
with the current system Senator Hoffman exanpled an enployee
wor ki ng for an annual salary of $18,000 until the final three years
before retirenent at which tinme, the enpl oyee secures a position at
$90, 000 per vyear, and subsequently collects a higher pension
paynent. This creates an inbalance to the system He agreed this
shoul d be addressed and the system shoul d be restructured; however,
this |l egislation "goes way, way beyond just structural changes.”

6: 36: 04 PM

KEVI N Rl TCHEE, Executive Director, Al aska Minicipal League, rel ayed
that the League had a neeting with school district officials and
muni ci pal officials on this matter. The parties appreciated that
t he annual enpl oyee increases would be no nore than 0.5 percent. It
is likely fair to increase enpl oyee contributions. Bargaining units
could address this issue, as well as any offset to the increased
deductions from enpl oyees' sal ari es.

6:37:16 PM
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Co- Chair Green expressed frustration that nunicipality and schoo
district officials have "rallied" and pled for the legislature to
fund the PERS and TRS increases for their jurisdictions. The anount
necessary to fully fund the system is much nore than the State
could afford. Capital funding should be available for constructing
new school s, bridges and other capital projects.

6:38:46 PM

JOHN ALCANTRA, Government Rel ations Director, National Education
Associ ati on, Al aska, testified to the reference to the
Association's newsletter, The NEAA Activist, which is distributed
to over 12,000 nenbers. The recent edition, Senator Bunde had
cited, was printed on March 15, and is now reaching its readership.
SB 141 was introduced on March 14 and contai ns | anguage on page 7
to provide an increased nenber contribution rate "not to exceed
five percent” annually, as opposed to the currently di scussed one-
half percent. Therefore, the article speaks to the original
| anguage. Senator Stednman and staff have met with the Association
several tinmes and have been helpful in addressing concerns.
Al t hough Senator Stednan has stated for the record intent that the
annual enpl oyee contribution increase would be one-half percent,
the original I|anguage, providing for a five percent increase,
remains in the bill

6:40:41 PM

Co-Chair Geen remarked that the witness' coments do not speak to
the inaccuracy of the article.

#

ADJ CQURNIVENT

Co-Chair Green adjourned the neeting at 06:41 PM
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