M NUTES
SENATE FI NANCE COW TTEE
February 15, 2007
9:02 a.m

CALL TO ORDER

Co-Chair Bert Stednman convened the neeting at approximately
9:02: 06 AM

PRESENT

Senator Bert Stedman, Co-Chair
Senat or Charlie Huggins, Vice Chair
Senator Kim Elton

Senat or Joe Thomas

Senat or Fred Dyson

Senat or Donny O son

Also Attending: MELANIE M LLHORN, Director, Division of
Retirement & Benefits, Departnent of Admnistration; CHARLENE
MORRI SON, Chief Financial Oficer, Dvision of Retirement &
Benefits, Departnent of Adm nistration

Attending via Teleconference: There were no teleconference
partici pants

SUMVARY | NFORMATI ON

The Committee heard a presentation from the Departnent of
Adm ni stration regarding the Enployer Contribution Rates for the
Public Enpl oyees Retirenment System and the Teachers Retirenent
System and the affect of establishing a new Defined Contribution
Retirement Plan for enployees. No Comrttee action was taken.

9:02: 13 AM
APERS/ TRS Funding Status & Review by +the Departnent of

Adm ni strati on

PERS/ TRS Fundi ng Status & Revi ew
By the Departnment of Adm nistration
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Co-Chair Stedman |isted three issues the Departnent of
Adm nistration (DOA) would address during this neeting: the
first being how the actuarial contribution rate reconmendations
for the Public Enployees Retirement System (PERS) and the
Teachers Retirenent System (TRS) I npact the State and
muni ci palities; the second being "the effect of «closing
menbership” to the Defined Benefit (DB) retirement plan on June
30, 2006; and the third being the fiscal inpact of inplenenting
a new Defined Contribution Retirement (DCR) plan for enployees
as of July 1, 2006.

9:05: 27 AM

MELANIE M LLHORN, Director, Division of Retirenent & Benefits,
Department of Adm nistration, addressed the material in the
Departnent's presentation titled "PERS and TRS Elenents of
Defined Benefit Plans and Future Challenges"” [copy on file]
dat ed February 15, 2007.

Page 2
Overvi ew

|. Health Care Costs'
- Aprimary cost driver
| . Projected Contribution Arounts
1. Level-Dollar Anortization
V. Cosing Defined Benefit Plans
- Does not increase unfunded liability

Ms. MIlhorn stated that the goal of this presentation is to
explain why "the Health care conmponent is a significant driver
in the unfunded liability for PERS and TRS' and why it would
continue to be a challenge. The discussion would also include a
projection of the Enployer Contribution Rate |levels that m ght
be required to fund PERS and TRS benefits through the year FY
14; an explanation of the Level-Dollar Anortization nethod; the
inplications of <closing the DB plan; and the inpact of
i ntroducing a new PERS and TRS enpl oynent Tier with a DCR pl an.

Ms. MIllhorn enphasized that <closing the DB plan to new

enpl oyees would not increase the unfunded liability experienced
by PERS and TRS. "In fact, it stenms the growh of unfunded
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liabilities that would be introduced to the system had those
systens not been cl osed.”

9:08: 01 AM
Page 3
|. Health Care Costs
Al askaCare Retiree Health Pl an

Article 12, Section 7 of the Al aska Constitution protects
pensi on and nedical benefits for nmenbers from di m ni shnment
or i npairnent.

How does the Al askaCare Retiree Health Plan conpare wth

retiree health plans for other state pension plans?

* Wirkplace Economics, Inc. studied all 560 states in 2004
regarding retiree health plans and found that, for
Medi care-eligible retirees, 2 states offer no nedical
plan; 11 provide no funding; 20 cost share; and 17 have
system pai d nedi cal

e O the 17 states that offer systempaid nedical, research
indicates there are only 8 that have constitutional
protection for medical benefits.

e The total PERS and TRS actuarial accrued liability as of
June 30, 2005, is $8 billion for medical and $11.3
billion for pension.

Ms. MIlhorn qualified that PERS and TRS retiree nedical plans
are protected benefits under Article 12, Section 7 of the Al aska
Constitution. A Public Fund Survey [copy on file], conducted in
2004 by Workpl ace Econom cs, found that, at the tine, Al aska and
20 other states provided a DCR or cost share health plan. 17
states enployed a systempaid nedical plan in which the state's
retirement system rather than the nenber provided the cost of
the premum Like Al aska, eight of +those 17 states, had
constitutional protection provi si ons whi ch pr ohi bi t ed
di m ni shnent or inpairnment of benefits.

MVs. MIlhorn noted that a recent [ unspeci fi ed] article
proclainmed that, according to Governnental Accounting Standards
Board (GASB) standards which require health <care benefits
obligations to be calculated on an accrual basis, New Jersey's
future health care benefits obligation anmount to approximtely
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$78 billion in owed benefits. A separate article specified that
Texas, which does not provide constitutionally protected
benefits, has promsed health care benefits amunting to $50
billion.

9:11: 04 AM
Page 4
|. Health Care Costs

Al askaCare Retiree Health Plan (cont'd)

e Retirees and dependents increased from 45,293 nenbers to
53,235 from Decenber 2001 to Decenber 2006. This
represents an increase of just over 17.5% during this
peri od.

e Annually, the nedical plan enrolls approximtely 2,000
retired nmenbers and, wi th dependents, adds approximately
4,000 lives to the retiree plan.

e The universe of nenbers who are or may becone eligible
for a nedical benefit in the future is approximtely
100, 000, not i ncludi ng dependents.

V5. M Il horn discussed the denographics of the State's
retirement system nenbers. The ratio of dependents per retiree
is approximately 0.9 percent. Approximately 4,000 individuals
are added to the retiree plan each year even though only
approximately 2,000 nenbers retire each year. Dependents of the
retiring nmenbers account for the difference.

Ms. MIlhorn estimated that approximately 250,000 people could
be eligible for medical benefits in the future when dependents,
"deferred vested" and vested retirees are considered. Deferred
vested nenbers are "individuals who have service in the system
They have not refunded out and they can cone back and serve that
addi tional period of service and receive nedical benefits and a
pensi on benefit fromthe system"”

Ms. MIlhorn pointed out however, that "individuals who have
refunded out of the system over the period of years" were not
included in the 100,000 "universe" of nenbers who mght be
benefit-eligible. This group of individuals was the subject of
intense discussion by the Senate Finance Committee during
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deli berations on SB 141, the PERS and TRS |egislation passed by
the 24th Al aska State Legislature that established the DCR pl an.

Ms. MIlhorn noted that these individuals are referred to as
"former nenbers" in Section 39.35.680, the definition section of
the State statute pertaining to PERS. "They have retired out of
the system but the law allows them to conme back, re-establish

their indebtedness to the system up until 2010." Refunded
menbers would be ineligible to return to State service and
subsequently establish indebtedness after that date. The

Division of Retirenent & Benefits sent notification to 68, 000
such i ndi vi dual s.

Ms. MIllhorn comrunicated that the ability of these forner
nmenbers to reenter the system during this time period was a
significant consideration. Based on historical data, 800 or 900
menbers reenter the PERS and TRS system and re-establish "that
i ndebt edness provision" annually. The Iliabilities for these
i ndi viduals are wunaccounted until "the next valuation period"
conducted after the re-establishnent of that rel ationship.

9:15:16 AM
Page 5
|. Health Care Costs

Al askaCare Retiree Health Plan (cont'd)

* Medical share of PERS liability has grown from just under
30% to approximately 45% in last nine years. Mdical
share of TRS liability has grown from just under 20% to
approximately 33%in | ast nine years.

* Medical plan is the sanme for all nenbers of PERS TRS
Defined Benefit (DB) plan. Differences are found in the
eligibility criteria for PERS and TRS.

e 75% of nmedical costs is for DB plan nenbers between ages
55 and 65. Alaska statute requires that the Al askaCare
pl an becomes supplenental to Medicare at age 65. Mdica
cost for menbers age 65 and over represents 25% of tota
nmedi cal costs.

Ms. MIlhorn reviewed the information and noted that, while the

DB nedical plans for PERS Tier I, Il, and Il enployees and TRS
| and Il enployees were identical, there were differences in the
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eligibility criteria. PERS Tier | enployees vest after five
years of service and could receive nornal pension and nedica

benefits at age 55; Tier Il enployees vest after five years and
could receive nornmal pension and nedical benefits at age 60;
Tier 111 enployees vest after five years but nust serve ten

years before becom ng eligible for pension and nedical benefits
at age 60.

9:17: 07 AM
Page 6
|. Health Care Costs
Retiree Plan C ainms Costs

Noted below are the retiree plan clainms costs for FY2001
t hrough FY2006.

Heal th C ai ns Cost

by Fi scal Year Anmount
FY 2006 $285 M1 1lion
FY 2005 $256 M1 lion
FY 2004 $226 M1 1lion
FY 2003 $205 M1 lion
FY 2002 $148 M1 lion
FY 2001 $128 M1 1lion

Ms. MIllhorn noted that <clains costs increased 223 percent
bet ween FY 2001 and FY 2006. The addition of 4,000 new retirees
to the plans each year attributed to this increase. The
expectation is that costs would continue to rise.

9:17:54 AM

Co- Chair Stedman asked the results of the effort to control and
contain increasing nmedical benefit costs by requiring nmenbers in
the PERS and TRS systens to provide dependent verification such
as marriage certificates and birth records.

Ms. MIIlhorn responded that a 13.6 percent reduction in eligible
dependents has resulted from the dependent verification process
conducted with active and retiree plan nenbers. This equated to
annual health care plan savings of approximately $14 nillion.
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The retirenment health care plan accounted for ten percent of the
dependent reduction and $10.7 million of the savings.

9:19:45 AM

Co-Chair Stedman recalled that when the Legislature initially
became aware of the PERS and TRS unfunded liability situation a
few years prior, the unfunded liability associated with nenbers
who were eligible to reenter the systemto vest was estimated to
be $300 mllion.

9:20: 28 AM

Ms. MIlhorn stated that the results of a study on individuals
who were vested and who mght re-enploy with the systens woul d
be provided. The ~circunstances of such a person nearing
retirement and "the universe of opportunity” the systens would
provi de "would incentivize an individual to cone back to PERS or
TRS enploynent in order to secure those benefits into the
future." "The probability of that happening” and the resulting
exposure to the system "was very high"

Ms. MIllhorn noted that in the early 1990s, the Financial
Accounting Standards Board (FASB) initiated the requirenent that
retirement systens "accrue for retiree nedical benefits". At
that time, 66 percent of enployers with 200 or fewer enployees
provided retiree nedical benefits. After the accrual requirenent
mandate, the nunmber of such enployers providing those benefits
declined to approxi mately 33 percent.

Ms. MIlhorn pointed out that a simlar trend could occur in the
public sector.

Ms. MIlhorn stressed that while retiree nedical benefits are
"very val uable to enpl oyees ...they are expensive to enpl oyers".

9:22:35 AM

Senator Elton remarked that the possibility of 68,6000 forner
enpl oyees reentering the system "sounds alarmng". He asked an
estimate of the nunber of people who mght re-enter the system
before 2010, considering the limted nunber of job openings and
the fact that hiring is conducted on a conpetitive basis.
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Ms. MIllhorn comunicated that the PERS and TRS systens
typically have 4,400 job openings each year. A probability study
conducted by the Departnent indicates that historically 800 to
900 forner nenbers re-enter the systens annually. Additional
i nformation could be provided.

9:24:21 AM

Senator Elton thus expressed that utilizing the nunbers 800 to
900 per year, rather than a wuniverse of 68,000, was "nore
relevant” to the discussion. He deduced, however, that the 2010
deadl i ne m ght spur an increase in those nunbers.

Ms. MIlhorn reiterated that the figures reflect the historica
experi ence.

9: 25: 08 AM

Co-Chair Stedman shared that approximately 56,000 prior service
i ndividuals existed as of February 2005. Even though the nunber
of people who might re-enter the systens was an unknown el enment,
the "magnitude" of the potential increase in liabilities is not
reflected in the data.

9:26: 04 AM

Senator O son asked whether <contributions made by enployees
hired on or after July 1 2006 would "co-mingle" with those of
enpl oyees in the DB pl ans.

Ms. MIlhorn responded in the negative.

Senator O son questioned whether enployees hired on or after
July 1, 2006 would have a positive or negative affect on the
systens' unfunded liabilities.

Ms. MIlhorn asserted that the introduction and design of the
new tier, which becane effective July 1 2006, was "beneficial to
the systens”. The defined and fixed conponents of this "hybrid"
DCR plan woul d not increase the unfunded liability.

9:27.:30 AM

Senator Thomas asked whether the aforenentioned universe of
68, 000 peopl e included both vested and non-vested i ndividual s.
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Ms. MIIlhorn noted that the "forner nenber" reference applies to
those individuals who "have refunded out of the systenm by
withdrawing their contributions and its earnings from the
system In order to be eligible for plan benefits, fornmer
menbers nust re-enploy with either the PERS or TRS systemto re-
establish their indebtedness and repay their contributions to
the system either as a lunp sum or via a paynent schedule.
Depending on circunstances such as a person's age or prior
l ength of service, a forner nenber mght be able to re-establish
their indebtedness after being re-enployed for as little as one
day.

Ms. MIlhorn remnded the Commttee that SB 141 contained a
provi sion that specified that fornmer nenbers had only until 2010
to re-establish their indebtedness. The Division "was required
to identify who those nenbers are" and provide "proper notice"
of the July 1, 2010 date to them "because under law' their
ability to re-enploy had not previously been date certain.

9:30:45 AM

In response to a question from Senator Thomas, M. MIIhorn
clarified that not all 68,000 former nenbers were vested.
Regardl ess of their vesting status, a fornmer nenber would be
required to re-enploy and re-establish indebtedness in order to
recei ve plan benefits. Those who were not vested nust re-enpl oy,
repay the indebtedness, and serve the required anount of time to
becone vest ed.

Senat or Thomas understood that, while information reflecting the
potential inpact of this issue was available, it had not been
provi ded.

Ms. MIlhorn specified that the information gleanmed from the
Division's analysis could be provided.

9:32: 26 AM
Co- Chair Stedman enphasized that there was "liability of somne
magni tude that's not reflected” in the provided material.
Menber s seeking further information should contact t he
Depart nment .
9:32: 52 AM
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Page 7

1. Projected Contribution Anounts

PERS Projected Contribution Amounts FY 04 through FY 15
Projections at Cal cul ated Rate

[ Bar chart depicting actual contributions: $106 for FY 04,
$178 for FY 05, and $272 for FY 06; and projected
contributions: $356 for FY 07, $615 for FY 08, $616 for FY
09, and ampunts ranging between $655 and $657 for FY 10
t hrough FY 15.]

Dat a, Assunptions, Methods and Pl an Provi sions:

* No payroll growh is used for FY 08 rates and | ater.

* No new nenbers after July 1, 2006

o Al ot her dat a, assunpti ons, met hods and pl an
provi sions are the sane as those described in the June
30, 2005 valuation reports.

V5. MIllhorn directed attention to the projected PERS
contribution anmounts depicted on the chart. The contribution
anounts required into the future would be "based on the
val uation of June 30 2005 and the unfunded liability for PERS
and TRS".

Ms. MIllhorn reviewed the contribution rates for PERS and
advi sed that, although the rates appear to stabilize between FY
08 and FY 15, the determning factor would be whether "the
assunpti ons” in the wvaluation report would be achieved
"annual ly". Any deviation from those assunptions, such as an
increase in health care costs, would increase the contribution
anmount .
9:34:12 AM

Page 8

1. Projected Contribution Amounts

TRS Projected Contribution Anounts FY 04 through FY 15

Projections at Cal cul ated Rate
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[ Bar chart depicting actual contributions: $69 for FY 04,
$94 for FY 05, and $128 for FY 06; and projected
contributions for FY 07 ($149), FY 08 (%$290), FY 09 (%$275)
and anmounts rangi ng between $291 and $304 for FY 10 through
FY 15.]

Dat a, Assunptions, Methods and Pl an Provi sions:
* No payroll growh is used for FY 08 rates and | ater.
* No new nenbers after July 1, 2006

o Al ot her dat a, assunpti ons, met hods and pl an
provi sions are the sane as those described in the June
30, 2005 valuation reports.

Ms. MIlhorn reviewed the contribution projections for the TRS
system These rates would be subject to the sane terns that
applied to the PERS system

9:34: 20 AM
Page 9
1. Projected Contribution Anounts

PERS/ TRS Proj ected Contri bution Anounts
FY 04 through FY 15

Projections at Cal cul ated Rate

[Bar graph consolidating the PERS and TRS projected
contribution rates. Conbined actual contributions were:
$174 for FY 04, $272 for FY 05, and $400 for FY 06; and
projected contributions for FY 07 ($505), FY 08 ($905), FY
09 ($891) and anmounts rangi ng between $946 and $961 for FY
10 through FY 15.]

Dat a, Assunptions, Methods and Pl an Provi sions:
* No payroll growh is used for FY 08 rates and | ater.
* No new nenbers after July 1, 2006

e Al ot her dat a, assunpti ons, nmet hods and plan
provi sions are the sanme as those described in the June
30, 2005 val uation reports.

Ms. MIlhorn reviewed the information
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9:35:13 AM
Page 10
1. Projected Contribution Anounts
How i s the PERS Enpl oyer Contribution Rate Cal cul at ed?

2005 Val uati on/ 2008 Rate
($ Billions)

$12. 844 System s Accrued Liabilities Estinmated
- $ 8.443 Systemls Asset Val ues Determ ned
= $4. 402 Unfunded Liability
Divided by 25 yrs Anortization Period (w payroll growh
i ncl uded)
Appr ox. $0. 286 FYO8 Unfunded Liability Payment
Di vi ded by 1.587 FY 08 PERS Payrol|l Base
= 18. 03% Past Service Contribution Rate
+ 7.25% Addi tional Increnment for Level Dollar
Anortization
25. 28% Past Service Cost
14. 48% Normal Cost Rate ($0.338)
39. 76% Consol i dat ed Board Adopted Rate

i+ nu

Ms. MIlhorn, stating that enployer contribution anpbunts are
based on the dollars required to support the system "as
converted to a percentage of pay", reviewed the conponents
involved in calculating the PERS enpl oyer contribution rate. The
2008 enployer contribution rate is based on the year 2005
val uati on

Ms. MIlhorn defined Normal Cost Rate as "the cost to pay for
benefits for the nmenbers at the end of the valuation period"; in
ot her words, the cost associated with a nenber not including the
unfunded liability.

9:37:11 AM

Co- Chair Stednan asked the definition and inpact of the enpl oyee
Past Service contribution rate.
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Ms. MIllhorn explained that the Past Service cost "is the
unfunded liability for the system that is anortized over that
25-year period".

Ms. MIllhorn comunicated that the Level Dollar Anortization
process is being considered as a neans "to |liquidate that past
service cost”". In this process, the unfunded liability would be
divided by the anortized period, in this case 25 years, to
determine the level dollar paynment that nust be paid into the
system each year.

9:38:19 AM
Page 11
1. Projected Contribution Amounts

PERS Contri butions as a Percent of Payroll
($ MIlions)

[ Chart presenting annual contribution rates as a percent of
the Total DB and DCR Enployee Payroll or solely the DB
Enpl oyee Payroll.]

Ms. MIlhorn stated that this chart was devel oped to address the
concern that closing the PERS and TRS DB plans and i npl enenting
the DCR plan would increase costs of the system This issue had
been di scussed at |ength during the devel opnent of SB 141.

Ms. MIIlhorn shared that those discussions al so contenplated the

i ssue of whether to "liquidate the past service costs". Doing so
woul d require inclusion of "the entire payroll base". Wile this
woul d "keep the rate into the system low', it would not change

"the annual contribution anpbunt into the systenf as depicted in
the first columm on the chart. The anmounts depicted reflected
the projected contribution rates for PERS as previously
di scussed on page 7.

Ms. MIlhorn directed attention to the DB and DCR col ums under
the Enployee Payroll heading on the chart, specifically the
annual contribution rate for FY 12, which is projected to be
$657 million. The FY 12 payroll base specific to DB nenbers was
$1, 286, 000, 000 and the DCR payroll anount was $578, 000,000 for a
total payroll base of $1, 864, 000, 000.
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Ms. M1l horn explained that the contribution rate as a percent
of Enpl oyee Payroll could be approached two ways. It could be
based solely on the DB Enpl oyee Payroll which would result in a
51.09 percent contribution rate or it could be "spread across
the entire payroll"™ of both DB and DCR enployees. This would
result in a 35.25 percent contribution rate. "The point being
that" neither nmethod would change the contribution anmunts that
woul d be required to support the system

9:40: 56 AM
Page 12

II'lustration of Anortization Methods
Anortization Paynment Over 25-Year Period

[ Gaph conparing the annual <costs of the Level Dollar
Anortization paynment nethod to the annual costs of the
Level Percent of Pay nethod over the years 2005 through
2029. ]

e Level dollar anortization anpbunt stays the sanme over
the entire period

» Level percent of pay starts out at a |ower anmount and
i ncreases as payroll increases

e Contribution amobunt is greater over the entire period
under | evel percent of pay anortization nethod

Adopting |evel-dollar anortization schedule is expected to
save $140 nmillion for PERS and $74 nillion for TRS over the
25-year anortization schedule FY 08 through FY 2031

AT EASE 9:41:13 AM/ 9:41: 25 AM

9:41: 28 AM

Ms. MIlhorn pointed out that this chart reflects the affect of
changi ng the cal culation nethod froma percent of pay to a |evel

dollar anortization schedule. Wile the initial costs of
i npl enenting the Level Dollar Anortization nmethod would exceed

those of the Level Percent of Pay nethod, "it would result in
| ess interest being paid over that anortized period". This would
result in a savings of $140 million for PERS and $74 mllion for
TRS
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Ms. MIlhorn stated that the closing of the DB plan allowed the
Al aska Retirenment Managenent Board (ARMB) to consider the Leve
Dol lar Anortization nethod. Inplenenting it would allow the
pl ans' wunfunded liability to be paid "in a faster nmanner" at
| ess cost than the Level Percent of Pay nethod.

9:43: 02 AM
Page 13

[llustration of Anortizati on Methods
Unf unded Bal ance Over 25-Year Peri od

[ Gaph depicting how the Unfunded Liability would be
liquidated under the Level Dollar Anortization mnethod as
conpared to the Level Percent of Pay nethod.]

e Level dollar anortization nethod reduces unfunded
bal ance nore qui ckly.

« Unfunded bal ance increases under |evel percent of pay
anortization method at first since anortization
paynents do not cover interest in early years.

e Mre interest is paid under |evel percent of pay
anortization nethod.

Ms. MIllhorn explained that this graph illustrates that the
Level Dollar Anortization method would |iquidate the unfunded
l[iability debt faster than the Level Percent of Pay nethod.
9:43:40 AM

Page 14

| V. O osing DB Plans

PERS Defined Benefit (DB) Plan (in billions)

[ Diagram depicting the wvarious factors involved in
determning the DB plan's fiscal condition:

Liabilities of $12.84 billion are subtracted from assets
amounting to $8.44 billion, resulting in an unfunded
liability to Enployers of $4.4 billion, based on the 2005
PERS Val uati on.
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The assets consist of investnent inconme and DB Enpl oyer and
DB Participating Enployer Contributions.

The liabilities consist of Pension Benefits and Health
Costs, neasured on an annual basis.]

e Defined Contribution Retirenent (DCR) Plan enployee
does not contribute to DB pl an.

 DCR Plan Enployee does not receive DB benefits, so
does not inpact DB liabilities or the DB unfunded
[iability

« DCR Plan payroll not subj ect to DB enployer
contribution rates

Ms. MIlhorn stated that this information reflects the affect of
closing the DC plan. She rem nded that the enployee contribution
rate is "fixed in statute" at 6.75 percent for PERS. I|nvestnent
earnings, in ternms of a longtime horizon for the DB plan, would
account for 75 percent of the total system funding; enployee and
enpl oyer contributions would provide 25 percent.

Ms. MIlhorn reiterated that closing the DB plan to new nenbers
would not increase the systems wunfunded liability. "The
construction” of the new Tier for DCR plan enployees was
designed "to limt that volatility going forward and stem the
grow h of unfunded liabilities."
Ms. M1l horn cautioned, however, that "any change in assunptions
that increase the liabilities are borne by the enployer. The
enpl oyee' s contribution anount is fixed."
9:46: 37 AM

Page 15

V. Cdosing DB Pl ans

PERS Contri bution Conparison

[ Gaph conparing the contribution levels that would be

required to pay for the benefits of PERS DB plan nenbers to

those of nenbers in the new DCR plan for fiscal years 2008
t hrough 2038. ]

Dat a, Assunption, Methods, and Pl an Provisions
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e Normal cost for new nenbers under the DB plan renains
constant as of June 30, 2005 (14.48%.

* New tier nenbers are assuned to get the enployer DCR
contribution rate of 5% 3% for the HRA, 1% for the
medi cal plan, and .67% for occupational death and
di sability. These rates are assumed to remain
const ant .

* Assets are assuned to earn 8.25% and there are no
actuarial gains or |osses assuned.

e Anortization is based on | evel percent of pay.

o Al ot her data, assunpti ons, met hods, and plan
provi sions are the sane as those described in the June
30, 2005 val uation report.

Ms. MIllhorn remnded Menbers that the contribution |evels
depicted on this graph could increase were assunptions to
change. The contribution |evels associated with the new DCR pl an
tier were slightly below those required for the DB plan. The
Normal Costs relating to DB plan nenbers is calculated to be
14.48 percent. The fact that nenbers in the DCR plan "do not
carry volatility" would allow the wunfunded Iliability to be
addressed. Costs would peak at approximately 2030 and then
decline as the unfunded liability was paid off. Contribution
anounts after that point "include nore nmenbers who are under the
DCR plan” and thus the rates are | ower.

9:48: 29 AM
Page 16
V. O osing DB Pl ans

Board Adopted Enployer Contribution Rates - FY '90 thru FY
' 08

[Chart depicting the PERS and TRS Funding Ratios, the
Enpl oyer  Nor nal Rat es, Past Service Rates, Actuarial
Computed Rates and Board Adopted Rates from FY 90 through
FY 2008. ]

Large junp between FY 07 [Board Adopted Rate of 39.76
percent] and FY 08 [Board Adopted Rate of 54.03 percent]
reflects need to get to the actuarially conputed
contribution rate.
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Ms. M1l horn spoke to the nultitude of information depicted on
this page, including historical costs of the contribution
anounts required to fund the PERS and TRS systens; previous
funding ratios; and rate spikes that occurred as a result of
actuarial audits being conduct ed.

9:49: 44 AM

Co-Chair Stedman stressed the inportance of the information on
this page. Continuing, he asked for further information about
the correlation between the Actuarial Valuation Data Year, the
Board Adopted Year, and the Rate for the Fiscal Year, as
depicted in the first colum of the chart.

Ms. MIlhorn explained that there is a two-year |ag between the
time the ARMB adopts a rate and when it is inplemented. She
reviewed the tinmefrane involved in the process and assured the
Commttee that efforts have been nade to reduce this lag tine.

9:52: 50 AM

CHARLENE  MORRI SON, Chi ef Fi nanci al Oficer, Division of
Retirement & Benefits, Departnent of Administration reviewed
sone of the ideas that have been considered in the effort to
reduce the lag time including changing the evaluation date to a
cal endar year rather than the State's July 1 to June 30 fisca
year. This "would shave off six nonths" and allow the ARMB to
receive the valuation earlier in a fiscal year; however, the
determ nation was that the benefits gained by this effort would
not offset the costs associated with conducting an evaluation
separate from other State tinefranmes. Another thought was "to
set rates based on a roll-forward evaluation"; however the
Division was unconfortable with that effort as it would "set
rates on information that is not as solid as a full evaluation".

9: 55: 52 AM
Co-Chair Stedman affirnmed that the two-year lag tinme issue was
"problematic and ... a solution to mnimze that" wuld be
benefi ci al .

Co-Chair Stednman also asked for information about the five
percent |imt placed on enployer contribution rate annua
i ncreases.
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Ms. MIllhorn explained that the PERS Board had adopted a
regul ation which "precluded the Board from adopting a rate
hi gher than five percentage points in any one year."

Ms. MIlhorn referred to the calculated rates depicted on page
16, specifically those pertaining to FY 05, FY 06, and FY O07.
Wile the State's actuary had recommended a rate of 24.91 in FY
05, the five-percent maximum requirenent |limted the PERS Board
to adopting a rate of 11.77 percent since the FY 04 rate had
been 6.77 percent. While the actuary recommended a rate of 25.63
percent for FY 06 and 28.19 percent for FY 07; the Board was
limted to adopting a rate of 16.77 percent and 21.77 percent,
respectively.

Ms. Mllhorn informed that the PERS five percent change
l[imtation was repealed in June 2006. The FY 08 rates adopted by
the Board "included the recommendation by the actuary and a
Level Dollar Anortization schedule to arrive at the 39.76
[ percent] as a consolidate rate across PERS."

Ms. MIlhorn noted that, while no rate increase |limt had been
adopted by the TRS board, they "adopted rates that were fairly
conparable in increase" to the PERS rates as opposed to adopting
the actuarial recomendations. The result is an approxi mte $750
mllion funding shortfall

9:59:13 AM

Co-Chair Stedman advised the Conmmittee that the inpacts of the
Board's adopted rate actions would be discussed further in the
com ng week.

9:59:47 AM

Senator Elton asked that the future discussion on the enployer
contribution rates delve into such things as how nuch of the FY
08 39.76 percent PERS and 54.03 percent TRS enpl oyer
contribution rates mght be attributable to the switch to the
Level Dollar Anortization nethod.

10: 00: 27 AM

Co- Chair Stednman acknowl edged. O her requests from Menbers were
wel cone.
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10: 01: 04 AM

Senator Elton, referring to the PERS Contribution Conparison
chart on page 15, asked that a chart be devel oped that would
separately portray the contribution amounts for Tier 1, Tier 11,
Tier 111, and Tier 1V, as "lunping" all the DB nenbers into one
groupi ng "skews" the information

Senator Elton also asked that the discussion include the
reasoni ng behind specifying a 25 year Level Dollar Anortization
schedul e.

10: 02: 08 AM

Senator Elton communi cated that many people are confused as to
whet her the establishment of the DCR plan would negatively or
positively affect the retirement systens in the future. O
particular interest is the inpact of allow ng individuals who
| eave enpl oynent after five vyears to take both their
contribution and their enployer's contribution with them People
in the DB plan are only permtted to renpbve their contribution
fromthe plan.

10: 03: 07 AM

Ms. MIlhorn affirmed that enployees in the new DCR plan "do
have portability associated wth their benefit plan.” She
recognized this as being a benefit to both the system and the
enpl oyee. Denographic research indicates that the portability
conponent is inportant to enployees "as they nove between
di fferent enpl oynent opportunities". For exanple, this would be
attractive to nurses working at the City and Borough of Juneau's
Bartlett Regional Hospital who nove frequently. The portability
conponent "does not add liabilities to the system: the enployer
contribution rate is known and enployees have enploynent
nmobi lity.

10: 04: 47 AM

Co- Chair Stedman understood Senator Elton's question to be to
"the mechanical side of how the Trust works with the different
tiers", including how the DCR plan would inpact Trust dollars or
enpl oyee and enpl oyer contri buti ons.

10: 05: 28 AM
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Ms. MIlhorn responded that the DCR plan includes a vesting
schedule that specifies that a PERS enployee nust contribute
ei ght percent and the enployer nust contribute five percent.
Enpl oyees are 25 percent vested after two years; that anount
i ncreases 25 percent each year with full vesting after five

years. In addition, the enployer makes a .99 percent annual
contribution to the nmedical plan on behalf of the enployee as
wel | as a contribution to their occupational death and

disability benefits. The nedical and occupational death and
disability benefits are fixed and guarant eed.

Ms. MIlhorn noted that, wunder the DCR plan, enployers also
contribute to another defined contribution conponent, the Health
Rei mbur senent Account (HRA). The enployer contribution to HRA
woul d be restored were an enployee who left enploynent after
five years to re-enploy before the age of 65. "That's a very
powerful recruitnent and retention tool."

10: 07: 07 AM

Senator Elton understood "the nechanics" of the program but
required convincing that the system would not be negatively
i npacted when enployer dollars were pulled out of the system
Enpl oyer dollars remain in the systemunder the DB pl an.

Ms. MIllhorn clarified that both the enployer and nenber
contributions to each of the DCR plan benefits detailed earlier
are placed in a Trust account in the DCR system "for the
exclusive benefit of the nenber."” The accounting of that noney
"is conpletely separate"” fromthe DB pl an.

Senator Elton asked to neet with the Departnment separately to
further discuss his concern.

Co- Chair Stedman acknow edged.

10: 09: 52 AM

Senat or  Dyson, referring to the PERS and TRS projected
Contribution Amounts information depicted on pages 7, 8, and 9,
asked whet her the assunption going forward was that health costs
woul d not i ncrease.
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Ms. MIlhorn replied that the trends would support there being
continuing increases in health care costs both nationally and in
Al aska. Health care costs have conpounded annually over the past
ten years in spite of cost containnment efforts.

10: 11: 08 AM

Senator Dyson opined that "the leveling out”™ of the projected
contribution rates depicted on pages 7 though 9 give a false or
"unrealistic" inpression. He estimated that a seven or eight
percent increase in health care costs would continue to be the
experi ence.

Co-Chair Stedman noted that the Level Dollar Anortization
schedul e that occurred in conjunction with the closing of the DB
pl ans woul d be addressed in future discussions on this issue.

Co-Chair Stednman also stated that, in an effort to better manage
the systens, reviews by nunmerous actuaries as opposed to a
single actuary woul d be conduct ed.

Co-Chair Stedman requested Menbers to notify him of any issue
requiring further attention.

10: 13: 35 AM

Senator Elton revisited his earlier requests; specifically
asking that future data be aggregated by tiers rather than
| unped t oget her.

Co- Chair Stedman thought this informati on m ght be avail abl e.

Ms. MIlhorn, responding to Senator Elton's request, clarified
that the actuary "has not calculated liabilities by Tier |, Tier
1, and Tier I11I". She did not desire "to create a false
expectation that such information was "readily available". The
Division would ask the actuary to provide an estimte of the
time and cost of conducting such an exerci se.

Co- Chair Stedman acknow edged and surmsed that the older the
tier the nore expensive.

10: 15: 42 AM
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Co-Chair Stedman expressed that sone historical information
regarding tiers mght be available. This discussion would
conti nue next week.

#

AT EASE 10:16:16 AM/ 10:16:27 AM

Co- Chair Stedman conducted Conm ttee housekeepi ng.

ADJ QURNVENT

Co-Chair Bert Stednman adjourned the neeting at 10: 16: 39 AM
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