M NUTES
SENATE FI NANCE COWM TTEE
April 2, 2005
10: 16 a. m

CALL TO ORDER

Co-Chair Green convened the neeting at approximately 10:16: 04 AM

PRESENT

Senator Lyda Green, Co-Chair
Senator Gary W1 ken, Co-Chair
Senat or Con Bunde, Vice-Chair
Senator Bert Stedman

Senat or Lyman Hof f man

Senat or Donny d son

Senat or Fred Dyson

Al so Attending: KEVIN RITCH E, Executive D rector, Al aska
Muni ci pal League; TRACI CARPENTER, Staff to Co-Chair Geen; MELAN E
M LLHORN, Director, D vision of Retirenent and Benefits, Departnent
of Adm ni stration; KATHY LEA, Retirenent Manager, Health Benefits
Section, Division of Retirement and Benefits, Departnent of
Adm ni stration; KEVIN BROOKS, Deputy Conmm ssioner, Departnent of
Admi ni stration;

Attending via Tel econference: From Fairbanks: LESLIE TEDERS,
University of Al aska enployee, and, President, H gher Education
Crafts and Trades;

SUMVARY | NFORVATI ON

SB 141- PUBLI C EMPLOYEE/ TEACHER RETI REMENT/ BOARDS

The Committee heard from nenbers of the public and di scussed the
proposed Heal t h Rei nbursenent Arrangenent program conversion from
the Defined Benefits plan to a Defined Contribution plan for
exi sting enpl oyees and Containing Liability in Qur Current System
The bill was held in Commttee.

#SB 141

10:16:17 AM
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SENATE BI LL NO 141

"An Act relating to the teachers' and public enployees’

retirement systenms and creating defined contribution and
heal th reinbursenent 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 Managenent Board to replace the A aska State
Pension Investnent Board, the Al aska Teachers' Retirenent
Board, and the Public Enployees' Retirenent Board; adding
appeal s of the decisions of the adm nistrator of the teachers

and public enployees' retirenment systens to the jurisdiction
of the office of admnistrative hearings; and providing for an
effective date."

This bill had been previously heard in the Senate Finance
Commi ttee.

Co-Chair WI ken noved for adoption of CS SB 141, 24-LS0637\F, as a
wor ki ng docunent .

There was no objection and the commttee substitute was ADOPTED
Co-Chair Green noted this conmttee substitute includes changes
di scussed at previous hearings. This is the version to which
anmendnents woul d be taken

10:18: 25 AM

KEVIN RITCH E, Executive Director, Al aska Minicipal League,
testified that the League formed a focus group approxi mtely one
year prior conprised of school board nenbers, elected officials,
busi ness | eaders and others to address the issue wth nunicipa
| eaders. He spoke to the task of educating these people on this
issue. In general, the League supports the direction of this
| egi sl ati on; however because a proposal has not been finalized, the
League could not vyet endorse it. He supported the defined
contribution concept, surmsing it is a way to ensure stabilization
of future costs.

M. Ritchie attributed health benefits as a key problemw th the
system s unfunded liability. He informed that retirees incur 75
percent of health care costs before they reach the age of 65. The
solution is to limt access for those who are not actually paying
toward the cost of this benefit.

M. Rtchie spoke to two proposed conceptual amendnents included in
a letter provided by the League [copy on file]. He stated that it
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is not widely known that the Public Enployees Retirenent System
(PERS) and the Teachers Retirenent System (TRS) are not strictly a
State of Al aska program but rather that nunicipalities and schoo

districts conprise a significant portion of the program This fact
has never been structurally tied into the operation of the PERS TRS
system Wile this has allowed the nunicipalities and school

districts to not be found at fault for the unfunded liability
situation, these l|ocal governnents nust becone involved in the
future operation. He suggested that one or two seats be added to
t he proposed oversi ght board and be designated for municipal and
school board representatives. He further suggested that school

boards could submt three nom nees to the governor for appointnent
to one of the designated seats.

M. R tchie gave another recomendation that a structural system be
created to secure an actuarial analysis of the inpacts of any
proposed changes in benefits. This would all ow enployers to nake
informed recomrendations on those proposed changes. Benefits
provided to existing PERS/ TRS nmenbers can never be reduced. The
current process allows the costs of any changes to be reflected in
fiscal notes, which does not allow adequate tine for the inpacts to
be anal yzed.

10: 25: 34 AM

Co-Chair Geen asked if the rates were "blended between
muni ci palities" in any way or if the rates were set "per entity".

10: 25: 46 AM

M. R tchie explained the blended rate, or normal rate, that is
assessed. |If the anpbunt of that rate is insufficient to cover the
unfunded liability of a | ocal governnment, a past unfunded liability
rate is added for that community.

10: 26: 10 AM

M. Ritchie reported on analysis done the previous year on the
financial i1npact of changing benefits provided for public safety
enpl oyees. The actuaries never tested their data w th enpl oyers and
as a result, a nunber of nmunicipal governnments disputed the
findi ngs based on actual experience. A process allow ng for better
revi ew should be inplenented for future anal yses.

10: 27: 14 AM

M. Ritchie reenphasized the "critical nature"” of providing at
| east two years of assistance fromthe State to nmunicipalities and
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school districts to offset the five percent increase to PERS rates
that would be incurred regardless of actions taken on this
| egi slation. Approximately 75 percent of nunicipalities' budgets
are paid in salaries. A five percent increase to the retirenent
system is therefore significant. In addition, fuel costs and
insurance rates are increasing and inpacting budgets. Local
governments could not increase property taxes sufficiently to
of fset these increased costs.

10: 29: 00 AM

Senat or Stedman  understood M. Ritchie's coments about
representation of school districts and nunicipalities on the
proposed board. Senator Stednman was anenable to consider changes
the current proposed structure, as his concern was for adequate
representation for both PERS and TRS i ssues. However, the State has
bears nost of the burden for funding the systens. Local governnents
comonly seek funding fromthe State to offset their shortfalls.

10: 30: 10 AM

Co-Chair Green remarked that a conmttee with many nenbers woul d
become unwieldy. Her intention is to frame the proposed board
simlar to the Al aska Pernmanent Fund Board of Trustees with regard
to expertise and objectivity. Potential for conflict exists between
t he beneficiary and payer.

10: 30: 53 AM

Senator Stednman identified the priority in sufficient involvenent
with the actuary and in inplenmenting necessary statutory changes in
a tinely manner. These issues would be likely addressed in the
following | egislative session. He noted that the FY 04 fiscal note
funding PERS and TRS increases denonstrated significant cost
fluctuation.

10: 31: 48 AM

Co-Chair WIken appreciated the witness's involvenent in this
i ssue. Co-Chair WIlken asked if M. Ritchie would be anenable to
changing the provision in Section 42 relating to the powers and
duties of the proposed board and the required 90-day conment period
bef ore changes to the system could be nmade. Co-Chair WI ken noted
that a proposed change presented on the first day of a legislative
session could not be acted upon until near the conpletion of the
121-day session. He suggested a 60-day coment period, given the
length of tinme required for legislation to conplete the |egislative
process.
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10: 32: 39 AM

M. Ritchie was agreeable to such a change.

10: 32: 41 AM

Co-Chair Green pointed out that the cost of the election process is
approxi mately $100, 000, which is excessive. Qher methods woul d be
better than an election. The Legislature has "observed wth
di spl easure" the appoi ntees nade by the governor.

10: 33: 34 AM

M. Ritchie qualified he was not suggesting an el ection process.
This would not be fiscally beneficial for enployers. A structural
connection with managenent woul d have an advantage. Although the
costs are primarily and ultimately born by the State, nunicipa
governnents nust account for these expenses in the issuance of bond
debt .

10: 34: 19 AM

LESLI E TEDERS, University of Alaska enployee, and, President,
Hi gher Education Crafts and Trades, testified via tel econference
from Fai rbanks, that although this legislation would not directly
affect University enployees, the nenbers of the organization are
t axpayers. He expressed concern that this proposal punishes
enpl oyees who are not at fault for the current situation. A defined
contribution systemwould make retirement uncertain. Studies show
that nost 401K plan nenbers are not financially educated and
therefore select the investnent options with the |east risk, which
results in a large segnent not prepared for retirenment. O her
options are available for future consideration.

10: 37: 00 AM

TRACI CARPENTER, Staff to Co-Chair Geen gave a presentation
utilizing a handout titled, "Retirement Security Act, SB 141,
Di scussi on Topic: Health Rei nbursenent Arrangenent, April 2, 2005"
[copy on file].

10: 37: 45 AM

Page 2
What is a Heal th Rei mbursenent Arrangenent?

* Reinburses enployees for qualified nedical expenses
during retirenment years
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I ntended as a suppl enment for medical expenses or a bridge
between "early" retirenent and Medi care

Enpl oyer paid group (or pool ed) fund
Funds accumul ate over working lifetine of enpl oyee
Tax-free to enpl oyer and enpl oyee

Enpl oyer-determ ned flexi ble plan design (Contri butions,
covered expenses, term nation provisions)

Ms. Carpenter overviewed these itens.

10:

38: 50 AM

Page 3
Al aska pl an-specific design

Enpl oyer contributes 1% of the average enployer group

conpensation -- naxi mum $500
Annual paynent on behalf of each active enployee into
group fund

Contributions recorded to individual account bal ances
(al so tracked by enpl oyer)
Fund managed by Al aska Retirenent Managenent Board (ARVB)

Interest credited annually to individual accounts, rate
determ ned by ARMB

Ms. Carpenter read the proposed components into the record.

Co-Chair Green noted the maxi nrum contri buti on of $500 woul d be an

annual

anount .

Ms. Carpenter affirmed.

10: 39: 37 AM

Page 4
Al aska pl an-specific design continued

SFC- 05

Total Reinbursenents limted to nenber's individua
account bal ance until exhausted
Term nat ed enpl oyees forfeit rights to individual account
0 Individual account reinstated if person returns to
work within 5 years
o Account bal ance restored as of date of term nation
(accrues no additional interest)
Enpl oyer may use surplus funds held in the trust for
future credit to individual enployee accounts
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Ms. Carpenter noted that SB 141 currently provides that an enpl oyee
must return to enploynment with the sanme enployer. However, if an
enpl oyee returns to work for a different enployer that participates
in the PERS/ TRS program the years of initial service are credited,
al though the account balance is not restored. She suggested the
Comm ttee discuss whether to provide the same benefits to an
enpl oyee who returns to a different enployer that al so participates
i n PERS/ TRS

10: 40: 59 AM

Co- Chair Green exanpled an enpl oyee of a nunicipality who accepts
future enploynment with the State.

Ms. Carpenter relayed discussions on this matter. At issue is the
intention that surplus funds would be held in trust and avail abl e
for the enployer to apply towards future debt. This could be
problematic if former enployees were allowed to reinstate their
initial account balance with a different participating enployer.

10:42: 09 AM

Co-Chair W/ ken asked the definition of "term nated" as it rel ates
to this topic.

Ms. Carpenter defined termination in this context as ending
enpl oynent for any reason, including retirenent or taking a
position with a different enployer.

Co-Chair WIken clarified this includes both voluntary and
i nvol untary separation

Ms. Carpenter affirmed.

10:42: 47 AM

Ms. Carpenter continued outlining the final itemon Page 4.

10:43:18 AM

Page 5
Who is eligible for reinbursenents?
e Menbers of the DC plan who neet the age and/or service
requi renents for medical benefits under AS 14.25.480 or

AS 39. 35. 880
o 25 years of service for peace
officers/firefighters; 30 years of service al
ot hers; OR
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0 age 65 and have at |east 10 years of service
e Surviving spouse of an eligible nmenber

» Dependent children of an eligible nmenber if both the
menber and surviving spouse have di ed

Ms. Carpenter pointed out that the | anguage of the current version
of SB 141, Version "F', inadvertently omtted | anguage relating to
dependant eligibility. This error would be corrected

10:44:16 AM

Senator Hof fman, returning to informati on on Page 4, asked if the
i ndi vi dual account bal ance of a term nated enpl oyee woul d be held
in trust until that former enployee reaches age 65 and does not
return to enploynent. He asked if at that tine, the enployer could
access those funds.

10: 44: 55 AM

Ms. Carpenter affirnmed and explained the provision relating to
access to the fund by fornmer enpl oyees, which she indicated should
be correct ed.

10:45:17 AM

Page 6
Benefits Payabl e
e Mnthly premiuns for a major medical plan (participation
in State's retiree nedical plan is not required)

e Qualified nmedical expenses under 26 U. S.C. 213(d) of
o An eligible nmenber, nenber's spouse and dependent
chil dren
o A surviving spouse of a qualified nenber and the
menber's dependent children if dependent on the
survi ving spouse

Ms. Carpenter stated that further clarification is needed on the
requi renent of participation in a major nedical plan.

10: 46: 13 AM

Ms. Carpenter continued outlining the itens on Page 6.

10:46: 37 AM

Co-Chair Green asked for an exanple of a procedure that would be
eligible for reinbursement from the Health Rei nbursenment Account
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(HRA)

10:47: 03 AM

Ms. Carpenter replied the eligible procedures are conparable to
those eligible for reinbursenent through the existing Health Care
Rei mbur senment Account (HCRA), a flexible savings account avail abl e
to active enpl oyees. Medical expenses accrued by a participating
enpl oyee coul d be reinbursed fromthe enpl oyee's HCRA account.

Co-Chair G een asked whether co-paynents required under a major
medi cal plan woul d be eligible.

Ms. Carpenter affirmed those plus annual deductible paynents
qualify for HRCA reinbursenent. She explained the application
process, noting the HRA process would likely be simlar.

Co-Chair Geen asked if a qualifying retiree would have to actively
seek reinbursenents fromthe proposed HRA account.

Ms. Carpenter affirmed, unless the D vision of Retirenment and
Benefits nade ot her arrangenents.

10:48: 29 AM

Page 7
Proj ected individual account bal ances
* HRAis a retention tool as it clearly favors longevity

[ Spr eadsheet depicting the Projected HRA Account Bal ances for
10, 15, 20, 25, and 30 years of services at 8.25%interest and
6% interest rates and with the follow ng contributions: SB 141
1% $500 cap, and, 1% 1.5% 2% 2.5%and 3.5% w th no cap.

Hi ghl i ghted anmounts are as foll ows.
Interest: 8.25%
Year 2026, 20 years of service, 2% no cap = $49, 261
Year 2036, 30 years of service, 1% $500 cap = $56, 465
Year 2036, 30 years of service, 1.5%no cap = $103, 884

Year 2036, 30 years of service, 3.5%no cap $242, 397
Interest: 6.00%

Year 2026, 20 years of service, 2.5%no cap = $48, 979
Year 2036, 30 years of service, 1% $500 cap = $37, 762

Year 2036, 30 years of service, 2% no cap = $96, 741
Year 2036, 30 years of service, 3.5%no cap = $169, 296
A notation reads as foll ows.
O her assunptions: FY 06, beginning salary $35, 000
Salary inflation 5.5%first 5 years; 4% thereafter
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Proj ected Anchorage CPl (1.8017%to 4.8859% ]

Ms. Carpenter outlined the benefit anounts listed in five-year
i ncrements.

10: 49: 46 AM

Page 8
Spend down scenari 0s

» Exanple 1. age 65, 30 yrs service, 10% contribution

[ Spr eadsheet depicting the balance of a retiree's account for
each year between the ages of 65 and 86 with rei nbursenents,
or deductions, nade for Annual Health Prem um estimtes,
Annual Deducti bl es of $500 and Annual Interest Credited. This
data assunmes the account s not accessed before the
partici pant reaches the age of 65 and utilizes the begi nning
bal ance of $56, 465 received froma 1%contribution rate with a
$500 annual cap as shown on Page 7.
Not ations read as foll ows

Li f e expectancy*: Mal es = 16.3 yrs

Females = 17.9 yrs

*Source: National Vital Statistics Reports, Vol. 51,

No. 3, Decenber 19, 2002, p. 29. The tables used are for

all races based on year 2000 data. ]

Ms. Carpenter overviewed this information in relation to the
i nformati on on Page 7.

10:51: 01 AM

Senator Stedman noted that the current proposal would provide for a
1.5 percent contribution rate with a $500 annual maxi num O her
options are available due to an additional two percent that is
avai |l abl e, including increasing the contribution to the HRA to two
percent with no cap, or increasing the contribution rate to the
retirement account by two percent fromthe current proposed 8.25
percent, or smaller increases to both the HRA and retirenent
accounts.

Senat or Stednan asked whether reinbursenents made from the HRA
woul d be taxable at the tinme of w thdrawal .

Ms. Carpenter answered these funds would not be subject to
t axati on.

Senator Stedman clarified the nonies woul d be tax- free.
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Ms. Carpenter affirned.

Senator Stedman asked if funds drawn fromthe retirenent account
woul d be taxable at the tine of receipt.

Ms. Carpenter replied these nonies would be subject to taxation.
Senat or Stedman concl uded the matter of increasing contribution to
t he HRA shoul d be considered, as it could be nore beneficial to the
enpl oyee. This could provide a significant tax savings to
enpl oyees.

10: 53: 48 AM

Senat or Bunde asked whether funds in a participant's HRA coul d be
accessed between the age the enployee retires and age 65.

Ms. Carpenter replied that the funds would be available to a
retired enployee if that nenber satisfied the years of service
requirenent.

Senat or Bunde comment ed t he dependency of enpl oyees retiring before
the age of 65 on the HRA to cover health insurance prem uns unti

t hey becone eligible to receive Medicare benefits. Health insurance
prem uns have increased significantly in the past ten years and
would likely continue to increase. He asked if these projected
i ncreases have been cal cul ated and whether the HRA account would
provi de sufficient funding for this period.

10: 55: 25 AM

Ms. Carpenter responded such cal cul ati ons have been nmade and are
presented on Page 11. The annual health premiumrepresented in the
data is the current premumrate adjusted for inflation according
to the projected trend calculated by S ~
maxi mum armount of $20, 000 was inposed, as it was determ ned that
health insurance premuns of this anount would conprise the
majority of an enployee's incone and that changes to the insurance
system woul d therefore be required to address the issue.

10: 56: 22 AM

Senat or Hof fman asked how the prem uns would be paid while the
participant is still enployed.

Ms. Carpenter replied that the enployer would pay the prem uns,
al t hough the enpl oyee shares the cost.
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10: 56: 46 AM

Senat or Hof fman noted this is simlar to the current practice and
asked if the sane health coverage provided to current enployees
would be provided for new enployees included in the defined
contribution plan.

Ms. Carpenter understood this would be the case.

10: 57: 19 AM

MELANIE M LLHORN, Director, D vision of Retirenment and Benefits,
Department of Administration, testified to the indicated intent
that nenbers of the proposed defined contribution plan would
recei ve the sanme coverage as currently provided to all enpl oyees.

10: 57: 57 AM

Senator Hoffrman asked if the nedical <costs incurred after
retirement have been averaged to determ ne the adequacy of the
esti mat ed HRA bal ance and whether the contribution rate should be
one or two percent or greater. He cautioned agai nst under funding
t hese accounts, as nost nedi cal expenses occur later in a person's
life.

10: 58: 59 AM

Ms. Carpenter reported the average FY 04 health cost experience for
pre- Medi care age retirenent was approxi mately $5400 per person.

10: 59: 37 AM

Ms. Carpenter then asked Ms. M Il horn whether retirees with health
i nsurance coverage through an entity other than the State, such as
t hrough another enployer or a spouse, could qualify for HRA
rei mbur senent s

Ms. MIlhorn affirmed that retirees would not be required to
participate in the State insurance plan, but would have the option
of obtaining a different policy and utilizing the HRA towards the
prem um on that policy.

Co-Chair Green asked for clarification.

Ms. MIllhorn specified that this practice wuld be allowable
provided the retiree satisfied the service requirenents.

Ms. Carpenter reiterated that reinbursenents from the HRA could
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provide for the prem uns of any health insurance policy regardl ess
of whether it is offered through the State.

11: 01:19 AM

Page 9

Spend down scenari 0s
* Exanple 2: age 65, 20 yrs service, 20% contribution

[ Spreadsheet depicting the balance of a retiree's account for
each year between the ages of 65 and 75 with rei nbursenents,
or deductions, nade for Annual Health Prem um estimates,
Annual Deducti bl es of $500 and Annual Interest Credited. This
data assunmes the account s not accessed before the
partici pant reaches the age of 65 and utilizes the begi nning
bal ance of $49, 261 received froma 2% contribution rate with
no annual cap as shown on Page 7.
Not ations read as foll ows

Li fe expectancy*: Mal es = 16.3 yrs

Females = 17.9 yrs

*Source: National Vital Statistics Reports, Vol. 51,

No. 3, Decenber 19, 2002, p. 29. The tables used are for

all races based on year 2000 data.]

Ms. Carpenter noted this table denonstrates a scenario of an
account with | ess accunul ati on.

11: 02: 17 AM

Page 10
Spend down scenari os

» Exanple 3: age 65, 30 yrs service, 10% contri bution

[ Spr eadsheet depicting the balance of a retiree's account for
each year between the ages of 65 and 89 with rei nbursenents,
or deductions, nmade for Annual Health Prem um estimtes,
Annual Deducti bl es/ Expenses of $3000 and Annual |Interest
Credited. This data assumes the account is not accessed before
the participant reaches the age of 65 and utilizes the
begi nning balance of $103,884 received from a 1.5%
contribution rate with no annual cap as shown on Page 7.
Not ati ons read as foll ows

Li f e expectancy*: Mal es = 16.3 yrs

Females = 17.9 yrs

*Source: National Vital Statistics Reports, Vol. 51,

No. 3, Decenber 19, 2002, p. 29. The tables used are for

all races based on year 2000 dat a. ]
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Ms. Carpenter noted the higher contribution rate resulted in a
| ar ger begi nning account bal ance. Therefore, as depicted on this
spreadsheet, reinbursenent was avail able for additional expenses.

11: 02: 49 AM

Page 11
Spend down scenari 0s

» Exanple 4: age 55, 30 yrs service, pays full prem um

[ Spr eadsheet depicting the balance of a retiree's account for
each year between the ages of 55 and 66 with rei nbursenents,
or deductions, nade for Annual Health Prem um estimtes,
Annual Deducti bl es of $500 and Annual Interest Credited. This
data assunmes the account s not accessed before the
partici pant reaches the age of 55 and utilizes the begi nning
bal ance of $242,397 received from a 3.5% contribution rate
wi th no annual cap as shown on Page 7.
Not ations read as foll ows

Li f e expectancy*: Mal es = 16.3 yrs

Females = 17.9 yrs

*Source: National Vital Statistics Reports, Vol. 51,

No. 3, Decenber 19, 2002, p. 29. The tables used are for

all races based on year 2000 data. ]

Ms. Carpenter pointed out this scenario denonstrates the use of the
HRA to reinburse the full cost of a health insurance prem umfor an
enpl oyee retiring at age 55. The account could be utilized to pay
the prem uns on the insurance coverage required for qualification
of health care benefits begi nning at age 65.

Senator Hoffrman asked if consideration had been given to
contribution rate of one percent with a $500 annual cap. If such a
rate were adopted, he wanted to know if the funds woul d be taxabl e.

Ms. Carpenter stated the anount of enployer contribution in such a
fund is optional, although enpl oyees are not allowed to contri bute.

Senat or Hoffrman noted the matter of determining the appropriate
| evel of funding and subsequent contribution rate. He asked if an
enpl oyee could contribute to the HRA as well and whether those
contributions would be taxable.

Ms. Carpenter replied that federal regulations stipulate that an
enpl oyee coul d not contribute to a HRA

Co-Chair Green understood that the account would | oose its tax-
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exenpt status if enployee contributions were all owed.

11: 05: 52 AM

Ms. Carpenter was unsure if the account would | oose its tax exenpt
status, but that it would be considered a health savings account,
which is nore simlar to a 401K account that is owned by the
enpl oyee and accessible to the enployee at any tine. Under the
proposed HRA plan, the enployee could not access the funds until
retirement and the funds could only be utilized for qualifying
nmedi cal expenses.

11: 06: 37 AM

Senat or Bunde spoke to benefits provided by the State of Al aska to
t hose provided by other states. He understood that other states
have hi gher age requirenents for retirenent.

Ms. Carpenter affirned.

Senat or Bunde pointed out that 38 states appear to have nore rigid
retirement requirenents for its public enployees than Al aska has.

11: 08: 01 AM

Ms. Carpenter detailed that 25 states stipulate a retirenent age of
at least 65. Oher states have a higher age requirenent than
Al aska.

Senat or Bunde noted the requirenent for retirenent in A aska of age
60 with eight years of service. Oher states establish the
retirement age of at least 62 or 65 with ten years of service or
allowretirenent for teachers at any age with 20 years of service.
He heard the argument that changes to the TRS plan would nake
recruiting teachers nore difficult. However, Al aska's systemis
currently nore flexible than nost states and the proposed changes
toit would not be less flexible than the national average, rather
closer to the systens of other states.

Ms. Carpenter wunderstood the same. The national trend is a
retirement age requirenment of 65. This is the requirenment of the
states | ocated nearest to Al aska.

11:10: 56 AM

Senat or Bunde inforned that at age 66 he has been retired fromthe
TRS plan for 13 years. He has benefited fromthe current system
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11:11:14 AM

Co-Chair WIken pointed out that the State of Arizona does not have
a specified teachers retirenent system and asked what category of
publ i c enpl oyees teachers were placed.

Ms. Carpenter answered that teachers are categorized as "other”
enpl oyees, separate from public safety enpl oyees.

11:11: 55 AM

Ms. Carpenter gave the next presentation utilizing a handout
titled, "Retirement Security Act, SB 141, D scussion Topic,
Conversion Option fromDB to DC, April 2, 2005" [copy on file.]

Page 2

Di scussion: Conversion Option from Defined Benefit plan to
Defined Contribution plan

11:12: 24 AM

Ms. Carpenter pointed out that provisional |anguage to allow for
such conversion has not been included in SB 141 to date, although
the intent is to proposed language in a future draft Conmttee
substitute.

11:12: 44 AM

Page 3
Eligibility for nenbers to convert fromthe DB plan to the DC
pl an

* An enployer nust first choose to allow their DB plan
enpl oyees to transfer into the DC pl an.
e Only unvested nenbers of the DB plan will be eligible to
transfer into the DC Pl an
o PERS nenbers with less than 10 years of service
0o TRS nenbers with | ess than 8 years of service

* Participation in the defined contribution retirenment plan
isinlieu of participation in the defined benefits plan.

e There is no option to return to the DB plan if you opt
into the DC pl an.

Ms. Carpenter stated that the enployer nust chose whether to allow
menbers to convert, given the significant cost of this option.
Transferring vested nmenbers from the existing trust account is
unadvi sabl e.
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11: 13: 29 AM

Co-Chair Geen asked if this is detailed in the nenorandum
addressed to the Division of Retirenent and Benefits fromDeloitte
Consul ting LLP dated April 1, 2005 [copy on file.] The subject of
this communication is "SB 141 - New PERS and TRS Qperating Costs;
Asset and Liability Comm ngle |Issues".

Ms. Carpenter affirned.
Co-Chair Green advised Conmmttee menbers to reviewthis letter

11:13: 44 AM

Senat or Bunde asked if the defined contribution plan could be nade
avai | abl e for vested menbers.

Senator Hoffrman replied that benefits for existing enployees could
be changed but not reduced.

Senat or Bunde asked if any requirenent exists to extend the defined
contribution plan to current menbers.

Ms. Carpenter answered there is no such requirenent.

11:14: 22 AM

Senat or Bunde did not anticipate a significant nunber of transfers
woul d occur if allowed. He asked the projected inpact of transfers
on the current system

Senat or St edman understood that transfers would have no inpact on
the unfunded liability of the existing system as it is based on
accrued liability. Depending on the age and nunber of years of
service of an existing nenber, transferring to the defined
contribution plan could be beneficial. Enployees in the Tier 1 and
Tier 2 plans would |ikely not benefit, although younger enployees
included in the Tier 3 systemcould benefit if they did not already
have many years of service. The benefits received through the
proposed defined contribution plan would be conparable to those
provided to Tier 2 nmenbers.

11: 16: 23 AM

Senat or Bunde surmi sed that allow ng existing nenbers to transfer
out of the defined benefit system would further inpact the
financial situation of the current system as deposits on behal f of
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t hose nenbers would no |onger be contributing to the payout of
benefits to current retirees.

Co-Chair Green corrected that the transfer of existing enployees
out of the current systemwould reduce the future liability of the
fund.

11:17: 05 AM

Senator Stedman detailed the inpact in ratios and actual cash fl ow
An existing enployee who opted to transfer from the defined
benefits plan to a defined contribution plan would receive sone
credit fromthe years of service towards the new plan. However, the
unfunded liability of the existing plan would be reduced, as future
benefits for that enployee would not be paid through the defined
benefits plan and therefore not calculated into the total unfunded
liability.

11:18:12 AM

Ms. Carpenter continued that the intention is to only offer
transfers to those enpl oyees not already vested. Benefits fromthe
defined benefits plan would not be paid to those enployees. If an
exi sting nenber elected to transfer to the defined contribution
pl an, that transfer would be irrevocable and the enployee would
forfeit all rights under the current system

11: 19: 09 AM

Page 4
Mechani cs of Conver si on

e Present value of the nenber contribution account bal ance
held in DB trust will be transferred to a new account.

e A 100% matchi ng enployer contribution will be nmade on
behal f of the enployee to the new account; however, this
nmust be new noney.

e Service credit earned under the DB plan will be credited
for purposes of vesting in nedical benefits.

Ms. Carpenter outlined this information.

11:20: 02 AM

Senator Hoffrman asked if the enpl oyee would be all owed a period of
time before making a deci sion whether to transfer fromthe defined
benefit plan to a defined contribution plan.

Ms. Carpenter replied that a tinme Iimt has not been proposed
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however once an enpl oyee becones vested in an existing tier plan,
t he opportunity woul d be eli m nat ed.

11:20: 57 AM

Ms. Carpenter acknow edged the conplexity in inplenenting a
deadline for transferring, as a Tier 3 PERS nenber becones vested
for retirenent benefits after five years, but does not becone
vested for nedical benefits until ten years of service has been
conpl et ed.

11:21: 45 AM

Page 5

Potential Cost to Enpl oyers

[ Spreadsheet indicating the costs for participants of Tier 1,
2 and 3 based on the nunber of years of service for both PERS
and TRS nenbers as foll ows.

PERS

Service Years <5
Tier 1 $ 9,6 910, 842
Tier 2 55, 804, 740
Tier 3 101, 423, 157

Total System 130, 265, 858
Service Years 5 to <10

Tier 1 $ 55, 804, 740
Tier 2 128, 224, 601
Tier 3 96, 023, 581

Total System 280, 052, 923
Service Years 10 to <15

Tier 1 $ 79,577,922
Tier 2 216,672, 102
Tier 3 99, 905

Total System 296, 349, 928
Service Years 15 to <20

Tier 1 $166, 029, 809
Tier 2 199, 618, 440
Tier 3 0

Total System 285, 648, 249
Service Years 20 to <25

Tier 1 $246, 455, 352
Tier 2 1, 033, 437
Tier 3 0

Total System 247,488, 789
Service Years 25 and >

Tier 1 $141, 721, 266

Tier 2 123, 906
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Tier 3 0

Total System 141, 845, 172
Tot al s

Tier 1 $ 699, 499, 932

Tier 2 484, 604, 344

Tier 3 197, 546, 643

Total System 1, 381, 650, 918
TRS
Service Years <8

Tier 1 $ 9,6 622,483

Tier 2 91, 841, 386

Total System 102, 463, 869
Service Years 8 to <10

Tier 1 $ 11, 597, 202

Tier 2 41, 796, 620

Total System 53, 393, 822
Service Years 10 to <15

Tier 1 $ 35, 530, 960

Tier 2 106, 276, 667

Total System 141, 807, 626
Service Years 15 to <20

Tier 1 $136, 923, 592

Tier 2 6, 547, 816

Total System 143,471, 408
Service Years 20 and >

Tier 1 $221, 422, 095

Tier 2 0

Total System 221,722,095
Total s

Tier 1 $415, 096, 333

Tier 2 247, 462, 488

Total System 662, 558, 821
Grand Total By Tier

Tier 1 $1, 114, 596, 264

Tier 2 732, 066, 832

Tier 3 197, 546, 643

Total System 2,044, 209, 739

Limt Conversion Qption to:
Ms. Carpenter pointed out that
over $2 billion if al
subsequently opted to transfer
t he defined contribution plan.

Co- Chai r
option were extended to al

Geen clarified this

Ms. Carpenter

SFC- 05

t he total
current
fromthe defined benefits plan to

Is the scenario if
exi sting PERS and TRS nenbers.

(20)

$290, 288, 124]

dol | ar anmount woul d be
menbers were allowed and

the transfer

affirmed enphasizing this is the reason the option
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would be limted to unvested nenbers.

11: 23: 03 AM

Co-Chair WIken, returning to page 4 and the reference to "present
val ue of the nenber", asked for an explanation of the provision
that 100 percent of matching enployer contribution nmade on behal f
of a transferring enpl oyee nust be "new noney".

Ms. Carpenter exanpled that if a nenber has invested $10, 000 into
the current system the enployer nust match that anount so the new
account for that enployee would hold $20, 000.

Co-Chair W1 ken questioned the requirenent that the enployer funds
nmust be new noney.

Ms. Carpenter spoke of the inadvisability of transferring funds
fromthe existing trust account.

11: 24: 15 AM

Senat or Bunde correlated this to the need to address concerns about
the increasing deficit of the current system

11: 24: 23 AM

Page 6
Exanple of retirement lifetime benefits under DB pl an
* PERS "OQther" nenber, Tier I11I
e Begi nning salary $35, 000
* Menber Contribution rate = 6. 75%
e Sem -annual interest = 4.25%
 Wirks 30 years
e Normal Retirenent at age 60
* Mle Life Expectance = 23.8 years
30 Years of Menber Contributions
and | nterest $ 209, 269 11. 48%
Aver age Hi ghest Consecutive 5 years 68, 750

Benefit Formula = (2% x 10 yrs)
X (2.25% x 10 yrs)

+ (2.5% x 10 yrs) 67.5%
Annual Benefit 46, 406. 25
Annual Benefit x Life Expectancy 1, 104, 469
Lifetime Medical Prem uns 394,514
Total Enpl oyer Benefits Paynents $1, 823, 408 88, 52%

Ms. Carpenter outlined this information.

SFC- 05 (21) 04/ 02/ 05



11: 27: 27 AM

Senator Stednman corrected the male |life expectancy to age 78, and
recal culated the total enployer benefits paynent to be $1.4
mllion.

11: 27: 58 AM

Ms. Carpenter indicated the spreadsheet would be corrected. The
purpose of this information is to conpare the payout of the
enpl oyer and the enpl oyee.

11:28:15 AM

Senator Bunde clarified this information represents the conversion
of an existing nmenber of Tier 3.

Ms. Carpenter affirnmed.

Senat or Bunde asked the representation of the percentages listed to
the right of the dollar anmobunts on the spreadsheet.

Ms. Carpenter explained the percentages denonstrate the ratio of
the enployee payout to the enployer payout. The enployee
contribution is 11.48 percent and the enployer contribution is
88.52 percent of the total benefit anobunt. Statute dictates that
t he nmenber contribution is paid out first.

11: 30: 02 AM

Senator Stedman announced the next presentation would follow the
handout titled, "Retirenent Security Act, SB 141, D scussion Topic,
Containing Liability in Qur Current System April 2nd, 2005" [copy
on file.]

11: 30: 40 AM

M LES BAKER, Staff to Senator Stedman gave the presentation. He
noted he woul d address three itens intended to limt the growth of
the fund's liability and allow for prediction of future growmh. One
suggestion is included in the bill and other itens are proposed for
i ncl usi on and have been di scussed previously.

11:31: 58 AM

Page 2
Ref unded Accounts
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M. Baker indicated this is the first proposal

Page 3
Ref unded Accounts By System
PERS
Tier 1
>5 5,251
3-5 5,292
<3 31,179
Tier 2 14, 999
Tier 3 7,667
Tot al 64, 388
TRS
Tier 1
>8 388
6- 8 369
<6 10, 008
Tier 2 2,534
Tot al 13, 299
PERS/ TRS Tot al 77, 687

Al'l these nenbers refunded their contributions when they
left state service.
However, they can conme back, set up their indebtedness,

serve until vested and then get a benefit from the
system

5,639 nenbers are al ready vest ed.

They can be rehired, pay their indebtedness, |eave

imedi ately and have 100% system paid nedical at
retirement.

Ref unded Accounts Represent a Looming Liability for the
System

M. Baker outlined this information and noted that of the 77,687
menbers eligible for this option, it is unknown how nany would
chose to participate.

11:35: 01 AM

Senat or Bunde asked if statute could be adopted to prevent those
unvested nenbers who cashed out their benefits fromreturning to
enpl oynent and repaying their indebtedness to receive the
retirement benefits. He asked if such a change to the existing
tiers would be constitutional.

11:35: 47 AM

M . Baker el aborated on the different opinions on the nmatter. He
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rel ayed a viewpoint opposing such a rule change, noting various
ci rcunstances including an enployee leaving to raise a famly.
These circunstances are one basis for providing limted benefits to
rehired enployees in the proposed Health Reinbursenent Account
syst em

11: 38: 05 AM

Senat or Bunde suggested that although the practice could remain
perm ssible, the enployer could be nmade to understand that the
| egi slature woul d be unlikely to provide funding for the increased
costs an enployer would incur fromthe rehiring of these nenbers.

11: 38: 37 AM

Page 4

[ Line chart showing "Age Distribution of PERS & TRS Refunded
Accounts". A notation points out the "27,000+ Refunded
Accounts in the Retirenment Age Eligibility Zone" of ages 50 to
61. A statenent reads "Refunded Accounts Represent a Loom ng
Liability for the System]

M. Baker cited the D vision of Retirement and Benefits estinmation
that two percent of the unvested nmenbers with refunded accounts
woul d return to enploynent in the system This is based in part on
denogr aphi cs, age distribution and other factors. He noted that
several enployees working in the State Capital Building are rehired
nmenbers aimng to secure nedical retirenment benefits.

11:39: 54 AM

M. Baker referenced a separate spreadsheet titled "Exanples of
Ref unded Accounts"” provided by the Division of Retirenent and
Benefits dated April 2, 2005 [copy on file.] This spreadsheet
exanpl es various refunded accounts in which the nenber has been
rehired and has repaid, or is in the process of repaying,
i ndebt edness.

11:41:41 AM

M. Baker detailed the rules for Tier 1 nenbers to beconme vested
t hrough enploynment with the State Legi slature. The nornmal service
requirement for Tier 1 nenbers is five years, although one regul ar
| egislative session is accounted as one year of service for
| egi sl ative enpl oyees. Current statute provides that service of at
| east 60 days during a regular |legislative session constitutes
service of one regular session and subsequently one year of
service. As a result, some nmenbers are allowed to work 60 days,
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regardless of the length of the session, to fulfill the requirenent
and achi eve one year of service. To address this discrepancy, a
change to require at l|least 120 days of service for |egislative
enpl oyees i s proposed.

11:42: 49 AM

Senator Stednman directed attention the reference on the spreadsheet
of a menber who worked only one day upon being rehired to qualify
for the retirement benefits. He asked if this is an error.

11:43: 05 AM

M. Baker explained the individual in question had 10 years of
service prior to separation from State enpl oynent and had chosen to
wi t hdraw the benefits in cash at that time. To becone eligible to
repay the debt and receive the nedical retirenent benefits, a
menber nust be rehired into the system This nenber worked one day,
repaid the debt and then retired. The hiring nanager did not
necessarily know of this nenber's intention and coul d have chosen
the nost qualified applicant for the position. However, the new
enpl oyer nust share in the retirenment costs of this enpl oyee, even
if the amount is small

11:45: 52 AM

Co-Chair WIlken alleged that in sone instances a hiring nmanager
could be aware of the nenber's intentions and deliberately hire the
menber for that menber's benefit regardl ess of the best interest of
the State or nmunicipality affected.

Senat or Hof fman understood the benefit to Tier 1 enployees to
return to service. He asked the advantage to the one Tier 2
enpl oyee listed on the spreadsheet.

11:46: 56 AM

M. Baker replied that although the benefits are different for Tier
2 enpl oyees, they are substantial. The age at which a qualifying
menber becones eligible to receive the retirenment nedical benefits
is later than the age required for Tier 1 nenbers; however, the
total benefits remains substantial.

11:48: 38 AM

Senator Bunde noted the majority of the rehire dates listed on the
spreadsheet occur during or after the year 2000. He asked if this
practice is a current trend and that as the advantages becone wel |
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known whet her nore nenbers woul d participate, causing an increased
debt for the system The |egislature and State agenci es nust becone
aware of this situation and the possibility of a significant
deficit. He asked if this situation could be nonitored on a nonthly
basis in the event of a "hiring rush".

11:49: 55 AM

M. Baker expressed uncertainty as to whether the data on the
spreadsheet is representative of the history of this program The
information is intended to present exanples of the practices.
Utilizing the assunptions included on Page 4 of the presentation,
t he denographics indicate increased participation as nore Tier 1
and sonme Tier 2 nenbers are reaching retirenent age.

M. Baker could not speak to whether this discussion would alert
menbers to potential benefits they were previously unaware exi sted.
The Division of Retirenment and Benefits regularly educates nenbers
on all aspects of the benefit program

11:51: 23 AM

Senat or Bunde asked whether participation in this aspect of the
programis a growi ng trend.

11:51: 34 AM

Ms. MIlhorn replied that the D vision had anal yzed the data of the
previous five years for this report. She offered to review a | onger
time period. She enphasized that the indebtedness of the PERS and
TRS systens is unusual and not contained in other public retirenment
syst ens.

11:52: 34 AM

Senat or Bunde asked if the w tness' opinion on whether the current
provisions could be changed to disallow nenbers who have been
refunded fromparticipating in the benefit programin this manner.

11:52:49 AM

Ms. MIIlhorn responded that the issue has been studied and that the
Department of Law would need to reviewthe legality of the options.
However, given the costs incurred over the previous five years, the
cost of any |egal challenges could be mtigated by the savings that
woul d be realized by elimnating this practice.

11:53: 21 AM
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Senator Bunde recalled assertions that the current unfunded
l[iability situation of the retirenment programis not the result of
a "perfect stornm. He listed the current deficit, the |awsuit
requiring the system to retroactively pay large cost of Iliving
i ncreases and the "rush to reclaim' benefits by former enpl oyees as
an indication that "the clouds are certainly gathering."

11:53: 37 AM

Senator Stedman further noted the existence of "a couple nore
skel etons | ayi ng around. "

11: 53: 56 AM

Senat or St ednman suggested a phasing out of this practice over a
period of five years as an option for discussion. He opposed
policies that woul d di sadvantage fornmer enployees. He asked if a
mechani sm coul d be inplenented to stop the abuse of this provision.
He asked if length of enploynent requirenents could be instated in
a manner to be fair to both the enpl oyee and enpl oyer.

11:56: 15 AM

Ms. MIlhorn replied that the D vision of Retirenent and Benefits
could convey heightening awareness of the instances involving
mani pul ation of the system to hiring managers. The Division of
Personnel wthin the Departnent of Admnistration could also
participate in educating and nonitoring hiring nmanagers. She noted
Co-Chair WI ken suggestion that a hiring nmanager know ngly engagi ng
in this practice could be considered cul pable and reckl ess.

11:57: 25 AM

Co-Chair Wlken directed attention to the data of one nenber who
returned to service at the Fairbanks North Star Borough Schoo
District. He requested additional information on this instance.

Ms. MIlhorn replied that the information is confidential.
Co-Chair Wlken clarified he did not need the nane of the enpl oyee,
only information about the position the nenber was hired into and
t he reason enpl oynent was term nated after one day of service.

11:58: 43 AM

Senat or Bunde commented on the potential useful ness of determ ning
whet her "clusters” of this practice occur in certain State
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depart nents.

11:58: 54 AM

Co-Chair Geen referencing the case Co-Chair WI ken questioned,
noted that the termnation date of this nenber's first separation
was in the 1970s.

11:59: 23 AM

KATHY LEA, Retirenment Manager, Health Benefits Section, D vision of
Retirement and Benefits, Departnent of Adm nistration, testified
that the Division could consult the enpl oyer to obtain information
regarding the circunstances of this nmenber w thout disclosing the
identity of the nenber.

11:59:48 AM

Co-Chair WI ken requested details of this case.

12: 01: 05 PM

The di scussion returned to the Containing Liability in Qur Current
Syst em handout .

Page 5
Fi x Proposed in SB 141 (Sec 111 pg 90)
» AS 14.25.062 and AS 39. 35. 350

« The change woul d repeal the provision for letting people
repay their indebtedness to the state - effective June
30, 2010

e This provides for a 5 year wndow for nenbers to
reinstate their accounts and begin paying the
i ndebt edness

M. Baker outlined this page.

12: 01: 55 PM

Senat or Bunde questioned the viability of providing a five-year
wi ndow warning that this could result in nore nmenbers participating
t han woul d ot herwi se opt to do so.

12:02:17 PM

M. Baker replied that the entire issue should be discussed. He
shared that variations have been considered including a provision
to allow for accrued benefits. Another option would be to term nate
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the refunded benefits programi medi ately under the argunent that
an enpl oyee's decision to withdraw fromthe systemis final. The
| anguage proposed in the commttee substitute is designed to
indicate the legislature's intent that the repaynment option would
be el i m nat ed.

12:04: 01 PM

Co-Chair G een asked how the five-year tine period was determ ned.

12: 04: 06 PM

M . Baker responded that five years was deened equitabl e based on
the separate provisions relating to the Health Reinbursenent
Account and the five years of service required to qualify for
benefits under that program

12:04: 21 PM

Senat or Bunde encouraged the securing of legal advice on this
matter.

12:04: 37 PM

Page 6
Benefit Enhancing Legi sl ation

M. Baker indicated this is the second suggestion for containing
liability. He noted that Kevin Ritchie spoke to this matter in his
testinmony provided earlier in this nmeeting.

12: 04: 59 PM

Page 7

Benefit enhancing |egislation added $37.7 MIlion to our

unfunded liability in 2001 al one

Passed in 2001, HB 242
Enhanced nedical benefits to existing enployees by
providing full system paid nmedical to retired menbers
over age 60 and all menbers who retire with at |east 25
years of service (TRS & Police/Fire) and 30 years of
service (PERS) regardless of hire date

* Wien it passed, the bill increased our system
liabilities by $23.7 MI1lion

e Using today's health cost trends, that nunber has

grown to $37.7 Mllion
This Session, there are several new bills that if passed woul d
enrich benefits for existing enployees and increase our
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unfunded liability:
HB 6 - Allowing Fish & wildlife enforcenent officers to
[claim credit as peace officers
HB 40 - Allowing retired peace officers nmedical benefits
after 20 years instead of 25
SB 21 - Adding child or vulnerable adult probation
workers to the police/fire enpl oyee cl ass
We Need Better Fiscal Analysis Before Enacting Legislation
Affecting Benefits

M . Baker enphasized that the legislature has |imted ability to
reduce benefits. He remarked that the fiscal inpact of HB 242 was
not reflected in any fiscal note at the tinme of its passage.

M. Baker stressed the need for legislators to have better
information on the cost inplications when considering |egislation
to increase benefits.

12: 08: 34 PM

Senator Bunde asked about different legislation adopted in a
previ ous session that provided nedical benefits for patients with
certain preexisting conditions.

12: 09: 02 PM

M. Baker qualified that Page 7 did not contain an exhaustive |i st
of all legislation that would affect the retirenent systenis
unfunded liability. He stated that such information is avail able
t hrough the Division of Retirenment and Benefits website.

12: 09: 34 PM

Senator Bunde opined that if «currently pending |egislation
i mpacting PERS and TRS were heard in the Senate Finance Commttee,
the nmenbers would be remss if accurate fiscal notes were not
secured

12: 09: 54 PM

Co-Chair W1l ken added that SB 24 should be included on the |ist.

12:10: 10 PM

Page 8
Fi x Proposed

» Establish enhanced Fiscal Note reporting procedures for
any legislation introduced that affects existing benefits
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* Fiscal inmpact would have to be based on an actuari al
anal ysis of the inpact on future cash flows and liability
to the system

M. Baker noted that provisions for this are not included in the
bill, but could be inserted. He spoke to the proposed 60-day review
period of legislation affecting the system as requested by M.
Ri t chi e.

12: 12: 06 PM

Page 9
Post Pension Retirenment Adjustnents

This is the final of the suggestions for containing liability.

12:12: 20 PM

Page 10

Current Retirenment Pension Adjustnents

1. COLA - the greater of 10% or $50 increase in base benefit
anount paid to retirees living in Al aska

2. Post Pension Retirenment Adjustnent (PRPA) AS 39.45.475

e Automatic - annual increase given to eligible retirees
based [on] a percentage of the year to year change in
Anchorage CPl - 50% pre-65, 75% post-65

e Discretionary ("Ad Hoc") - Tier 1 nmenbers only. Awarded
"when the admnistrator determnes that the cost of
living has increased and that the financial condition of
the retirenment fund permts”

M. Baker stated that both the COLA (Cost of Living Adjustnment) and
the PRPA are intended to inflation-proof pension paynents.

M. Baker infornmed that the Ad Hoc provision was established in
1966. The criteria of whether the financial condition permtted
such distributions were not defined. COLA increases are easier to
determ ne; however the ability of the fund to support continued
increases is in question.

12:15:46 PM
Page 11
[ Tabl e detailing PRPA Eligibility and Cal cul ation as foll ows
Ad Hoc
PRPA | ssued

July 1st of every year. Menbers nust neet
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eligibility requirenents as of July 1st.
Eligibility Requirenents
Must be a Tier 1 PERS or TRS nenber. (Appx 24, 500)
Must be a change in the Consuner Price Index (CPl)
from the date of retirenent to date of PRPA
i ssuance.
Cal cul ation
3 Step cal cul ation
1) Determne the % difference in the current CPl%
less the CPI% at retirement. Miltiply the base
benefit by this percentage.
2) Determ ne the 4% conpounded rate for each nonth
the nmenber has been on retirenment. Miltiply the
base benefit ties this percentage.
3) The Ad Hoc anmpbunt granted is the |esser of the
results of steps 1 and 2.
Aut omati c
PRPA | ssued
July 1st of every year. Menbers nust neet
eligibility requirenents as of July 1st.
Eligibility Requirements
1) Must be age 60, or
2) have been receiving retirenent benefits for 5yrs
(PERS), 8 yrs (TRS), or
3) be receiving disability benefits
Cal cul ation
| f menber neets mninmumage or service eligibility,
receives 50% of the % change in CPl applied to the
base benefit plus any prior PRPAs granted.
Disability recipients and nenbers who are age 65
receive 75% of the % change in CPI
Not ati on reads, "AdHoc PRPA's Have a Huge Effect on Future
Liabilities".]

M. Baker outlined this information. He noted that the Ad Hoc
applied to all retirees. An attenpt was made in the establishnment
of the Automatic distributions tolimt the eligibility pool. The
Ad Hoc al so had contained a limt of a four percent increase, which
is different fromthe current cal cul ation provisions.

12:17:17 PM

M. Baker concluded that the Automatic distribution program is
operating adequately. The programis applied annually and actuari al
trends for economes are figured into the nodels. The difficulty is
encountered with the Ad Hoc distribution program as it is
di scretionary and because when it would be awarded is unknown. |f
an Ad Hoc is awarded after several years of no award, the anount is
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calculated fromthe date of retirenent for the recipients.

12:19: 07 PM

Co-Chair Geen asked if the provision stipulating that the awards
could only be nade as the financial condition of the fund permts
woul d provide that such retroactive paynents coul d be avoi ded.

M. Baker identified this as the "crux" of the issue. The
provision allowed Ad Hoc awards to be granted at the discretion of
the adm nistrator. Such awards had been granted in all but two
years of the Ad Hoc programis inception in 1960 until the year it
was repealed. He told of a lawsuit arguing for retroactive paynent
for the period when an Ad Hoc award had not been provided. A
settlement was reached in this case and retroactive paynents were
made.

Page 12
[ Spreadsheet detailing "Ad Hoc and Automatic PRPA Exanpl e" for
Tier 1 and Tier 2 retirees based on age. ]

Thi s page was not di scussed.

12: 20: 42 PM

Page 13

[ Spreadsheet showi ng "PRPA Awardi ng Hi story" for PERS and TRS
and the "Total 12 Mnth Increase” and "Resulting Actuaria
Loss" for each of the years 1995 through 2002.

A notation reads, "Ad Hoc PRPA s Have a Huge Effect on Future
Liabilities."]

M . Baker pointed out that awards were not paid in 1995 and 1996
but were retroactively paid in 1997 in conjunction with the award
for that year.

M. Baker stressed that the retirement systemwas not designed to
allow for the increased pension for all Tier 1 retirees for the
remai nder of their lives.

12:24: 07 PM

Senat or St edman remarked upon the substantial anmount of noney. He
suggested that because the systemis under funded no Ad Hoc award
likely paid for many years until the fund is again solvent.
However, past Ad Hoc awards have significantly increased the
unfunded liability.
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Co-Chair Geen asked about court decisions that caused the
retroactive awards to be required.

12:25:39 PM

M. Baker cited the situation as an exanple of the inpacts of a
seenmi ngly sinple | anguage change from"my" to "shall". Statutory
| anguage initially read as "may" and had provided discretion in
granting awards. The |anguage was |ater amended to "shall". This

created a situation that required the awards regardless of the
absence of a definition of "financial condition" as it relates to
the retirenent system

12:26:56 PM
Page 14
Fi x Proposed
e AS 39.35.475 - Include |anguage that defines what is
meant by "the financial condition of the retirenent
fund".

* Proposal is to set a mninmumfunding ratio of 110%

M. Baker told of the "total benefit funding level” in 1995 was
94.8 percent for the PERS fund and 89.6 percent for the TRS fund.
No Ad Hoc award was granted in that year, but the system was
required to pay out retroactively for that year when it gave an
award in 1997

Co-Chair Green asked if statutory |anguage coul d be adopted that
woul d provide a clearer definition of the funding | evel and when an
award woul d be appropri ate.

M. Baker replied that the funding ratio nust be at |east 110
percent of the future liability.

12:29:35 PM

Co-Chair Green asked if statute should dictate that Ad Hoc awards
woul d not be retroactive. She asked if the proposed 110 percent
ratio applies to the financial condition of the fund at any given
year or rather reflect a |longer term

12: 30: 07 PM

M . Baker responded that the 110 percent ratio would be cal cul at ed
for the previous year in which an Ad Hoc award was under
consideration. Many years woul d pass before the condition of the
fund would return to a status of higher assets to liability
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12: 31: 19 PM

Co-Chair W/l ken remarked that the paynents provided by the 1997
award was not insignificant. A friend received a check in the
anount of approxi mately $300, 000.

12: 31: 55 PM

Senator Bunde suggested the friend's check was for different
reasons, as Senator Bunde received a check in the anmount of $3, 000.
This paynent was the result of a class action |lawsuit.

12:32:19 PM

M . Baker relayed the understandi ng that changes coul d not be nade
to prevent retroactive paynments to retirees. The D vision has
exercised fiscal constraint for two years and has not issued an Ad
Hoc award. However, if an award were ever issued in the future, the
systemwoul d be required to "nake whole" to the date of retirenent
for those eligible to receive the award.

12:34:10 PM

Senat or Hof f man asked t he nunber of Tier 1 enpl oyees.

12:34:17 PM

M. Baker answered the nunber is approximtely 24, 500.

12: 34: 28 PM

Co-Chair Geen characterized the Ad Hoc award program as a
"destructive plan" because if the financial condition of the fund
ever reached a level to permt an annual award, such an award woul d
not only be required but awards nust be retroactively nmade for past
years when the fund was not in a position to nmake paynents.

12:34: 41 PM

Senat or Bunde understood that the determ nati on whether a payout
woul d be awarded is made by the adm nistrator and not by the PERS
or TRS boards.

12:34: 57 PM

M. Baker explained the comm ssioner of the Departnent of
Adm ni stration appoints the fund adm ni strator.
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Senat or Bunde asked whether the actuarial consultant carries
i nsurance to cover | osses incurred because of errors and om ssi ons.

12: 37: 03 PM

Senat or Stednman surnmised the consultants likely carry some form of
i nsurance. The issue with the Ad Hoc awards is probl ematic because
t he provisional |anguage is so "inbedded" as to prevent "rational
busi ness practices". The goal is to nmake the systemtotally funded.
When this is acconplished however, it would be "hit with a huge
l[iability" by the requirenent to pay Ad Hoc awards retroactively.

Co-Chair Geen asked if the retroactive paynents would be required
for deceased retirees.

Senator Stedman replied that if eligible for the benefits before
becom ng deceased, the future paynents woul d be consi dered an asset
of the retiree's estate.

12:39:12 PM

Co-Chair Green asked if a solution could be found.

12:39:16 PM

Senat or Stedman answered that this is the goal

12: 39: 27 PM

Senat or St edman announced this concluded the presentations for this
heari ng.

12: 39: 44 PM

KEVI N BROOKS, Deputy Comm ssioner, Department of Adm nistration,
testified to inplementation issues that could be expected in
enacting this |egislation.

12:41: 16 PM

M. Brooks rem nded that the State of Alaska is but one enployer
participating in the PERS and TRS systens. To date only the State
has been considered in the analysis of the inpact of this bill
However, the inplications are far reaching and would affect all
school districts and ot her public enployers.

M. Brooks, speaking to the inpacts to the State, inforned that
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adjustnments to the payroll systemwould be necessary to address the
different benefit structure for new hires. He noted a funding
request was included in the Governor's proposed FY 06 capita
budget to overhaul the State payroll system Due to changes
resulting from recent bargaining unit contract agreenents, the
accounting structure must be revised. This is one of a nmultitude of
i ssues that would make the July 1, 2005 effective date of this
| egi sl ation an "insurnount abl e" deadl i ne.

12: 43: 52 PM

[ Note: The witness references information not provided to the
Finance Comm ttee Secretary for recordkeepi ng purposes. ]

M. Brooks listed the 4,362 new hires in the PERS system and 1, 231
in the TRS systemduring FY 04. During the first six nonths of FY
05 of July 1 to Decenber 31, 2,862 new hires were nmade in the PERS
system and 1,088 in the TRS system The majority of new hires in
the TRS system occur in late sunmer, as school districts are
staffing for the upcom ng school year. Inplenenting the new tier
under these circunstances woul d present a "huge" chall enge.

M. Brooks continued on the tinme required in establishing the new
board system including identification of potential nenbers. He
estimated that the board nenbers could be seated within the first
90 days of the fiscal year by Cctober 1, 2005. By January 1, 2006,
the systems could be inplenmented to acconmopdate the defined
contribution program of the new tier.

Co-Chair Geen asked if inplenmentation could be acconplished
earlier.

M. Brooks assured the Departnent of Adm nistration would work as
expeditiously as possible to address the issue.

12:47: 34 PM

Co-Chair Geen noted that the transition requirenents have been
addressed in commttee substitute.

12:47: 40 PM

M . Brooks understood this to be correct.

12:47: 56 PM

Co-Chair Geen pointed out that the FY 06 budget would provide
funding to allow a significant nunber of new hires. She asked if
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the new hires could be categorized as tier 4 even if full
i npl enentation of the provisions were not conpl eted.

12:48: 34 PM

M. Brooks had reviewed this.

M. Brooks could not speak for all enployers as to how t hey woul d
report and submt wi thholding information. Participating enployers
consist of sone |arger nunicipal governnents and many snaller
entities. The primary concern is inplenentation for school
districts. Many districts cease operation after the school season
is conpleted and remain closed until shortly before the new season
begi ns. The Departnent would need to coordinate with the districts
to inplenent the new tier.

12:50: 29 PM

Co-Chair Green asked if the inplications of any other provisions of
this bill have been overl ooked and shoul d be addressed.

12:50: 47 PM

M. Brooks told of a legal opinion forthcomng relating to
contribution changes for current enpl oyees.

12:51:11 PM

Senator Bunde noted a reference to the nunmber of term nated
enpl oyees as zero and asked if this represents a net increase. He
presuned t hat sone enpl oyees had | eft the system

M. Brooks corrected the list represents participating enpl oyers.
He qualified that because of the hurriedness in preparation of the
i nformati on, some data shoul d be regarded as unverified.

12:51: 55 PM

M. Brooks stated the infornation reflects the nunber of hires into
the tier 3 PERS and tier 2 TRS systens.

Senat or Bunde asked the nunber of term nated enpl oyees during the
time.

M . Brooks understood. The intent of the data is to cal cul ate the
estimated nunber of new hires that would be nmade during the first
half of FY 06 and the inpacts that a delay in inplenentation of
this | egislation would have.
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12: 52: 42 PM

Senator O son pointed out that the City of Hooper Bay is listed
twice in the information

M. Brooks replied that the listing is based on the PERS enpl oyer
nunber, and that the Gty of Hooper Bay could have been issued two
enpl oyer nunbers.

12:53:45 PM

Ms. MIlhorn conmented on the "remarkabl e | egi slative process".

Co-Chair Green was inpressed wwth the quality of work done on this
bill.

AT EASE 12:55:05 PM/ 12:55:41 PM

Co-Chair W1l ken spoke to conceptual changes to the commttee
substitute.

12:56: 32 PM

Co-Chair WIlken referenced the provisions relating to audit of the
actuary "not |ess than once every four years" for the retirenent
portion of the plan and an annual audit of the health care portion.
He considered the performance of the actuary that "hasn't served
the State very well" as a contributor to the unfunded liability of
the current system

Co-Chair WI ken suggested that once this legislation is inplenented
the State would recruit and select an actuary, whether it remain
Mercer Human Consulting or another firm In addition a peer review
system should be established with the State consulting both a
primary and a secondary actuary. A provision for this should be in
statute. Currently, the State expends approxi mately $400,000 to
$900, 000 annually for actuarial advice to manage a $20 billion
fund, as well as "people's lives". Relying on one conpany for this
advice is "penny w se and pound foolish". Another firm should be
consul t ed.

12:59:13 PM

Co-Chair Geen directed the Departnment to wite suggested | anguage
for such a provision.

12:59: 36 PM
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M . Brooks responded that such a peer review systemis currently
enpl oyed. Audits were conducted on the Mercer Human Consulting
reports and adjustments to those reports were made accordingly.
These audits are done every four years. He suggested the frequency
coul d be increased.

1: 00: 15 PM

Co-Chair Geen suggested the new board could be charged wth
addressing this issue.

1: 00: 57 PM

Co-Chair WIken remarked that a decision was nmade in 1995 based on
erroneous information that was not discovered until six years
|ater. He surmsed that if a peer review systemwere in place, the
current situation could have been avoi ded. He concl uded, "W have
been burned by the current system”

1: 02: 03 PM

Co- Chair Green noted | anguage on pages 39 and 40 of the conmmttee
substitute provide for audits of the actuarial reports.

Co-Chair W1 ken agreed, but noted the stipulation that such audits
woul d occur no less than every four years. He argued the audits
should be conducted nore often. He proposed that the primry
actuary present information and nake reconmendati ons based on that
i nformation. A secondary auditor would review the findings of the
primary actuary and provide a second opinion. The audit would not
revi ew past actions, but rather provide a second opinion on future
predi ctions. Such audits could be conducted every other year,
al t hough annual reviews could be as efficient.

1: 04: 22 PM

Senat or Stedman proposed for discussion purposes, increasing the
nunber of audits to once every three years. In addition, a peer
revi ew woul d be conducted every other year. Allowing for too much
oversi ght would be preferable to too little oversight at |east for
the next several years. The consequence of too little oversight
could be understated liabilities.

Co-Chair Geen cited language in Section 43 of the commttee
substitute providing for audits. She questioned the w sdom of
inserting additional |anguage that could make the provision
convol ut ed.
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1: 06: 22 PM

Co-Chair Wl ken stated that the suggestion he proposed nay not be
appropriate in this Section.

1: 06: 41 PM

Senat or Bunde shared another conceptual change to the conmittee
substitute relating to the qualification requirenents of board
menbers. He suggested that the PERS and TRS nenber representatives
be exenpt fromthese requirenments. PERS and TRS nenbers coul d not
be expected to have the same professional working experience.

Co-Chair Green disagreed. The two board nenbers representing the
PERS and TRS nenbershi p shoul d have know edge on the subject. Some
background, or at |east a "professed interest” would be beneficial.
The existing board has included sone nmenbers with experience and
knowl edge who have been able to influence other board nenbers.

1: 09: 04 PM

Senator Bunde cited the current conmittee substitute |anguage as
requiring nmenbers to be "professionally credentialed or have
recogni zed conpetence in investnment managenent, finance banki ng,
econonmi cs accounting, pension admnistration, and actuarial
anal ysis." He asked if an "active interest” in those fields would
be recogni zed as a recogni zed conpet ence.

1:09: 29 PM

Co-Chair Geen was uncertain. She reiterated that a board nenber
shoul d not be wi thout sonme know edge on the subjects. She spoke to
her difficulties in understanding this matter.

1:10: 06 PM

Senat or Bunde understood the requirenent for a professed interest,
but questioned the stipulation that an applicant nust have
recogni zed conpet ence.

1:10:28 PM

Co-Chair Geen remarked upon numerous teachers who have nmade
personal financial investnents.

1:10: 44 PM
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Senator Stedman predicted that many TRS nenbers would neet the
gualifications, as nany are educators who have taught cal cul us,
accounting, business and other relevant courses. O her educators
teaching lower grade levels could also possess an interest in
participating in the board process and would likely qualify. A
teacher bringing real world experience into the classroomwoul d be
beneficial to students.

1: 12: 00 PM

Senat or Dyson appreciated the inclusion of health reinbursenent
accounts in the proposed newtier. He al so supported health savi ngs
accounts for all State enployees and has sponsored separate
|l egislation to do so. He asked why such a program could not be
included in SB 141.

1: 12: 44 PM

Co-Chair Green asked if Senator Dyson has discussed this with the
Di vision of Retirenent and Benefits.

Senator Dyson replied he has not directly addressed the matter
al though he has been requesting assistance from the Mirkowski
Adm nistration for two years with no avail. Many ot her governnent
entities and other enployers are extending this benefit and
i nsurance conpani es are offering "attractive packages". The State
of Al aska should participate as well.

1:13: 58 PM

Senator Stedman, returning to the topic of recogni zed conpetence in
board nenbers, offered |anguage to provide that ten years
pr of essi onal experience would be a qualifier.

Senator Stedman then recalled review of whether to include a health
savi ngs account programin this legislation. It was determ ned that
heal th rei nbursenent accounts have greater tax benefits because the
accounts are enployer control |l ed. Therefore the health
rei mbursement account is nore advantageous to both the enpl oyee and
t he enpl oyer.

1:15:50 PM

Co-Chair W /I ken asked about penalties on early wthdrawal of
enpl oyee contri buti ons.

1:16:18 PM
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Senator Stedman expl ained the vesting schedule for the enployer.
The enpl oyee contribution remains in that enpl oyee's account.

Co-Chair WIlken clarified that term nated enpl oyees could w thdraw
the anount of their contribution to transfer to another retirenent
account, or to purchase a vehicle and pay a tax penalty.

Senator Stedman affirned.

Co-Chair W/I ken asked about an enpl oyee who retires at the age of
55, then decides to withdraw the funds | ater.

Senator Stedman replied that the details of the variables involved
woul d be established. One possibility would be to roll the funds
into a private Individual Retirement Account (IRA) upon retirenent.
Cenerally, some flexibility would be allowed in the distribution of
payout s.

Co-Chair Geen furthered the federal governnent has established a
retirement age of 59 and one-half to wi thdraw these funds w thout
penalty fromthe Internal Revenue Service (IRS)

1:18: 50 PM

Co-Chair WIken asked if the commttee substitute provides for
exi sting enpl oyee contributions.

Senator Stednman outlined the basis points.
1:19:47 PM

Co-Chair WI ken asked whether this would establish a policy in
whi ch the enpl oyee woul d be expected to participate at 50 percent.

Senator Stedman affirmed clarifying this would address only the
normal service cost and not the unfunded liability.

1: 20: 22 PM

Co-Chair W/ ken understood that future | egislation would allow the
basis points to increase in varying anmounts dependi ng on the cost
to the system

AT EASE 1:20:47 PM 1:21:59 PM
#

ADJ OURNIVENT
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Co-Chair Green adjourned the neeting at 01:22 PM
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