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SENATOR KI M ELTON

Al aska State Legislature

Juneau AK

PCSI TI ON STATEMENT: Presented SB 183 as sponsor.

FRANCI S MCLAUGHLI N, Regi onal Pl anner
Muni ci pality of Anchorage

Anchor age AK

POSI TI ON STATEMENT: Spoke in favor of SB 183.

SARAH GROSSHUESCH, Public Enpl oyee
Anchor age AK
PCSI TI ON STATEMENT: Spoke in favor of SB 183.

SHANE POWERS, Firefighter/Paranedic

Cty of Fairbanks

Fai r banks AK

PCSI TI ON STATEMENT: Spoke in favor of SB 183.

JI M DUNCAN, Busi ness Manager

Al aska St ate Enpl oyees Associ ati on ( ASEA)
Juneau AK

POSI TI ON STATEMENT: Spoke in favor of SB 183.

BOB CLAUS, Trooper

Department of Public Safety

Kl awock AK

PCSI TI ON STATEMENT: Spoke in favor of SB 183.

JEFF BRI GGS, Senior Fire Captain

Anchor age AK
PCSI TI ON STATEMENT: Spoke in favor of SB 183.
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JEFF THI EDE, Teacher
Pal mer AK
PCSI TI ON STATEMENT: Spoke in favor of SB 183.

KURT FREDRI KKSON, Retiree
Juneau AK
PCSI TI ON STATEMENT: Spoke in favor of SB 183.

PAUL ORTNER, Psychiatric Nurse

Al aska Psychiatric Institute

Anchor age AK

PCOSI TI ON STATEMENT: Spoke in favor of SB 183.

Rl CK FOSTER, Teacher
Homer AK
PCSI TI ON STATEMENT: Spoke in favor of SB 183.

KATHY LEA, Retirement Manager

D vision of Retirenment and Benefits

Juneau AK

POSI TI ON STATEMENT: Answered questions regarding SB 183.

PAT SH ER, Director

D vision of Retirenment and Benefits

Juneau AK

PCOSI TI ON STATEMENT: Answer ed questions regarding SB 183.

BEN WALKER, Teacher
Anchor age AK
PCSI TI ON STATEMENT: Spoke in favor of SB 183.

JAKE TODD, Teacher
Anchor age AK
POSI TI ON STATEMENT: Spoke in favor of SB 183.

SCOTT MCDONALD, Teacher
Anchor age AK
PCSI TI ON STATEMENT: Spoke in favor of SB 183.

ACTI ON NARRATI VE

CHAIR LESIL MCGQU RE called the Senate State Affairs Standing
Commttee neeting to order at 9:03:54 AM Senators Bunde, G een,
Stevens, and McQuire were present at the call to order. Senator
French arrived soon thereafter.
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SB 183- REPEAL DEFI NED CONTRI B RETI REMENT PLANS

CHAI R MCGAUI RE announced the consi deration of SB 183.

9:04: 39 AM

SENATOR KIM ELTQON, Alaska State Legislature, said SB 183 would
hire new enployees into the old tiers — Tier 1lIl for PRS and
Tier Il for TRS — which will give enployees nore benefits for

alnost the sane cost as the new defined contribution plans
(DCP). The fiscal note highballs some of the costs, but
estimates about $5.00 per nonth per enployee. Studies show that
401k plans earn an average of 1.0 percent |ess than pensions,
and the DCP has no COLA [Cost of Living Allowance] to encourage

retirees to stay in Alaska. Retirees are a $1.5 billion per year
industry in Al aska. Experts note that the retirenment accounts
will often not last as long as a retiree. If the retiree has a

famly as part of the plan, the health accounts can run out in a
matter of a few short years.

SENATOR ELTON said recruitnment and retention is a big issue in
Al aska. In any other state in the nation a public enployee wll

end up with a defined benefit pension plan (DBP) and a socia

security safety net that protects them in their retirenent
years. The new DCP nakes retention especially difficult.
Enpl oyees can conme here, get training, and then |eave the state
in a few years to go to other public jurisdictions across the
nation, taking with them the noney they and the state put into
the retirement system |t encourages people to |leave. They can
leave with a large nest egg and go sonewhere that gives them
social security and a defined benefit. “They can buy a house
with the ...noney they took from [Al aska’s] system” It is worth
knowi ng that the enployer dollars do | eave.

SENATOR ELTON said that has a cost to the system One of the
advantages of the old systemis that the forfeitures add to the
benefit for those who stay. The bill also has an option for
t hose who have been hired into the DCP to be able to switch, and
that has a slight cost to the state. The bill doesn’t change the
mandate for a second actuary or the mandate for experience
studies. “Elected officials are still out,” he said. The 2010
deadl i ne for buying back time remains. The bill is fair and wll
help attract and keep good enployees. It adds back the COLA
incentive for retirees to stay in Alaska, so they can spend
their noney in restaurants, grocery stores, and pharnacies,
which is a $1.5 billion econony.

9:08: 54 AM
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FRANCI S MCLAUGHLI N, Regi onal Planner, Minicipality of Anchorage,
said he supports SB 183. He was born and raised in Fairbanks and
has worked as a professional planner outside of Alaska for five
years. He was hired as a regional planner by Anchorage | ast
year. He is well-qualified, and as a single person he can choose
to work anywhere. He is excited to be back in his hone state. If
he were older or married he would not be able to be a civil
servant in Al aska because there are too many disincentives in
the retirement system for Tier |1V enployees. He has no defined
benefits and his wages are too low, as conpared to the private
sector, to conpensate him enough to invest his way to
retirement. If he works 35 years as a civil servant in Al aska,
he will not have guaranteed health insurance. He wll have a
“health reinbursenent account” to buy health insurance, “and |
would pray that that would not be exhausted before ny future
wife and | die.” Wiwo knows how much health insurance will cost
in 2043? None of this is the case for Tier Il enployees — they
have a defined benefit and health insurance for retirement. This
is about being fair to public enployees. The state should be
trying to recruit and retain the best enployees. H's friend in
New York is a planner and his retirenment benefits are simlar to
Alaska’s Tier 1Il. He will have a pension and health insurance
when he retires.

MR. MCLAUGHLIN said he has sone incentive to work for the
muni ci pality because he is still young; he can get experience
and then leave to work in the private sector or for another
state. There is no incentive to stay once the job offers start
to roll in. Ader, nore experienced people have no incentive to
be enployed by the nmunicipality — they will have to work unti
they are 80 in order to afford to retire. H's director hopes
that one day he will becone a senior planner or director because
his current staff qualify for retirenent today, and they are
chonping at the bit to retire. But there is no one with the
knowl edge and experience to replace them The only way he wll
continue to work for the nunicipality will be if it is forced to
hire him as a contractor. SB 183 is good policy and the right
thing to do.

9:13: 07 AM

SARAH GROSSHUESCH, Public Enployee, Anchorage, said she was a
hi gh school science teacher for four years and then pursued a
Master’s degree in Public Health in Anchorage. She planned to
transition froma traditional teaching position to a conbination
role of health and education. She has always wanted to remain in
public service. After the state changed its retirement system
she took a job with the Minicipality of Anchorage as a public
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health educator. It was a perfect fit, except she |ost her four
years of previous service in PERS/ TRS. She knows of many other
people who pursued teaching certificates while working as
teachers’ aides who will now be placed in a nmuch | ess desirable
DCP. “Not only have | lost ny defined benefit retirenent, in
2010 all that noney wisely invested by the PERS/ TRS board w |

have to be renoved.” Wiat is the plan for the system then? How

much noney that is propping up retirements now will be forced
out of the systen? The changes in PERS/ TRS don't just affect
future recruitnment, it inpacts current workers. Wen she began

as a public enployee it was wth the promse of secure
retirement. She can nake nore noney in the private sector. She
made the choice to forgo the extra noney up front. She finds
public service nore rewarding. She and her husband started a
famly and have been active nenbers of her community, “but these
changes in the retirenent system have caused us to think about
whet her we can stay here or if we need to nove to a state which
provides for its public enployees and recognizes them for the
service that they provide.”

SENATOR GREEN asked where she first worked.

M5. GROSSHUESCH said she worked from 2002 to 2006 as a teacher
for the Anchorage School District. In October — after the July
deadline -- she accepted a position wth the nunicipality, and
that is a PRS position. It used to be that a person could
transfer the TRS years of service to PRS, but the DCP won’'t
allow it, so she has four years stuck in the TRS system that she
cannot add noney to.

9:16: 57 AM

SHANE POVWERS, Firefighter/Paranedic, Cty of Fairbanks, said he
is representing hinself. He started in June 2006 and may be one
of the last Tier 11l enployees in the state. He considers
himself fortunate. The new DCP system is harnful to both
enpl oyees and governnment entities. Tier |V enployees receive
| ess conpensation than their coworkers and the private sector. A
Tier 1V firefighter receives the sane hourly wage as a Wal-Mart
enpl oyee, and both WAl -Mart and the city contribute to enpl oyee
retirement accounts, but state enployees are shorted on socia

security. The state has created a system where it is better to
wear a blue vest at Wal-Mart than to save lives as a paranedic.

Since he started, the Fairbanks Fire Departnent has hired two
people. One was previously enrolled in PERS, and the other has
spent his entire work with the departnent searching for other
jobs. H's last day is April 9. The cost of training this person
will be lost to another state. The departnent has recently
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initiated a hiring process, and on conpletion it expects to have
only half of the applicants it had when M. Powers participated
three years ago. He has several friends seeking enploynent in
the fire service, and several are from Al aska. When they | earned
that Fairbanks was hiring they had no interest because of the
retirement system Training is expensive, and |ocal governnents
cannot afford replacing people, so costs have shifted from the

state to the local level. Not only will turnover increase, but
with a reduced nunber of applicants, the quality of enployees
will decrease. “Do you really want the bottom of the class

treating you in the back of an anbul ance?” This is a chance to
fix a horribly broken system SB 183 is very inportant.

9:19: 33 AM

JI M DUNCAN, Business Manager, Al aska State Enpl oyees Associ ation
(ASEA), Juneau, said he represents about 8,500 state and
muni ci pal enployees. He is also representing the Al aska Public
Pension Coalition. The APPC is a group of wunions and other
organi zations that have cone together to help repeal the defined
contribution plan. They include the Anchorage Police Departnent
Enpl oyees Association, Alaska State Enployees Association,
Al aska AFL-CIO Alaska Professional Firefighters Association,
Publ i c Saf ety Enpl oyees Associ ati on, Nat i onal Educat i on
Associ ation of Alaska, Retired Public Enployees of Al aska, AARP-
Al aska, and ot hers.

MR. DUNCAN said there are four reasons this coalition opposes
the DCP. First, it does not provide a secure pension on
retirement; second, it provides inadequate nedical coverage for
retirees; third, there is an inability to recruit and retain
public enployees; and fourth, there is no overall cost saving
fromthe previous plans.

MR. DUNCAN said national studies by the Horton School of
Busi ness show that nore than two thirds of DCP participants cash
out their account when term nating enploynent, |eaving themwth
little or no funds for retirenent. Another study by the Center
for Retirement Research in 2006 showed that the nedian 401k fund
bal ance for househol ds headed by 55 to 64 year olds was $60, 000.
That means they will have a $400 per nonth annuity inconme over
their lifetime, which is not sufficient.

9:22: 50 AM

MR. DUNCAN said there is no post-retirenent pension adjustnent
to help keep up with inflation. The return on investnent of the
DCP is less than it is with a DBP. TRS and PERS financial report
verifies this and shows the DCP return was 11.5 percent and the
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return fromthe DBP was 18.9 percent. That occurs for a variety
of reasons, but <clearly professionals can invest wth nore
people. He said it is inportant to note that teachers and nobst
public enployees in the DCP, unlike private sector enployees,
will not receive social security and will have no DBP at all.
The DCP provides inadequate nedical coverage for retirees. They
will not have a good plan to cover nedical expenses. They nust
retire directly from state service to access the nedica
benefit, and that often doesn’t happen. They will have to have a
m nimum of ten years of service to access nedical coverage at
Medi care-eligible age, or if they work |ong enough, they could
access it at any tine with 25 years of service if they are peace
officers and firefighters. But all other enployees have to have
30 years of service. “So the access to the nedical plan is
severely restricted.” They have a health reinbursenent account
under the DCP and nmay use that to pay prem uns, but once that is
gone, the retiree mnust self-pay. The estimate is that the
account may last two to three years, and then retirees will have
to pay the prem um

9:25:17 AM
MR. DUNCAN said retirees nust pay 100 percent of the prem uns of
the plan until eligible for Medicare. Upon reaching Medicare

eligibility the retiree nmust pay ten to thirty percent of the
prem uns depending on their years of service, but they nust work
thirty years to pay just 10 percent. “This one is a real zinger
in my mind: the state nay termnate a retiree nedical plan at
any time — or change it.” Retirees under the DCP will have no
decent nedi cal benefit, if they have any at all.

9:26: 05 AM

MR. DUNCAN said there is the increasing inability to recruit and
retain public enployees. The DCP encourages public enployees to
move on to other enployers. Even the Division of Retirenent and
Benefits encourages this, he said, with a website pronotion of
the DCP. It says, “CGet it to go, your savings nove right along
with you as you blaze your career trail.” “W have made the new
retirement plan just as nodern and nobile as our nost
adventurous Al askan enployees; when you're ready to nove on,
just take your savings with you.” “Wen you change enployers,
nove your savings and take your noney with you.” Those clearly
are statenents that encourage people to cone and then |eave.
There is an annual report by the personnel division, and it
said: there have been noticeable changes in enployee novenents
since the 2005 report; the turnover rate has increased and
continues to be higher than the hire rate by three percent. He
said the turnover rate in 2005 was 24 percent, exceeding the
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hire rate of 22 percent. The DCP cane into place on July 1,
2006, and the turnover rate increased by 5 percent. The
corollary seens clear. The departnent with the highest turnover
rate is public safety at 40 percent. He did a separate anal ysis
of just the general government unit union, and it shows that in
2007 the turnover rate for enployees with less than 2 years of
service is 30 percent. After that it drops to 23 percent, but
when people first come, they |eave very quickly.

9:28:51 AM
SENATOR GREEN asked if the executive branch turnover rate is
unusual since it was an el ection year.

MR. DUNCAN said there is sone turnover with the change in an
adm nistration, but not nore than 5 percent. The turnover rate
for his nenbers, who aren't political appointees, was 30
percent. There have not been exit interviews, but he sees the
junp in turnover rate due to the DCP

SENATOR GREEN said the highest turnover rate is the public
safety staff, and that seens to be an ongoing problem 1In the
last three to five years there is the "aging out of public
safety menbers.” The turnover rate is high but it would be nice
to see a chart on the trends and if it’'s attributable to the DCP
or “if it’s just the 20 or 25 and out.”

9: 30: 54 AM
MR. DUNCAN said his unit had a 20 percent turnover rate and now
there is a 30 percent turnover rate.

CHAI R MCGUI RE asked about a survey for departing enpl oyees.

MR. DUNCAN said he has recommended that to the Departnent of
Adm ni stration to determ ne why enpl oyees are | eaving.

9:31: 57 AM

CHAIR MCGUI RE said there has been sone reduction in the nunber
of state enployees since she has been here. Alaska is not
decreasing the nunber of public enployees, but it’'s nore
inefficient because of the ~constant cycle of retraining
individuals. A lot of time is spent training people only to have
them pick up and leave. It is a norale and inefficiency issue.

MR. DUNCAN said there is no overall cost savings in noving from
the defined benefit plan to DCP. Buck Consultants did an
analysis in February 2008 that shows that the TRS Tier Il plan
cost 3 percent less than the Tier 111 DCP. The PERS Tier 111
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defined benefit plan cost slightly nore: 0.75 percent nore than
the Tier IV plan, but there is no overall cost savings. The DCP
did not reduce overall costs.

9:33: 44 AM

SENATOR BUNDE said he has heard that, but it is a snapshot that
is not indicative of the long-term inpacts of the DBPs. “W can
all find statistics — 100 percent of people that ate pickles in
1880 are now dead, but | don’t know that pickles cause death.”

CHAIR MCGQUIRE said that is the point of the hearing -- to figure
out if the actions taken in 2006 were the right ones. The
statistics should show the inpacts, financially and with regard
to retention and recruitnent. There are sone indicators, and the
goal is to get to the bottomof it. If there are consultants or
i ndi viduals that can add to the dial ogue, she would be happy to
hear their testinony.

VR. DUNCAN said he has presented the analysis by Buck
Consultants to the Division of Retirement and Benefits, and he
can only assune that it is factual. The DCP is not working for
the state or its enployees. It does not provide a secure pension
at retirenent. It has inadequate nedical coverage for retirees.
The figures show an increase in the inability to recruit and
retain public enployees. There is no overall cost savings. On
the other hand, a define benefit plan works best. It provides a
stable pension that will enable retirees to stay in Al aska. It
has a nedical plan that wll enable retirees to neet their
nmedi cal needs. It encourages public enployees to make public
service in Alaska a career - ant that’'s what we should be all
about. A DBP does all this at a lower cost. He said SB 183 is
the right approach.

9: 36: 54 AM

SENATOR FRENCH said he is inpressed at the people comng forward
on this, because they won't benefit personally. M. Duncan's
retirement won't change.

SENATOR GREEN said, “W should all be so |ucky.”

SENATOR FRENCH said there are people here today who passionately
believe that the DCP is bad policy, and whose retirenents are
set by the constitution and won't benefit by the bill. It is
wel | - meani ng people who are on the ground and see the effects of
this policy and are very, very concerned of having a substandard
wor kf or ce executing inportant governnent functions.
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9:37: 53 AM

SENATOR BUNDE said he is sure Senator French didn’t nean that
anyone hired recently is substandard. There are different points
of view on personal benefits. Unions thrive on nunbers, and if
they can recruit nore nunbers, it strengthens the wunion. It
isnt just a matter of their own personal retirenent; it’'s their
political influence in the state.

MR. DUNCAN said the union’s prinme goal is to ensure that people
who work in the public sector have a good wage and good
benefits, and when they retire, they can stay in Alaska with a
stabl e pension so they can continue to contribute to the state.
Many of his nenbers were hired before July 1, 2006, but the goal
is to be sure that those individuals that are com ng along now
will have a pension and nedical plan. The other goal is to
provide a service to the citizens of Al aska through the public
enpl oyees. That is done by hiring people who want to nake public
enpl oynment a career, and they will need to see that they can
retire, support thenselves and their spouse, take care of their
medi cal needs, and remain in Al aska as active citizens.

9: 39: 44 AM

CHAIR MCGQUIRE said she will not be affected by the DCP, and she
can see both sides. At her age, she wants to look to the
teachers, firefighters, and enployees nanaging Al aska' s vast
natural resources, and “we have already decided that these are
state functions and that we’'re going to have state enployees
doi ng those jobs, and we want the best people to do them” M nds
can differ in opinion, but we are looking at the inpacts. She
woul d hate to see Alaska get so far down the line that the state
is not attracting and retaining qualified people in areas that
are inportant. If not, nmaybe someone el se should do those jobs.

9:41:19 AM
BOB CLAUS, Trooper, Kl awock AK, said SB 183 is an inportant
bill. He has worked proudly as a trooper all over the state for

22 years. He has been in Klawock for the past 14 years and pl ans
to retire in My under the defined benefits system He is
training a new 22-year-old recruit, who was hired under the DCP
Defined benefits were an essential part of the state’s ability
to recruit and retain it valuable workforce. It takes hundreds
of thousands of dollars and several years to train a new trooper
in rural Al aska. Wiy would a person want to take a trooper job?
They face the harshest working conditions of any |aw enforcenent
job in America. It 1is physically dangerous, and constant
transfers make it economically risky for trooper famlies. Wen
deciding to becone a trooper, he was a Marine Corps veteran and
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recent college graduate froman elite university, and his father
had just retired after 20 years as a firefighter/paranedic. For
perhaps the first time in his life he followed his father's
advice to seek public enploynent with a solid pension plan. The
DBP was a huge factor in his decision to apply. H's brother
chose not to take that advice. He is working in private
i ndustry; he changes jobs every few years and takes his noney
with him He nmakes $300,000 per year. “l really don't think the
state wants to get in that kind of bidding war.”

MR. CLAUS asked why soneone would stay in a trooper job, where a
person has nore than their fair share of bad days. There are a
nunber of agencies willing to hire well-trained officers. As a
22-year trooper, he has had frustrations over the years and
considered leaving, but with a DBP, it never made sense to
leave. He is training a 22-year old from Mchigan; he has
famly, a girlfriend, his friends, and sone property in
M chigan. He was attracted to the troopers for the adventure of
Al aska and the fun of being a cop. But when the romance of the
work wears thin and the work gets hard, this DCP wll allow him
to take his noney, training, and skills and go back to M chigan.

The Mchigan police have a simlar pay package, and there is
not hing holding him here. This personal story is nore typica

than not. He asked the commttee to support SB 183.

9:45: 46 AM

SENATOR BUNDE said this is one of the problens he sees. “You're
frustrated, you' re unhappy with your job, but you re sticking
around for the retirenent.” There is a downside to that as well
as an encouragenent to keep people in state enploynent. He
taught for a long time, and he knows teachers that teach for
four reasons: June, July, August, and early retirenent. That is
unfortunate that we have people who hang around just for the
retirement. He said he understands the other point of view, *“but
there is an opposite to that as well.”

CHAIR MCGUI RE asked if there was discussion in the past about
people who collect retirement and voluntarily put it back into
the system to help offset financial concerns. “Wen the overal
look was nmde at elimnating the DB plan, was there any
consideration for those of the different generation who are
already collecting their retirenment checks, sort of voluntarily
gi ving those defined benefits up?”

SENATOR BUNDE said that will be after people volunteer to pay
i ncone t ax.
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9:47: 40 AM

CHAIR MCGQUIRE said it is interesting where the responsibility
shifted. Many people are secure and collecting retirenent, and
there was a concern that the system was broken and “therefore
we're going to shift t hat responsibility to the next
generation.”

SENATOR BUNDE said, “lI think your coments are ained at ne.” Q|
devel opnent began shortly after he began teaching, and the state
could not afford to nmatch those oil wages. “I could have easily
| eft teaching and at least tripled, if not quadrupled, ny wages
on the pipeline.” He didn't because he preferred teaching and
didn't like what the pipeline was doing to Alaska. The state
of fered substantial benefits, but it was a saddler’s mattress
ranch -- buy now and no paynents until 2006. The paynents are
due. The state was using its best judgnent, but it was creating
an unfunded mandate. “That was then, this is now, and we have to
make sone changes.”

9:49: 22 AM
CHAIR MCGUI RE asked if [the benefits] had an inpact on staying
i n teaching.

SENATOR BUNDE recollected that wages were far nore inportant
than retirenent.

CHAIR MCGUIRE said maybe it was the tine and place, but she
finds that young teachers in her district want secure
retirement. They |ove teaching and would love to stay, but the
| ow wages and benefits is such a great sacrifice.

SENATOR BUNDE said conditions change. H's salary started at
$12,000 per year. If wages were $30,000, like they are now, he
may have |ooked at it differently. Every dollar that went into
retirement was a dollar that didn't go into his wages, and he
was far nore concerned wth wages.

SENATOR GREEN said it 1is quizzical that TRS would be the
responsibility of the district that enploys them and “if | were
doing labor contracts for school districts ...1 would probably
hold back on the request for higher wages and request a plan
that the district participates in.” The state is not going to
step in and take over the teacher’s district’s responsibility
for offering that enploynent package. “1 haven't noticed anyone
doing that yet.” The state is not going to pay that plan; it is
up to the district, and that may be where sone of the shortfal

conmes in. “Wien we were doing the research and conparing states,

SENATE STA COW TTEE - 13- March 18, 2008



counties, boroughs, nunicipalities, school districts and al

units of governnent, the Alaska plan for — in nbst areas -- was
probably within the top 90-95 percent of plans.” In “admn’s”
conparison of the features of the tiers, the nore significant
changes cane in Tier Il to Tier Ill, not Tier IIl to Tier 1V
“As the bill was being witten, we were trying to find offsets
in supplenental.” She was concerned with retirees paying for
medi cal coverage, but in Tier IIl, enployees with |less then 10

years and their survivors nust pay the full premuns as |ong as
they wish to continue nedical coverage. That is the sanme as Tier
1, but enployees nust accrue a mninmum of 10 years of service
to have systempaid coverage at age 60. Then there is an
infusion of the health reinbursenent ar r angenent and a
percent age based on years of enploynent. She can’t inagine that

anyone thinks that “if you'd only been with the state a few
years that there should be a fully-paid health plan at the end
of those few years.” That is where a balance was sought - an

enpl oyer-pai d rei mbursenent account. It was not punitive; it was
trying to “bal ance out how we get things paid for.” The irony is
that at 65, a person is in the Medicare track anyway.

9:54:21 AM

CHAI R MCGQUI RE sai d Senator Bunde is one of the few people in the
buil ding that have good retirement, and it is humane to cone to
the end of your life and have a secure retirenent. It is a
quality-of-life issue. People are proud of teaching and serving
the state, and that reflects the quality of people that Al aska
has been able to attract. The only reason for this dialogue is
that she wants there to be open minds. It nay be that the change
didn't need to be as drastic as a DCP, but rather just to
continue to ratchet down on health costs and years of service.

SENATOR BUNDE said the day after he retired he started another
j ob. Because of his personal experience, he thinks wages are
nore inportant for recruiting young people than a distant
retirement plan. He hoped that noney saved would be placed in
salaries. If the state is not saving noney, that is a challenge.
“W may not save noney but your ...children nay save noney.”

9:56: 55 AM
CHAIR MCGQUIRE said it is a good point and asked about sal aries.
That was the trade off — the portability and attraction of a

hi gher wage, but she doesn’'t know if that is occurring.
SENATOR GREEN said in Alaska there is no ability to |ook back

and change the system unless an offset is done that is equal or
better. The unfunded liability was the “genesis of trying to

SENATE STA COW TTEE -14- March 18, 2008



find a solution, and that solution had to do with the sharing in
the future.” The state was no longer able to keep up with the
unfunded Iliability created by the DBP. “That would be the
di fference as you/we had earlier, that the defined benefits plan
costs less than the defined contribution plan, but | would also
like to see what’s happening to the indebtedness for the future,
and if we’'ve nmde any kind of headway into changing that
scenario.” It has been the legislature’s desire to invest in
that plan to make sure it is well funded. Al aska, by prefunding
the health benefits, which often skewed the statistics, was
ahead of the curve because now all entities are required to do

t hat . The federal government has come out wth a new
requirenent, so “we’'re a little ahead of the curve - perhaps
unknowi ngly.” “1 think those things entered into it because we
had tried for several years to get -- when Senator Bunde and |
were on finance, we asked questions about the condition.
Information was not particularly forthcomng.” She said she

asked for suggestions, and “after no response, we said we have
to do sonething or the unfunded liability is just going to get
out of hand.”

9:59: 36 AM

SENATOR FRENCH said, “W are not of a wuniform view on this
topic.” He said the unfunded liability did pronmpt this, but it
wasn't the fault of the plan. It wasn't giving sonme people a
defined benefit plan that created an unfunded liability. It was
the financial decisions over the years. It wasn’t the workers or
the promse they were given. It was the way that the people
above them handl ed that obligation. It is unfair to ascribe that
to the msplaced prom se nade to a trooper or a teacher. There
were bad stock market performances and bad projections on health
care costs. Those were exacerbated by certain financial
deci sions made inside this building about contribution rates and
how well to fund that program over the years.

CHAIR MCGQUIRE said it was easier to contribute |ess.

SENATOR FRENCH said the testinony from Trooper Claus really
illustrates sonething to the contrary of Senator Bunde. Wat
pronpted that trooper to take that job was his father's advice
to pursue a secure retirement. “There are plenty of fathers
across the country that tell their young sons to give up a
little bit on incone but get a secure retirenent, because you
don’t know what’'s going to happen in the future.” Many state
workers may tell thenselves that their job doesn’'t pay the best,
but there is a pot of gold at the end of the rainbow - “and
that’s me not living in peonage sonmewhere wthout any nedical
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care.” State workers hired today do not get social security. *“I
can’t say that often enough.” The only thing they have is what
they accunulate in their 401ks, and 401ks don't perform as well
as DBPs on a case by case basis. It is inportant to keep in mnd
that there are strong reasons for going back to the previous
state plan. There are reasons why ot her states have gone back.

10: 02: 23 AM
CHAIR MCGQU RE said Alaska is the only state in the nation wth
the plan. The premise is that people wll be experts in

investing, and their 401ks will performas well|l as a DBP

SENATOR BUNDE said he has another neeting. He added that he
ignored his father's advice to stay in the mlitary to retire in
20 years. “But vegetating for 20 years was not worth the price.”

CHAIR MCGQUIRE said it is in Alaska' s best interest for an
individual to stay in a job. In teaching and ot her professions,
the |onger soneone stays the nore institutional know edge is
gai nedm and Al aska benefits fromthat -- instead of using Al aska
as a training ground and then packing up their noney and
| eavi ng.

10: 04: 03 AM

JEFF BRIGGS, Senior Fire Captain, Anchorage, said he is a
lifelong Alaskan. Firefighting is dangerous, and when respondi ng
to an energency he nust weigh the risks. One of his biggest
fears is having a new recruit, who was hired under the DCP, get
a permanent occupational disability. That firefighter wll
receive 40 percent of his or her salary. “I can't inmagine having
to raise a famly and save for retirement on 40 percent of ny
wage.” An article said that one in four 401ks has less than
$7,000 in it. In 2002, Mody v. Delta Western Inc., the Al aska
Suprene Court ruled that firefighters and police are not allowed
to sue third parties to recover danages that stem from negligent
acts. The rule states that police and fire fighters are

conpensated with salaries and enhanced benefits. “I can't nane
any enhancenents that these new firefighters have.” Since they
have no enhanced benefits, passage of this bill is a step in the

right direction. The Anchorage fire departnent has trouble
recruiting and retaining paranmedic firefighters, and he expects
that to get worse. He also expects that by the fourth year, new
hires will be searching for new jobs with defined benefits. They
will take their nest egg with them and Alaska wll be a
training ground for fire departnments across the nation.
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M. BRIGGS said he did the sane thing. The conmpany he worked for
had a 401k with matching contributions, and he decided to take a
chance at being a firefighter, which had a nore realistic
retirement plan than what he had. He cashed out his 401k, paid
the penalty, and enrolled in a firefighter acadeny. He feels
fortunate to be in Tier Il. “I certainly would not have quit ny
hi gher-paying private-sector job to beconme a firefighter in
Al aska today.” Anchorage has a fire acadeny with 32 recruits. A
few of them are working on their second careers, and they were
shocked to find out that they would be losing nost of their
social security benefits when they retire. “As you can probably
guess, none are happy with the current retirenment plan that they
have.” Traditional retirement adds 30 percent to the value of
one’s salary, so they are wrking for 30 percent |ess
conpensation than others in the sane job. The DCP plan is
perfect for short-term enployees. It allows them to take their
money when they leave to start their careers. It has been proven
over and over how enployees are not able to save enough to
survive on if it is left to them Mst aren't even able to
afford health insurance for nore than a couple of years. Al aska
is the only state in the nation that mandates that firefighters
be in a DCP. The other states that offer DCPs also offer a
choice of a DBP, and they also allow the firefighters to be
eligible to receive social security benefits. Al askans are
di stayed when they learn this. He believes nost residents would
agree with himthat public safety enployees who put their I|ives
on the line for the welfare of others deserve to have security
in their retirement.

10: 08: 27 AM

JEFF THI EDE, Teacher, Palner, said he is the athletic director
at Pal ner H gh School and a former Marine. He recently noved to
Alaska with his wife, who is a fifth-generation Al askan. He l|eft
Nevada in 2006 for a $12,000 increase in salary. He arrived 15
days too late for Tier Il, so his incone is really only $300
nore, which is drastically different than what he expected.
Nevada has a DBP and he can nove back within five years and
regain his eligibility. *“I left three years of retirenent
there.” Hs wife has seven years. One major problemis the |ack
of ability of people with children and nortgages to contribute
to another retirenent plan. It’s alnpbst paycheck to paycheck
with no benefits in sight. H's long-range plan was to retire in
Al aska, but at this point noving back to Nevada al nost sounds
nore lucrative than staying. The cost of living is cheaper, and
he and his wife will be in a retirenment systemthat has the gold
at the end of the rainbow. Teachers will |eave. He has heard
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from other teachers telling himthat. OQther states offer better
pl ans.

10: 12: 24 AM

KURT FREDRI KKSON, Retiree, (Former DEC Conm ssioner), said he is
here on behalf of the Retired Public Enployees of Al aska (RPA)
in support of SB 183. RPA is a voluntary organization and is
made up 2,300 retirees. He volunteers his time on the executive
board. RPA believes Alaska should support Alaska famlies who
have built careers. Leaders should encourage Al askans to stay
active nenbers of their comunities after retiring. Retirees
shoul d not have to go to a state with a |ower cost of living. SB
183 will restore the incentives to stay. There are few if any
incentives for enployees under the DCP to stay and contribute to
Al aska after they retire. There are 18,000 retired public
enpl oyees living in Alaska, and 23 percent of retired Al askans
are public enployee retirees. They all brought in $1.46 billion
into the state, and that is equal to what Alaska fishers were
paid for their catch or the value of zinc, gold, and other
metals mned in Alaska in 2004. Alaska's retired public
enpl oyees make a significant contribution to Al aska s econony.

In addition to the financial benefit, they vol unteer
significantly. He said he receives the Al aska cost of 1living
al l owance that was established in 1966 to assist retirees who
elect to stay in Alaska. That is 10 percent of the base
retirement benefit or a mninmm of $50 per nmonth. This is not
provided under the DCP. As a retiree, he also gets a post
retirement pension adjustnent based on increases in the annua

consuner price index for Anchorage. That is not provided by the
DCP. He also receives health care coverage until he is 65, and
then the state’'s coverage becones secondary to Medicare.
“Unfortunately public enployees covered under the defined
contribution program run a nuch greater risk of finding
thenmsel ves with far | ess coverage for health insurance when they
retire.”

10: 16: 31 AM
MR. FREDRI KKSON sai d Al askans reaching 65 often have to prepare
financially for a long retirement. He said 29 percent of wonen

and 18 percent of nen who are 65 will also reach the age of 90.
Wth the very limted nedical benefits under the DCP, RPA fears
the exodus of retirees from Alaska will increase and seriously

affect Al aska’'s econony and jobs. Wen he began his career 30
years ago, he was prom sed health care coverage and a retirenent
pensi on based on a fair percentage of his working salary that
i ncl udes reasonable cost of living adjustnments while living in
Al aska, which is denied to new enpl oyees.
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10: 18: 02 AM

PAUL ORTNER, Psychiatric Nurse, Alaska Psychiatric Institute,
Anchorage, said he has a defined contribution retirement plan,
and he is approaching 20 years of service. “As soneone who
al ready has a defined benefit, you may ask what horse | have in
this race.” It is the ongoing viability of the hospital he works
at. Wages have never been what draw people to jobs like his. The
prom se of a secure retirenent has allowed him to grow in his
career and develop an attachnent with the facility he works in.
Despite perceptions that public service is overpaid, it is not
true. The facility is losing long-term enployees in roles that
are best served by experienced people. Direct care to acutely
i1l patients is very difficult, and the facility is mainly

attracting new graduates to fill direct-care vacancies, and
after a couple of years of developing the experience needed to
serve this population, they will likely nove out of state to the
greener pastures of the private sector. It is increasingly
difficult to nove enployees into roles of i ncreasi ng

responsibility internally because new enpl oyees see no advant age
of ongoi ng state enpl oynent.

MR. ORTNER said quality applicants from outside the hospital are
few or not there. When qualified persons are found, it requires
advanced-step hiring to get them and holding themis unlikely.
“The defined contribution retirement plan provides positive
incentives for enployees to stay wth APl and grow their
careers.” APl provides conprehensive, sophisticated care that
requires a distinct set of skills that devel ops with experience.
It becones challenging to provide safe and capable care w thout
a stable population of experienced enployees. Positions, |ike
his, are best served by people with experience, who have risen
up through the ranks of the hospital and have institutional
know edge. The possibility of that has been renoved by nmaking
the state workforce a transient workforce. This is not a
phenomenon exclusive to APl nurses. A nedical records nanager
left after 25 years, and it was a blow for the hospital because
having a well-run records departnment is crucial to patient care
and helps protect the hospital fromlitigation. Her job had to
be downgraded to find soneone. The hospital was |ucky to have
found a bright, young, and capable person, but once she has
experience, her opportunities outside of the APl wll be
considerable, and it is unlikely she will stay for nore than a
few years. This is occurring in each departnment, he said. The
negative inpact on the |level of service APl can provide is real.
“W are constantly trying to orientate a workforce to this very
specialized care only to see them leave.” APl has shown
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i mprovenent and has been very responsive to the needs of the
entire state. It provides innovative care, but it wll have to
shift resources to training and recruitnent, which wll decrease
APl’s ability to neet its mssion, and it exposes the hospita
to increased risk and liability.

10: 22: 48 AM

RI CK FOSTER, Teacher, Honer, said he is a first-year teacher in
a village at the head of Kachenak Bay. He teaches history and
bi ol ogy, after he worked many years for resource agencies. He
has a PhD in resource ecology and has worked in the private
sector in Alaska and has taught in California and Nevada. He
al so taught at the University of Al aska. Recently he worked for
the Al aska Departnent of Fish and Gane as a habitat biologist.

He is vested in PERS IlIl and just 32 nonths short of the ten
years needed to get his nedical coverage. That is the part that
frightens him “As | understand it ...state enployees wll have

no certainty when we retire from the defined contribution plan

and the whole social security.” He paid into social security but
he is not sure how that works. He thought he could link his
seven years with PERS to his current retirement system But he
cant do it with the DCP. It is inportant to have experienced
teachers with nunerous skills. Alaska wll not be able to
attract teachers from outside with the DCP. He feels it is
desirable for teachers to conme from the other jobs, public or
private, before teaching. Alaska will not be able to attract
topnotch resource scientists — not with the salaries the state
pays unless there are defined benefits. He |oves teaching so he
will have to leave the state or he could go back to the PERS
system Friends from Homer work for the legislature to get their
additional three years. He could also get a non-certified job in
his school. “I could actually clean up the classroom and get ny
PERS tine.” SB 183 is positive for Alaskans and its children.

10: 27: 24 AM

SENATOR STEVENS said a person used to be able to go between TRS
and PERS. He is surprised to learn that it is not possible now
How did that conme about, and where does it say it?

MR. FOSTER said a specialist told him he couldn’t Iink the two
systens. “My choice was to either |eave the state because | was
not going to be able to collect those additional three years, or
...g0 back into the PERS systemthrough another job.”

SENATOR STEVENS said, “As | recall fromprior retirenent systens
in the state, you can take PERS service into TRS together, and
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use them together for one single retirement.” It sounds Iike
that can’t be done now.

10: 28: 47 AM

KATHY LEA, Retirenment Manager, Division of Retirenent and
Benefits, said that is correct. There is no connection between

the defined contribution plans. “In the defined benefit plans
there are two different ways -- if you have service in both PERS
and TRS -- that you can obtain a benefit. If you re vested in

one system and you have at |least two years in the other, you can
have what’s called a conditional service benefit. So you can get
a benefit from both plans. If you are not vested in either, but
you have at |east three years in PERS, you can transfer your TRS
service to PERS. And if you have at least five years, you can
qualify for a public service benefit.” So there are two ways in
the DBPs to use the years you have in both systens, but in the
DCP, there are no connections. “So if you do start in one and
nove to the other, the service does not conbine.”

SENATOR FRENCH sai d those changes cane from SB 141.

MS. LEA said yes.

SENATOR STEVENS asked the cost of conmbining the two. “It’'s a
good system to allow people to take years from PERS and take
years from TRS and conbine them together, but | assune it’'s a
matter of cost.” He asked about changing “that one Ilittle
section.”

10: 31: 54 AM

PAT SH ER, Director, D vision of Retirement and Benefits, asked
if he neans conbining the service credit for qualifying for
vesti ng.

SENATOR STEVENS said maybe not just for vesting. “Prior to this,
you could retire, say, in TRS, and if you had sone PERS service,
that would conmbine for one retirenent package — isn’t that true
— say ten years ago?”’

M5. LEA said not quite; it is one check, but it is two separate
benefits with separate health eligibilities. People with a PERS
benefit and a conditional TRS benefit would have two health
pl ans that would coordinate together. Under the DCPs, a person
woul d have to determ ne how she or he wanted to conbine the two
plans. There is also a requirenment under the DCP that a person
termnate fromactive enploynent in order to access the nedical
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SENATOR STEVENS said he is not prepared to ask this question.

10: 33: 25 AM

CHAI R MCQUI RE said Senator Stevens is probably asking about the
vesting. She noted that his constituent, M. Foster, was a
biologist with excellent training who now wants to teach in
Homer. He brings his experience to teaching. And prior to SB
141, he could have conbined his time in the teaching system
toward his overall vesting term of service. SB 141 elimnated
that, and she thinks Senator Stevens wants to know the costs of
fixing that part of what happened in SB 141.

SENATOR STEVENS said that is what he woul d have asked.

10: 34: 25 AM

BEN WALKER, Teacher, Anchorage, said he works in Romg Mddle
School and grew up in Ketchi kan and Anchorage. He taught English
in South America. H s nomwas a teacher, and he found it to be a
good profession. While in the master’s program at UAA in 2005

the benefits package changed. Romig hired him before July 1, but
due to the processing, he didn't sign a contract until after
that, so he is under the new plan. He was given a questionnaire
when he becane part of the plan, which put himin a particular
| evel of noney managenent. For the |last quarter of 2007, he | ost
$154. 00 and had to pay $12.00 to do that. In the private sector,
it was simlar, but the enployer picked up the managenent fees.
“So if I did lose nmoney | didn’t have to pay to do it.” Since
being in the plan, he has put in $8,400 and now has $8,500. For
al nost two years he has earned 0.9 percent. If he could put it
in a savings account, that would be nice. “It’s actually not
going to be a very decent retirenent.” He is engaged to another
teacher, and they wll have to face a choice of one of them
st oppi ng teaching or noving to anot her state.

10: 37: 38 AM

CHAIR MCGQUIRE said he is a teacher, not a financial manager. On
top of sacrificing on salary, “we’re trying to becone financia
experts as well.”

10: 38: 28 AM

JAKE TODD, Teacher, Anchorage, said he is not a financial
pl anner and doesn’'t care to be. He teaches at the sanme high
school he graduated from and it is the sane school where his
parents taught. “I am a fourth generation educator and a second
generation Alaskan.” H's parents taught Senator Bunde's and
Senator Green's kids. He left Alaska to go to college and cane
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home. He wants to spend his life here. It was at great expense
to return to Alaska. He didn't have to nove a famly, but it was
still difficult, and it is an expensive place to live. “And now
|’mleaving. I'maqquitting nmy job because | cannot make it here.”
What police officers, teachers, and firefighters need is to be
able to retire with dignity and security. The DCP doesn’t
provide either. The other 49 states do, and they are |ooking
nice now. It cost the Anchorage school district $12,000 to train
him this year, and now he is wal king away. He knows of three
other first-year teachers who are also quitting. He said the
previous retirement system wasn't broken, “you guys just got
some bad advice.” “Way to throw the baby out with the bath
wat er, because you threw out ny retirenment plan with it and ny
dreans of comng back to being an Alaskan for the rest of ny

life.” He is not eligible for social security — “all ny eggs are
in the basket of the market, which is facing the |argest
recession in recent nenory.” It doesn’t help him sleep at night

to see the Fed lowering interest rates again. “Anybody who truly
believes this retirenent plan is worth it, put it up. Trade ne.”
He noted that the people he really wanted to address today |eft

the neeting. “1I don’t think that | deserve any |ess than Con
Bunde for doing the same service to the state of Alaska -- just
in different time periods.” So during this lapse in comobn

sense, he has volunteered to serve his county in the M ddle East
for the next two years. Wen he cones back, he wants this
probl em sol ved, or else Alaska will |ose a honegrown teacher. “I
want to teach school; | don’t want anything else, and right now
| munable to do that.”

10: 42: 56 AM

SCOTT MCDONALD, Teacher, Anchorage, said his testinony is on
behal f on many people who couldn’t be here. He has chosen public
service and teaches at an elenentary school. He was born and
educated in Alaska. He has a tough class with English |anguage
| earners and honel ess students, but he has the education to deal
with it. “I work hard.” He is 35 years old and cannot see
hinmself retiring until at least 65. Hs father told him to do
what he was passionate about but to make sure he can make a
living. He is passionate about teaching, and he doesn’'t want to

be a financial planner. “lI don’'t know about the correlation
bet ween pickles and death in 1880 as M. Bunde pointed out.” He
will be vested in three years and hopes he can retire in Al aska,

but he is shopping around. Ot her states are |ooking good. There
are other states with nountains and ski slopes, but it is a
foreign land to him but he m ght have to join it.

10: 45: 32 AM
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CHAI R MCGUI RE said she will make sure this the testinony will be
distributed to the nenbers in the commttee who mssed it.

10: 45: 46 AM
CHAI R MCQUI RE recessed the neeting to the call of the chair. [SB
183 was heard again the followng day when the neeting
conti nued. ]
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